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Abstract 

Due to the boom of mergers and acquisitions, small and medium-sized enterprises face 
increasing pressure, and the benefit of small and medium-sized enterprises mergers and 
acquisitions, has become a hot issue of concern. For the merger of small and medium-
sized enterprises, can effectively solve our small and medium-sized enterprises "weak, 
small, scattered, poor" and other problems. In this way, the organizational structure of 
the enterprise can be changed, the independent innovation ability in products can be 
enhanced, the technological improvement of the enterprise can be enhanced, the overall 
production chain can be improved continuously, the industrial structure can be 
optimized and upgraded, the production cost can be reduced, the market share can be 
increased, and the market competitiveness can be enhanced. It can obtain more profits 
and realize the financial benefits in the merger and acquisition of enterprises. 
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1. Introduction 

Due to economic globalization, in order to gain a larger international market, enterprises from 
all over the world have adopted mergers and acquisitions, hoping to achieve the largest 
enterprise scale in the shortest time and improve their own competitiveness and brand benefits. 
At the same time, M&A also provides a higher platform for most enterprises, that is, to expand 
the production scale of corresponding products at a higher starting point, and to realize the 
introduction of technical means through purchase. This behavior can reduce the initial 
investment of enterprises, but also can avoid the product research and development, 
production into the wrong area. Mergers and acquisitions provide an opportunity for some 
enterprises with sufficient capital, single products and the desire to diversify their production 
and operation, so that they can realize diversified operation mode according to the preferences 
of the enterprise and the development prospect of the industry, as well as the capital chain of 
the enterprise. In addition, this approach has quick results and can shorten the adaptation cycle, 
which can be said to be "buy now and use now", which also meets the needs of the rapid 
development of modern enterprises. 

Each kind of merger and acquisition is the capital operation carried out by enterprises in order 
to obtain more profits, but it will also produce different benefit results due to different types. 
According to the industry of the object of merger and acquisition, it can be divided into 
horizontal, vertical, mixed merger and acquisition. 

Horizontal merger and acquisition refers to the existence of competition among enterprises 
with the same business scope or similar products and services. The biggest benefit of horizontal 
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M&A is that it can get resources that it does not have so as to cut production costs and expand 
product range. In order to enter similar or the same product in new markets, increase the 
market share of the product. At the same time, horizontal merger and acquisition can also help 
enterprises to expand scale and improve strength to a certain extent, and carry out intensive 
operation in the form of division of labor and cooperation. Use this kind of scale economy to let 
the enterprise obtain more profit. However, horizontal merger and acquisition will also cause 
a high degree of monopoly, market competition is destroyed. 

Vertical merger and acquisition is based on the consideration of integration, which chooses to 
expand in the previous or later link of product production so that all parts can achieve an 
effective fit. Its fundamental purpose is for the integration of production, sales and management, 
in order to reduce the cost and risk of the intermediate process. It is equivalent to a collection 
of industries, from the preparation of materials to the transportation and sales of products are 
separated from middlemen, in order to create their own industrial empire. General vertical 
merger and acquisition enterprises are some relatively large and strong financial strength of 
the group enterprises. 

Mixed M&A includes both horizontal M&A and vertical M&A. It reduces the difficulty for 
enterprises to enter new business areas, increases the success rate of entering new industries, 
and provides a powerful, healthy and low-risk way for enterprises to enter other industries. 
This helps to expand the industrial structure and business structure of the enterprise itself, 
enter the field with more growth potential and high profit rate, and reduce the business risk. 
Helping to break through industrial barriers and restrictions, implement strategic 
transformation. However, mixed merger and acquisition also has some disadvantages. For 
example, because mixed merger and acquisition involves completely unfamiliar or brand new 
fields, once it is poorly managed, it is easy to cause diversification to deteriorate. If the asset 
turnover rate of the enterprise decreases after the merger, the operating risk of the enterprise 
will increase. 

According to the motivation of M&A, it can be divided into the following three types. 

1. Model M&A. Mainly by the expansion of the scale to reduce the cost of production and sales 
expenses, relying on the scale to drive profit growth. Its advantage is that it can be put into 
production quickly, and it does not affect the existing production level of enterprises. However, 
because some enterprises failed to reasonably estimate the market demand before the merger 
and acquisition, they could not sell in time after expanding the product inventory, which would 
lead to product backlog or even unsalable. This is especially common in the production of low-
quality products. 

2. Combination mergers and acquisitions. In order to reduce the operating risk of existing 
products, through diversified product sales to maintain the development speed and the existing 
status of the enterprise. In combination mergers and acquisitions, if the enterprise fails to 
conduct a reasonable assessment of the existing business environment and its own capabilities, 
or the lack of matching technical personnel and management personnel, it is easy to cause the 
failure of the merger and acquisition, and it is difficult to maintain the follow-up development 
of the merged enterprise. Therefore, this kind of merger and acquisition is more suitable for 
mature enterprises. 

3. Functional mergers and acquisitions. Mainly for private label reasons. I hope to improve the 
market share through the acquisition of more brands, so as to enhance the brand influence. In 
this way, when consumers see a certain brand, they will think of their own brand, so as to have 
the desire to buy. This type of M&A is more common at the high end of the market, where big 
brands are used to boost private brands. 
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2. Analysis of the impact of M&A on the business performance of A 
Machinery Company 

2.1. Profitability analysis 

Profitability generally refers to the ability of an enterprise to earn profits in a certain period of 
time. It is the foundation of sustainable management and stable development of enterprises. 
Generally speaking, the higher the profit level, the better the profitability of the enterprise. As 
we all know, the vast majority of the purpose of M&A is to obtain more profits. If a certain M&A 
fails to improve the ability of enterprises to obtain profits, then the managers of enterprises 
should reflect on this strategic behavior and take some measures to reverse the situation. Table 
1 is the profitability indicators of Machinery Company A. 

 

Table 1. Analysis of profitability index of Machinery Company A from 2007 to 2016 

Time 
Basic earnings per 

share(yuan) 
Net profit (ten 

thousand yuan) 
Operating income 

(ten thousand yuan) 
Return on 

equity 
Net profit 

rate on sales 
Rate of return 
on total assets 

2007 1.76 133108.78 897,356.14 43.57% 14.83% 19.63% 
2008 1.03 159373.05 1,354,878.43 43.57% 11.76% 11.28% 
2009 1.42 241882.17 2,076,216.31 37.48% 11.65% 9.90% 
2010 0.97 458795.65 3,219,267.32 21.70% 14.25% 11.16% 
2011 1.05 817334.18 4,632,258.07 24.38% 17.64% 14.26% 
2012 0.95 752896.41 4,807,117.35 20.26% 15.66% 11.03% 
2013 0.51 395188.13 3,854,177.53 9.43% 10.25% 5.07% 
2014 0.08 62787.48 2,585,119.51 1.56% 2.43% 0.94% 
2015 0.01 9115.74 2,075,334.66 0.22% 0.44% 0.04% 
2016 -0.12 -90480.84 2,002,251.67 -2.33% -4.52% -1.11% 

 

It can be seen that from 2007 to 2012, the net profit and operating income of Machinery 
Company A were on the rise, and the return on equity, net profit rate on sales and return rate 
on total assets were always at High Level A. Especially in the years before and after 2009, the 
growth rate of operating revenue was more than 50%, maintaining growth at a high rate. Since 
2013, several sets of data represented by return on equity have shown a downward trend, and 
the decline is more and more serious. In 2016, there was even a negative number, among which, 
the decline of net profit was particularly obvious. 

It can be seen that in these years, the development prospect of A Machinery Company was 
limited by the business, and the company tried to get out of the business difficulties through 
merger and acquisition. However, the continuous asset mergers and acquisitions did not 
improve the financial indicators of the enterprise, but the huge asset structure pulled down the 
profit level of the enterprise. 

2.2. Operational capacity analysis 

The operating capacity of an enterprise mainly refers to the efficiency and benefit of its 
operating assets. Generally speaking, the higher the turnover of assets, the stronger the 
liquidity and the higher the utilization efficiency of assets. Table 2 shows the operational 
capacity related indicators of A Machinery Company from 2007 to 2016. 

As can be seen from Table 2, the turnover ratio of total assets and the value ratio of total assets 
show a trend of decreasing year by year, and the decreasing extent is more and more obvious. 
This is mainly due to the fact that Machinery Company A has been in continuous merger and 
acquisition from 2007 to 2016, which makes the amount of assets of the enterprise become 
increasingly large. However, the growth rate of operating revenue and output value cannot 
keep up with the growth rate of assets, which leads to the sharp decline of these two data. 
Similarly, due to the mismatch between sales revenue and the growth rate of inventory and 
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accounts receivable, several sets of data represented by accounts receivable turnover also show 
a downward trend. Especially around 2008 and 2014, the trend of decline is particularly 
obvious. This has seriously affected the time of the enterprise's realization, and it also indicates 
that the enterprise's fund utilization efficiency is decreasing, which will affect the future sales 
level. 

 

Table 2. Analysis of operation capacity index of Machinery Company A from 2007 to 2016 

Time 
Total asset 
turnover 

Total asset 
value ratio 

Inventory 
turnover 

Accounts receivable 
turnover 

Current asset 
turnover 

Non-current 
assets turnover 

2007 129.12% 145.37% 3.10 6.87 1.78 21.33% 
2008 85.61% 101.65% 2.52 5.05 1.33 41.75% 
2009 72.69% 76.54% 2.70 4.74 1.20 54.52% 
2010 66.32% 71.27% 3.00 5.36 0.99 49.95% 
2011 68.80% 70.25% 3.42 4.98 0.99 44.47% 
2012 59.88% 62.47% 3.04 3.15 0.83 46.30% 
2013 43.18% 39.84% 2.67 1.65 0.56 54.42% 
2014 28.21% 29.98% 1.95 0.89 0.36 76.75% 
2015 22.14% 26.09% 1.24 0.69 0.28 93.51% 
2016 21.90% 20.46% 1.14 0.67 0.28 98.29% 

 

It can be seen that the fund utilization efficiency of enterprises after M&A will be seriously 
affected, largely because M&A makes the assets of enterprises too large. Even though the sales 
revenue will indeed increase to a certain extent, the enterprise cannot well integrate the 
operating capabilities of the two sides for a period of time after the merger, which will lead to 
a decrease in turnover rate. Therefore, enterprises should pay attention to the years after the 
merger and acquisition, find out the problems and make timely solutions. 

2.3. Solvency analysis 

Debt paying ability refers to the ability of an enterprise to repay all kinds of debts. Even if an 
enterprise has strong profitability and operating ability, if its debt paying ability is not strong, 
its normal production and operation will be affected due to financial difficulties, thus affecting 
the profitability of the enterprise. In severe cases, enterprises may even have financial crisis 
and eventually declare bankruptcy due to insolvency. Table 3 is the solvency index of Machinery 
Company A from 2007 to 2016. 

 

Table 3. Analysis of solvency index of A Machinery Company from 2007 to 2016 

Time 
Liquidity 

ratio 
Quick 
ratio 

Asset-liability 
ratio 

Equity 
multiplier 

Ratio of Net Operating Cash Flow to 
Liabilities (%) 

2007 1.42 0.83 0.56 2.27 0.0962 
2008 1.08 0.68 0.77 4.33 0.0176 
2009 1.05 0.73 0.77 4.43 0.0507 
2010 1.71 1.37 0.56 2.30 0.0153 
2011 1.84 1.48 0.50 2.01 0.0582 
2012 1.93 1.59 0.54 2.16 0.0619 
2013 2.11 1.84 0.53 2.13 0.0155 
2014 2.93 2.52 0.56 2.27 -0.1465 
2015 2.47 2.00 0.57 2.31 -0.0628 
2016 2.56 2.09 0.58 2.36 0.0422 

 

It can be seen that the overall asset-liability ratio and equity multiplier of Machinery Company 
A remain stable, while the current ratio and quick ratio both decline. And the decline was mainly 
at two points, one in 2008 and the other in 2015. In both cases, the decrease was due to an 
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increase in current liabilities, particularly short-term borrowings to acquire new plants, which 
ultimately reduced the current ratio. Combined with the enterprise's merger and acquisition 
dynamics, exactly in line with the time point. But over time, businesses can digest themselves. 
That is to say, this phenomenon can be eliminated through the operation and management 
means of the enterprise, and eventually the liquidity ratio tends to normal and smooth. 

At the same time, we can see that the ratio of net operating cash flow to debt has declined. A 
decline in cash flow, which is the amount of cash a company can actually service its debts, 
indicates a decline in the company's ability to service its debts. 

It can be seen that mergers and acquisitions will affect the liquidity of the assets of enterprises, 
thereby reducing the solvency of enterprises. 

2.4. Growth ability analysis 

Growth ability usually refers to the development trend and development potential of the 
enterprise's future production and operation activities. Table 4 shows the indicators of growth 
ability of Machinery Company A from 2007 to 2016. 

 

Table 4. Analysis of growth ability index of Machinery Company A from 2007 to 2016 
Time Growth rate of shareholders' equity Growth rate of net profit Growth rate of revenue 
2007 59.43% 175.10% 92.67% 
2008 42.47% 19.73% 50.99% 
2009 43.78% 51.77% 53.24% 
2010 257.60% 89.68% 55.05% 
2011 29.70% 78.15% 43.89% 
2012 15.59% -7.88% 3.77% 
2013 2.09% -47.51% -19.82% 
2014 -1.91% -84.11% -32.93% 
2015 -1.55% -85.48% -19.72% 
2016 -6.93% -1092.58% -3.52% 

 

It can be concluded from the table that the growth rate of net profit is an important index to 
measure the ability of the subsequent development of an enterprise. In 2007, various data 
showed that the development of the enterprise was good. In 2008, the growth rate of profit and 
operating income decreased significantly, which was due to the global economic downturn in 
2008. The growth rate of shareholders' equity turned from positive to negative, which also 
shows that the development momentum of the enterprise in these years is insufficient. 

Subsequently, Machinery Company A began a series of mergers and acquisitions, its purpose is 
to improve the enterprise's existing manufacturing level and research and development 
capabilities, to change the development of the plight of insufficient momentum. Machinery 
Company A expects to enhance its brand influence and expand its market share in the 
international market through the acquisition of high-quality enterprises. 

3. Conclusion 

The production and operation of every enterprise, including various operations, is to maximize 
the value, and merger and acquisition has become the most common way of capital operation 
and the most convenient and quick way. More and more enterprises have joined the merger 
and acquisition army, but we can also see that not all the merger and acquisition activities are 
as bright and beautiful as what people see, which brings large income scale to the enterprise. 
On the contrary, the existing mergers and acquisitions of many enterprises are the sea, and did 
not get what substantial income. Or, just relying on the hype of the moment, the heat of the time, 
as if it never happened. In particular, some cross-industry mergers and acquisitions. Although 
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this kind of behavior indeed shortens the enterprise's research and development process and 
enhances the enterprise's popularity in a certain field, the lack of relevant technical support 
and talent reserve leads to the insufficient development momentum after the merger and 
acquisition, which will also affect the benefit of the merger and acquisition. This is equivalent 
to having a good hand of cards but being beaten abruptly. Therefore, enterprises should not 
only pay attention to the quality of the acquirer, but also start to grasp their own internal 
management and technology. Only by combining talents, technology and management means 
can enterprises give full play to the advantages of merger and acquisition and truly realize the 
expected performance of merger and acquisition. 

According to the above data and analysis, we can see that the several mergers and acquisitions 
of Machinery Company A did not achieve the expected effect on the business performance of 
the enterprise. 

1. From the perspective of profitability, the profitability index of enterprises is not ideal. The 
M&A in 2008 boosted the growth of the company, but it did not last. In 2015, mergers and 
acquisitions even weighed heavily on the upside. Therefore, enterprises should carry out 
mergers and acquisitions of high-quality industries, and focus on observing the growth capacity 
and space of the M&A objects, so as not to let the huge asset structure become a drag on the 
enterprises. 

2. From the perspective of operating capacity, the turnover data of the enterprise is poor, and 
the efficiency of the use of funds is not high, which affects the sales level of the enterprise. 
Especially in the years after the merger and acquisition, it was difficult for the two parties to 
integrate their operating capabilities quickly, which reduced the efficiency of the use of funds. 

3. From the solvency point of view, after the merger and acquisition of liquidity ratio is reduced. 
This is mainly because mergers and acquisitions require a large amount of capital. At this time, 
enterprises often rely on debt to obtain such capital, making enterprises burdened with heavy 
debts after mergers and acquisitions and unable to invest more funds in the process of 
production and research and development. It can be said that the large amount of capital 
required by the merger and acquisition funds has affected the production input of enterprises. 

4. From the aspect of excess return, we can also see that it fails to have a good reflection in the 
capital market after the merger and acquisition. This shows that many investors do not hold a 
positive attitude towards the M&A behavior of enterprises. It can be said that several major 
mergers and acquisitions of Machinery Company A did not obtain good benefits, at least in 
terms of indicators failed to show well. 
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