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ABSTRACT

The objective of this research is to examine thecefof financial performance following
mergers and acquisitions on the firm value. Firangerformance is measured from the
profitability performance, asset productivity perfance, and leverage. Testing hypotheses are
conducted using multiple regression models witreoleions from 120 sample companies listed
in Indonesian Stock Exchange that did mergers agdisitions during the year 2000-2011. The
results provide empirical evidence that changegrufitability performance and changes in
leverage between the end of fiscal year Decembecl8dest after and before mergers and
acquisitions as well as leverage level and changés/erage between the end of the book one
year after December 31 and before mergers andsatigas significantly influence the increase
of the firm value. Nevertheless, changes of prbiitiy performance, asset productivity
performance, leverage level, asset productivityfgperance between the end of fiscal year
December 31 closest after and before mergers aqdis#tions and changes of profitability
performance, asset productivity performance inifability performance and changes in asset
productivity performance between the end of figedr December 31 one year after and before
merger and acquisition have no effect on the fialue.

Keywords: mergers and acquisitions, profitabildgset productivity, leverage, firm value.



1. INTRODUCTION

Growth in gross domestic product (GDP) of Indondri2011 was 6.5% and in 2012 was
estimated at 6.1% to 6.5% (Bank Indonesia, 20lighdn than the growth of the world economy.
Besides international credit rating agencies, FRettings and Moody's, respectively at the end
of 2011 and beginning of 2012 raised Indonesidiangaafter nearly fourteen years since the
financial crisis of 1998. Those exposures indi¢htd the business growth in Indonesia is more
quickly and triggers the company to continue toaepits business.

However, each company that wants to open or exfarmisiness has limited resources such as
competence is not owned, limited access to marketsbusiness scale is not maximized. To
overcome these limitations, every company shouldhde to find and use the right strategies to

maintain its survival. One of the recent corpoeatBons done quite often in order to increase the
value of the firm is to do mergers and acquisitititezause it can increase the value and
efficiency of use of resources so as to be opt{Madston et al., 2004). Duksaite (2009) said that
growth through synergy is a reason / motive of ¢benpany's main corporate action to do

mergers and acquisitions.

Nevertheless in practice, the value creation fromeggies that run through merger and
acquisition activity is not easy. According to Figet al. (2007), some of the factors that led to
the synergy were not achieved because the comgatopinarrow or too broad to define the
potential synergies, it missed opportunities syresrghat should be obtained, the people have
less time to engage in the synergy process, tsaresmatch between the system and the culture
of the company during the merger and acquisition, the company uses processes that are less
precise in creating synergies.

This study will explore how a merger and acquisitaffects the financial performance on the
firm value. Palepu (2004) said that the first stepanalyze the financial performance of the
company is to look at the ratio of Return on EqQURQE). With the du-pont analysis method,
ROE is affected by (1) profitability performanc®) (@sset productivity performance, and (3)
level of leverage. Research conducted by Kumar qR06 India shows that there is no
significant increase before and after a merger amtiqular in terms of profitability, asset
efficiency and solvency. Similar results were atdtained from research conducted by Ooghe et
al. (2006) in Belgium. However in Indonesia, TurgdA910) and Initiative (2010) said that there
is a significant change in operating income anetgsoductivity before and after the acquisition

Furthermore, the definition of firm value is thev@stors’ perception of or expectation from the
companies that is often associated with the stoicle @s the intrinsic value (Price to Book Value

(PBV)). The study by Ma et al. (2011) in the Unit8thtes said that a decline / underperform
companies represented value of the ratio of Padgadok (P / BV) between after and before the
merger. However Widyaputra (2006) said that theeesgynificant differences in PBV ratios one

year after and before the mergers and acquisitioiadonesia. Thus, this study is aimed to
provide empirical evidence about the effect of imekia's financial performance after the merger
and acquisition on the firm value.

2. LITERATURE REVIEW



Recently, merger and acquisition activity is grogvitCarbonara and Caiazza (2009) said that
since the 1970's era until today, merger and atmuistransactions in the world are growing
rapidly not only in the number of transactions higo in scope of companies that undertake
mergers and acquisitions between countries (crosdeb) and different industries. One
contributing factor was an increase in both thel&veconomy, and financial and capital markets
in many advanced countries. In Indonesia, thessizai data obtained from Thomson Financial
from the Institute of Mergers, Acquisitions and iafices (2012) showed that there has been an
increase in merger and acquisition activity sin@@dlwith the number of transactions previously
under 100 to almost 500 transactions in 2011 ansl ev&n reaching over 600 transactions in
2010. This may indicate that merger and acquisgictivity is very popular in Indonesia.

The reason why companies doing mergers and adquisitan also be seen from two sides, both
the seller and the buyer (Sherman and Hart, 200 .motivation of why sellers do mergers and
acquisitions, among others: the company entereal /¢ business decline, the inability to
compete itself, wanted to obtain cost savings thinoeconomies of scale and access to resources
from the target company. The motivation of why hgymake mergers and acquisitions, among
others: increased revenue, cost reduction, vertigal horizontal integration, quality
improvement management, growth pressure from invgsincrease market share and a desire to
diversify their products and services.

2.1. Assessing Financial Performance in Mergers and Acquisitions

The reason why companies are doing mergers andséams as one of the implementation of
the corporate strategy is to improve the compapgi$ormance and as an alternative to achieve
its business growth. Performance in relation tariial firms both after and before mergers and
acquisitions can be viewed by using accounting dathinformation. Palepu (2004) specifically
said the first step to systematically analyze pgany’s performance is to use ROE (Return on
Equity) as it is a comprehensive indicator. With-Bant analysis, ROE can be described as
follows:

ROE
ROA Financial
(Return on Asset) Leverage
NIM TATO DER
(Net Income Margin) (Total Asset Turnover) (Debt to Equity)

The figure above showed that the company's finarp@aformance can be seen from three
aspects: (1) how companies generate profits frerbusiness activity as measured by NIM (Net
Income Margin), (2) how the productivity of the cpamy's assets generate sales levels,
measured from TATO (Total Asset Turnover), and 8w the company fund their assets,
measured by DER (Debt to Equity ratio). The pattdwat performs financial measurement is



similar to that of research conducted by Feroz $200sing a model of DEA (Data Envelopment
Analysis). DEA evaluates the company by lookinghetinput and output through ratio analysis.
The company is said to be effective if the managgnseable to manage the business to generate
maximum output with minimum input. By taking theaemple of the same ratio, ROE, the
company is said to be effective if the minimum satetal assets and equity are able to produce
maximum returns (net income).

Profitability is an important measurement in assgsshe company’s performance. This was
confirmed by Singh and Mogla (2010) who said thasitally mergers and acquisitions occur
because of a desire to maximize profits / profligband growth. Previous researches have
linked profitability performance with merger andgacsition activity. Ooghe et al. (2006) in
Belgium said that the profitability level of the cagrer is not in line with the acquisition
objectives. Similar results were also presenteddoyar (2009) for his research on companies in
India within a period of three years before an@rafbergers and acquisitions. However, Turang
(2010) said that there is a significant changeh&dperating profit for companies in Indonesia
doing mergers and acquisitions over the past feay.

Every company requires assets to support theirnbasi activities. Managing resources of
company’'s assets and using them for business amesaare factors affecting the financial
performance. Ross (2010) said that the companysnieeldok at how effective and efficient the
asset management is by using the asset manageRremtous researches have linked asset
productivity performance with merger and acquisitactivity. Prakarsa (2009) in Indonesia said
that there is a significant change from the assmtagement represented by TATO in the two
years before and after mergers and acquisitionseder, Singh and Mogla (2010) and Kumar
(2009) said that there is a decline in asset atibn after a merger and acquisition firms in India

Assets required supporting the business activiteesd to be funded. Leverage could come from
shareholders or debt where the same purpose rentaimscrease the company value. If the
company uses debt to finance the company, it m#dandirm uses leverage. Modligani and
Miller (1963) said that companies using debt inrtkapital structure will benefit due to the tax
shield which can then increase the company valuevidus studies have linked the level of
leverage (leverage) with merger and acquisitioiviégt Ghosh and Jain (2000) said that there is
a significant increase in the financial leveragéhef companies that merged in the United States.
It is also said by Huang (2010) in China that thera significant increase in financial leverage
following the acquisition. However, it is not thase in India (Kumar, 2009) and in Indonesia
(Initiative, 2010 and Turang, 2010).

2.2. Assessing Firm Valuein Mergers and Acquisitions

Firm value is the investor's perception of the camypthat is often associated with stock prices
(Fama, 1978). High stock price makes the comparyevalso high. Stock market price is
formed between buyers and sellers (demand and\gugipthe transaction called market value.
In connection with mergers and acquisitions, Moghal Singh (2010) said that assessing the
performance of mergers and acquisitions can be §eem accounting data and market data.
However, market data especially the stock prickelteved to be more reliable because it is in
line with the theory and concept of efficient capinarkets. Damodaran (2002) said that the use



of PBV (Price to Book Value) as one of the finahcatios is sufficiently representative to see
the performance in terms of creation of value fa& tompany. It is also said by Block (1995)
that the PBV ratio is very important because itcdbgs the external and internal factors of the
share price, which reflects the market cycle and.fi

Research conducted by Kruse et al. (2007) saidttiealong-term performance of the company
improved significantly after the merger and acdigsiby seeing an increase in the rate of return
of the stock price changes in Japan. In particulas, is due to many Japanese companies are
diversified. Similar results were also expresse@®bgngswang (2010) in Thailand who said that
mergers and acquisitions affect the creation ofedif@der wealth. On the contrary, DelLong
(2003) said that there is no significant increaseepards of the stock market reaction to merger
and acquisition transactions. This is because t&enis very difficult to make projections of a
success of mergers and acquisitions made in theedUBitates.

2.3. The Effect of Financial Performance on Firm Value

Damodaran (2002) tried to relate ROE with PBV hi tompany is assumed to have a constant
growth rate, the intrinsic value of shares canmtygessed by the following equation:

_ Divy
Po=

Where : B value of equity per share today

Divi = expected dividends per share next year
r = discount rate (cost of equity)
g = growth rate constant

Because dividends can be expressed as the compamoksvalue (BV) multiply by ROE and
dividend payout ratio, the equation above can bgamras follows:

P, = Div, — BV X ROE X Payout Ratio X (1 + @)

r-g r-g
If both sides of the equation are divided byBWd assuming that the intrinsic value is equal to
the stock price, then the above equation can beesged as follows:

PRV = Po — ROE X Payout Ratio X (1 + Q)
BVo r-g
The equation above shows that ROE affects PBVcéomance with the du-pont in the ROE, it

can be said that the profitability performance,eagsroductivity performance and level of
leverage affect the expectations of the markeepesented by PBV.

3. HYPOTHESIS DEVELOPMENT

In general, the hypothesis of this study is to pratether the financial performance has positive
effect on the firm value represented by the rafidPoce to Book Value (PBV). Damodaran
(2002) relates ROE and PBYV, stating that the higileROE, the higher the PBV. While ROE is
influenced by the profitability performance as esmanted by Net Income Margin (NIM), asset



productivity performance is represented by the [Tétsset Turnover (TATO) and level of
leverage is represented by the Debt to Equity RRXER).

3.1. Profitability Performance

In connection with mergers and acquisitions, Mdgjlagh (2010) said that basically mergers and
acquisitions are done due to the desire to maxirpizdit / profitability and growth. The
advantages achieved by the company ultimately asereshareholder wealth by the distribution
of dividends. Bodie et al. (2011) said that theimsic value of stock is the sum of the present
value of expected cash flows received by the sinddebhs in the future in the form of dividends.
Value of the shares which is the concept of inicinglue represents the company value. Thus,
the higher the profitability performance is, thgter the firm value will be. Therefore, the first
hypotheses of this research are:

Hla.1l: Profitability performance after mergers acduisitions has a positive effect on its PBV
ratio.

Hla.2: Changes in profitability performance atied before mergers and acquisitions have a
positive effect on its PBV ratio.

3.2. Asset Productivity Performance

In connection with mergers and acquisitions, Moglagh (2010) also said that mergers and
acquisitions will certainly increase the compangesiThis means that management must be
careful in managing their assets more effectivelg afficiently in order to generate increased

sales, while increased assets also lead to inaeaests in terms of maintenance and

depreciation expense. Brush et al. (2000) saidth@ahigher the sales growth of the company is,
the greater the increase in the company's perfarenasiil be. Thus, the higher asset productivity

performance is, the higher the firm value will Béherefore, the second hypotheses of this
research are:

H2a.1: Asset productivity performance after mesgerd acquisitions has a positive effect on its
PBV ratio.

H2a.2: Change in asset productivity performanter @nd before mergers and acquisitions have
positive effect on its PBV ratio.

3.3. Leverage

Modligani and Miller (1963) said that companiesngsdebt in their capital structure will benefit
due to the tax shield which can increase the comnpalue. However, there is no specific target
in regards of how much influence of DER ratio torgase the corporate value. In connection
with mergers and acquisitions, Ghosh and Jain (288i@ that empirically, firms increase their
financial leverage through merger activity by irasig debt capacity in order to increase
shareholder wealth by exploiting tax shield. Theref the third hypotheses of this research are:

H3a.1l: Leverage level after mergers and acquistitas a positif effect on its PBV ratio.



H3a.2: Changes in leverage level after and befamers and acquisitions have a positive effect
on its PBV ratio.

4. RESEARCH MODEL

The model used in this research is the developmietite model of Kumar (2009) and Huang

(2010). This research is to examine the effectirdrfcial performance following mergers and

acquisitions on the firm value. In addition, seVarantrol variables that have been shown to
affect the firm value, the company's risk and thles growth rate, are included in this research
model.

= Model A: profitability performance tested sepanatel
PBVi = po+p1NIM; + B, Diff_NIM ; + g3 RISK; + g4 Diff_RISK; + ps GROWTH;
+ Bs DIff_GROWTH i+ B7 |ND_KONSUMS|| + Bg |ND_DASAR|
+ Bo IND_INFRA | + B1o IND_DAGANG; + B11 IND_TANI
+ B12 IND_PROPERTI; + 13 IND_ANEKA | ; g

» Model B: asset productivity performance tested sdply
PBV; = Bo+p. TATO, + B, Diff TATO; + B3 RISK; + B4 Diff RISK; + ps GROWTH;
+ Be Diff GROWTH ; + B7 IND_KONSUMSI; + g IND_DASAR;
+Bo IND_INFRA; + B10 IND_DAGANG; + B11 IND_TANI ;
+B12 IND_PROPERTI; + 13 IND_ANEKA . g

= Model C: leverage level tested separately
PBV: = po+p1DER; + B, Diff_ DER; + B3 RISK; + B4 Diff_RISK; + ps GROWTH;
+ B Diff_ GROWTH ; + B7 IND_KONSUMSI; + g IND_DASAR,;
+ B9 IND_INFRA  + B10 IND_DAGANG; + B11 IND_TANI
+B12 IND_PROPERTI; + B13 IND_ANEKA | ; ¢

= Model D: all financial performance variables testegether
PBV; = Po+ P21 NIM; + B2 Diff_NIM ; + B3 TATO; + p4 Diff_ TATO; + ps DER;
+ Ps Diff_DER; + B7 RISK; + Bg Diff_RISK; + pg GROWTH;
+ B1o Diff_GROWTH ; + B11 IND_KONSUMSI; + B12 IND_DASAR;
+ P13 IND_INFRA + 14 IND_DAGANG; + B15 IND_TANI;
+ P16 IND_PROPERTI; + B17 IND_ANEKA ; ; ¢

Where:

PBV, . Price to Book Value (PBV) ratio of firm i at thecwof the period after
the mergers and acquisitions.

NIM; : Net Income Margin (NIM) ratio of firm i at the eraf the period after
the mergers and acquisitions.

Diff_NIM :  Changes between NIM ratios of firm i at the endhef period after the

mergers and acquisitions and average three yedosebmergers and



TATGO;

Diff TATO;

DER

Diff_DER;

RISK;

Diff_RISK;

GROWTH

Diff GROWTH,

IND_KONSUMSI

IND_DASAR;

IND_INFRA;

IND_DAGANG;

IND_TANI;

IND_PROPERTI

acquisitions.

Total Asset Turnover (TATO) ratio of firm i at thend of the period
after the mergers and acquisitions.

Changes between TATO ratios of firm i at the enthefperiod after the
mergers and acquisitions and average three yedosebmergers and
acquisitions.

Debt to Equity (DER) ratio of firm i at the end tife period after the
mergers and acquisitions.

Changes between DER ratios of firm i at the enthefperiod after the
mergers and acquisitions and average three yedosebmergers and
acquisitions.

Firm risk measured by the beta of firm i at the ehthe period after the
mergers and acquisitions

Changes between the betas of firm i at the endhefperiod after the
mergers and acquisitions and average three yedosebmergers and
acquisitions.

Sales growth rate of firm i at the end of the peradter the mergers and
acquisitions.

Changes between sales growth rates of firm i atetiee of the period
after the mergers and acquisitions and averagee tlygars before
mergers and acquisitions.

Type of industry is measured using dummy variab)6)(with value of 1
if firm 1 is classified as consumer goods industry.

Type of industry is measured using dummy variab)6)(with value of 1
if firm 1 is classified as basic industry and cheafs.

Type of industry is measured using dummy variab)6)(with value of 1
if firm 1 is classified as infrastructure, utilignd transportation industry.

Type of industry is measured using dummy variab)6)(with value of 1
if firm 1 is classified as trade, services & inwvasnt industry.

Type of industry is measured using dummy variab)8)(with value of 1
if firm 1 is classified as agriculture industry.

Type of industry is measured using dummy variab)8)(with value of 1
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if firm 1 is classified as property and real esiathustry.

IND_ANEKA; . Type of industry is measured using dummy variab)@)(with value of 1
if firm 1 is classified as miscellaneous industry.

In this model, the end of the period after the mesgand acquisitions means the end of fiscal
year on December 31, closest after the mergersaagdisitions which is denoted as year t
(model 1) and the end of fiscal year on DecembeonBé year after the mergers and acquisitions
which is denoted as year t +1 (model 2).

5. POPULATION AND SAMPLE
The population of this study consists of all comparlisted in the Indonesia Stock Exchange
(IDX) that had mergers and acquisitions activityridg 2000 to 2011. Using a purposive

sampling method, there are 120 firms that meethallcriteria in this study. Table 1 shows the
sample determination in this study and Table 2 shibve sample profile based on industry.

Table 1. Determination of Sample

Step Sample Criteria Number of
Companies
1 Companies that had mergers and acquisitions, 155

excluding financial industry, listed in the Indorses
Stock Exchange (IDX) during 2000-2009

2 Companies that have negative equity (10)
3 Companies that have incomplete data (25)
Total samples used 120

Of the 120 sample firms, approximately 108 compmoieas much as 90% of the samples were
acquired and 12 companies or 10% were merged. Thasanalysis of this study reflects the
result of the acquisition transaction only.

Table 2. Sample Profile Based on Industry

No. Industries Number of | Percentage
Companies

1. | Consumer goods 11 9.17%

2. | Basic industry and chemicals 16 13.33%

3. | Infrastructure, utility and transportation 12 10.00%

4. | Trade, services & investment 29 24.16%

5. | Mining 17 14.17%

6. | Agriculture 9 7.50%

7. | Property and Real Estate 17 14.17%

8. | Miscelaneous 9 7.50%
Total 120 100.00%
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6. DESCRIPTIVE STATISTICS
The descriptive statistics of the variable usedoaesented in Table 3.

Table 3. Descriptive Statistics

Model 1 Model 2
Min Max Med [ Mean S.td'. Min Max Med [ Mean S.td'.

Deviation Deviation
PBV 0.0§ 20.41 1.78 2.93 3.89 0J29 n.1 1.56 p.75 2.80
NIM (%) -82.19 86.35 5.8b 517 23.p8 -59|61 5¢.32 6.26 6.89 8.49
Diff_NIM (%) -85.37| 64.4 1.8 1.44 22.67 -857 64.6 430 53. 22.54
TATO 0.02 2.62 0.8p 09 0.9 0.01 2134 078 0.85 D.57
Diff TATO -0.59 2.74 0.09 0.21 0.34 -0.59 076 002 g.07 D.28
DER 0,04 2.94 0.66 0.79 0.r1 0,00 2|56 Q.60 D.71 0.63
Diff DER -2.6] 2.24 0.0p 0.00 0.39 -2.p1 1|52 -0.10 -0.14 30.8
RISK -0.17 1.98 0.5 0.98 0.55 -0.12 1{78 g.65 .66 0.56
Diff_RISK -0.64] 0.6 0.00 0.0b 0.1 -0.51 0460 ofoo q.04 D.20
GROWTH (%) -39.1 74.99 21.37 23.43 23(89 -64.35 76.59 16.849,0(Q 29.18
Difft GROWTH (%) | -139.44 139.02 -0.77 -5.41 48|65 -139.4439.D2 -9.14 -10.0 50.26
IND_KONSUMSI 0.0d 1.00 0.00 0.09 0.29 0J00 1100 Q.00 D.10 00.3
IND_DASAR 0.0q 1.00 0.0p 0.13 0.34 000 1{00 g.00 .14 0.35
IND_INFRA 0.09 1.0( 0.0p 0.10 0.30 0.po 1/00 0.00 (.10 D.30
IND_DAGANG 0.09 1.0( 0.0p 0.24 0.43 0.po 1/00 .00 0.21 D.41
IND_TANI 0.00 1.0d 0.00 0.08 0.26 0.00 1,00 ofoo .09 D.28
IND_PROPERTI 0.0p 1.0 0.00 0.14 0|35 0.00 1.00 D.00 0.14 5(0.3
IND_ANEKA 0.00 1.0d 0.0 0.08 0.26 0.00 1)00 ofoo .08 D.27

Data that is considered as outliers i.e. has tHeevhigher or lower than 3 (three) standard
deviation from the mean, has been winsorized. Baset@able 3, the average PBYV ratio at the
end of fiscal year December 31 closest and one g#iar the mergers and acquisitions is
amounted to 2.93 and 2.75, respectively. It indsahat most of the companies used in the
sample have created firm value more than book valuethe other hand, several companies
have PBV ratio lower than 1.00, meaning that thosmpanies have not created value and,
therefore, their market performance is poor.

The average ratio of Net Income Margin (NIM) at &#rel of fiscal year December 31 closest and
one year after the mergers and acquisitions is ateduo 5.77% and 6.89%, respectively. The
ratios are very varied and have a fairly large eankhe average difference of NIM ratios after
and before the mergers and acquisitions in the hibdad model 2, respectively is amounted to
only 1.44% and 1.53%. This shows that on averagetivas an increase of profitability between
after and before mergers and acquisitions.

The average ratio of Total Asset Turnover (TATO)et end of fiscal year December 31 closest
and one year after the merger and acquisition isuated to 0.90 times and 0.85 times,
respectively. This means that on the average ybilithe company's assets to generate income is
less effective because the value is below 1.00.d¥ew the average difference of TATO ratio
after and before the mergers and acquisitionsenntbdel 1 and model 2 is amounted to 0.21
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times and 0.07 times, respectively. This shows timaaverage there was an increase in asset
productivity between before and after mergers amqliaitions.

The average of Debt to Equity Ratio (DER) at thd ehfiscal year December 31 closest and
one year after the mergers and acquisitions is ateduto 0.79 times and 0.71 times,

respectively. This means that on average compamnedsr to use equity rather than debt to fund
their assets. In addition, there was no differemcéhe average DER ratio after and before
mergers and acquisitions in models 1 and even becOri4 times in model 2 which shows that
the portion of debt to equity tends to decreaser dfte mergers and acquisitions. The difference
in the average ratio of DER does not have a laagge on this sample.

The average value of beta at the end of fiscal {Esrember 31 closest and one year after the
mergers and acquisitions is amounted to 0.58 af@, Gespectively, which means that on

average, the samples observed have a lower rigktligamarket risk because the value is below
1.00 even though it is unidirectional to markeksisThe average value of a lower beta can be
caused by the presence of several stocks of coepémat are not actively traded in the stock
exchange during the research period. The differamt¢ee average beta values after and before
mergers and acquisitions is very small, amounte@. @ and 0.04, respectively in model 1 and
model 2 and has a very small range on this sample.

The average growth rate of sales in the fiscal y@Bagember 31 closest and one year after the
mergers and acquisitions is amounted to 23.43%18r@0%. The ratio has a fairly large range.
However, the difference in the average rate of ¢noiw sales after and before mergers and
acquisitions in the model 1 and model 2 is amoutde®.41% and -10.10%, respectively. This
shows that on average there was a decline in gat@gh between after and before mergers and
acquisitions.

7. CORRELATION ANALYSIS

The correlation analysis results for model 1 andieh@ are presented in Table 4.1 and Table 4.2,
respectively. The value of the dependent variablehe correlation analysis is the result of
transformation (LogPBV) in order to meet the noityadssumption of regression models. From
the six main variables in model 1, only Diff NIM wa&orrelated positively and significantly
with LogPBV. This means that the higher the rafithe average difference between the end of
fiscal year NIM December 31 closest after the mexygad acquisitions and an average three
years of NIM before mergers and acquisitions, tteatgr the PBV ratio. While in model 2, the
overall main variable has no significant LogPBV.

Of the four control variables, only variables andf IGROWTH Diff _RISK have positive and
significant correlation LogPBV in both model 1 anwbdel 2. This means that the higher the
difference in the average value of beta and thierdifice in the average rate of sales growth
between the end of fiscal year December 31 cloaast one year after the mergers and
acquisitions, and an average over the three yedmsebto mergers and acquisitions, the greater
the PBV ratio value. While in regards of the entindustry dummy variables, none of the
significant industries has correlation LogPBV baththe model 1 and model 2. Correlation
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coefficients between all independent variablesralaively small i.e. below 0.80. This indicates
the small possibility of multicollinearity in thegression results in this research model.



Table 4.1. Pearson Correlation Analysis (Model 1)

17

DIff DIff Diff Diff Dif_ |IND_KO]| IND IND IND IND_ [IND_PRO| IND
Model 1 LogPBV'| NIM NIM TATO | a10 DER DER RISK 1 misk  |SROWTH GrowTH Nsumsi| DasAR | INFRA |DacanG| Tani | PERT | ANEkA
LogPBV 1,004
NIM 0,104 1,000
(0,241
Difft_NIM 02301 0,09 1,00p
(0,011] (0,285
TATO 0,089 0,112  o00d3 1,000
(0331 (0,223 (0,97%)
Diff TATO 0,049 0,060 0063 0429F 1,000
(0,646] (0,452 (0,493) (0,000
DER 0,104 -0,2557} -0,008 -0,000 -0,001  1,doo
(0,243] (0,008) (0,313) (0,916)  (0,819)
Diff DER -0,064 0,058 -0,227* 0099 0297  0,1p2 1,400
(0,456] (0,566) (0,013) (0,284) (0,001)  (0,1B3)
RISK 0,054 0,233} -0058 0145 -0,1p6 -0,144* -0,164 1000
(0547]  (0,010) (0,530) (0,17R) (0,010) (0,044)  (0,073)
Diff_ RISK 0,191 0,07 -0,04p 0099 01p7 od21 of24 0427+ 1000
(0,037] (0,407) (0,666) (0,282) (0,245) (0,8P2) (0,178) ,018
GROWTH 0,08 0,341 0,048 0144 0165 od2s 0152 ops7r 0487 0d,0
(0,370] (0,000) (0,638) (0,177) (0,011) (0,780)  (0,096) ,4@8] (0,041
Dift GROWTH 0,311%  -0,071 008y 0169 o266 o011 0242+ -0,1%8* ood -0,08¢ 1,000
(0,001] (0,404 (0,343) (0,085) (0,003) (0,1p3) (0,015) 040 (0,841)  (0,33%)
IND_KONSUMSI 0,024 -007f oo0do o042 -01p7 0089 -0p73 0087  -0,058 ,0680 0,13 1,000
(0,772] (0,404) (0,997) (0,649) (0,166) (0,385) (0,425) ,348] (0,526) (0,513)  (0,13])
IND_DASAR 00od -001p o112 o018k o01pa ode9 -o2s  ofo77 -dos4 ,06® 0051 -0125 1,000
(0,999] (0,843 (0,224) (0,044) (02%8) (0.461) (0,175) ,408] (0,360) (0,47%) (0.577) (0,175)
IND_INFRA 0,104 0,028 -0038 -01f7 -o027 0097  o0f57 -0,230+ -0,062 0,067 0,02 -01d6 -0,131 1,000
(02771 (0,760) (0,761) (0,053) (0,768) (0,202) (0,086) 010 (0,498) (0,468) (0,75B) (0,230)  (0,1p5)
IND_DAGANG -0,125 001l -00d0 o146 0155 -0436 oh38 -0165  (,158 062, 0,05 0170 -022]* -018p* 1,000
(0,175] (0,908 (0,382) (0,11p) (0,090) (0,65) (0,133) ,07a] (0,086) (0,503) (0,58R) (0,030) (0,015)  (0,440)
IND_TANI -0,112 012k -00d8 -00f6 -od64 -0060 -0p97  0j118  Q,0640,119 -0096 -0,090 -0,1d2 -0,095 -0,J61 1,000
(0,223] (0,179) (0,458) (0,408) (0,484) (0,515) (0,291) .20a) (0489 (0,217) (0,30R) (0,326) (0.2k5) (0,402) (9P
IND_PROPERTI 0,124 -0,013 012 -0,346* -0,006 -0,248* -0,482  opa5s 17 -0,02] -0.23f -0,149 -0,1b9  -0,135 -0,2P9*  -0/16 00O
(0,174] (0,843 (0,266) (0,000) (0,299) (0,012) (0,372) ,628] (0,051) (0,82]1) (0,011) (0,160) (0,0B2) (0,340) 1@P (0,208
IND_ANEKA -0,098 0,02k 0025 o023 o0k5 -0433 0p31  0[024 -d056 01 0,04 0090 -01]2 -0,005 -0,J61 -opsl  -0|116
(0,286] (0,799 (0,799) (0,010) (0,628) (0,16) (0,135) 797 (0,548) (0,907) (0,60R) (0,326) (0.2p5) (0,302) TGP (0,379)  (0,208)

1,000

* Signnificant at th levela = 5% (:-tailed]
** Significant at the leveb = 1% (2-tailed)
Amount in the bracket is thevalue
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_ Table 4.2. Pearson Cor_relation Analysis (Model 2)

Diff Diff Diff Diff Diff IND_KO | IND IND IND IND IND_PRO| IND
Model 2 LogPBY NIM NIM TATO ATO DER DER RISK RISK GROWTH GROWTH NSUMSI| DASAR | INFRA |DAGANG| TANI PERTI | ANEKA
LogPBV 1
NIM 0,047 1,000
(0,672
Difft_ NIM 0,064 0,565* 1,000
(0,495 (0,000
TATO 0,02 0,002 -0,018 1,000
(0,818 (0,984 (0,855)
Dift TATO -0,089 0,008 0,084 0,409 1,000
(0,369 (0,935 (0,394)  (0,000)
DER 0,174 -0,198 0,114 -0,034 0,113 1,4qoo
(0,077 (0,044 (0,251) (0,584)  (0,2%3)
Diff DER -0,141 -0,334*71  -0,204f 0,148  0,23%* 0,272F* 1,0p0
(0,154 (0,001 (0,038) (0,149) (0,016)  (0,0p5)
RISK 0,077 0,249 -0,001 0,173 0,010 -0,180 -0,1.04 1{000
(0,466 (0,011 (0,992) (0,080) (0,916) (0,067) (0,296)
Diff RISK 0,1931 0,01 0,03p 0,080 0,042 -0,4o4 0,p51 0,273* 1({000
(0,049 (0,922 0,750) (0,422) (0,673) (0,971) (0,606) 008
GROWTH 0,157 0,106 0,005 0,109 0,21j0* -0,456 -0,p24 -0J019 -0,019 ,00Q
(0,112 (0,291 (0,958) (0,269) (0,033) (0,574) (0,810) ,8%a (0,851
Dift GROWTH 0,306** 0,043 0,109 0,3357 0,288% 0,141 0,145 -0,147 03 0,288* 1,00
(0,002 (0,662 (0,271) (0,001) (0,003) (0,1p2) (0,143) 1% (0,464 (0,003)
IND_KONSUMSI 0,134 -0,101 -0,012 0,099 -0,134 -0,041 -0,096 0j063 -0,0930,049 0,16y 1,000
(0,163 (0,304 (0,904) (0,318) (0,175) (0,6B2) (0,333) 520 (0,348 0,647)  (0,09D)
IND_DASAR -0,053 0,036 0,123 0,22f* 0,262 0,063 -0,992 0,p89 -0/067 0,034 0,086 -0,134 1,000
(0,595 (0,719 (0,21%) (0,021) (0,007) (0,5P6) (0,352) ,3G@ (0,501 0,721) (0,382) (0,115)
IND_INFRA 0,01 -0,212 -0,07p -0,166 0,040 0,098  0,2f19* -0,238* 400 -0,154 0,004 -0,106 -0,1B4 1,4oo

©0919] (0031 (0469) (0,098 (0683 (03p0) (0,026) ,018] (0679 (0.118) (0.97p) (0,292) (0.15)

IND_DAGANG 0164 -005] -0,03 0097 -0019 0046  Of09 -0/188  4,1200,12  002p -0169 -021p* -0,1p9 1,400
0,095] (0608 (0712) (0,325) (0850) (0,641) (0,269) ,086] (0,225) (0,22%) (0,84B) (0,096)  (0,080)  (0,486)

0,758] (0,611 (0,44 0,868) (0,799) (0,643) (0.334) ,17@] (0,247) (0913) (0476) (0311) (02p1) (0311) (@6)Y

7
)
IND_TANI 0,031 -0,05p -0,075 -0,016 0,025 0,046 -0,062 0{134 0,114 011p, -0,07 -0,100 -0,126 -0,1p0 -0,159 1,p00
)
D

IND_PROPERTI -0,18¢ 0,291 0,10p -0,382%* -0,148 -0,185 -0,141 0,066 107 0,13% -0,266%F -0,134 -0,169 -0,134  -0,213* -0,]126 0Djo

©0059] (0003 (0272) (00000 (0277 (©IF1) (0153 ,5@] (0072 (0173 (0,008) (0,175) (0,087) (0,475) gOP (0,201
IND_ANEKA -013¢ o001 o003 o0275F o011 -0d72 0058 -0047 -0|148 0,004 005 -0094 -01]9 -0094 -0]50 -0p89  -0119 1,000
0,190] (0859) (0,89f) (0,005) (0263) (04b5) (0,356) ,680] (0,135) (0,94]) (0.55p) (0,342) (0,2B1) (0.342) N (0,370)  (0,231)

*  Signnificant at th level o = 5% (-tailec)
** Significant at the leveb. = 1% (2-tailed)
Amount in the bracket is thevalue
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8. HYPOTHESIS TESTING ANALYSIS
8.1. The Effect of Profitability Performance on The Firm Value

Based on the regression results in Table 5.1 ahteTa2, NIM does not have any significant
effect on the PBV ratio in both models 1A and 2AisTis similar when testing all of the main
variables together (with asset productivity perfante and level of leverage) in both models 1D
and 2D. The results showed that increased ratidIbf at the end of fiscal year December 31
closest or one year after the merger and acquisitieas not significant on the firm value. This
result is also a representation of the acquisitramsaction because based on the regression
results in Table 5.2 and Table 5.4, the resultssarglar. Thus, these results do not support
hypothesis 1a.1, and therefore, the hypothesisjésted in both models 1 and 2. These results
are consistent with the finding of Ooghe et al.0@&0in Belgium which stated that the level of
profitability of the acquirer is not in line withé objectives of the acquisition.

Furthermore, based on the regression results iteTgkDiff NIM has significant effect on the
PBV ratio in model 1A. This is similar when testiald of the main variables together (with asset
productivity performance and level of leverage) nmodel 1D. The results showed that
differences in NIM ratio at the end of fiscal yean December 31 after the merger and
acquisition closest and the average NIM ratios ftaree years before the mergers and
acquisitions have significant effect on the firmuea This result is also a representation of the
acquisition transaction because based on the mgresesults in Table 5.2, the results are
similar. Thus, model 1 results support hypothesi,1and therefore, the hypothesis cannot be
rejected. These results are similar to that ofaedeconducted by Turang (2010) which said that
there is a significant change to the operationalifpfor companies in Indonesia that did mergers
and acquisitions.



Table 5.1. Regression Output (Model 1 — Mergers anficquisitions)
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Model 1A Model 1B Model 1C Model 1D
Expected Unstandardig Unstandardilz Unstandardig Unstandardiz
Variabel Sign ed t-Statistic Sig. ed t-Statistic Sig. ed t-Statistic Sig. ed -Statistic Sig.
Coefficients Coeffcients Coeffcients Coefficients
B B B B

(Constant) 0,564 7,748 | 0,000 0,523 6,349 | 0,000 0,554 6,397 0,000 0,517 5,581 0,000
NIM + 0,001 0,975 0,165 - - - - - - 0,001 1,139 0,129
Diff NIM + 0,002 2,597 0,008 - - - - - - 0,002 2,049 0,022
TATO + - - - 0,049 0,928 0,178 - - - 0,047 0,921 0,180
Diff TATO + - - - -0,045 -0,827 0,205 - - - -0,029 -0,544 0,294
DER + - - - - - - 0,003 0,072 0,471 0,015 0,39( 0,349
Diff DER + - - - - - - 0,068 2,340 0,011 0,053 1,718 0,047
RISK - 0,034 0,703 0,241 0,024 0,471 0,317 0,026 0,521 0,30 ,0150 0,295 0,384
Diff_RISK - 0,193 1,597 0,056 0,204 1,623 0,054 0,224 1,822 0,036 0,227 1,857 0,033
GROWTH + 0,001 0,776 0,219 0,001 1,271 0,103 0,002 1,662 00;05 0,001 0,907 0,183
Difft GROWTH + 0,001 3,583 | 0,002 0,002 3,726 | 0,000 | 0,002 4227 | 0,000 | 0,002 3,833 | 0,000"
IND_KONSUMSI + 0,228 2,273 0,012 0,237 2,268 0,013 0,242 2,376 0,010" 0,245 2,422 0,009™
IND_DASAR + 0,247 2,721 0,003" 0,224 2,368 0,010 0,238 2,590 0,005 0,261 2,823 0,003"
IND_INFRA + 0,127 1,264 0,104 0,113 1,079 0,142 0,103 0,995 ,16D 0,098 0,963 0,169
IND_DAGANG + 0,299 3,755 0,001 0,302 3,647 0,000 0,293 3,551 0,000™ 0,293 3,580 0,000™
IND_TANI + 0,333 3,113 0,001~ 0,324 2,930 0,002* 0,352 3,213 0,001 0,338 3,102 0,001
IND_PROPERTI + 0,263 2,867 0,002 0,212 2,166 0,016 0,239 2,484 0,007" 0,228 2,313 0,011
IND_ANEKA + 0,343 3,221 0,001" 0,345 3,061 0,001 0,323 2,917 0,002" 0,347 3,107 0,001
R-squared 0,328 0,282 0,311 0,355
Adjusted R-squared 0,246 0,194 0,226 0,247
F-statistic 3,980 3,202 3,673 3,302
Prob (F-statistic) 0.000 0.000 0.000 0.000

* Significant at thi levela = 10% (-tailec)
** Significant at the leveb. = 5% (1-tailed)
*** Significant at the levek = 1% (1-tailed)



Table 5.2. Regression Output (Model 1 — Acquisitics)
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Model 1A Model 1B Model 1C Model 1D
. Expected Unstandardiz . Unstandardiz ' Unstandardig . Unstandardiz
Variabel Sign ed t-Statistic Sig. ed t-Statistic Sig. ed t-Statistic Sig. ed t-Statistic Sig
Coefficients Coefficients Coeffcients Coefficients '
B B B B

(Constant) 0,499 6,426 0,000 0,473, 5,497 0,000 0,492 5,420 ,0000 0,487 5,119 0,000
NIM + 0,001 0,970 0,167 - - - - - - 0,001 1,112 0,134
Diff_NIM + 0,003 2,398 0,009™ - - - - - - 0,002 1,662 0,050
TATO + - - - 0,020 0,353 0,362 - - - 0,012 0,231 0,409
Diff_ TATO + - - - -0,032 -0,582 0,281 - - - -0,012 -0,219 0,414
DER + - - - - - - 0,018 -0,466 0,321 0,001 0,023 0,491
Diff DER + - - - - - - 0,085 -2,805 0,003" 0,071 2,206 0,015
RISK - 0,058 1,077 0,142 0,051 0,914 0,181 0,047 0,880 0,19p ,0430 0,773 0,221
Diff_RISK - 0,212 1,732 0,043 0,220 1,721 0,04% 0,245 2,001 0,021 0,247 2,004 0,02
GROWTH + 0,000 0,307 0,380 0,001 0,771 0,219 0,001 1,2p2 00,111 0,001 0,701 0,243
Dift GROWTH + 0,002 3,745 0,000" 0,002 3,860 0,000 0,002 4,562 0,000™ 0,002 4,151 0,000"
IND_KONSUMSI + 0,190 1,765 0,040 0,189 1,679 0,048 0,191 1,789 0,038 0,199 1,843 0,03%
IND_DASAR + 0,172 1,762 0,041 0,140 1,372 0,087 0,149 1,545 0,063 0,174 1,757 0,041
IND_INFRA + 0,053 0,507 0,307 0,040 0,370 0,356 0,014 0,137 ,44@ 0,028 0,267 0,395
IND_DAGANG + 0,222 2,542 0,008 0,217 2,360 0,010 0,204 2,302 0,012 0,210 2,356 0,010"
IND_TANI + 0,260 2,218 0,014 0,245 2,026 0,023 0,282 2,403 0,009™ 0,288 2,453 0,008"
IND_PROPERTI + 0,192 1,942 0,028 0,151 1,466 0,073 0,173 1,730 0,043 0,183 1,790 0,038
IND_ANEKA + 0,340 2,973 0,002 0,320 2,634 0,005 0,314 2,691 0,004~ 0,333 2,780 0,003"
R-squared 0,310 0,258 0,316 0,350
Adjusted R-squared 0,215 0,155 0,221 0,227
F-statistic 3,251 2,515 0,334 2,846
Prob (F-statistic) 0.000 0.005 0.000 0.001

* Significant at thi levela = 10% (-tailed
** Significant at the leveb. = 5% (1-tailed)
*** Significant at the level, = 1% (1-tailed)



Table 5.3. Regression Output (Model 2 — Mergers anficquisitions)
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Model 2A Model 2B Model 2C Model 2D
. Expected Unstandardiz . Unstandardiz . Unstandardiz ‘ Unstandardig
Variabel Sign ed t- Statistic Sig. ed t-Statistic Sig. ed t- Statistic Sig. ed t-Statistic Sig
Coefficients Coefficients Coefficients Coefficients '
B B B B

(Constant) 0,593 7,426 0,000 0,579 6,74[7 0,000 0,501 5,488 ,0000 0,475 4,991 0,000
NIM + 0,000 0,185 0,427 - - - - - - 0,000 0,069 0,473
Diff NIM + 0,001 0,586 0,280 - - - - - 0,000 0,081 0,468
TATO + - - - -0,006 -0,104 0,459 - - - 0,021 0,361 0,359
Diff TATO + - -0,142 -1,379 0,086 - - - -0,123 -1,191 0,118
DER + - - - - 0,088 2,202 0,018 0,091 2,145 0,017
Diff DER + - - - - - - -0,084 -2,703 0,00~ 0,076 2,223 0,01%
RISK 0,006 0,110 0,456 0,013 0,259 0,398 0,023 0,487 0,314 ,0220 0,429 0,335
Diff RISK - 0,166 1,204 0,116 0,197 1,441 0,077 0,188 1,435 0,077 0,197 1,469 0,073
GROWTH + 0,001 0,738 0,231 0,001 0,931 0,176 0,001 0,9p5 40,18 0,001 1,066 0,145
Dift GROWTH + 0,001 2,523 0,007 0,002 2,982 0,002* 0,002 2,832 0,003" 0,002 2,749 0,00%"
IND_KONSUMSI + 0,143 1,343 0,091 0,143 1,354 0,090 0,155 1,540 0,063 0,159 1,512 0,067
IND_DASAR + 0,286 3,029 0,002 0,231 2,340 0,011 0,298 3,342 0,001" 0,270 2,753 0,002~
IND_INFRA + 0,201 1,854 0,032 0,174 1,600 0,057 0,162 1,564 0,061 0,141 1,312 0,097
IND_DAGANG + 0,324 3,754 0,000™ 0,300 3,405 0,000 0,305 3,704 0,000™ 0,297 3,455 0,000"
IND_TANI + 0,198 1,868 0,032 0,175 1,655 0,051 0,222 2,202 0,015 0,205 1,964 0,026
IND_PROPERTI + 0,314 3,123 0,001 0,283 2,849 0,003" 0,300 3,207 0,001" 0,284 2,852 0,003"
IND_ANEKA + 0,356 3,144 0,001 0,310 2,580 0,006 0,317 2,923 0,002" 0,303 2,574 0,006"
R-squared 0,305 0,316 0,368 0,378
Adjusted R-squared 0,204 0,217 0,277 0,255
F-statistic 3,034 3,194 4,030 3,078
Prob (F-statistic) 0.000 0.000 0.000 0.000

* Significant at thlevel o = 10% (-tailed’
** Significant at the leveb. = 5% (1-tailed)
*** Significant at the levek. = 1% (1tailed)



Table 5.4. Regression Output (Model 2 — Acquisitics)
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Model 2A Model 2B Model 2C Model 2D
. Expected Unstandardiz . Unstandardiz ' Unstandardig . Unstandardiz
Variabel Sign ed t-Statistic Sig. ed t-Statistic Sig. ed t-Statistic Sig. ed t-Statistic Sig
Coefficients Coefficients Coeffcients Coefficients '
B B B B

(Constant) 4,751 5,923 0,000 4,609 5,397 0,000 3,895 4,131 ,0000 3,708 4,027 0,000
NIM + 0,002 0,115 0,454 - - - - - - 0,000 0,023 0,491
Diff NIM + 0,006 0,501 0,309 - - - - - - -0,001 -0,084 0,467
TATO + - - - -0,025 -0,045 0,482 - - - 0,162 0,299 0,383
Diff TATO + - - - -0,900 -0,905 0,184 - - - -0,671 -0,674 0,251
DER + - - - - - - 0,872 2,057 0,022 0,911 1,999 0,025
Diff DER + - - - - - - 0,809 2,651 0,005 0,782 2,311 0,012
RISK - 0,105 0,199 0,421 0,166 0,317 0,376 0,297 0,609 0,272  ,2920 0,548 0,293
Diff_ RISK - 1,450 1,122 0,133 1,632 1,271 0,037 1,616 1,326 0,094 1,672 1,325 0,095
GROWTH + 0,015 1,708 0,048 0,017 1,856 0,03% 0,018 2,078 0,020 0,019 2,098 0,020
Dif GROWTH + 0,017 3,215 0,001" 0,019 3,471 0,000 0,017 3,223 0,001 0,017 3,023 0,002*
IND_KONSUMSI + 2,188 2,090 0,020 2,154 2,070 0,021 2,333 2,381 0,010" 2,379 2,298 0,012
IND_DASAR + 2,860 3,034 0,002" 2,489 2,537 0,007" 2,969 3,347 0,001 2,859 2,913 0,002*
IND_INFRA + 2,118 2,041 0,022 1,913 1,828 0,036 1,820 1,818 0,036 1,709 1,640 0,053
IND_DAGANG + 3,146 3,581 0,000" 2,961 3,259 0,001 3,031 3,591 0,000™ 3,015 3,355 0,001
IND_TANI + 1,689 1,579 0,059 1,582 1,481 0,071 2,166 2,097 0,020 2,132 2,006 0,02
IND_PROPERTI + 2,897 2,922 0,002 2,685 2,751 0,004~ 3,000 3,262 0,001 2,902 2,965 0,002*
IND_ANEKA + 3,303 2,958 0,002 3,027 2,566 0,006 2,771 2,597 0,006 2,743 2,351 0,011
R-squared 0,363 0,366 0,425 0,429
Adjusted R-squared 0,257 0,261 0,330 0,298
F-statistic 3,417 3,467 4,441 3,271
Prob (F-statistic) 0.000 0.000 0.000 0.000

* Significant at thlevel o = 10% (-tailed’
** Significant at the leveb = 5% (1-tailed)

*** Significant at the levek. = 1% (1-tailed)
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On the other hand, these results differ in modd&&sed on the regression results in Table 5.3,
Diff_NIM has no significant effect on the PBV ratiomodel 2A. This is similar when testing all
of the main variables together (with asset proditgtiperformance and level of leverage) in
model 2D. The results showed that differences iM N&atio at the end of fiscal year on
December 31, one year after the merger and adguigihd an average ratio of NIM during the
three years before to mergers and acquisitions hawagnificant effect on the firm value. This
result is also a representation of the acquisitramsaction because based on the regression
results in Table 5.4, the results are similar. Tinusdel 2 results do not support the hypothesis of
the study 1a.2, and therefore, the hypothesisjéstexl. Similar results were also presented by
Kumar (2009) for his research on companies in lahid by Huang (2010) which said that the
profitability performance after the merger and asigjon shows no significant change.

The explanation of this finding is that changespmofitability performance closest after the
merger and acquisitions affect more on the firnugahan changes in one year after the mergers
and acquisitions. This could be because the pamnpanies have a lot of unforeseen problems.
When a company becomes larger, the company coistrabt maximal (loss of managerial
control problems) (Ooghe, 2006). The more complex organization due to mergers and
acquisitions, the less effective the managementdvoe in terms of control and organizational
settings. This indicates a decrease of productavity performance of the asset management after
the merger and acquisitions. As a result, the lef/gfofitability would decline and the synergies
expected would be less realized.

8.2. The Effect of Asset Productivity Performance on The Firm Value

Based on the regression results in Table 5.1 abte a3, TATO has no significant effect on the
PBV ratio in both models 1B and 2B. This is similgnen testing all of the main variables
together (with profitability performance and lew##lleverage) in both models 1D and 2D. The
results showed that the increase in TATO ratidvatend of fiscal year December 31, closest or
one year after the mergers and acquisitions hasgndicant effect on the firm value. This result

is also a representation of the acquisition transadecause based on the regression results in
Table 5.2 and Table 5.4 the results are similausTthese results do not support hypothesis 2a.1,
and therefore, the hypothesis is rejected in baidehl and model 2.

Moreover, based on the regression results in Takdeand Table 5.3, Diff TATO has no
significant effect on PBV ratio in both models 1Bda2B. This is similar when testing all of the
main variables together (with profitability perfoance and level of leverage) in both models 1D
and 2D. The results showed that differences in TA3tw at the end of fiscal year on December
31, closest and one year after the merger and sitqniand an average ratio of TATO during
the three years before to mergers and acquisihams no significant effect on the firm value.
This result is also a representation of the actinstransaction because based on the regression
results in Table 5.2 and Table 5.4, the resultssarglar. Thus, these results do not support
hypothesis 2a.2, and therefore, the hypothesgjested in both model 1 and model 2.

These results do not support Damodaran (2002) i that Return on Equity (ROE) ratio
affects PBV ratio, where ROE itself is influenced PATO ratio using du-pont analysis. These
results are also not in line with the research don@rakarsa (2009) in Indonesia, who said that
there is a significant change of assets managerepresented by TATO ratio in the next two
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years before and after mergers and acquisitionaeider, these results support Singh and Mogla
(2010) and Kumar (2009) who said that there is @ik in asset utilization after mergers and
acquisitions in India. The explanation of thesalifigs is due to the company size and assets
become greater as a result of mergers and acqusitHowever, the management is less able to
manage the productivity of the asset efficientlyisTis certainly an impact on unexpected
profitability performance, and synergies are noingoaccording to plan as described in the
previous hypothesis 1a.1 and 1a.2.

8.3. The Effect of Leverage Level on The Firm Value

Based on the regression results in Table 5.1, D&ER rfo significant effect on PBV ratio in
model 1C. This is similar when testing all of th@im variables together (with profitability
performance and asset productivity performancemodel 1D. The results showed that the
increased ratio of DER at the end of fiscal yearcddber 31 closest after mergers and
acquisitions has no significant effect on the firadue. This result is also a representation of the
acquisition transaction because based on the sgresesults in Table 5.2, the results are
similar. Thus, these results do not support hymmh8a.1l, and therefore, the hypothesis is
rejected in model 1. These results are not comgistgh the capital structure theory which states
that higher leverage will increase the value ofrlated company interest tax shield (Modigliani
and Miller, 1963). However, in relation to mergensd acquisitions, the results are consistent
with that of research conducted by Kumar (2009)nthia and by Prakarsa (2009) and Turang
(2010) in Indonesia.

Nonetheless, these results differ in model 2. Basethe regression results in Table 5.3., DER
has significant effect on PBV ratio in model 2C.isTts similar when testing all of the main
variables together (with profitability performanared asset productivity performance) in model
2D. The results showed that the increased ratiDER at the end of fiscal year December 31
one year after mergers and acquisitions has sigmifieffect on the firm value. This result is also
a representation of the acquisition transactiorabse based on the regression results in Table
5.4, the results are similar. Thus, these resulfgpat hypothesis 3a.l, and therefore the
hypothesis cannot be rejected in model 2. Thesdtseasre consistent with the capital structure
theory which states that higher leverage will iase the value of the related company interest
tax shield (Modigliani and Miller, 1963).

Based on the regression results in Table 5.1 abteTa3., DIFF_DER has significant effect on
PBV ratio in both models 1C and 2C. This is simiren testing all of the main variables
together (with profitability performance and aspeiductivity performance) in models 1D and
2D. The results showed that differences in DERoratithe end of fiscal year on December 31,
closest and one year after the merger and acquisiind an average ratio of DER during the
three years before to mergers and acquisitions beyreficant effect on the firm value. This
result is also a representation of the acquisitransaction because based on the regression
results in Table 5.2 and Table 5.4, the resultssendar. Thus, these results support hypothesis
3a.2, and therefore the hypothesis cannot be egidot model 1 and model 2. These results are
consistent with the capital structure theory whétates that higher leverage will increase the
value of the related company interest tax shielddigliani and Miller, 1963). Increasingly large
companies use debt as a leverage source, which theagreater the interest of obligations
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should be paid in regards of the debt. Therefdre,taxes imposed on the operating profit are
generated smaller and this will increase the compafue. The results are also consistent with
that of research conducted by Ghosh and Jain (2000)said that there is a significant increase
in the financial leverage of the companies mergethé United States. It is also said by Huang
(2010) in China that there is a significant inceeasfinancial leverage following the acquisition.

9. CONCLUSION

The research was conducted based on a concemuaiork that mergers and acquisitions are
inorganic activities and expected to increase tine fvalue by looking at its financial
performance. This research is to examine the etitfinancial performance after the mergers
and acquisitions which is measured by profitabgigrformance, asset productivity performance
and the level of leverage on the firm value repres® by PBV ratio. The results provide
empirical evidence that changes in profitabilityfpemance and changes in leverage levels
between the end of fiscal year December 31 cladest and before mergers and acquisitions as
well as leverage levels and changes in leveragdddetween the end of the book one year after
December 31 and before mergers and acquisitiongfisantly influence the increase of the firm
value. Nevertheless, profitability performance,edgzoductivity performance, leverage levels,
asset productivity performance changes betweegrtteof fiscal year December 31 closest after
and before mergers and acquisitions and profitgbijperformance, asset productivity
performance, changes in profitability performanied ahanges in asset productivity performance
between the end of fiscal year December 31 one akar and before merger and acquisition
have no effect on the firm value. In addition, tlusnclusion represents the result of the
acquisition transaction only.

There are several limitations on this research.e®asion period of the firm value represented
by PBV ratio is only on December 31, closest and pear after the mergers and acquisitions
regardless more than one year. Furthermore, finhperformance as an independent variable in
this research does not include the performanceqaofdity, coverage, and means of payment
which are also important in view of a company’saficial performance. Future research should
be able to add other independent variables, usiaghative measures for the firm value such as
Price to Earnings Ratio (PER),Enterprise Value to EBITDA (EV/EBITDA), and could add and
compare the observation period of the firm valueobges more than one year after the mergers
and acquisitions.
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