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One of consequences of the substantial market globalization is company transformations, which
essentially affect the creation, existence or dissolution of companies; their number has been on the
increase in recent years. They are mergers and acquisitions; mergers represent a combination of
companies, whereas acquisitions involve selling, purchase or investments of companies. The main
reason foramerger is economic growth which can be provided in various ways: these are e.g. decreases
in costs, strengthening of a position in the market or access to new markets, decrease in prices and
thus gaining new customers, access to knowledge or diversification of risks.

The process of a merger is a highly demanding matter which includes the economic view (a choice
of the right partner, setting merger objectives, preparation of merger project) and the legal view as
the merger involves commercial law, reporting and taxation legislation. Discrepancies in the legal,
reporting and taxation procedures in the area can have a negative effect on the process of merger and
economic practice. The development of mergers and acquisitions and their success rate is related
to the development of the economic and legislative environment. An important aspect is also the
successfulness of mergers in the following year which will confirm (or not) the quality of all previous
decisions.

Research studies conducted in this field focus on mergers with the aim to evaluate procedures during
mergers. An important part of research is an analysis of the effect of a merger on the evaluation of the
successor company’s performance, changes in capital and capital structure of the entities. The aim of
the paper is to publish first partial results in this direction of research.

The first part of the research focuses on the creation of a database of companies as this is essential for
practical verification of the results of the theoretical research. Due to the fact that there is no similar
official statistics in the Czech Republic, its creation needs to be devoted great attention. Tt is also vital
to define the transactions which will be included in the total number so that the results are relevant.
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The market globalization in recent years has
increased the number of company transformations,
specifically mergers and acquisitions. Today, these
are not only mergers of companies within the
same country; more and more often new large
multinational companies are born with the aim
to utilize cost optimization, to gain access to new

markets, to obtain new technologies or to be able to
achieve tax savings.

Company transformations are related to the
force of a company, the society and individual
partners. They are implemented in and significantly
affected by a wider political, ideological and
moral environment (Vomackova, 2009). In the
rating of transaction attractiveness', prepared by

The study assesses risks and opportunities in individual countries and regions. The following six factors were selected

as assessment criteria: economic, financial, political, regulatory, social-cultural and technological. Each of these
categories is divided into many partial factors and their assessment gives the final score which is between 1 and 5; 1
denotes a market which is best prepared for purposes of mergers and acquisitions.
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the Mergers and Acquisitions Research Centre
(MARC), Cass Business School of City University
London in cooperation with Ernst & Young, the
Czech Republic gained the 25" position, i.e. the
best position of the Central and Eastern European
countries (EY, 2011).

Mergers represent a combination from an
economic and legal point of view. The Czech
legislation distinguishes between a merger while
no new company is formed (in which the successor
company takes over the dissolving company)
and a merger while a new company is formed (in
which two or more companies, which are dissolved
without going to liquidation, give rise to a new
successor company).

Research objective

The actual process of company mergers is
a multidisciplinary issue subject to commercial law,
accounting and taxation legislation. Discrepancies
between legal, accounting and taxation approaches
to company combinations in the theoretic field
and their consequences for the economic practice
led to the creation of a research project which
was entrusted to Masaryk University, the Faculty
of Economics and Administration in Brno. It
is a project of the Grant Agency of the Czech
Republic No. P403/11/0447 The Analysis of Taxation
and Accounting Practices during Mergers. The aim of
the project is to analyse accounting and taxation
practices during mergers, identify the differences
in the supranational and national procedures, and
to evaluate their influence on the reported situation
concerning equities and capital of participating
companies and investments of partners. In relation
to the ongoing harmonization of accounting,
another topic of the research is accounting and
reporting practices according to the IFRS, the US
GAAP and Czech GAAP, the found differences and
their causes, and the final impacts on the reporting
of capital, assets and liabilities in the dissolving
companies and in the starting balance sheet of the
successor company. Similarly, the commercial and
legal conditions and tax laws concerning mergers
will be analysed.

The paper contains the first results of the project
obtained from an informative study aiming at the
identification of some of the problems occurring
during the preparation of mergers.

The first step is a creation of a set of companies
which will be subject to further research. Statistical
data concerning mergers and acquisitions in the
Czech market are hard to obtain. The trade register,
in which the movement is captured, does not
provide these data in a temporal series. Mediators,
who participate in these transactions by counselling,
do not provide these data cither as mainly in large
counselling agencies the data overlap and duplicity
occurs (in some transactions these agencies are
listed as counsellors for purchase, in others for sale
or other types of counselling services related to
mergers and acquisitions), (Czech Statistical Office,

2011). Therefore, the data provided by individual
counselling agencies differ and cannot be used for
obtaining the real state of mergers.

For example, the data published by counselling
agency Ernst & Young show that sixty-eight mergers
and acquisitions took place in the Czech Republic
in 2010; in 2009 there were 97 of them, (News €15.
cz). Data of counselling agencies usually do not
distinguish between mergers and acquisitions.
Generally spoken, they are both combinations
of shares in the form of company combinations;
however, they differ in essence. Capital acquisitions
lead to a relationship of parent-subsidiary type;
equity acquisitions include sale, purchase and
investments of the company; in mergers a new or
a successor company is born taking the assets and
liabilities of the dissolving companies and at the
same time exchanges the securities or shares of
the dissolving company for its own in an agreed
ratio to the partners of the dissolving companies
(Vomackova, 2009).

According to server wwwfinance.cz the
market of mergers and acquisitions in the Czech
Republic continued falling in 2010 and both from
the perspective of the number and the value of
transactions reached the lowest numbers in the
last four years. The total number of concluded
transactions in 2010 was 167, (www.finance.cz,
2011).

All sources (Vomackovi, 2009, www.finance, 2011,
Czech Statistical Office 2010) observe a dependence
between the development of economy and the
number of mergers and acquisitions as in the times
of prosperity, i.e. vivid activity in business, these
transactions are much more numerous than in the
times of economic depression, (Czech Statistical
Office 2010). Therefore, a basic comparison of the
economic development in the Czech Republic as
measured by GDP changes in relation to the number
of mergers was conducted.

The complex matter of the issue we are presenting
calls for a definition of the companies which will
be subjected to the research. When creating the
dataset of the companies in 2001-2010 using the
data provided in the Czech Trade Register, we have
chosen those whose ownership transactions met
the definitions of mergers stipulated by Act no.
125/2008, on transformations of trading companies:
e a merger in which a trading company or a coop-

erative is dissolved or more trading companies

or cooperatives are dissolved, without going into
liquidation; the equity of the dissolved trading
company or cooperative including its rights and
duties following from labour-law relations are
transferred to another existent trading company

or cooperative (hereinafter merger type 1);

e a merger in which a trading company or a coop-
erative is dissolved or more trading companies
or cooperatives are dissolved, without going into
liquidation; the equity of the dissolved trading
company or cooperative including its rights and
duties following from labour-law relations are
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transferred to another newly established successor

trading company or cooperative (hereinafter

merger type 2).

Pragmatically speaking, also transactions referred
to as follows can be considered merger type 1 (in
which no new company is formed):

e division of a company by combination, in which
one of the divided companies is combined with
another existing company (hereinafter division
type 1); or

e division of a company by demerger, during which
a demerged company is combined with another
existing company (hereinafter merger type 1).

1: Number of mergers in individual years

RESULTS AND DISCUSSION

Based on the analysis of company data from
2001-2010 included in the Trade Register, a set
of companies which meet the conditions for
a merger in compliance with Act No. 125/2008
Coll., on transformations of trading companies
and cooperatives, was established. The results
of the research were processed into time series,
documenting the trend of mergers in the years 2001
to 2010. It was found out that in the selected period,
mergers took place in 2 684 companies - table I and
figure 1 show their distribution in individual years.
As regards the types of mergers, type 1 prevails
(2 255 mergers out of the total 2 684, which is 84%,
see Figure 2). The trend of merger development

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 Total
In total 69 142 249 185 135 300 328 429 415 432 2684
Merger type 1 67 141 246 183 118 256 214 342 335 353 2255
Merger type 2 2 1 2 2 6 23 27 34 29 15 141
Division type 2 0 0 16 86 50 38 61 257
Division type 1 0 0 0 0 5 1 2 7 3 23
Source: Authors’ own analysis
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1: Devclopment in amounts of mergers in 2001-2010

Source: Authors’ own analysis

‘l Merger type 1 @ Merger type 2 O Division type 2 O Division type 1 @ The others ‘

2: Structure of mergers and divisions in 2001-2010
Source: Authors’ own analysis

in individual years grew from 2001 to 2003, then
decreased until 2005, increased again till 2008, in
2009 there was a fall and the year 2010 brought new
recovery.

The comparison of data obtained within the
research with other available sources is presented in
Table II.

II: Comparison of amounts of mergers found in different sources for
years 2009 and 2010

Source 2009 2010
Authors’ own survey 415 432
EY 97 68
Server www.finance.cz X 167

Source: Authors’ own analysis
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The data from other sources were compared with
our data for years 2009 and 2010. Table IT shows that
the numbers of mergers performed in these periods
as published by counselling agencies (www.finance.
cz, 2011, News el5.cz, 2011) are markedly lower
than the numbers found by authors of this paper.
Thisis aresult of a different approach to establishing
the number of mergers: the authors have reached
the number through an analysis of all data available
in the Trade Register, whereas counselling agencies

IIT: Development of gross domestic product in 2001-2010, in
common prices, mil. CZK

Gross domestic product

2001 2352214
2002 2464432
2003 2577110
2004 2814762
2005 2983 862
2006 3222369
2007 3535460
2008 3688997
2009 3625865
2010 3667 600

Source: authors’ own construction based on data of www.
csu.cz

4000 000

list only those where they participate. This fact is
also confirmed by reports published by the Czech
statistical office (Czech Statistical Office, 2010).

Another dependence mentioned by the sources
(Vomackova, 2009, www.finance, 2011, Czech
Statistical Office 2010) is the dependence of the
number of mergers on the development of economy,
in this case measured by the value of GDP; the data
on GDP development are presented in Table 1T and
Figure 3; the interannual changes in Table IV and
Figure 4.

The worst year within the monitored period from
an economic point of view was the year 2009. In
the first half of the year there was a recession and
in the second half only slight improvement came;
the real decrease of GDP for the entire year 2009
was 4.2%. While in 2001-2008 Czech economy
grew substantially faster than the entire EU (43 %
on annual average in contrast to 2% in the EU), the
GDP drop of 2009 in the Czech Republic was the
same as in the EU and the process of convergence to
the EU economic level thus stopped. The negative
impact of the recession was mainly manifested in
the increasing unemployment rate, strong growth
of government deficit and debt and the fall of
investment activity, (Sp&vacek, 2010).

The analysis of temporal series shows that the
development trend of the number of mergers in
time does not correspond to the development of
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3: GDPdevelopment in 2001-2010 in common prices
Source: authors’ own construction based on data of www.csu.cz

IV: Interannual changes in GDPin 2001-2010, stable prices, in %

2001 2002 2003 2004

2005 2006 2007 2008 2009 2010

GDP changes 2.5 1.9 3.6 4.5

6.3 6.8 6.1 2.5 -4.1 2.2

Source: authors’ own construction based on data of www.csu.cz
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4: Interannual changes in GDP in stable prices in %
Source: authors’ own construction based on data of www.csu.cz
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6: Linear regression function and determination index for the dependence of the
number of mergers on the GDP development

Source: authors’ own construction

GDP: mergers grew from 2001 to 2003, dropped
until 2005, then grew until 2008, in 2009 there was
a slump and in 2010 recovery again, whereas the
GDP, except 2002, had an increasing trend until
2006, then decreased until 2009 and started to
grow again in 2010. This could be caused by the
fact that the research only focused on mergers, not
acquisitions, which include capital acquisitions, i.c.
purchase, selling or investment of a company, which
can be more dependent on the development of
economy, especially investment activity.

We used Pearson correlation coefficient for an
initial estimate of dependence or independence.
The value of the coefficient for the examined data
was 0.9113. There is a strong dependence between
the number of mergers and GDP. Therefore, we
continued searching for an expression of the
dependence of one variable on the other. We assume
that the number of mergers develops in dependence
on GDP. The independent variable (x axis) is GDP
and the dependent variable (y axis) is the number of
mergers (see Figure 5).

Further, we performed a linear regression because
the graph shows a linear dependence of the number
of mergers on GDP. The value of the determination
index - 0.8305 - indicates the suitability of

the estimated model for the description of the
dependence (see Figure 6).

A choice of another regression function could
increase the value of the determination index?, but
for our study the expression of the dependence by
the linear function is sufficient.

CONCLUSION

The creation of the database of companies
which meet the conditions defined for mergers
and divisions of companies in compliance with
Act No. 125/2008, on transformations of trading
companies, was a time-demanding yet essential
task which forms a foundation for further research
and a source for practical verification of theoretical
information. As has been mentioned in the paper,
there is no statistics on mergers and counselling
agencies only publish those transactions they
are involved in. Using the definition of a merger
stipulated in Act No. 125/2008, on transformations
of trading companies and cooperatives, mergers
were strictly distinguished from acquisitions.

To be able to draw conclusions regarding the
development of the number of transactions in
dependence on the GDP development presented in
the sources (Vomackovd, 2009, www.finance, 2011,

2 The determination index is 0.9678 when a polynomial regression function of degree 6 is used.
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Czech Statistical Office 2010), we need to approach
this from two perspectives: first, the perspective
of the development of temporal series, second,
to verify the data by a simple correlation analysis.
When evaluating the temporal series, the trend of
the development of mergers does not copy changes
in GDP. The verification of the dependence using
Pearson correlation coefficient shows a strong

dependence between the number of mergers and
GDP (the value of correlation coefficient is 0.9113).

Further research needs to be oriented at
specific barriers to mergers related to legislative
insufficiencies and discrepancies in the area of
trading, reporting and taxation approaches and at
a practical verification using the created database of
merging companies.

SUMMARY

The numbers of company transformations, namely mergers and acquisitions, are a significant
indicator of the ongoing globalization of world markets. Multinational companies are born more
frequently as they endeavour to optimize costs, gain access to new markets or new technologies and
make use of tax savings.

Mergers represent a combination from an economic and legal point of view. We distinguish between
two types of mergers: in the first case, the successor company acquires the dissolved company; in the
second case, two or more companies are merged into one, a new successor company, and they are
dissolved without going into liquidation.

The paper is one of the first outputs of project of the Grant Agency of the Czech Republic No.
P403/11/0447 The Analysis of Taxation and Accounting Practices during Mergers. The aim of the project is to
analyse accounting and taxation practices during mergers, identify the differences in supranational
and national procedures, and to evaluate their impacts on the reported situation concerning equities
and capital of participating companies and investments of partners.

For the purposes of the analysis, it was necessary to create a database of companies which can be then
subjected to further examination. There is no usable statistic of mergers and acquisitions in the Czech
market; counselling agencies only publish the cases they are involved in. The number of mergers and
acquisitions is generally stated to be dependent on the development of the national economy as well;
therefore, this was represented in the study by the GDP development in common and stable prices.
The examination of the data in the Trade Register gave rise to a database containing the companies
which went through a merger in 2000-2010. The database will serve as a base for further research.
Thanks to this, the number of merging companies was given more precision; the resulting dataset
only includes those transactions which comply with the conditions for mergers stipulated by Act
No. 125/2008, on transformations of trading companies and cooperatives. This also explains the
result which did not confirm the dependence of the number of mergers and acquisitions on the
development of the national economy - even in the period of GDP drop, the merger and acquisition
development had a growing tendency.
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