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ABSTRACT 

Telecommunications, Media and Technology (TMT) sector also known as the Information, 

Communication and Technology (ICT) sector continues to grow in most of the global 

economies including South Africa. Growth within the sector is attributed to constantly 

emerging start-up and small micro medium enterprises, adding more competition and forcing 

incumbents to change the way they do business.  Many companies struggle to adapt quickly 

to rapidly changing technologies that often disrupts existing markets and sometimes introduce 

new markets. Given TMT sector dynamics and challenges, small and large companies within 

the sector have recently started embracing mergers and acquisitions (M&A) as a growth and 

defence strategy to ensure that they remain relevant, retain existing markets, expand and 

venture into new markets in order to continue to create and sustain shareholders value.  

According to Institute of Management Accountants (1997), the linkage between strategy and 

value creation can be summarized by two simple laws of value creation; the first law is that 

management must create value for shareholders; and the second law is that all other 

stakeholders should also be satisfied in a way that contributes to shareholders value; and the 

company‟s ability to continue to attract capital by providing incremental value to shareholders 

is exactly what will allow it to continue to provide attractive products to its customers, 

attractive employment to its staff, and opportunities for its suppliers. M&A strategies should 

be executed with the same objective in mind to ensure shareholders value creation. This study 

investigated M&A performance within the TMT sector in South Africa to understand if they 

are creating shareholders value given the fact that some of the M&A transactions have failed 

in the past.  

The main objective of this research is to assess M&A performance and impact on 

shareholders value. The study is using the event study methodology for short term 

performance assessment, and accounting methods or financial ratios for long-term 

performance assessment. The study found that JSE listed companies operating within the 

TMT sector in South Africa have shown a great appetite for M&A; and selected companies 

for this research have concluded more than two acquisitions between 2005 and 2013 period. 

The study found that 55% of the 45 M&A deals announcements within the TMT sector 

created short-term value for shareholders using event study methodology with 21 days event 

period. However, 45% M&A transactions produced negative statistical significant Cumulative 

Abnormal (CAR) returns. The study also found that selected companies key financial 
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indicators used to assess long term shareholders value post acquisitions were higher and 

positive on majority of the acquisitions. The study concluded that ultimately TMT sector 

M&A in South Africa creates value for shareholders in the long term. 
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GLOSSARY OF TERMS 

 

M&A – Mergers and Acquisitions 

 

TMT- Telecommunications, Media and Technology 

 

ICT – Information, Communication and Technology 

 

IT – Information Technology 

 

JSE – Johannesburg Stock Exchange 

 

BEE - Black Economic Empowerment 

 

BBEE- Broad-Based Black Economic Empowerment  

 

ICASA- Independent Communications Authority of South Africa 

 

ECA – Electronic Communications Act of South Africa 

 

USA- United States of America 

 

ANC- African National Congress 

 

NPC – National Planning Commission 

 

NDP- National Development Plan 

 

DOC- Department of Communications 
 

AR - Abnormal Returns 

 

CAR - Cumulative Abnormal Returns  
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JSE SENS - Johannesburg Stock Exchange Security News Service 

 

EVA - Economic Value Add 

 

EPS - Earnings per Share Ratio 

 

DPS - Dividends per Share Ratio 

 

ROE - Return on Equity Ratio 

 

P/E – Price/Earnings Ratio  

 

D/E - Debt/Equity Ratio 

 

ZAR- South African Rand 

 

GBP- British/United Kingdom Pound 

  

SME- Small Medium Enterprise 
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1 INTRODUCTION 
 

1.1 Research Area 

 

This research study evaluates and assesses M&A performance within the TMT sector in 

South Africa given the increase in number of M&A deals in the past 10 years (2005 and 2013 

period). Value is created when management generates revenues over and above the economic 

costs to generate these revenues; and costs come from four sources: employee wages and 

benefits; material, supplies, and economic depreciation of physical assets; taxes; and the 

opportunity cost of using the capital (Institute of Management Accountants, 1997). 

Furthermore, Institute of Management Accountants (1997) argued that value is only created 

when revenues exceed all costs including a capital charge and the value accrues mostly to 

shareholders because they are the residual owners of the firm. Since mergers and acquisitions 

(M&A) involves huge finance costs on acquiring companies, it is important to evaluate and 

assess if acquiring companies regain the costs incurred at the expense of shareholders value. 

 

For the past 10 years, TMT sector companies have increasingly adopted mergers and 

acquisitions (M&A) strategies in a bid to create more value for their shareholders. By 

employing effective M&A strategies, TMT sector companies can effectively address 

challenges that have direct impact on their revenues such as disruptive innovation, 

globalisation or internationalisation to gain access to new technology, skills and markets. 

Moreover, technology start-up companies can be acquired by medium to large companies; 

similarly small-medium companies can grow through M&A into large companies by growing 

their revenues and eventually list on the JSE. 

 

Deloitte (2014) argued that the level of competition and technology industry disruption is 

extremely high and due to the accelerating pace of technological progress, there is relentless 

pressure on companies to constantly innovate at both the consumer and enterprise levels to 

survive; and large incumbents looking for new companies to add to their portfolio and grow 

revenues will likely need to stay alert to companies working on the next disruptive 

innovation. Furthermore, Deloitte (2014) also argued that M&A drives a constant search for 

new start-ups, fairly young, well-run small companies that are working on next-generation 

technologies. TMT sector in South Africa is heavily influenced by global ICT trends and 
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remains highly dynamic and volatile due to constant changing environment. This also 

compels South African TMT sector companies to continue to invest in new technologies and 

infrastructures to stay relevant in order sustain and increase revenues, and other companies 

seek to achieve this through M&A. 

 

Most global TMT sector markets are near saturation and world largest dominant players such 

as Apple, Microsoft, IBM, Facebook, Vodafone, Oracle, SAP, Google and South African 

TMT sector companies such as MTN Group, Naspers, Vodacom, Telkom and EOH have 

accumulated enough cash mostly generated through organic growth during the booming 

periods in the past two decades.  Nonetheless, these technology giants have already spent lot 

of cash on M&A, making news headlines in M&A history for the past 10 years, inspiring 

other companies within the sector to also adopt M&A. 

 

Deloitte (2014) suggested that technology companies may increasingly consider redeploying 

their cash reserves to reinvest in growth; M&A and other partnering arrangements are among 

specific strategies to do this. Companies more likely to continue to make acquisitions are 

companies with enough cash reserves and a good credit rating scores that allows them to 

finance M&A using a combination of cash, debt and equity. South African TMT sector is set 

to continue to embrace M&A and it is imperative to understand if whether these M&A deals 

are creating value for shareholders; and it is the main objective for this study. 

 

This study evaluates and assesses M&A performance and impact on shareholders value 

within the TMT sector in South Africa given the increase in number of M&A deals in the past 

10 years. The research studied both small and large M&A transactions undertaken by JSE 

listed companies during 2005 and 2013 period. Ten listed JSE companies within the TMT 

sector were selected as case studies and 45 transactions were evaluated using the event study 

methodology for short term performance. Overall long term performance was assessed, 

evaluated and analysed using selected financial ratios, economic value add and the market 

value add methodologies as key shareholders value performance indicators. A short survey 

was also conducted with M&A Executives for companies selected for the study that have 

agreed to participate in the survey and have been included as appendix. Moreover, this study 

also looked broadly at M&A issues and challenges, selected companies business strategies, 

M&A strategies, and other relevant M&A topics covering all critical M&A aspects within the 

TMT sector. The study concluded with the benchmark study and analysis comparing 
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individual companies share prices performance with the overall JSE index and TMT sector 

indexes performances for the 2005 and 2013 period.  

 

1.2 Problem Statement 

 

The aim of the study is to investigate if whether M&A create shareholders value within the 

TMT sector in South Africa over short-term and long-term period. TMT sector companies 

enjoyed massive organic growth in the past due to few competitors, lot of new software and 

hardware inventions and huge untapped global telecommunications markets introduced by 

mobile cell phones. To date, the global TMT sector has many players and lots of new 

emerging companies coming on board, putting incumbents under pressure to sustain and meet 

their revenue targets in order to continue to create shareholders value. Traditionally, 

companies operating in sectors such as mining, chemicals, manufacturing, energy and 

banking have been dominating M&A activities in a bid to create more value for their 

shareholders. For the first time since 2006, TMT sector deals overtook energy, mining and 

utilities sectors with a value of US$426.7 billion accounting for 23% of global M&A activity 

in 2013, up from 14.5% in 2012 (Mergemarket, 2013). Clifford Chance (2012) argued that 

companies within the TMT sector have excess cash on their corporate balance sheets and 

limited prospects for organic growth; and businesses within this sector have the appetite to do 

deals in order to achieve growth targets. In addition, TMT sector companies are faced with 

declining revenues due to increasing competition and new policy and regulatory laws; and are 

engaging in M&A seeking new revenues streams in order to continue to create value for their 

shareholders. 

 

In South Africa, more TMT sector companies are now adopting M&A and spending huge 

amount of cash and some acquiring debt to purchase other companies that enables them to 

offer more innovative value added services to their customers in order to diversify their 

sources of revenues. M&A involves huge finance costs and has a direct impact on 

shareholders value of acquiring companies. M&A can create shareholders value if 

successfully executed; and can also destroy shareholders value if not successfully executed. 

The biggest problem is that, M&A can result in a failure and destroy shareholders value due 

to a number of reasons such as overpaying for targets and poor integration strategies post 

acquisitions. Many studies also found that some M&A transactions fail to create shareholders 
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value. Moreover, studies also found that shareholders of acquiring firms loose the most 

compared to shareholders of the target companies that usually gain the most. According to 

Pettit and Ferris (2013), Kengelbach and Roos, from the Boston Consulting Group (BCG) 

(2011), studied approximately 26,000 transactions completed between 1988 and 2010; and 

showed that the average share price performance over a seven-day window  after the 

announcement date was 15.5 % for the target but –1.0 % for the acquirer. BloombergBusiness 

(2007) argued that many of the worst deals have come about because management tried to use 

M&A to fix a fundamental business problem, such as a market that faces a terminal 

regulatory or technological threat. Moreover, BloombergBusiness (2007) suggested that the 

Technology and Telecommunications sectors are rife with bad deals because revolutionary 

technological and regulatory change provoked fear and uncertainty, leading executives into 

bad decisions. BloombergBusiness (2007) explained this referring to AT&T's which tried to 

move from the traditional landline phone business which was dying into the newer and more 

promising broadband internet and cable businesses; and in the end M&A proved to be a poor 

route for that transition; and years later, Verizon, one of AT&T competitor had more success 

by expanding from telecom into cable and broadband via large capital investments and 

relying on organic growth. Furthermore, AT&T, toymaker Mattel (MAT) nearly went 

bankrupt using M&A as a way to keep pace with technology; and the company spent billions 

to buy software and game publisher the Learning Co followed by a string of disappointing 

profit results, which led to the ouster of former Chief Executive Officer Jill Barad 

(BloombergBusiness, 2007).  

 

In South Africa, this problem was also experienced by Telkom Group shareholders. Telkom 

Group is an example of a company that destroyed shareholders value through acquisitions. 

Telkom acquired a 75% stake in Multi-Links, a Nigerian Telecommunications Agency for 

$280m in 2007; and two years later spent an additional $130m on the remaining 25%. Later 

on Multi-Links has cost Telkom R5.1bn in impairment losses after an investment of $410m 

(R2.8bn).According to Frost and Sullivan ICT industry analyst Vitalis Ozianyi (2011), poor 

due diligence, market and technology research into the Nigerian market led to the company‟s 

poor performance. Moreover, Frost and Sullivan ICT industry analyst Protea Hirschell (2011) 

suggested that Telkom appears to have over invested in Mutli-Links in the hopes of capturing 

the high growth telecoms market in the country. 
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Given the fact that acquisitions can destroy shareholders value, and the increased appetite for 

M&A as a growth strategy within the TMT sector in South Africa; it is imperative to 

investigate if M&A are creating shareholders value for acquiring firms considering the fact 

that some of the M&A transactions destroy shareholders value. 

 

1.3 Purpose and Significance of the Research 

 

The purpose of this study is to investigate if whether M&A create value for shareholders 

within the TMT sector in South Africa. It evaluates whether, in the short-term and long-term, 

acquiring companies within the TMT sector created or destroyed shareholders value. The 

short-term performance assessment is achieved by calculating the Cumulative Abnormal 

Returns (CAR) using 21 days event period. Long-term performance assessment is achieved 

by evaluating pre-acquisition and post-acquisition financial performance using key financial 

indicators or ratios, market value add (MVA) and economic value add (EVA) methodologies.   

 

The research adopted the case study approach due to limited number of JSE listed TMT sector 

companies engaging in M&A activities with credible data for analysis. Case studies also 

made it possible to investigate M&A key drivers, unique M&A characteristics, issues or 

challenges and opportunities within the TMT sector instead of a general M&A study. Despite 

the fact that there is a lot of literature already written on M&A performance evaluation and 

assessment with regards to shareholders value creation; very few literatures have focused on 

specific sectors performances.  In South Africa, there are no studies of M&A performance 

evaluation with regards to shareholders value creation focussing on the TMT sector that have 

been undertaken except for more general M&A studies. This study contributes to the existing 

knowledge on the impact of M&A on shareholders value. In addition, the study also covers 

other related matters associated with M&A that can help TMT sector companies to 

successfully execute M&A strategies and minimize M&A failure to avoid destroying 

shareholders value. 

 

This study is significant due to the fact that TMT sector is highly competitive and dynamic, 

constantly changing, characterised and driven by technological innovation compared to other 

sectors such as the banking and mining which are more stable and predictable. M&A 

dynamics within the TMT sector differs with M&A dynamics in other sectors such as banking 
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or mining. For example, new entrant threat is very minimal within the banking sector. To set 

up a new bank requires minimum capital to comply with the Reserve Bank and also the 

operating license from the government. Similarly it is also not easy to set up a new mining 

company which is often pre-empted by exploration exercise and feasibility studies. However, 

within the TMT sector it is easy for a company to launch a new product; and few months later 

have a competitor with the same product which makes M&A a bit more complex. Musvasva 

(2013) argued that each economic sector has its own unique characteristics that impact and 

influences the outcome of its operations and narrowing down the study to a specific sector 

provides results that are accurate and economic sector specific. This study main objective is to 

obtain results that are accurate and TMT sector specific. The study is based on ten selected 

companies and 45 M&A transactions conducted by selected companies in order to pay 

attention on M&A challenges and opportunities within the TMT sector. 

 

TMT sector companies are also constantly faced with a choice to either invest internally to 

grow organically through innovation or acquire other companies to bring external technology 

in-house to speed up the time to market the new products. This study will reveal the TMT 

sector M&A performance with regards to shareholders value and assist companies to choose 

carefully either to grow organically or through M&A. Deloitte (2014) argued that since the 

pace of technology change is so rapid, it is getting more and more difficult to predict where 

the industry may be in two years; let alone five; and to hedge their bets, some technology 

companies are starting to pre-emptively buy start-ups or small-to-medium niche players in 

case the products or technology they offer become the next “hot” thing and this further 

complicates the TMT sector M&A strategy execution. Furthermore, Deloitte (2014) argued 

that with the increase in cross-sector deals it is important to remember that convergence can 

add complexity to M&A process; acquiring and integrating companies with different revenues 

and/or business models can be challenging and this is an indication that an acquisition can end 

up destroying shareholders value hence the need for a study to investigate this. This study is 

only focussing on the performance of M&A from acquiring or bidding companies perspective 

because many studies have already found that shareholders of target firms benefit the most in 

most mergers and acquisitions transactions compared to shareholders of acquiring or bidding 

firms. Focus on acquiring firms is to assess if acquiring firms are able to successfully 

integrate target firms and whether it also translate into shareholders value creation given the 

dynamics within the TMT sector. 
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To create value, management must have a deep understanding of the performance variables 

that drive the value of the business (Institute of Management Accountants, 1997).TMT sector 

executives who choose M&A as a growth strategy need to also understand the overall impact 

of M&A performance on shareholders value within the sector. Board of directors and 

management teams of companies within the TMT sector can benefit from the study which 

reveals why companies within the TMT sector are adopting M&A, different M&A strategies, 

M&A challenges and opportunities. Furthermore, TMT sector companies can draw lessons 

from the study in order to employ growth strategies using M&A to grow into large companies 

and eventually qualify for listing on the JSE Main board; and prevent listed companies from 

de-listing. Companies listed on JSE Alternative board can also draw lessons from the study in 

order for them to grow their revenues and market capitalisation to qualify for listing on the 

JSE main board. 

 

Small, micro and medium companies will be able to understand how they can achieve growth 

through M&A by acquiring other small, micro medium companies or start-up companies were 

there are synergies. Large organisations will also be able to understand how they can use 

M&A to enter new markets, retain and consolidate existing markets. Other stakeholders such 

as TMT sector financial or equity analysts and industry analysts can also benefit from the 

study. 

 

In a nutshell, investors want to invest in an organization that will give them a return on 

investment (ROI) in a form of improved annual revenues through dividends and increase in 

share prices and this is the only way which value created eventually flows into the hands of 

shareholders. This resonates well with the purpose and significance of this case studies 

research which aims to investigate M&A performance impact on shareholders value given the 

TMT sector dynamics and high failure rate of M&A in the past. 

 

1.4 Research Questions and Scope 

 

The study main research question is to investigate if whether M&A within the TMT sector in 

South Africa creates value for shareholders or not. Hypotheses were also derived from the 

research main question “Do Mergers and Acquisitions within the TMT sector in South Africa 
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create shareholders value?” The question was applied in short-term and long-term 

performance evaluations. 

Hypotheses (Short-Term Performance Evaluation) 

H0 (Null Hypotheses) = M&A within TMT sector in South Africa creates 

shareholders value in a short-term period. 

H1 (Alternative Hypotheses) = M&A within TMT sector in South Africa does not 

create shareholders value in a short-term period. 

Hypotheses (Long-Term Performance Evaluation) 

H0 (Null Hypotheses) = M&A within TMT sector in South Africa creates 

shareholders value in long-term. 

H1 (Alternative Hypotheses) = M&A within TMT sector in South Africa does not 

create shareholders value in long-term. 

The scope of this research is limited to ten selected JSE listed companies operating within the 

TMT sector. Selected companies have concluded minimum two M&A transactions during 

2005 and 2013 period.  Out of 34 listed TMT sector companies on the JSE for 2005 and 2013 

period; only 10 companies have conducted minimum two M&A transactions between 2005 

and 2013 period with accurate and verifiable transactions announcements dates and data for 

analysis. M&A transactions without unobtainable announcements dates, complete data set for 

defined event periods from McGregor BFA database, overlapping with other M&A 

transactions were excluded from the study. After screening M&A transactions for 2005 and 

2013 period, ten final selected companies were MTN Group, Telkom Group, Adapt IT, 

Business Connexion, Naspers, Pinnacle Holdings, EOH, ConvergeNet, Datatec and Mustek. 

This study only evaluates and assesses M&A performance pertaining to shareholders value 

creation from selected acquiring company‟s perspective only. The study also cover M&A in 

general, global M&A within the TMT sector, TMT sector analysis, selected companies 

analysis including their business strategies and M&A strategies, TMT sector impact on 

development in South African economy, and other relevant topics relating to TMT sector 

M&A that play critical role to ensure shareholders value creation.  
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1.5 Research Assumptions 

 

The study was based on the following assumptions: 

 

 The primary reason why companies engage in M&A is to maximize shareholders 

value. 

 JSE stock market is efficient and stock prices incorporate all relevant information that 

is available to market traders including M&A Announcements. 

 Shareholders value is created by maximizing company profits which are reflected on 

the company share price increase and increased dividends pay-out to shareholders. 

 Share price data for selected companies, JSE index, TMT sector indexes obtained 

from McGregor BFA database are accurate.  

 Economic Value Add, Market Value Add and Financial Ratios values obtained from 

McGregor BFA database have been accurately calculated. 

2 LITERATURE REVIEW 
 

South African Studies Findings 

 

In South Africa there is dearth of literature on performance of mergers and acquisitions with 

regards to shareholders value creation focusing on the TMT sector. Few studies on mergers 

and acquisitions performance were published. Wimberley and Negash (2004), investigated 

mergers and acquisitions on the JSE listed companies and found that the cumulative abnormal 

returns (CAR) for the 36 months after the announcement of an event was -10, 5% significant, 

meaning that M&A failed to create positive abnormal returns for shareholders in long-term 

period. Moreover, the investigations found that the largest negative CAR is for the period 13 

months to 24 months after the announcement of the event; and concluded that the method of 

payment did not have a significant effect on the results and the results were in line with the 

findings in USA and UK. Smit and Ward (2007) found that shareholders of acquiring 

companies do not earn statistically significant negative or positive abnormal returns around 

announcement dates for all their selected event windows. Jager (2008)  using  12 cross-border 

mergers and acquisitions into Sub-Saharan Africa by listed JSE companies between 2000 and 
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2007 period; found that there was statistically significant negative average abnormal returns 

around -10% within the medium and long-term after the announcement date. Kyei (2008) 

concluded that large acquisitions had statistically no impact on the long-term share price 

returns of JSE listed acquiring companies. Aves (2001) found that mergers and acquisitions 

can destroy shareholders value based on the case study of a JSE listed IT company called 

Spicer Holding Ltd which embarked on an aggressive acquisition programme. Spicer Holding 

Ltd made three local acquisitions namely Zervos, Technicare, and TCM in 1999 with deals 

totalling R356 million; and also went offshore and purchased Swedish business Inter-IT 

Konsult for R60 million in 2000 during the booming global IT sector period (Aves, 2001). 

Problems started after the company acquired a UK based MIS Corporate Defence Solutions 

(MIS-CDS); and same year they also announced a merger with an unlisted South African 

company called IQ Business Group. Market anticipated a group with a market capitalisation 

of R1, 4 billion after the merger and its share price climbed from 158c to 215c by December 

2000 (Aves, 2001). Moreover, in 2001, Spicer Holdings issued a profit warning which was a 

sign that some of its operations were in trouble; and during the due diligence process of a 

proposed merger between Spicer Holdings and IQ Business Group it became clear that there 

were problems with its UK operation MIS-CDS with allegations of gross irregularities at 

senior management level; the Managing Director was subsequently dismissed and these 

findings negatively affected the proposed merger valuations and before the official 

announcements of the merger discussions being called off (Aves, 2001). As a result Spicer 

Holdings share price declined by 17% to 44 cents per share; and later it was announced that 

the merger was cancelled and its share price declined to 3 cents per share from as high as R2 

per share for the previous two years (Aves, 2001). The Spicer Holdings M&A case is an 

example of how shareholders value can be destroyed when the M&A strategy is poorly 

executed. According to the results obtained from the study by Makhele (2013) which was also 

based on JSE listed companies; acquiring firms tend to experience slightly improved 

performance after completion of the acquisitions when using traditional accounting measures. 

The study investigated 336 acquisitions occurred during 2000 and 2011 and found that 

acquiring firms experience significantly deteriorating Economic Value Add after the 

completion of acquisitions; but the improved operating performance is wiped out by capital 

costs of the large premiums paid to the target firm, creating no real economic gains to the 

acquiring firm„s shareholders (Makhele, 2013). The purchase price of target companies have 

huge impact on shareholders value and acquiring companies need to adequately estimate the 
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price of an acquisition based on synergies and value to be created post integration to avoid 

paying excessive premiums at the expense of shareholders value. 

 

Halfar (2011) using a sample of 29 JSE listed companies, found that on average, mergers and 

acquisitions destroy value within two years  post-acquisition and there is evidence that 

acquiring firms creates value in the third year after the acquisition. Halfa (2011) concluded 

that mergers and acquisitions are value destroying in the first one to two years after the 

acquisitions announcements date when considering acquiring company share price 

performance as well as intrinsic value creation. Musvasva (2013) concluded that M&A do not 

result in any statistically significant increase or decrease in corporate performance within the 

first financial year post M&A based on the financial services sector M&A study. Nagan 

(2008) found that share price correlates well with EVA for the banking sector and not for the 

retail sector and that there was no correlation between EVA and other common performance 

measures such as Return on Equity, Price/Earnings and Earnings Per share. Judging by the 

results found by other studies in South Africa, it is clear that M&A are quite complex and do 

not always create value for shareholders especially within the short term.  

 

Non-South African Studies Findings 

 

A published meta-study on post-acquisition performance research that included 44 acquiring 

firms abnormal share price return event studies concluded that on average acquiring firms 

earned no abnormal share price returns post acquisition (Bruner, 2002). Slomp (2009) using a 

sample of 124 M&A announcements by SPACs(Specified Purpose Acquisition Companies)  

which have gone public since 2003,found  that such announcements, on average, create (ex-

ante) value for the SPAC‟s shareholders. Furthermore, for their full sample, they found that 

an average abnormal one-day return was 1.33%. Furthermore, they found that when the event 

period is extended to three days surrounding the announcement there was average Cumulative 

Abnormal Return of 2.60 %. For the sub-sample of completed M&A transactions they found 

an average medium-term Cumulative Abnormal Return of 14.86%, measured from the day 

after the IPO to the day on which the M&A transaction is completed. 
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Figure 1-1: Adapted from (Bruner, 2002) Event Studies Long-Term Performance Results 

 

Judging by the results collated by (Bruner, 2002) on M&A long-term performance using 

event study methodology; it is clear that majority of M&A transactions destroy shareholders 

value in the long-term. Moreover, other studies using different methodologies on M&A 

shareholders value creation obtained different results. However there is a general consensus 

that M&A transactions on average generate both short term positive abnormal returns and 

negative abnormal returns depending on a number of factors. Other studies found that 
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acquisitions create shareholders value from medium-term to long-term. The fact that there is 

no consistency with regards to results obtained by previous studies; justifies the need for this 

study which covers only companies operating within the TMT sector in South Africa. 

Nonetheless, there seems to be many factors that contribute towards the success or failure of 

acquisitions that eventually lead to shareholders value being created or being destroyed. 

These factors range from the company vision, capable management team, management 

motives for acquisitions, operating industry or sector, market structures, economic climate, 

technology trends, M&A strategy, payment method, valuation methods and purchase price of 

the target company, policies and regulations, synergies between the acquiring and the target 

company and integration strategies employed. 

 

Global TMT Sector and South Africa TMT Sector Overview 

 

Since the liberalisation of the telecommunications markets globally in 1996, the global TMT 

sector has become more competitive and innovative. The TMT sector in South Africa is 

relatively very small compared to other global TMT sector markets in countries such as the 

United States of America (USA), United Kingdom (UK) and other emerging economies such 

as India and China. In USA, TMT sector companies dominate the top 10 list of the New York 

Stock Exchange and the NASDAQ Stock Exchange. TMT sector companies are also the main 

drivers of economic growth in USA. USA based TMT sector companies also play a big role 

and contributes significantly to other countries TMT sector markets such as South Africa. 

South African TMT sector is heavily influenced by USA multinational companies such as 

IBM, Apple, Oracle, Google and Microsoft to name a few. Nonetheless, the South African 

TMT sector is still growing and had a total of 34 JSE listed TMT companies with 6 

Telecommunications companies, 7 Media companies and 21 well-established Technology 

companies by the end of December 2013. The TMT sector still lags behind other sectors such 

as the financial services, mining and industrial sectors in terms of contribution to the GDP 

(Gross Domestic Product) in the South African economy. It is also worth noting that for the 

past two decades, most jobs in the South African economy were also created by the TMT 

sector due to high organic growth experienced by telecommunications services providers; and 

other information, communications and technology companies that emerged in the past two 

decades.   
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TMT stands for the Telecommunications, Media and Technology which is a globally accepted 

grouping Information, Communication and Technology (ICT) companies into one sector. 

This is because their line of businesses, services and products are interrelated and 

interdependent; and often driven by similar technologies and infrastructures. Companies are 

grouped together from three different sectors namely telecommunications sector, media sector 

and technology sector into what is known as the “TMT sector”. 

 

Figure 1-2: Global TMT M&A 2007-2013, Source: Mergemarket (2013) 

 

According to Mergemarket (2013) global technology, media & telecommunications trend 

report, M&A activity totalled to US$ 510.3 billion, an increase of 54.1% above US$ 331.1 

billion for 2012 which was the highest annual value since 2006 with a value of US$ 603.8 

billion. Furthermore, Mergemarket (2013) indicated that there were 14 mega-deals above US$ 

5 billion, the highest number since the 21 mega-transactions in 2007. 
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Figure 1-3: Global TMT sub-sector Breakdown, Source: Mergemarket (2013) 

 

Telecommunications Sector: Telephone companies, mobile network operators, network 

infrastructure and extended mobile service providers. 

 

By the end of 2013, there were only six JSE listed telecommunications companies. The 

telecommunications sector has stimulated M&A activity the most between 2005 and 2013 

period compared to technology and media sectors both globally and in South Africa.  

Telecommunications sector accounted for most of the mega deals within the TMT sector. 

Mergemarket (2013) indicated that despite an increase of M&A activity in all sub-sectors in 

general, increase was particularly strong on the telecommunications market valued at US$ 

251.9 billion, which was an increase of 104.7% in 2013. Vodafone and Verizone Wireless 

deal was the main contributing factor and Mergemarket (2013)  report suggested that if it was 

not because of the Vodafone and Verizone Wireless deal, an increase would have been only 

3.8%, representing 49.3% of telecommunications M&A. 

 

Media Sector: Content providers, agencies, TV broadcasting, social media, digital 

entertainment and gaming companies. 
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By the end of 2013, there were only seven JSE listed Media broadcasting and entertainment 

companies. The global media M&A was valued at US$ 92.1 billion in 2013 which was up 

27.8% from 2012; and growth was mainly driven by media broadcast companies in Europe 

and North America using M&A to combat the mounting competition with online services 

(Mergemarket, 2013). In South Africa, Naspers Group pursued a number of acquisitions both 

local and abroad driven by its e-commerce strategy and booming online services. 

Technology Sector: Software, hardware, IT services and e-commerce companies. 

By the end of 2013, there were only 21 JSE listed technology companies. Mergemarket 

(2013) report indicated that in 2013, technology M&A increased by 22.3% and valued at US$ 

166.3 billion.  Furthermore, in Asia, a significant 70.6% share of technology deals targeting 

the region made up its total TMT sector value of US$ 57.3 billion; and Asian TMT deals have 

been driven by large companies looking for technology in the mobile internet and services 

segment to seize fast-changing technology, as well as non-core divestitures made by troubled 

Japanese electronics giants such as Panasonic and Sony (Mergemarket, 2013). In South 

Africa, technology companies such as Adapt IT, EOH and Datatec have also been highly 

active and each company selected for this study concluded minimum of two transactions 

between 2005 and 2013 period. 

Figure 1-4: TMT Sector Revenues, 2006-2010, Source: Booz & Company (2010) 
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In terms of revenues, Booz & Company (2010) indicated that telecommunications services 

providers or network operators accounted for most of the revenues with 41% of TMT sector 

revenues valued at $545 billion. This was followed by technology companies within the 

hardware market accountable for 7.2% of the revenue valued at $297 billion, technology 

companies within the IT services & software revenues were 8.6% valued at $271 billion, 

media companies selling content generated 4.9 % valued at $51 billion and lastly companies 

offering intermediation services accounted for 17.5% revenues valued at $43 billion (Booz & 

Company, 2010).  Judging by the revenues generated by the global TMT sector; it is clear that 

TMT sector is playing a big role in global economies including South Africa. 

 

Nonetheless, some companies are able to operate in all three sectors at the same time in order 

to take advantage of economies of scale which is now known as “TMT Convergence”. In 

2010, the internet giant Google, after having established its search engine over the past 

decade, announced that it will acquire Motorola Mobility. The deal followed a similar 

strategic move by Microsoft acquisition of Nokia, which partnered to integrate the Mobile 

Windows Phone platform with Nokia‟s range of smartphones devices allowing Microsoft to 

tap into the telecommunications market. Both deals showed the quest for diversification 

whereby both Google and Microsoft wanted to move into the mobile hand held devices 

markets taking advantage of TMT convergence. To date, there are also quite a number of 

management consulting firms, investment banks, private equity firms and law firms with 

TMT sector practices which is an indication of the sector maturity. This study have also made 

references from other publications from industry players within the TMT sector such as 

Mckinsey & Company, Deloitte, Kpmg, Price Waterhouse Coopers, Booz & Company, 

ENSAfrica and others.  
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TMT Sector Contribution to the South African Economic Development 

Figure 1-5: Key South African Economic Indicators, Source: Savings Institute (2013) 

It is imperative to also look at how TMT sector and M&A in South Africa contributes 

towards socio and economic development in South Africa. Socio and economic stability has a 

direct impact on shareholders value in whole lot of ways; from government policies 

perspective, skills availability and employees morale to name the few. Cicarin (2008) argued 

that it is widely accepted that leading business organisations are the key driving force behind 

the world economy and society, and that businesses that successfully integrate other business, 

that integrate financial, social, and environmental objectives to determine their future and 

future of society are the engines for growth and sustainable economic development in the 

global market place, at the same time creating added shareholder value. It is also worth noting 

that some of the big players such as MTN Group, Vodacom Group and Business Connexion 

within the South African TMT sector were featured among the companies that have 

successfully qualified for the Johannesburg Stock Exchange (JSE) Social Responsibility 

Index Investment (SRI) in 2013. The SRI index showcases listed companies which have 

achieved the requisite score determined by a set of criteria relating to policies, performance 

and reporting in the triple bottom line environment as well as corporate governance practice. 

Furthermore, it also means that companies that qualify for the JSE SRI index have 
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successfully integrated environmental, economic and social sustainability practices across 

their business models. This means that companies like MTN, Vodacom Group and Business 

Connexion whom are also part of the SRI Index are making positive contribution towards 

socio and economic development in South Africa. This is despite the perception that 

companies that engages in M&A activities only cares about the bottom line which is making 

profit not socio economic issues such as unemployment and environment. Refiloe Sekhoto 

senior M&A manager at MTN Group in a response to the survey said that, M&A are catalyst 

to market development and can also address socio-economic issues. 

According to Research ICT Africa (2013), Statistics South Africa reported that in 2005, the 

ICT sector total output was valued at more than ZAR153 billion, and the ICT sector‟s 

contribution to South African GDP was reported to be around 7% in 2013 similar to other 

emerging markets like India. In addition, the Department of Communications (2010) reported 

that the total South African telecommunications market had grown from ZAR131 billion in 

2007 to ZAR179 billion in 2010.  

The South African government under the ruling party African National Congress (ANC) 

formed the National Planning Commission (NPC) in 2009 to craft the country‟s vision for the 

next 30 years. NPC main deliverable was the National Development Plan (NDP) which was 

released in 2011 and in the plan‟s chapter on economic infrastructure, the government clearly 

set out the vision for the ICT sector in South Africa which directly impacts all companies 

operating within the TMT sector. It was emphasized that by 2030 ICT sector is expected to 

underpin the development of an inclusive dynamic information society and knowledge 

economy (NDP, 2011). Furthermore, the document indicated that in the short term, from 2012 

to 2015, realisation of this vision will entail development of a comprehensive and integrated 

e-strategy that reflects the cross-cutting nature of ICT. The NDP document also showed how

the South African government is committed to grow and support the ICT sector and this will

present TMT sector companies with lot of opportunities and challenges from policy and

regulations perspective.
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Figure 1-6: Percentage of Jobs created in the TMT/ICT sector (2003 – 2010) in South Africa, 

Source: FDI Intelligence, FEM Research (2011) 

 

South Africa is faced with a challenge of unemployment which was 24.7% as of 2013. Nene 

(2012) concluded that acquired companies negatively affect employment, and companies are 

able to grow their businesses but not in correlation with growing their workforce based on the 

study on 42 JSE listed companies acquired in the period of 1996 and 2008. Moreover, study 

found that labour costs to turnover declines in years post the merger, indicating that 

companies turn to use less of labour in order to generate growth which was also supported by 

the finding that M&A introduces technological changes and economies of scale to the 

acquired companies which results in employment not being created. Cicarin (2008) also cited 

stuff reductions which includes the job of a former CEO as one of M&A synergies. However, 

in comparison with traditional sectors such as agriculture and mining, TMT sector have been 

growing significantly and was responsible for most of the jobs created in the past two decades 

within the South Africa economy. It is also fair to say that other selected companies such as 

MTN Group and Naspers are contributing positively to both the society and their shareholders 

given the number of jobs created during 2005 and 2013 period. 
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Figure 1-7: IMF Emerging Markets Economic Growth Rates Forecasts, Source IMF (2012) 

 

According to Somdaka (2013), studies show that in the 1980s and 1990s, globalization was 

largely driven by economies of the developed countries. During that period, it was primarily 

companies from USA, Europe and Japan that explored opportunities worldwide to further 

entrench their businesses. But more recently, large multinational companies headquartered in 

emerging markets like Brazil, China, India and Russia have started to influence and redefine 

the dynamics of trade relation and globalization. Similarly, some South African TMT sector 

companies are now playing on the global stage and have engaged in cross border M&A in 

other emerging markets such as Brazil, China, India, Russia and other parts of Europe. 

 

Companies such as Naspers and Datatec have made acquisitions in emerging markets such as 

India and Brazil and Europe. Business Connection and MTN now has strong presence in 

Africa and stand to reap the rewards from their investments if the IMF growth forecasts are to 

be realized given the fact that International Monetary Fund projected growth rates were not 

achieved in South Africa in 2012 because in 2013 GDP growth was only 3% compared to 

IMF projected GDP growth of 2.7 % in 2012 and 3.4% in 2013. In 2014, South African 

government established the new ministry to focus on SME development to encourage youth 

to start their own businesses due to high unemployment. (Modimogale, 2006) recommended 

that all Small, Medium, Micro-Enterprise (SME) businesses need to seriously consider 
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implementing more ICT in order to remain competitive in today‟s fast moving global 

knowledge economy. Given the fact that the government is investing lot of resources towards 

SME development to address socio-economic problems; some of the SME‟s will come from 

the TMT sector and this will continue to stimulate M&A activity within the sector. 

 

Mergers and Acquisitions and Shareholders Value Creation 

 

The expression „Mergers and Acquisitions‟ is used as an umbrella term for transactions in 

which in most instances a firm or a business unit is sold (Slomp, 2009). In a merger, the assets 

and liabilities of two or more firms are combined into a single merged firm. In an acquisition, 

the acquiring firm uses combination of cash, debt and equity securities to purchase the 

acquired firm. A merger often relates to a friendly transaction which is proposed by the 

management of the merging firms, whereas an acquisition or a takeover is often referred to as 

a transaction which is regarded to be unfriendly and in which the target firm shareholders are 

offered to sell their shares to the buying company (Bruner, 2003). This study is focusing on 

ten selected JSE listed companies within the TMT sector and the term “Mergers and 

Acquisitions “ refers to TMT sector companies acquiring other companies in a form of an 

acquisition and later merged into one entity. Mergers and Acquisitions are methods of 

forming business combinations underpinned by their business strategy.  

 

Mergers and Acquisitions take place for many reasons, for example to displace inefficient 

managers; to achieve economies of scale and scope in production, distribution, and financing; 

to enhance monopoly power; to exploit tax reduction opportunities; to take advantage of 

bargains on the stock market or in the private company for sale market; and/or to build 

managerial empires (Ravenscraft and Scherer, 1989). Motives for M&A can be ranked under 

three major categories: synergy, agency and hubris (Berkovitch and Narayanan, 1993). The 

agency motive suggests that M&A take place because of a conflict of interest between the 

management and the shareholders of the acquiring firm. Managers may engage in takeovers at 

the cost of the shareholders when such acquisitions are beneficial to them personally. 

Management remuneration, for example, is often related to the size of the firm and company 

size could be increased relatively easy by takeovers (Jensen, 1988). The hubris motive says 

that acquisitions occur because managers of acquiring firms are blinded by hubris; they 

overestimate the gains from the acquisition and/or are too optimistic in their belief that they 

are capable enough to realize economic gains from the combination of the firms (Slomp, 
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2009).Since the main objective of M&A is to create or enhance shareholders value, the 

correct reason for conducting M&A should be driven by synergies between the two or more 

companies involved. M&A can only make sense if there are synergies between the companies 

in a proposed M&A deal which will translate into shareholders value creation post 

integration. Moreover Slomp (2009) argued that synergy happens when the value of two firms 

combined together is greater than the total value of each of the firms independently.  In 

essence there is synergy when the combination of two or more elements is (worth) more than 

the sum of the components (Slomp, 2009). 

 
Figure 1-8: CFA Institute Motives for Mergers, Source CFA Institute (2013) 

 

According to McKinsey & Company (2010), companies advance myriad strategies for 

creating value with acquisitions but only a handful are likely to do so. McKinsey& Company 

(2010) cited that the strategic Strategies for an acquisition that creates value typically 

conforms to at least one of the following five archetypes: improving the performance of the 

target company, removing excess capacity from an industry, creating market access for 

products, acquiring skills or technologies more quickly at lower cost than they could be built 

in-house, and picking winners early and helping them develop their businesses. Moreover, 
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McKinsey& Company (2010) emphasized that an acquisition‟s strategic Strategies should be 

a specific articulation of one of these archetypes, not a vague concept like growth or strategic 

positioning, which may be important but must be translated into something more tangible. 

Furthermore, McKinsey & Company (2010) argued that even if an acquisition is based on one 

of the archetypes they recommended that, it will not create shareholders value if an 

acquisition was overpaid. Zhovtobryukh (2014) suggested that technology commercialization 

and leveraging from the innovation capabilities of the acquiring firm are two sources of value 

creation that are only available in technological M&A and have different value to different 

acquirers; which results in higher potential for value creation in technological M&A relative 

to non-technological ones. 

Zhovtobryukh (2014) also argued that technological M&A have two sources of gains, in 

addition to those available in non-technological M&A, that are (1) unavailable in non-

technological M&A and (2) produce synergies that are not equally available to all bidding 

firms and, hence, should result in superior performance of acquirers in technological M&A; 

and these two mechanisms for value creation are (1) more profitable commercialization of the 

target‟s technology by complementing it with the acquirers production facilities, distribution 

channels and marketing capabilities and (2) leveraging the innovation capabilities through 

merging the two complementary technology bases. Moreover, these synergies are not 

available in non-technological M&A because they, by definition, do not give technology 

inputs to the acquiring firm, and their value cannot be easily lost in the bidding process 

because it depends on the degree of complementarities (Zhovtobryukh, 2014). This is also 

very common to most of the M&A deals within the TMT sector. 

Fenwick and West (2002), argued that a large company will acquire small technology 

company if it believes that an acquisition is an effective means of meeting strategic need and 

increasing shareholder value than an internal development; and the small technology 

company can make itself available for an acquisition if it seeks liquidity for its founders and 

investors; when its future success requires the synergies of complementary resources and 

access to the infrastructure of a large company. This is also true for some of the JSE listed 

TMT sector companies M&A strategies such as EOH and AdaptIT whom have successfully 

identified and acquired small companies which yielded positive results and increased value 

for their shareholders. 
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Osae (2014) suggested that mergers and acquisitions can offer significant opportunity for 

value creation if the deal objectives are clear and appropriate, with a comprehensive and 

holistic approach used in defining what value entails, the development of an assessment 

framework to measure post-merger success for on-going review and the development of 

corrective measures, as well as the use of key leanings in future deals. Osae (2014) concluded 

that failure to do this can have severe and negative consequences for shareholder value. Aves 

(2001) also supported this view and argued that mergers and acquisitions can lead to 

shareholder value creation, provided a clear strategy is laid down and followed; and key 

elements relate to both the type of merger, as well as the characteristics of the target firm. 

Aves (2001) concluded that if this set of acquisition criteria is rigorously applied, then there is 

every chance that an acquisition opportunity will be successful and create shareholder value. 

According to Panos Mourdoukoutas (2011) one of Forbes online contributors, it depends on 

how the M&A is planned and executed and M&A that begin with the right vision and 

executed at the right price enhance shareholder value. Oracle and IBM string of software 

acquisitions allowed the two companies to ride the rising demand for enterprise software and 

both companies have rewarded handsomely their stockholders (Panos Mourdoukoutas, 2011). 

Types of Mergers and Acquisitions and Strategies 

Companies use M&A for different reasons and there are different types of M&A which 

companies adopt depending on their strategic objectives. Regardless of which M&A type or 

strategy is chosen it is important that the chosen M&A strategy leads to shareholders value 

creation. Cicarin (2008) suggested that there are two types of mergers, namely purchase 

merger and consolidation merger that are distinguished by how the merger is financed; and 

each has its implications for the companies involved and investors such as withholding tax. 

With the purchase merger, purchase or sale is made with cash or through the issue of some 

kind of debt instrument and is taxable; and acquiring companies prefer this type of merger 

because it can provide tax benefit wherein acquired assets can be written-up to the actual 

purchase price, and the difference between the book value and the purchase price of the assets 

can depreciate annually thus reducing taxes payable by the acquiring company (Cicarin, 

2008). Many literatures on M&A have outlined three major types of M&A namely horizontal, 

vertical and conglomerate acquisitions. However, recently there have been also a number of 

financial acquisitions as well creating a new M&A trend. Rosenberg (1997) suggested that as 

various telecommunications markets are opened to entry, some companies may choose to be 
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niche providers, offering a narrow range of services, other firms will implement a strategy 

that calls for them to offer "one-stop" shopping for all or most of  consumer's 

telecommunications, entertainment, and information services; some firms that were once 

geographically constrained may adopt a strategy to expand beyond their former boundaries, 

becoming national and international providers; and one way for a firm to enter new markets 

or expand its presence geographically is to merge with, acquire or enter into joint ventures or 

strategic alliances with firms already positioned in desirable or complementary locations or 

lines of business. Some of the TMT sector giants in South Africa such as Naspers, Telkom 

Group and MTN Group have employed various M&A types and strategies to become multi-

services providers by offering various services in all three sub-sectors namely 

telecommunications, media and technology in order to create more value for their 

shareholders. 

 

Strategic Acquisitions 

 

Strategic acquisitions are transactions in which the buying firm as well as the target firm 

operates in the same industry and/or value chain and majority of acquisitions are classified as 

strategic acquisitions. With strategic acquisition, the buying firm believes that the 

combination of the two firms will result in a more efficiently operating company and/or an 

improved market position. Most of the M&A transactions evaluated for this study are 

strategic acquisitions. 

 

Horizontal Acquisitions 

 

Horizontal acquisitions are deals in which firms operate in the same industry sector, for 

example they produce similar products and/or they target the same customers. From our 

sample an example of such a transaction is the acquisition of a telecom company (Verizone 

South Africa) by another telecom company (MTN Group). 

 

Vertical Acquisitions 

 

Transactions in which a certain firm acquires another firm in the same value chain are 

referred to as vertical acquisitions. The objective behind such acquisitions is to integrate 

companies at different stages within a product value chain.These types of acquisitions are also 
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common within the TMT sector. Deloitte (2014) argued that recently, many acquirers have 

placed increasing focus on revenue growth through convergence and software-defined 

innovation and in addition, many companies appear to be pursuing growth agendas in specific 

verticals or service categories. 

Congeneric Mergers 

Transactions entered between firms operating in related markets that are neither directly 

vertically nor horizontally related. Instead, the linkage may be through similarities in 

production technology, customer base, or distribution channels. These types of acquisitions 

are also common within the TMT sector wherein for example a telecommunication company 

can acquire a technology company and still rely on its existing customer base and distribution 

channels. 

Financial Acquisitions 

Financial acquisitions are transactions were incentive and efficiency improvements are the 

primary motives. These acquisitions are often called leveraged buyouts (LBOs) and are 

financed with high levels of debt involving external shareholders.  There are not many of 

these acquisitions within the TMT sector. 

Conglomerate Acquisitions 

Conglomerate acquisitions are M&A deals not classified as strategic or financial acquisitions. 

These transactions involve the combination of unrelated types of businesses and are often 

motivated by diversification benefits and risk reduction. Due to our study focusing on the 

TMT sector, the companies and transactions selected are not conglomerate acquisitions 

because acquiring and target companies operate in the same industry and their businesses are 

related. Despite the quest for diversification by some of the companies within TMT sector, 

companies still make strategic acquisitions within the TMT sub-sectors namely 

telecommunications, media, and technology. These sub-sectors are interrelated and share 

common characteristics such as infrastructures and technologies hence they cannot be 

classified as conglomerate acquisitions. None of the acquisitions selected for this study are 

conglomerate acquisitions.  
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Key Drivers of Mergers and Acquisitions within the TMT Sector 

According to Deals Drivers Africa Mergemarket report of 2012, the TMT sector is benefiting 

from the changing African economic dynamic, African companies are adopting new modern 

standards and technologies and forcing them to change their traditional business models. This 

innovation in the business model has increased opportunities for the technology sector both in 

hardware and software. Moreover, the rising demand for new mobile and internet services 

was cited as an important driver of the sector‟s growth. According to Kpmg technology 

industry outlook survey (2014), many companies are making M&A investments to access 

new technology, customers, talent, or to block competitors‟ access to key assets. Furthermore, 

the results from the survey indicated that access to new technology and products was the most 

important M&A driver with 65% of the votes. Furthermore, Kpmg (2014), revealed that100 

TMT sector executives indicated that the most important trends driving M&A are converging 

technologies (52 %), cloud computing (43%), data analytics (43%), mobility(43%), and social 

networking (20%) and their intention  on making acquisitions  will be to enter into new 

revenue growth areas (18.2%) , expand technology platforms (14.2%) , gain access to 

intellectual property and talent (14.2%), build and expand their audience and customers 

(13.5%) , deepen customer engagement (6.1%), consolidate components in ecosystem (4.7%) 

and lastly to accelerate their time to market( 4.1%). 

Clifford Chance (2013) argued that there is a lot of significant activity in the African telecoms 

space as tower sales continue, driven by dedicated players snapping up tower assets of local 

telecoms companies who are offloading them due to high maintenance costs. Furthermore, 

Clifford Chance (2013)  also cited the roll-out of the 4G (Fourth Generation Networks) 

spectrum to be driving licensing deals and will stimulate the M&A activity as smaller 

operators will be seeking to consolidate or sell out to international players. Deloitte (2014) 

argued that there is no dispute that the technology landscape continues to change rapidly, the 

growing availability of internet access around the globe, proliferation of alternative access 

channels such as mobile devices, social media networks, and spread of user-generated content 

have led to an increasingly connected consumer base; this increase in connectivity, along with 

advancements in processor speed and storage, opens up new market opportunities but also 

drives significant disruption at an accelerating rate; and as a result, technology companies are 

responding to customer and market needs often through M&A in four primary areas namely 

scale, cloud services, mobility, and big data. 
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Makhele (2013) suggested that a change in economic conditions associated with regulatory or 

technological shocks might necessitate restructuring activities and an acquisition can restore 

efficiency through consolidation in industries that are plagued by low investment 

opportunities, excess capacity, deteriorating cash flows, and increasing capital costs. This is 

also true for TMT sector companies, looking at the South African TMT sector operating 

environment, especially for telecommunications services providers who are now looking at 

M&A to diversify their sources of revenues, modernizing traditional services to stay relevant; 

and to be able to introduce more value added services to their customers. Financial Mail Top 

Performers publication of 2013, reported that according to Datacentrix(also selected as a case 

study for this study), the increased competition within the sector coming from the 

telecommunications companies due to their own challenges in the form of slowing revenues 

in their traditional voice businesses. Furthermore, Datacentrix suggested that 

telecommunications companies were attempting to supplement their traditional voice 

revenues by extending offerings in the traditional IT sector such as cloud computing; a 

strategy that they hope will diversify their income base and in the process drive data revenues 

adding pressure to companies already operating in the technology sector especially IT 

companies. 

Booz and Company (2010) also argued that despite their size and robust growth, 

telecommunications network operators have not succeeded in diversifying their sources of 

revenue significantly. Moreover, Booz & Company (2010) concluded that value added 

services will become increasingly important for long-term growth. The views by Booz & 

Company explains the reason why many TMT sector M&A strategies especially for 

telecommunications network services providers are centred around converging technologies 

known as “Convergence Strategy” .One of the current M&A key drivers within the TMT 

sector is “Convergence”  which makes it easier for companies to provide innovative solutions 

leveraging on all technologies and infrastructures deployed by companies operating as 

telecommunications services providers, media services providers and technology services 

providers. Deloitte (2014) suggested that disruptive technologies and the increasing influence 

of digital channels are expected to drive continued convergence and M&A activity within the 

TMT space; and as a result, new business models that combine multiple technologies and 

sectors are rapidly emerging. Furthermore, Deloitte added that two trends are driving M&A 

activity; large incumbent players that started as a technology, media, or telecommunications 

company are merging into a converged space as the market continues to evolve. For example 
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Apple is a high-tech company that now has business components which look much like media 

or telecom entities, companies that started as a mixture of the three sub-sectors are growing in 

size and influence. Google is another example, and has been a converged software, high-tech, 

media, and telecom company and is achieving huge scale by combining TMT capabilities and 

engaging in M&A transactions such as its 2014 acquisition of Nest Labs Inc. Similarly, 

Microsoft acquired Nokia‟s Devices & Services business taking advantage of convergence. In 

South Africa, Telkom Group which was a monopoly for traditional fixed line 

telecommunications services invested in Vodacom with 50% ownership to enter the mobile 

cellphone telecommunications market before exiting the investment in 2009 to start its own 

mobile telecommunications services provider. Telkom pending bid to acquire Business 

Connexion which is dated back to 2006 is also guided by its convergence strategy so that it 

can also render information technology services.  

According to Deloitte (2014), three tech trends are capturing the attention of strategic buyers 

who are looking to quickly monetize their acquisitions namely the mainstreaming of cloud 

computing; the rapidly emerging concept of mobility; and the growing use of big data/ 

business analytics to improve enterprise performance. The advantage of cloud computing is 

that it often allows different forms of technology and data to be delivered in a more efficient 

and cost-effective way to businesses of various types and sizes.  Moreover, the business 

model for cloud services typically is subscription based; with clients paying a monthly fee 

only for usage which is quite different from the technology industry historically dominant 

license-based, download-and-run model; and businesses don‟t have to host any infrastructure 

on-premise which is why this trend is set to grow and will influence M&A activity in few 

years to come. However, the cloud computing market will probably take another decade 

before it is fully adopted in South Africa and other parts of African markets compared to 

developed countries were it is currently being implemented by most companies. Furthermore, 

“Big Data” is also likely to create new growth opportunities and new categories of companies 

in data storage and management, analytics and visualization, data processing, and integration; 

and M&A targets are expected in the visual discovery, predictive analytics, text and rich 

media analytics areas; big data pure-play vendors responsible for the vast majority of new 

innovations and approaches to data management and analytics that have emerged over the last 

several years will become natural acquisition targets (Industrial Data Corporation, 2009).  
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Hilario (2011) argued that technology big players such as IBM, Microsoft, Cisco, HP are 

expanding to other segments beyond their core businesses, applying a diversification strategy 

in order to boost sales, decrease uncertainty about revenues, attract new users and keep pace 

with competitors; and this M&A trend is expected to continue in the long-run since 

companies need to grow the scale and scope of their affairs.  

 

Kpmg (2014) cited that companies continue to hold massive amounts of cash and interest 

rates remains at historic lows (since the financial crisis of 2008) which will help companies to 

look for M&A. Deloitte (2014) concluded that increasingly, M&A has become a preferred 

growth strategy, enabled by a liquid capital market, the strongest equity market in a decade, 

and low interest rates sharing for well-capitalized buyers and also suggested that companies 

have been making a variety of acquisitions whereby large industry incumbents are adapting 

their portfolios, talent, and capabilities with post-start-ups, and middle market companies. 

However, Institute of Management Accountants (1997) argued that a company that is 

destroying value will always struggle to attract further capital to finance expansion, since it 

will be hamstrung by a share price that stands at a discount to the underlying value of its 

assets and by higher interest rates on debt or bank loans demanded by creditors. The South 

African economic climate has also been characterised by low interest rates since 2008 and 

telecommunications companies such as Telkom Group, Naspers, MTN Group and Vodacom 

Group have enough cash reserves to pursue further M&A deals. 

 

M&A Valuation Methods and Pricing Issues 

 

Valuation methods have huge implications on shareholders value post the M&A transaction. 

According to Price Waterhouse Coopers (PWC) Valuation Methodology of 2012, performing 

valuations in developing economies presents different challenges compared to performing 

valuations in developed economies. Each organization should adopt the valuation method that 

better matches its current situation, information available and its future perspectives of growth 

(Hilario, 2011).  Welch (2004) considers the coherent and unbiased analysis of the company 

capital structure and capital structure changes as a way to increase the likelihood of adopting 

the correct valuation method. According to capital budgeting theory, an investment should be 

funded as long as the net present value (NPV) is greater than or equal to zero; and in applying 

the same principle to the acquisition, the buyer should be able to finance a purchase price up 

to the present value of the target company as an independent or stand-alone entity, plus the 
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synergy created by combining the acquiring and target companies, discounted at the 

appropriate cost of capital (Osae, 2011).Institute of Management Accountants (1997) also 

believes that changes in shareholder wealth are inferred mostly from changes in stock prices, 

dividends paid, and equity raised during the period; and since stock prices reflect investor 

expectations about future cash flows, creating wealth or value for shareholders requires that 

the firm undertake investment decisions that have a positive net present value (NPV).  

 

Fenwick and West (2002) suggested  methods to triangulate on a reasonable technology 

company valuation such as comparable public companies by obtaining the market value of  

comparable stocks, publicly traded companies within the same industry as a multiple of such 

companies‟ earnings and revenues, comparable transactions in order  to compare the amount 

paid in acquisitions for other companies in the same industry, discounted cash flow analysis 

in order to assign today‟s value (known as present value or PV) to the cash flow to be 

generated by the target company future operations and this depends on the credibility of the 

target company future cash flows projections, and the purchase price denomination whereby 

an acquiring company can express the price as a certain dollar or rand value of its shares by 

specifying  the mechanism for determining the number of shares to be issued at the closing of 

the transaction in case were issuing stock is used to pay for an acquisition .  

 

However, Price Waterhouse Coopers (2012) argued that lack of listed comparable companies 

makes the application of a multiple-based approach more difficult and subjective. For 

example, acquiring company could offer that number of shares determined by dividing $25 

million by the average of the closing prices of the acquiring company stock for the ten trading 

days ending three days before the closing of the merger or a fixed number of shares can be 

issued for a certain value of an acquisition. Furthermore, Fenwick and West (2002) suggested 

that in mergers between companies of relatively equal size, acquiring company frequently 

will express the purchase price as the number of shares that will give the target company 

security holders a certain percentage of the combined entity. For example, the acquiring and 

target company security holders can have 55% and 45% respectively post-closing capital of 

acquiring company. 

 

Due to the fact that there are market risks involved pertaining valuation methods that uses 

company‟s stock market prices, Fenwick and West (2002) also suggested that one way of 

dealing with the “market” risks is to price the transaction subject to a “collar.” A “collar” is a 
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range of acquiring company stock prices within which there is an agreed-upon pricing 

method. For example, acquiring company might offer to pay the target company $25 million 

of stock within a collar of $10 to $15 per share, 2,500,000 shares if the stock price is less than 

$10 per share, and 1,666,666 shares if the stock price is greater than $15 per share. This 

approach or valuation method ensures that in no event will acquiring company have to issue 

more than 2,500,000 shares in the acquisition. Nonetheless, other cautious valuation methods 

include net asset test and earnouts.Net asset test are used in case if target company balance 

sheet is likely to become significantly weaker or stronger between the date the definitive 

agreement is signed and the closing date, it may suggest that the purchase price be adjusted to 

reflect a change in target company net assets. For example, if the target company had 

$2million of working capital at the date of signing and acquiring company expected it to 

decline to $500 thousand by the closing date, acquiring company might want to have the 

purchase price reduced to reflect that change. Earnouts are used wherein some portion of 

target company purchase price will be paid by acquiring company only if the target company 

achieves negotiated performance goals after the closing. Parties typically use “Earnouts” 

when they agree that a higher target company valuation would be justified if the target 

company were to meet forecasted performance goals. Fenwick and West (2002) also 

suggested that even though “Earnouts” can motivate the target company management, the 

downside is that they are also difficult to implement and manage. From the study survey, 

MTN Group responded saying that they use DCF (Discounted Cash Flow, EV (Economic 

Value Add/EBITDA (Earnings Before Income Tax, Depreciation and Amortisation) multiple 

and a precedent transaction as valuation methods. For AdaptIT emphasis is on the 

sustainability of earnings of the target company. Tiffany Dunsdon, AdaptIT M&A executive 

responded to the survey saying that valuation methods used are sustainable earnings multiple 

warranted on a 3 year earn out. Business Connexion said that they have an internal process for 

valuation based on best practices from McKinsey & Company. 

Price Waterhouse Coopers (2012) also highlighted the use of minority discounts and control 

premiums whereby control premium relates to the additional value associated with the ability 

to control the distribution of cash generated by the company; the ability to influence the 

timing and size of the dividend distribution; the ability to influence the direct policy and 

hiring of management and also the ability to select or choose suppliers; and minority discount 

is considered for minority shareholders in a company because they cannot influence 

operational decision making such as size or timing of dividends, choosing suppliers and 
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selecting management team. Furthermore, Price Waterhouse Coopers (2012) argued that 

failure to agree on valuation was the main reason of failure of transactions that have entered 

formal due diligence in emerging markets and the root cause of this includes uncertainty over 

future growth, market demand, distribution channels to be used, future actions of competitors, 

lack of industry and macroeconomics data, and few comparable companies that can form a 

base for valuation analysis. Irrespective of the chosen valuation methods, companies must 

ensure that valuation methods chosen put the interest of their shareholders first in order to 

maximize shareholders value. 

 

TMT Sector Market Structures and Impact on Mergers and Acquisitions 

 

The general market structure theory says the less competitive a market is; the more market 

power the firms have. Their ability to raise prices above marginal cost is much larger than it 

had been if there would have been more competition on the market. The relationship between 

marginal cost and price and the existence of profits depends on the market structure and in a 

market where there is free entry and the firms are identical, price equals marginal cost. Within 

the TMT sector in South Africa, the telecommunications and media sectors can be associated 

with the oligopoly market structure because they were only 6 JSE listed telecommunications 

companies and 7 media companies and the technology sector is a more of a competitive 

market structure given the fact that there were 21 JSE listed technology companies in 2013. 

However, there are more private companies within the TMT sector that add more competition 

to the sector especially technology companies. Rosenberg (1997) argued that the goal of 

bringing the benefits of competition, including lower prices, higher quality, and greater 

innovation, to telecommunications consumers has resulted in the removal of many barriers to 

entry into telecommunications markets and as these barriers are removed, some firms may 

find it strategically desirable to enter new markets by merging, acquiring, or forming an 

alliance with a firm that already has a presence in that market. Companies use M&A to 

influence market structures for their own benefits and the South African TMT sector is also 

starting to see value in M&A due to highly fragmented TMT sector markets and high number 

of small medium micro ICT companies which compels for consolidation through merger and 

acquisitions. The emergence of “Convergence” will result into a more competitive 

environment wherein companies will be able to operate in all three sub sectors. However, this 

can also lead to further fragmented markets with too many companies operating in certain 

markets and this has a potential to erode economies of scale for incumbents especially large 
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telecommunications companies.  Incumbents are more likely to continue to respond to these 

challenges by acquiring small emerging companies posing threat to their existing market 

shares.  

TMT Sector Policies and Regulations Impact on M&A 

Policy and regulations can contribute positively or negatively towards shareholders value 

creation. Mergers and acquisitions within the TMT sector fall within the jurisdiction of two 

regulators: ICASA and the Competition Commission, established in terms of the Competition 

Act of South Africa of 1998. ICASA and the Competition Commission engage with one 

another and interact with respect to the investigation, evaluation and analysis of mergers and 

acquisitions transactions; complaints involving TMT sector competition and other market 

related matters. When M&A requires approval of both regulatory authorities, parties seeking 

approval are required to submit separate and concurrent applications to each regulator. Each 

regulator makes independent determinations based on their respective legislative 

requirements, even though they often consult each other during the process. 

South Africa has relatively high communications and information technology services costs 

compared to other developing countries such as Nigeria, Kenya, India, China and Brazil.  

According to the Department of Communications (DOC), despite South Africa having the 

largest economy on the African continent, South Africa was ranked 30th out of 46 African 

countries in 2013, making it one of the most expensive countries for prepaid mobile services 

while growth in revenue in the telecommunications sector went from R7 billion in 1992 to 

R100 billion in 2009. DOC (2013)  further argued that growth has been masked by a number 

of unintended policy and regulatory outcomes citing problems and challenges such as 

negligible fixed line growth, high retail wholesale prices, widespread job losses in the sector, 

minimal new foreign direct investment, institutional inability to anticipate, regulate and 

mitigate the challenges, complex presentation of pricing information which led to lack of 

comprehension by consumers so that they cannot make an informed decision on pricing. 

Independent Communications Authority of South Africa (ICASA) attributed high prices 

within the market as a result of high costs to the industry mainly from infrastructure 

deployment and maintenance which leads to high costs to users to communicate. ICASA 

believes that the cost to communicate in South Africa is too high and it was taking necessary 

action to address the challenge from a policy and regulation perspective. Whenever there is a 
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policy change that affects pricing of ICT services, this will also impact company‟s revenues 

and as result this will negatively impact shareholders value. ICASA initiated the cost to 

communicate programme with projects such as the broadband value chain study, ICT industry 

indicators collection, call termination market review, local loop unbundling regulation and 

wholesale aimed at stimulating competition within the TMT sector more specifically within 

the telecommunications sector. Some companies within the TMT sector are responding to 

these initiatives using M&A either to take advantage of the opportunities presented by 

changes in policy or coming up with defensive strategies were in policy changes work against 

them. However, ICASA and the Competition Commission has a duty to make sure that 

proposed M&A within the TMT sector do not reverse the gains sought to be achieved through 

policy and regulatory interventions.  The purpose of M&A control in South Africa is to 

ensure that M&A transactions do not lead to substantial decrease in competition to the 

detriment of consumers and public interests (Ramburuth and Manoim, 2009). Competition in 

South Africa, especially within TMT sub-sectors such as telecommunications and media 

sector remains a challenge due to the fact that consumers are still paying high prices for 

communication and for pay TV services with few players dominating the markets. 

 

According to ENS Africa (2010) a law firm with a TMT practice, the South African ICT 

sector has been overcome by policy and regulation challenges during the past decade since 

the introduction of a second fixed-line network operator Neotel and the enactment of the 

Electronic Communications Act (ECA) in 2005; which led to further liberalization of the 

market since the Telecommunications Act of 1996. ECA was seen as a legislation that 

unshackled the market constraints and enabled the optimization of a converged environment. 

Post the liberalization of the telecommunications sector through the Telecommunications Act 

of South Africa in 1996, followed by the Electronic Communications Act of South Africa in 

2005, this created a highly dynamic and innovative environment within the TMT sector by 

removing many barriers which led to convergence among the three sub-sectors. This has 

dramatically opened up the markets allowing telecommunications, media and technology 

companies to collaborate or work together, form partnerships or strategic alliances, share 

infrastructures and technologies to achieve economies of scale. It is without a doubt that 

consumers continues to benefit because of more value added services being provided and 

declining services costs due to competition. Some companies have moved beyond these 
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strategic partnerships and have proposed acquisitions instead of strategic partnerships were 

they see value and synergies. 

 

South African Law Reform Commission (SALRC) (2011) released a discussion paper to elicit 

responses from the Department of Communications on its preliminary findings and proposals 

regarding the review and amendment of all ICT legislation applicable in South Africa. 

Following the SALRC discussion Paper, the Department of Communications published the 

Electronic Communications Act Amendment Bill in July 2012. The Bill proposed a number 

of important changes, including aligning the ECA with broad-based black economic 

empowerment („BEE‟), incorporating certain changes relating to ownership and control of 

commercial broadcasting services, and introducing a spectrum management agency that will 

have overall responsibility for the management of radio frequency spectrum in South Africa. 

ICASA (2014) argued that allocating or making more spectrums available to the industry 

through licensing process is sought to, among others things; achieve the following national 

policy objectives: 

1. Facilitate the introduction of new national and rural providers of electronic 

communications, including broadband; 

2. Ensure that participating licensees contribute to broad-based black economic 

empowerment. 

Since the dawn of democracy in South Africa both Black Economic Empowerment (BEE) 

and Broad Based Black Economic Empowerment (BBEE) have been some of the key drivers 

of mergers and acquisitions. The two policies have been facilitating the transfer of ownership 

of assets of most of the JSE listed companies to previously disadvantaged individuals under 

the ANC government since 1994. Nonetheless, some of the M&A transactions within the 

TMT sector are sought to comply with both BEE and BBEE laws. Companies are choosing to 

pursue BEE M&A to increase their BEE rating score as one of the strategic objectives in 

order to improve their chances of getting work or contracts from the government or to have 

good image or brand within the society and communities. Some TMT sector M&A deals have 

been initiated strategically to increase the BEE rating score of an acquiring company. 

Moreover, ECA also put emphasis on spectrum management which opens up more 

competition to telecommunications services providers and media broadcasting services 

providers. Under the Electronic Communications Act (ECA), ICASA is empowered to grant 
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service licenses to both telecommunications and broadcasting service providers. The types of 

licenses that ICASA may issue are electronic communications network (ECN); electronic 

communications services (ECS) and broadcasting licenses. Nonetheless, technology 

companies including companies offering internet-based services are not as regulated as 

telecommunications and media or broadcasting services. In general, internet services other 

than content services are classified as electronic communications services (ECS) in terms of 

the ECA act of 2005. Providers of such services require only an ECS class license to provide 

internet services on a national basis unless the provider also provides voice telephony services 

using numbers from the national numbering plan, in which case an individual ECS license is 

required (ENS Africa, 2010) . However, there are quite a number of private companies 

offering internet services without the ECS licence due to high licensing costs and majority of 

these high growth small medium internet service providers provides voice over internet 

protocol (VoIP) service which is not regulated except to the extent that numbers from the 

national numbering plan are used to provide these services (ENS Africa, 2010). 

 

When new licenses get issued to new companies this introduces new players in the market 

and as a result this directly impacts incumbent‟s revenues and their shareholders value. Some 

companies are using M&A deals in order to have access to these licenses that have been 

awarded to few companies by proposing to acquire companies with spectrum licenses. Some 

analysts believe that the move by South Africa‟s largest mobile telecommunications services 

provider Vodacom to acquire 100% stake of South Africa‟s second network operator Neotel 

in 2013 was motivated by the need to gain access to spectrum. Vodacom need access to the 

sought after spectrum which is a scarce resource and currently Neotel is one of the companies 

that have been awarded the licence. Rosenberg (1997) suggested that a legitimate concern for 

regulators is the potential for mergers, acquisitions, and alliances to mitigate the desired 

effects of competition by enhancing the market power of firms that may operate in multiple 

product and geographic markets. South Africa ICT/TMT sector expert Adrian Schofield 

(2015) said that Neotel/Vodacom lawyers appear to be trying to work around a loophole 

involving the Electronic Communications Act (ECA), which was recently amended; “The 

ECA made the differentiation of control of licences and ownership of an enterprise.” 

Moreover, he said, Vodacom will effectively have control of Neotel's spectrum if the deal 

goes through; “if you buy the majority shareholding of a company, you appoint the board and 

decide what happens in the company, so effectively Vodacom is taking the spectrum; and the 
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technicality that they have to enter an agreement with Neotel to use that spectrum is just 

semantics”. Neotel was awarded the spectrum as a second network operator, a move by 

government to increase competition in order to eventually push the costs of communications 

down. However, the deal was questioned and received lot of complaints and disapprovals 

from Vodacom main competitors and small players at the Competition Commission and the 

regulator ICASA; due to fears that it will further erode competition within the sector and give 

Vodacom unfair competitive advantage over its competitors. Nonetheless, the Electronic 

Communications Act is intended to control, plan, administer and manage the use and 

licensing of the radio frequency spectrum and this has huge implications on some of the 

M&A deals within the TMT sector. 

 

Moreover, ICASA also regulates the amount of spectrum available in the territory in which 

the licensee plans to operate, the type of services that the spectrum is to be used for and 

spectrum allocated to security services recommended by the International 

Telecommunications Union (ITU). Due to the fact that spectrum is a scarce resource and very 

few spectrum licenses have been awarded to few operators, those who wish to acquire or have 

spectrum in order to fulfil future strategic objectives may acquire or merge with existing 

operators with the sought after spectrum. This may collude with ICASA, Competition 

Commission and the Department of Communications efforts to stimulate competition and 

eventually drive prices down. Telecommunications companies such as MTN and Vodafone 

have concluded a number of cross-border acquisitions in foreign countries by acquiring 

operators already awarded operating licenses and spectrum in their home countries in order to 

expand their global footprint. 

 

ENS Africa (2010) concluded that there is a clear need for more comprehensive and coherent 

policies to be established by the Department of Communications going forward, and will need 

to be efficiently managed and implemented by the regulator ICASA. ENS Africa (2010)  

recommended that new policies should aim to promote competition in the market; encourage 

investment and innovation as well as a diversity of views; coordination of state enterprises 

active in the TMT sector; and a targeted universal services strategy to deal not only with the 

gaps in the market, but demand-side stimulation of the market. If all these policy proposals 

and recommendation are implemented, this will create a perfect environment for 

commercially viable M&A deals within the TMT sector.  
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Makhele (2013), argued that M&A can enable companies to attain a larger market share and 

thereby increase the price of their products or services, relative to their cost. Furthermore, the 

desire and drive to gain more market power is considered as another objective for mergers, 

and increased market power is not only confined to the area of sales but can also be achieved 

in the area of purchases and anti-trust laws curb such intentions of companies in gaining 

power (Makhele, 2013).The regulations within the TMT sector in South Africa for the past 

two decades which includes the Telecommunications Act of South Africa of 1996 and the 

ECT Act of 2005 created a more competitive environment; judging by the M&A recently 

announced, wherein incumbents are trying to retain and expand their market shares by 

acquiring small players and taking advantage of technology convergence for diversification 

purposes; and to be able to come up with innovative products and value added services.  

In 2013, Telkom re-opened its talks to acquire Business Connexion since it started bidding for 

the company from 2006. The deal was called off by the Competition Commission in 2012 

after it has received lot of criticism and complaints since its announcement back in 2006. This 

is evidence of mounting pressure on incumbents who are seeking new sources of revenues 

given the proposed M&A deals such as Vodacom and Neotel deal, MTN and Telkom deal 

and Telkom Group and Business Connexion deal involving South Africa‟s largest 

telecommunications services providers. Rosenberg (1997) argued that in general, many 

economists believe that the more a market is dominated by one or a few firms the less likely it 

will be to approach the competitive ideal. A major concern is that a merger that increases 

market concentration may increase market power or facilitate its exercise, lessening the 

concentration can have deleterious effects; first a merger that increases a firm's market may 

increase the firm's willingness and ability to engage in unilateral exercise of that power; 

second, a merger that increases market concentration may increase the ability of a group of 

firms to engage in a multilateral or coordinated exercise of market power through either overt 

or tacit collusion or cooperation (Rosenberg, 1997). It is clear that ICASA is safeguarding 

both the unilateral and multilateral exercise of power with regards to recent M&A proposals 

such as Vodacom and Neotel deal, MTN and Telkom deal and Telkom and Business 

Connexion deal. These deals have a potential to create only three powerful companies within 

the sector that can potential lead to market concentration at the expense of competition. 

Rosenberg (1997) further argued that if the goal of telecommunications reform is to promote 

competition, mergers that combine likely competitors should be considered suspect, firms 
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should not be allowed to remove potential competitors by merging with them; often the 

merging firms claim that there are significant cost savings or other benefits flowing from 

combining their business operations and if such costs savings or other efficiencies result, 

consumers should get a share. Vodacom and Telkom Group have stressed the need for 

economies of scale and efficiency within the industry in their proposals; and it remains to be 

seen if consumers will also benefit as a result. Furthermore, ICASA (2014) emphasized that 

while consolidation is a global phenomenon and anticipated in the market, all such deals may 

require regulatory approval, some operators have been in discussions, and some have 

informed the authority of their intentions, none of these transactions have come before 

ICASA. ICASA and the Competition Commission play a bigger role with regards to M&A 

within the TMT sector, and companies M&A strategies within the TMT sector should be 

informed and comply with country laws and objectives, and not only by the commercial 

viability or profitability of the deal. 

For as long as the new policies and regulations will enable and encourage investment and 

innovation, not at the expense of employment and consumers at large; nothing will prevent 

companies to use mergers and acquisitions as a growth strategy and also achieve necessary 

consolidations on existing markets within the TMT sector in South Africa. 

Key M&A challenges and issues within the TMT sector 

According to Deloitte (2014), conditional approvals and “hold separate” requirements can 

delay and/or limit the realization of anticipated value creation and impact deal valuation to the 

buyer or seller due to intervening foreign currency fluctuations between a deal announcement 

and eventual closing.  The delays on approvals add more complexity on the chosen valuation 

models to establish the fair price for the target company. Moreover, timing is another 

important factor when executing M&A within the TMT sector and delays can risk the whole 

M&A strategy since there is a question of market readiness, demand and need for specific 

services and products for specific periods and the issue of competition. 

Furthermore, Deloitte (2014) argued that people can be productive working from any place on 

the globe at any time of the day or night in today‟s world. However, having virtual teams, 

managers, and employees can result in unintended consequences during integration or 



52

divestiture, virtual employment models are based on a mutual trust in a strategy, a 

performance expectation, an environment, and a certain set of employment terms; and during 

an acquisition, that trust can be in question; if core competencies reside in virtual employees, 

the risk of talent flight, disengagement, and passive resistance may be almost unmanageable. 

Due to the fact that some of the South African TMT sector companies are engaging in cross-

border M&A it is important to address the challenge of managing offshore companies in order 

to extract full value. 

Selected Companies (Case Studies) and M&A Acquisitions for the Study 

Table 1-1: Selected JSE Listed TMT Sector Companies 

For this study, large companies are companies with a JSE market capitalisation of more than 

R10 billion, medium companies are companies with market capitalisation between R1 billion 

and R10 billion and small companies have market capitalisation of less than R1 billion. MTN 

Group, Telkom Group, Datatec and Naspers are classified as large companies; Business 

Connexion, Pinnacle Holdings and EOH are classified as medium sized companies and 

AdaptIT, Convergenet and Mustek are classified a small companies. 

Case Study 1: Adapt IT 

Company Name: Adapt IT  

Sector: Technology: Software and IT services 
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Acquisitions: 

 
Table 1-2: Adapt IT Acquisitions, Source: McGregor BFA JSE SENS 

 

Company Description: 

Adapt IT is an innovative, specialized information technology (IT) services and solutions 

provider, delivering a variety of specialized turnkey IT solutions and services to the 

Manufacturing, Education, Financial Services and Energy sectors in over 21 countries 

worldwide. 

 

Strategy and M&A Standpoint: 

AdaptIT strategy focuses primarily on pursuing organic growth through IT Service and 

Product, Customer and sector diversification. It complements this growth by acquiring 

strategic, synergistic and earnings-enhancing software businesses. AdaptIT has grown 

organically and through M&A from being a South African company with local offices in 

Johannesburg, Durban and Cape Town and it now has international offices in Australia, 

Namibia and New Zealand. 

 

 
Table 1-3: AdaptIT M&A Strategies, Source: McGregor BFA JSE SENS 

 

Case Study 2: MTN Group 
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Company Name: MTN Group (Pty) Ltd 

Sector: Telecommunications 

Acquisitions: MTN Group Announced the Acquisition of Verizon Business South Africa on 

the 25th June 2008 

 
Table 1-4: MTN Group Acquisitions, Source: McGregor BFA JSE SENS 

 

Company Description: MTN Group is a global telecommunications services provider 

operating in countries such as South Africa, Nigeria, Iran and other African countries.MTN 

Group featured amongst the biggest listed companies in South Africa in 2012 taking the top 

TMT spot with a market capitalization of R309.1 billion. MTN Group was the 6th largest 

listed company and the largest with a listing solely on the JSE. 

 

Strategy and M&A Standpoint: 

 

MTN Group is one of South Africa few success stories of a company which created value for 

its shareholders organically and through acquisitions of mobile telecommunications network 

operating licenses in foreign countries such as Iran, Ghana and Nigeria. In 2009, MTN also 

tried to merge with India largest telecommunications services provider Bharti Airtel. The deal 

dominated media for more than two years and was finally called off in 2012. 
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Table 1-5: MTN Group M&A Strategies, Source: McGregor BFA JSE SENS 

 

Case Study 3: Telkom Group 

 

Company Name: Telkom Group (Pty) Ltd 

Sector: Telecommunications 

Acquisitions:  

 
Table 1-6: Telkom Group Acquisitions, Source: McGregor BFA JSE SENS 

 

Company Description: Telkom SA is the first telecommunications services provider in 

South Africa and was the monopoly for many years prior global telecommunications 

liberalization between 1990 and 1993. Due to intensified competition from mobile network 

services providers, Telkom began to diversify its revenue sources to avoid relying on 

traditional fixed line voice revenues. Telkom embarked on a strategy to enter into converged 

ICT services, and has been keen on pursuing M&A in order to remain relevant and retain its 

market share which has been significantly reduced in the past two decades. 

 

Strategy and M&A Standpoint: 
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Telkom is struggling to retain its position as a leading South Africa telecommunications 

services provider after selling its 50% stake of Vodacom in 2008. Telkom is now facing tough 

competition from other mobile network services providers such as Vodacom, MTN, Cell C 

and South Africa second fixed line operator Neotel. Telkom launched its mobile business 

called Telkom Mobile in 2012 and struggled to attract more customers in an already saturated 

voice market dominated by Vodacom, MTN and Cell C. From an M&A standpoint, Telkom 

bid to acquire JSE listed ICT services provider Business Connexion has been going on for 

almost 4 years with the Competition Commission battling with complaints from Telkom 

competitors both small and large. 

 
Table 1-7: Telkom Group M&A Strategies, Source: McGregor BFA JSE SENS 

 

Case Study 4: Naspers 

 

Company Name: Naspers Group (Pty) Ltd 

Sector: Media and Technology 

Acquisitions: 

 
Table 1-8: Naspers Acquisitions, Source: McGregor BFA JSE SENS 
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Company Description: Naspers is a leading South African international media and e-

commerce company with global presents in Africa, Middle East, Europe and Asia in countries 

such as China, USA, Thailand, India and Brazil. Naspers embraced M&A and have concluded 

more than 10 M&A transactions in the past 10 years. 

 

Strategy and M&A Standpoint: 

 

Naspers aspire to be a strong operator in the ecommerce space and is mainly focusing  on 

stepping-up growth in classifieds, driving scale and expanding global footprint in its B2C or 

business to consumer businesses, pushing further on new growth areas and prioritizing 

mobility. Naspers recently re-organized its businesses into global units under dedicated 

management and hopes to strengthen its competitive position by driving cohesion in terms of 

strategy, technology, systems and talent management. 

Its pay-tv strategy is to deliver quality entertainment “anytime, anywhere and on any device”. 

Naspers is also focused on capturing the growth opportunity in digital terrestrial television 

(DTT) across Africa and on investing in online content delivery options. 

 

Table 1-9: Naspers M&A Strategies, Source: McGregor BFA JSE SENS 
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Figure 1-9: Naspers highest P/E ratio in 2013, Source: Profile Data (2013) 

Naspers share price was the first TMT stock to break the R1000 per share mark in December 

2013. Naspers was also in the top 10 of the overall largest JSE listed companies by market 

capitalization. However, based on the P/E ratios of JSE listed top 10, Naspers was the most 

expensive stock listed on the JSE in June 2013 with a P/E ratio of 54.26. It is clear that 

Naspers embraced the role and the power of internet in today‟s society and quickly shift its 

strategy from the traditional print media services to internet services such as online media and 

e-commerce which are now generating most of its revenues. Revenues from the internet

services were attained through acquisitions of some of the global internet players such as

Tencent (a leading Chinese internet company), Mail.ru (a leading Russian internet company),

PayU and Flipkart. Some of the acquisitions have been carried out by its subsidiaries.

Case Study 5: Pinnacle Holdings 

Company Name: Pinnacle Holdings 

Sector: Technology 

Acquisitions:  
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Table 1-10: Pinnacle Holdings Acquisitions, Source: McGregor BFA JSE SENS 

Company Description: Pinnacle Holdings is one of Africa‟s largest providers of Information 

and Communication Technology products and services. Its profit growth over the last 

eighteen years has averaged over 40% per annum and has been premised on their ability to 

innovate and to be able to offer the right technology at the right time. Through its 

subsidiaries, Pinnacle Africa, Infrasol, Centrafin, AxizWorkgroup, Datanet and Merqu 

Communications, Pinnacle Holdings offers hardware and software products, implementation 

solutions as well as structured finance solutions. 

Strategy and M&A Standpoint: 

Pinnacle Holdings continue to focus on increasing shareholder returns through a combination 

of expanded product selection as well as strategic acquisitions 

Case Study 6: EOH 

Company Name: EOH 

Sector: Technology: 

Acquisitions:  

Table 1-12: EOH Acquisitions, Source: McGregor BFA JSE SENS 

Company Description: EOH strategy is centered on the African continent. It provides 

technology, knowledge, skills and organisational ability critical to Africa‟s development and 

growth. EOH adopted the consulting, technology and outsourcing model in order to provide 

high value, end-to-end solutions to its clients in all industry verticals. Since EOH was listed in 

1998, it has achieved 45% compounded annual growth due to a culture of remaining prudent 

and not just meeting, but exceeding, customer expectations.EOH operates in South Africa, 

Africa and the UK. According to Financial Mail, top companies of 2013 report, 2012 was a 

good year for EOH and EOH was ranked seventh in the Financial Mail Top Companies 2013 

Top Performers report. Furthermore, the report argued that EOH continued with its growth 
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momentum and breached the R50 share price mark in 2012 which makes it one of the big four 

IT firms, and could become the biggest player in future.  

Strategy and M&A Standpoint: 

Financial Mail added that EOH‟s long standing formula of organic and acquisitive growth 

continues to bear fruit. 

Table 1-13: EOH M&A Strategies, Source: McGregor BFA JSE SENS 

Case Study 7: Convergenet Holdings 

Company Name: Convergenet Holdings 

Sector: Technology 

Acquisitions:  

Table 1-14: Convergenet Holdings Acquisitions, Source: McGregor BFA JSE SENS 

Nature of the Business: 

ConvergeNet was established in 2005 to address the growing need for convergence solutions 

in the ICT industry due to the need for these solutions in emerging markets, specifically 

relating to multi-disciplinary products, solutions and services. Convergenet which was 

previously know as Vestor Invetsments was formed after Vestor Investments acquired 
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Convergenet SA, Telesto and Sizwe IT Africa and the name was changed from Vestor to 

Convergenet in 2007.ConvergeNet can be classified as a Special Purpose Acquisition 

Company (SPAC) formed to raise capital through initial public offering for the sole purpose 

of acquiring one or more operating businesses and the Group has two subsidiaries, CK 

Solutions and Structured Connectivity Solutions focused on the provision of ICT solutions to 

the private sector across Africa.  

 
Table 1-15: Convergenet Holdings M&A Strategies, Source: McGregor BFA JSE SENS 

 

Strategy and M&A Standpoint:  

Convergenet Holdings intention is to make further acquisitions to enhance capacity and 

capability to grow existing market share. 

 

Case Study 8:  Datatec 

 

Company Name: Datatec 

Sector: Technology 

Acquisitions:  

 
Table 1-16: Datatec M&A Acquisitions, Source: McGregor BFA JSE SENS 
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Company Description: 

Datatec is listed on both the JSE and the London Stock Exchange. Datatec‟s core strategy is 

to deliver long-term, sustainable and above average returns to shareholders through the 

development of its three principal operating divisions namely technology, integration and 

consulting which are managed as sector-focused, stand-alone businesses. The divisions are 

able to react quickly to technology changes and adapt their operational and financial 

performance to best leverage the opportunities. Datatec creates shareholder value through 

actively and managing its complementary but standalone businesses by allocating capital and 

financing resources for each activity, supporting each division‟s growth strategies, providing 

corporate opportunities and sharing geographical and industry expertise, while also furnishing 

market and sector intelligence plus geographical and industry expertise.  

Strategy and M&A Standpoint: 

Datatec intention is to make further acquisitions to enhance company capacity and capability 

to grow existing market share. In addition, Datatec is not dependent on any particular market, 

territory or technology sector and is continually diversifying its supplier and customer base as 

a consequence of its scale and increasing globalization. According to Datatec Annual Report 

of 2013, The Group‟s strategy is to add acquisitions to grow the business, both in emerging 

markets and to enhance and balance the portfolio of products and services offered in existing 

established operations. Datatec‟s central corporate finance department manages the 

acquisition process across all the Group‟s divisions, working with the appropriate operational 

management on due diligence work and implementation plans, so that acquisitions can be 

swiftly and successfully integrated into the Group. 
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Table 1-17: Datatec M&A Strategies, Source: McGregor BFA JSE SENS 

 

Case Study 9:  Mustek 

 

Company Name: Mustek 

Sector: Technology 

Acquisition:  

 
Table 1-18: Mustek Acquisitions, Source: McGregor BFA JSE SENS 

 

Company Description: 

Mustek is the largest assembler and distributor of personal computers and complementary 

ICT products in South Africa. Mustek is the operational business division of the Mustek 

Limited Group (established in 1987) which also includes Rectron. By combining the best of 

local assembly capabilities of the Mecer brand with a multinational product portfolio via a 

broad range of top tier ICT brands, Mustek is focused on being the country‟s ICT distributor 

of choice. Through the supply of configuration and customization, tried and trusted best 
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industry practices and competitive pricing, Mustek is positioned to service a wide range of 

technology needs. 

 

Strategy and M&A Standpoint: 

 
Table 1-19: Mustek M&A Strategies, Source: McGregor BFA JSE SENS 

 

Case Study 10: Business Connexion 

 

Company Name: Business Connexion 

Sector: Technology 

Acquisitions:  

 
Table 1-20: Business Connexion Acquisitions, Source: McGregor BFA JSE SENS 

 

Company Description: Business Connexion divisions are structured on the overall business 

strategy, vision and mission. The Corporate Office is the foundation of the Business 

Connexion Group providing transactional support and specialist services in Marketing and 

Communications, Finance, Human Resources, Commercial Services and Corporate 

Information Technology. Business Connexion  African penetration grown in the past two 

years have shown a significant turnaround in the International Division and continue to focus 

on positioning its operating structures and its resources to operate in the divergent and 

challenging African market. Currently the company has footprint in Kenya, Mozambique, 

Namibia, Tanzania, Zambia, Nigeria and the United Kingdom. 

Strategy and M&A Standpoint: 
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Table 1-21: Business Connexion M&A Strategies: Source: McGregor BFA JSE SENS 

3 RESEARCH METHODOLOGY 

 

3.1 Research Approach and Strategy 

 

According to Bruner (2004), four general methods are used to evaluate whether acquiring 

companies create or destroy value with acquisitions, namely event studies, accounting studies, 

clinical surveys and surveys of executives. Moreover, the measures available to management 

and shareholders to gauge a firm‟s value-creation performance can be separated into three 

broad categories (Institute of Management Accountants, 1997). The first category includes 

those appraisals which rely mainly on the financial statements produced by the firm, but 

require an estimation of the cost of capital and a variety of other adjustments to traditional 

income statements and balance sheets to reflect operating cash flows; and with an appropriate 

capital base these can be termed value-creation measures. This study have adopted accounting 

methods or key financial ratios such as Dividends Per Share, Earnings Per Share, Return on 

Equity, Return on Assets and Economic Value Add which are based on companies financial 

statements to investigate the long-term performance. The second category of measures 

includes those that rely exclusively on stock market data and, thus, are mainly applicable to 

exchange listed companies. Event Study methodology was chosen in order to simulate the 

market model based on stock market data such as share prices and market index to establish if 

M&A announcements creates value for shareholders in the short-term. The third set of 

measures is hybrid value/wealth-creation measures and requires both financial statements and 

stock market data; and for this study the Market Value Add was also included to assess the 

long-term value creation by M&A transactions.  

 

Using financial market data, event study can be used to measure the impact of a specific event 

such as M&A announcement on the value of a firm. The usefulness of event study comes 
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from the assumptions that markets are efficient, and the effects of an event such as M&A 

announcement gets reflected immediately in companies share prices. The measure of M&A 

announcement event's economic impact can be constructed using share prices observed over 

relatively short time period. However, event study long-horizon methods have serious 

limitations and have been brought to light and still remain (Duso, Gugler and Yurtoglu, 

2010). Inferences from event study long-horizon tests require extreme caution (Kothari and 

Warner, 1997) and even using the best methods the analysis of long-run abnormal returns is 

treacherous (Lyon, Barber, and Tsai, 1999). Brown and Warner (1980) also warned about the 

lack of reliability of event study long horizon methods which contrast with short-horizon 

methods, which are relatively straightforward and trouble-free. Event studies with long time 

periods are questionable due to overlapping transactions which makes it difficult to identify 

which M&A transaction created value or not because share prices over time are influenced by 

other events not only M&A announcements events. Short-horizon tests represent the cleanest 

evidence we have on efficiency, but the interpretation of long horizon results is problematic 

(Fama, 1991) and this has led to a decision to use event study methodology to only investigate 

M&A short-term performance and not long-term performance. Companies selected for this 

study have conducted minimum of two transactions with maximum delay of 2 years between 

announcements dates hence the decision to use accounting methods to measure long-term 

performance. Moreover, Event studies only assess the expected synergies not the realized 

ones and they do not take into consideration multiple motives for conducting M&A (Wang 

and Moini, 2012). Accounting methods take a long-term perspective of acquisition 

performance by comparing pre and post-merger performance after the completion of an M&A 

transaction as opposed to M&A transaction announcements. However, the down side of 

accounting methods is that they reflect the past rather than present performance expectations. 

Moreover, accounting data can also be distorted by manipulation. Moreover, According to 

Bruner (2002), using stock price data is a better way of measuring the value created by 

companies‟ for the shareholders, and it also reflect the present value of expected future cash 

flows suggesting that market-based measures are forward-looking which can be confirmed by 

comparing both short-term and long-term results. 

 

In a nutshell, this study is using the event study methodology to study the short-term 

performance and the accounting methods or financial ratios to study the long-term 

performance to make the results more robust, reliable and credible given the available data for 

analysis. A mini survey was also conducted with M&A executives of selected companies for 
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this study that agreed to participate in the survey and have been included as appendix. It is 

also imperative to benchmark or compare individual companies share price performances 

with the overall JSE performance using the JSE Index and TMT sector indexes to assess if 

TMT sector companies are maximizing shareholders value in relation to the JSE average 

performance. The study concludes analysis by validating both short-term and long-term M&A 

performance results by benchmarking case study companies share prices performance with 

the JSE index and TMT sector indexes namely telecommunications index, media index and 

technology index. 

 

Short-Term Performance 

 

Event Study methodology was used in order to simulate the market model to test if there was 

short term positive or negative Cumulative Abnormal Returns (CAR) during acquisition 

announcement periods for selected transactions. An event period (-10,0, +10) of 21 days 

using 126 observations(estimate window) prior the announcement date was used to study the 

short-term performance of selected M&A transactions as recommended by (Benninga, 2008). 

The event study method assumes that the stock market is efficient, meaning that the 

information is correctly reflected in the market prices. 

 

Long -Term Performance 

 

Due to the fact that companies selected as case studies have conducted more than one M&A 

transactions since 2005 to 2013; some of these transactions overlap which only lead to gaps of 

maximum of 2 years between the transactions; and does not meet the long term criteria of 

three to five years. This prevents or limits the study to use the event study methodology to 

evaluate the long term performance of selected M&A transactions. Bruner (2002) also used 

accounting studies as an alternative method to event study methodology for studying M&A 

returns with measures such as return on assets, return on capital and return on equity. Erasmus 

(2008) argued that value based financial performance are often advanced as improvements 

over traditional measures and in light of this the Market Value Add and the Economic Value 

Add (EVA) methodologies together with key traditional measures such as Return on Equity, 

Return on Assets, Price/Earnings and Return on Invested Capital financial ratios were used to 

study the long term performance of M&A within the TMT sector in South Africa. 
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Event Study Methodology (Short-Term Performance) 

 

According to Benninga (2008), event studies are one of the most powerful and widely used 

applications of the Capital Asset Pricing Model (CAPM). An event study is an attempt to 

determine whether a particular event in the capital market or in the life of a company has 

affected company‟s stock market performance. Since the study is based on JSE listed 

companies, event study was chosen to assess and evaluate if M&A announcements or events 

for selected transactions have positively or negatively affected company‟s share prices and as 

a result this positively or negatively affects shareholders value. The event-study methodology 

aims to separate company specific events from market and industry specific events, and has 

often been used as evidence for or against market efficiency. An event study aims to 

determine whether an event or announcement caused an abnormal movement in a company‟s 

stock price. The challenge usually lies in getting the announcement date right for an M&A 

transaction which becomes the event date. The first step in the event study is to identify the 

event and identifying the actual date of the takeover is important (Hendricks, 2013). It is not 

meaningful to use the completion date of the acquisition as event window because all 

information is already reflected in the stock price on the announcement date. Therefore, it is 

chosen to use the day that the takeover plans becomes news (Announcement Date) as event 

date. Sometimes it is not possible to exactly determine the announcement date, for example 

when the news of the acquisition is experiencing some lag and in this case, the abnormal 

returns are spread out around the event date (t=0).The abnormal returns (AR) are calculated as 

the difference between a stock‟s actual return and its expected return, where the stock‟s 

expected return is typically measured using the market model, which relies only on a stock‟s 

market index to estimate its expected return. Furthermore, (Benninga, 2008) suggested that 

using the market model we can measure the correlation between an individual stock‟s return 

and its corresponding market returns. In some cases, we sum the abnormal returns to arrive at 

the cumulative abnormal return (CAR), which measures the total impact of an event through a 

particular time period, also called the event window. 
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Figure 1-10: Event Study Time Line, Source Financial Modelling, Simon Benninga (2008) 

 

Event study is composed of three time frames: the estimation window (sometimes referred to 

as the control period), the event window, and the post-event window. An event is defined as a 

point in time when a company makes an announcement or when a significant market event 

occurs. For this study we are interested in studying the impact of mergers and acquisitions 

using the stock market data for the selected companies and transactions, and the 

announcement date is our point of interest.  Announcements dates for the selected 

transactions were obtained from the McGregor BFA database by reviewing JSE SENS 

(Johannesburg Stock Exchange Security News Service) and news briefs announcements 

published relating to companies selected as case studies. 

 

Tong (2010) suggested that there are many ways to calculate the expected return of a security, 

such as the Market Model, the Zero-One Model and the Mean-Adjusted Returns Model and 

the most prevalent approach is to use the Market Model, which is assumed to have a liner 

relationship between the expected return of a company's share price and the stock market 

index. According to the Market Model, the return of a security not only depends on the return 

of the market portfolio, but also depends on conditions called systematic risk that are unique 

to the firm. 
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A common practice is to expand the event date to two trading days, the event date and the 

following trading day. This is done to capture the market movement if the event was 

announced immediately before the market closed or after market closing (Benninga, 2008). 

Moreover, event window often starts a few trading days before the actual event day. The 

length of the event window is cantered on the announcement and is normally three, five, or 

ten days and enables investigation of pre-event leakage of information. Benninga (2008) 

suggests that the usual length of the estimation window is 252 trading days (or one calendar 

year), but there may not always be data available for this many days to include for studies for 

some of the companies.  Nonetheless, Benninga (2008) recommends that a minimum of 126 

observations will be sufficient and if there are less than 126 observations in the estimation 

window the parameters of the market model will not indicate the true stock price movements 

as well as the relationship between the stock returns and the market returns. The estimation 

window selected should be a period that reflects the stock‟s normal price movements. For this 

study an Event Window of 21 days has been chosen (-10, 0, 10), 10 days prior event 

announcement date and 10 days post event announcement date and an estimation window of 

126 observations from the 2nd day prior the announcement date. 

 

Post event window will be used to investigate the short term impact and performance of 

selected companies following the announcements of selected mergers and acquisitions 

transactions for this study. 

 

 Estimation Window 

 

Estimation window is used to estimate a model of the stock‟s returns under “normal” 

circumstances. The model used for this study is the market model, which is essentially a 

regression of the stock returns and the returns of the market index. The market model make it 

easier to run a regression using the stock returns calculated from companies share prices 

movements obtained from McGregor Database and the returns of  market index calculated 

using the JSE Index obtained from McGregor Database. With the market model we can obtain 

the difference between a stock‟s actual return and its expected return which becomes the 

Abnormal Returns (AR) and then sum the AR to obtain Cumulative Abnormal Returns (CAR) 

which helps us to conclude if an event generated positive or negative returns to its 

shareholders. With the market model, the expected share price return is a linear function of 

the market return using Ordinary Least Squares β (beta) and α (alpha) and β (beta) are 



71

calculated over the estimation period using OLS. The market model for a stock i can be 

expressed as 

𝑹𝒊𝒕 = 𝜶𝒊 + 𝜷𝒊𝑹𝑴𝒕 

Here 𝑹𝒊𝒕 and 𝑹𝑴𝒕 represent the stock and the market return on day t. The coefficients 𝜶𝒊 and 

𝜷𝒊 are estimated by running an ordinary least-square regression over the estimation window. 

In general, the market index should be a broad-based value-weighted index or a float. For this 

study, an ordinary least-square regression was done on selected companies stock returns for 

the defined event date together with the Johannesburg Stock Exchange Index (JSE All Share 

Index) as the market index for the same event date and both data were obtained from the 

McGregor BFA database. 

Given the equation 𝑹𝒊𝒕 = 𝜶𝒊 + 𝜷𝒊𝑹𝑴𝒕  in the estimation window, we can also measure the 

impact of an event on the stock‟s return in the event window; since we are interested in 

establishing if M&A transactions announcements dates or event dates create positive or 

negative returns for shareholders. For a particular day t in the event window, we define the 

stock‟s abnormal returns (AR) as the difference between its actual return and the return that 

would be predicted by the equation 

𝑨𝑹𝒊𝒕 = 𝑹𝒊𝒕 − (𝜶𝒊 +  𝜷𝒊𝑹𝑴𝒕)

We interpret the abnormal return during the event window as a measure of the impact the 

event had on the market value of security. This interpretation assumes that the event is 

exogenous with respect to the change in the security‟s market value. The cumulative 

abnormal return (CAR) is a measure of the total abnormal returns during the event window 

which is the final value the study has used to conclude if an M&A transaction created either 

positive or negative returns to its shareholders. The variable CARt is the sum of all the 

abnormal returns from the beginning of the event window Ti until a particular day t in the 

window: 

𝑪𝑨𝑹𝒕 = 𝑺𝑼𝑴(𝑨𝑹𝑻𝒊𝒕)(For the event window) 
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Finally, the standard error of the regression prediction is used to measure significance of 

abnormal returns. 

 

 Running Regression 

 

The ordinary least-square (OLS) regression for this study was done using Microsoft Excel 

Application based on the estimation window with 126 observations prior announcement 

dates. 

 

 Significant Test 

 

Sometimes a result value may only be generated by chance. The result value always needs to 

be tested to see whether it is statistically significant and this leads to the Significance Test. 

Significance Test is a basic method to check whether the final value generated from 

significance test is located in the accept region. The formula is mean of the tested sample 

times the square root of tested sample size then divided by standard deviation of the tested 

sample. 95% significance level and the accept region from -1.96 to +1.96 was chosen for this 

study. If the final value is between -1.96 to +1.96, the result value will become statistically 

significant (Tong, 2010). 

 

 Example: Adapt IT Event Study Simulation using Microsoft Excel Spread Sheet 

Application. 

 

Adapt IT announced that it will acquire ITS Holdings on the 01st June 2009.The event period 

has 21 days total, with 10 days before and 10 days after (-10, 0, +10) indicating event period 

from 18 May 2009 until 15 June 2009 and the actual event date was the 01stJune 2009. 
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Figure 1-9: Event Study of ITS Holdings Acquisition [Event Date: 01 June 2009] 

Accounting Methods or Key Indicators (Long-term Performance) 

 Economic Value Add (EVA)

EVA is the invention of Stern Stewart & Co a global consulting firm that launched EVA 

(Stewart, 1999). EVA is calculated as a company„s net operating profit after taxes (NOPAT) 

minus a cost for the equity capital employed by the company. The cost of equity capital 

employed by a company is equal to the company„s equity capital (reported on its balance  

sheet) multiplied by a percentage return that the company„s shareholders require on their 

investment. EVA is a financial performance method to calculate the true economic profit of a 

corporation and it is expressed as a formula:  

EVA = NOPAT – (Equity Capital * % Cost of Equity Capital) 

Where:  

EVA = Economic Value Add  

NOPAT = Operating Income * (1 - Tax Rate)  

Equity Capital = Capital raised from owners.  

% Cost of Equity Capital = the return rate that stockholders require for their investment in a 

company  

The EVA calculation produces either a positive or negative value. A positive EVA reflects or 

indicates that the company is increasing its value to its shareholders, whereas a negative EVA 



74

reflects that it is diminishing its value to its shareholders. EVA is based on the principle that, 

because a company„s management employs equity capital to earn a profit it must pay for the 

use of this equity capital. The idea is that until a business returns a profit that is greater than 

its cost of capital, it operates at a loss; this means that the enterprise still returns less to the 

economy than it devours in resources and until then it does not create value instead it destroys 

it (Ehrbar, 1998).Including a cost for the use of equity capital sets EVA apart from more 

popular measures of company performance, such as return on assets (ROA), return on equity 

(ROE) and the efficiency ratio, which do not consider the cost of equity capital employed. 

ROA and ROE may indicate that a company is performing well, when in fact it may be 

diminishing its shareholders value. In essence, positive EVA number tells us that a company 

profit was more to cover its cost of capital and a negative EVA number indicates that the 

project did not make enough profit to cover the cost of doing business. This study observed 

EVA values from McGregor Database post M&A transactions to establish if companies are 

recovering their cost of capital incurred when financing the transactions in order to conclude 

if M&A are creating or destroying value for shareholders in long-term. 

 Market Value Add (MVA)

Market value added (MVA) is a value based performance indicator that is forward-looking 

and incorporates the market‟s view of the current and future performance of the enterprise. 

Moreover, MVA is a criterion used to gauge the overall success or failure of the firm‟s ability 

to create value. The calculation of MVA is based on the difference between the total market 

value of debt and equity (MV) and total capital (TC) provided by lenders and shareholders for 

management (Stewart, 1991). MVA is an external value creation indicator, whereas EVA is 

an internal value measurement. MVA is calculated as follows: 

MVA = [Present Value of all future expected EVA] 

MVA = [Market Value] – [Invested Capital] 

Where,  

Market value: company‟s market value (Total Shares x Price per Share) 

Invested Capital: book value of the adjusted invested capital 



 

 
75 

 

According to (Pinto and Santos, 2011), EVA increases its strength when analyzed in 

combination with MVA and they usually have a strong positive correlation. (Makhele, 2013) 

argued that traditional accounting rate of returns and profitability measures are criticized for 

their deficiencies in measuring performance, particularly  because they ignore capital costs 

and have the potential of manipulation of accounting data and EVA overcomes these flaws 

hence the decision to also use the EVA and MVA for this study. Both MVA and EVA values 

for this study were obtained from the McGregor BFA database.  

 

Interpretation of Financial Ratios 

 

Osae (2011),  suggested that key financial parameters that impact directly on shareholders 

value  are centred on earnings, dividends, share price performance  and the level of debt and 

this can be measured using ratios such as Earnings Per Share(EPS),  Dividends Per Share 

(DPS), Return on Equity (ROE),  Price/Earnings (P/E) ratio and Debt/Equity (D/E) ratio. In 

addition to the Market Value Add and the Economic Value Add, this study will also do 

comparison of the MVA and EVA results with other key financial ratios such as the EPS, 

ROE, DPS, P/E and D/E.  

 

 Earnings Per Share (EPS) 

 

EPS serves as an indicator of a company's profitability. This is the most important factor in 

the fundamental analysis of a company stock or shares. It is calculated as: 

 

EPS = Profit after Tax /Number of Equity Shares 

 

 Dividends Per Share (DPS)  

 

DPS is the total dividends paid out over an entire year (including interim dividends but not 

including special dividends) divided by the number of outstanding ordinary shares issued. 

DPS can be calculated by using the following formula: 

DPS=D-SD/S 

D: Sum of dividends over a period (usually 1 year) 

SD: Special one time dividends 

S: Shares outstanding for the period 
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 Return on Assets (ROA) 

 

Return on Assets is the ratio of annual net income to average total assets of a business during 

a financial year. It measures efficiency of the business in using its assets to generate net 

income. It is a profitability ratio. 

 

ROA=Annual Net Income/Average Total Assets 

 

 Return on Equity (ROE) 

 

The amount of net income returned as a percentage of shareholders equity. Return on Equity 

measures a corporation's profitability by revealing how much profit a company generates with 

the money shareholders have invested. 

ROE is expressed as a percentage and calculated as: 

Return on Equity = Net Income/Shareholder's Equity 

 

 Price/Earnings (P/E) ratio 

 

P/E is short for the ratio of a company's share price to its per-share earnings. To calculate the 

P/E, you simply take the current stock price of a company and divide by its earnings per share 

(EPS): 

P/E Ratio = Market Value per Share /Earnings per Share (EPS) 

 

 Debt/Equity (D/E) ratio 

 

The debt-equity ratio is another leverage ratio that compares a company's total liabilities to its 

total shareholders' equity. This is a measurement of how much suppliers, lenders, creditors 

and obligors have committed to the company versus what the shareholders have committed. 

 

D/E = Total Liabilities/ Shareholders Equity 

 



 

 
77 

 

Lastly, the methodologies chosen to perform the performance assessment of M&A 

acquisitions for this study were chosen due to the fact that they are biased and directly focus 

on shareholders value creation. For this study share prices data, JSE index data, all the EVA 

calculations and the financial ratios were obtained from McGregor BFA database. 

 

3.3.2 Measuring 

3.2 Data Collection, Frequency and Choice of Data 

 

Stock price market data for selected companies and JSE All Share Index data were 

downloaded from McGregor BFA database for defined event periods for all selected 

transactions announced between 2005 and 2013. All financial ratios data, including Market 

Value Add and Economic Value Add data for 2005 and 2013 period from selected companies 

were obtained from McGregor BFA database.  

 

3.3 Sampling 

 

The unit of analysis is an acquisition of a target company by selected JSE listed acquiring 

company. The study population was defined as JSE listed company‟s mergers and 

acquisitions transactions within the TMT sector that occurred between 2005 and 2013 period. 

The event date of an acquisition was defined as the announcement date of an acquisition, 

rather than the completion date or effective date, due to the expected movements in the share 

price. Announcements dates were obtained from McGregor Database research news domain 

by reviewing JSE Security Exchange News Service (SENS) postings. Only transactions with 

a valid announcement date, complete share price data for defined event period, non-

overlapping transactions were included in a sample. A final sample of 45 M&A transactions 

involving 10 selected companies was created. Selected acquiring firms with multiple non 

overlapping acquisitions based on the defined event periods were considered. Deals of all 

sizes, value and different payment methods were considered. 
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3.4 Data Analysis Methods 

Short-term performance analysis for each M&A transaction was simulated using Microsoft 

Excel 2007 Application by running Ordinary Least Square(OLS) regression using the market 

model based on Share Price and JSE index data for defined event period obtained from 

McGregor Database; in order to calculate the Abnormal Returns and arrive at Cumulative 

Abnormal Returns. Long-term performance analysis was achieved by analysing selected 

financial ratios values, economic value add and market value add values from the 3rd and the 

5th year post the M&A transactions. Benchmark or comparison analysis graphs comparing 

case studies companies share price performances with the JSE Index and TMT sector indexes 

were generated from McGregor BFA database. 

3.5 Research Reliability and Validity 

The calculated Abnormal Returns (AR) and Cumulative Abnormal Returns (CAR) results can 

be reproduced using other event study tools such as Eventus and SAS software applications 

based on the same event periods, stock market prices and JSE All share index data obtained 

from McGregor BFA database. Financial ratios, market value add and economic value add 

values or data were obtained from McGregor Database and can also be reproduced by 

applying appropriate formulas to calculate the values using original companies financial 

statements published annually.  

3.6 Limitations 

Due to the fact that companies selected have engaged in more than one M&A transactions 

since 2005, the event study methodology was used to assess and evaluate short-term M&A 

impact on shareholders value creation only. The study could not use the event study 

methodology for long-term value assessment due to overlapping transactions. For example, 

AdaptIT announced an acquisition of BI Planning Services on the 03thd January 2012 and 

during the same year on the 29th October 2012(10 months later) it announced an acquisition of 

Swicon360. This only allow an event period (BI Planning Services) of +/-10 months to be 

used on the event study methodology; preventing the study to include event period of more 
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than three years to five years to assess the long-term performance of the BI Planning Services 

transaction without overlapping transactions.  

M&A transactions without a verifiable announcement date and a complete required data for 

analysis from McGregor Database were excluded from the study. For example some 

transactions did not have all 126 observations data for the estimation window and some 

transactions did not have the associated market index (JSE index) values for defined event 

periods. The overlapping of transactions existed for all selected companies leading to a 

decision to use economic value add, market value add and key financial ratios in order to 

assess long-term impact of the transactions.  

None of the selected companies engaged in a pure merger transaction with another JSE listed 

company except for acquisitions between 2005 and 2013 period, and therefore all our M&A 

transactions investigated were acquisitions. The data obtained from McGregor BFA database 

excludes weekends and public holidays. This study is using the “close” share price data 

meaning the last trading company share or stock price before close of the JSE trading hours 

which reflects the trading activity on a particular date. Similarly the study is also using the 

“close” JSE All share index price data. 

Companies share prices performance benchmark was limited only to 5 companies because 

McGregor BFA comparative tool allows only maximum of 5 items (companies or indexes) to 

be added on the graph. Ten selected case studies companies were split into two groups; 

(Group A:AdaptIT, Datatec, EOH, Naspers and MTN) and (Group B:Business Connexion, 

Convergenet, Mustek, Pinnacle and Telkom Group) for benchmarking in order to validate or 

strengthen our findings on individual companies M&A performance with overall JSE 

performance and the TMT sector performance. 



 

 
80 

 

 

 

4 RESEARCH FINDINGS, ANALYSIS AND DISCUSSION 

 

 
Table 1-22: 45 M&A Transactions with 21 Days Event Period (-10, 0, +10) Cumulative 

Abnormal Returns Results 

 

Case Study 1: Adapt IT 

 

Short-Term Performance 
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Table 1-23: Adapt IT Event Study Results 

 

From the results, the study found that Adapt IT two acquisitions (ITS Holdings and BI 

Planning Services produced significant positive Cumulative Abnormal Returns (CAR) of 4.54 

and 0.23 respectively indicating that the deals created short-term shareholders value. However 

Adapt IT other two acquisitions (Swicon360 and Aquilon) produced negative Cumulative 

Abnormal Returns (CAR) of -0.79 and -0.02 respectively indicating that the deals failed to 

create shareholders value in a short term. 

 

Long-term Performance 

 

 
Table 1-24: AdaptIT Economic Value Add and Financial Ratio, Source: McGregor BFA 

 

From the financial ratios it shows that following AdaptIT first acquisition of ITS Holdings on 

01stJune 2009, in 2010 AdaptIT Debt/Equity ratio was high from 0.3 in 2009 to 1.68 in 2010 

due to the fact that part of the acquisition was financed through Debt. ROA (from 35.31 to 

12.43) and ROE (from 28.96 to 23.02) also decreased significantly in 2010 compared to 

2009.However, by comparing 2008 and 2013 AdaptIT financial ratios; it is evident that 

AdaptIT has achieved significant growth through M&A. In 2013 post three acquisitions ROE, 

P/E, E/S and D/S were up compared to pre-acquisitions period in 2008. AdaptIT EVA have 

also been positive since 2005 indicating that AdaptIT profits covered more than invested 

capital since 2005 and it was the highest in 2013 post-acquisitions made from 2009.It is 

without a doubt that the M&A strategy adopted and selected acquisitions have added growth 

to Adapt IT with all the key indicators such as share price, market capitalization and 

dividends per share higher post-acquisitions.  
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Figure 1-12: Adapt IT Share Price and Key TMT JSE Index’s Performance, Source: 

McGregor BFA 

 

When comparing AdaptIT share price performance with JSE All share index and TMT sector 

indexes; Adapt IT share price rose above the JSE All share index, Technology index and 

Telecommunications index after 2012 , suggesting that its M&A investments started paying 

off from 2012. Overall, Adapt IT has managed to create long-term value for its shareholders 

and its management team has been successful in executing four M&A transactions despite 

two M&A transactions namely Swicon360 and Aquilon acquisitions generating negative 

CAR of -0.79 and -0.02 respectively. 

 

Case Study 2: MTN Group 

 

Short-Term Performance 

 

 
Table 1-25: MTN Group Event Study Results 
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MTN shareholders earned statistically significant positive Cumulative Abnormal Returns of 

four acquisitions and lost out on two acquisitions that generated statistically significant 

negative Cumulative Abnormal Returns of -13.01 and -8.45 within short-term.  

 

Long-term Performance 

 

 
Table 1-26: MTN Key Financial Indicators, Source: McGregor BFA 

 

MTN have been growing organically like any other telecommunications services provider due 

to high growth voice markets in many parts of the world for the past two decades. However, 

MTN acquisition of Verizone Business South Africa in 02nd June 2008 was followed by gains 

whereby most of the key shareholders value creation financial indicators went up from 2009 

until 2013 such as dividends per share (from 192 to 879), earnings per share(from 803 to 

1386) and return on equity(from 20.93 to 22.97). MTN EVA and MVA have been positive 

from 2005 until 2013 which shows that the investment made through Verizone deal and other 

M&A transactions not investigated in this study seems to be creating value for shareholders. 
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Figure 1-13: MTN Group Share and Key TMT Indexes performance, Source: McGregor BFA 

 

It is interesting to note that between 2008 and 2010, MTN Group share price outperformed all 

TMT sector indexes and the JSE index during the same period which MTN acquired Verizone 

Business South Africa.MTN Group share price performance remained high from 2005 until 

2013 which indicates that it‟s M&A strategy created value despite the failed merger talks with 

India‟s largest telecommunications company Bharti Airtel. It is evident that MTN Group 

M&A strategy has been successful and created shareholders value both short-term and long-

term. 

Case Study 3: Telkom Group 

 

Short-Term Performance 

 

 
Table 1-27: Telkom Group Event Study Results 

 

Telkom Group MWeb Africa acquisition generated statistically significant positive short-term 

CAR of 1.8; Africa Online acquisition generated statistically significant negative short-term 

CAR. The controversial Multi-Links deal which cost Telkom Group shareholders dearly 

according to reports, also produced statistically significant positive short-term CAR.  
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Long-Term Performance 

 
Table 1-28: Telkom Group Key Financial Indicators, Source: McGregor BFA 

 

From 2009 post-acquisitions, Telkom Group key financial indicators were positive until 2011. 

However, Telkom EVA was negative from 2011 until 2013. Telkom MWeb Africa and Africa 

Online acquisitions destroyed shareholders value from 2010. 

 
Figure 1-14: Telkom Group Share and Key TMT Indexes Performance, Source: McGregor 

BFA 

Telkom management failed to effectively leverage on its acquisitions of MWeb Africa and 

Africa Online to use these companies as vehicles to lay the ground or intensify its campaign 

to become a prominent player within the African continent. Instead its competitors, more 

especially MTN and Vodacom today have bigger market shares in Africa compared to 

Telkom. It is also evident that from 2009, JSE All share index and TMT sector indexes 
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outperformed Telkom share price. Overall, Telkom Group acquisitions destroyed value for 

shareholders in the long-term. 

Case Study 4: Naspers 

Short-Term Performance 

Table 1-29: Naspers Event Study Results 

Naspers has been growing through M&A and some of them have been done through its 

subsidiaries.  Out of seven evaluated acquisitions, Naspers shareholders earned abnormal 

returns on three acquisitions that generated positive statistically significant Cumulative 

Abnormal Returns of 1.23, 0.25 and 1.53. However, four acquisitions generated negative 

statistically significant Cumulative Abnormal Returns of -1.85, -0.63, -0.23 and -3.28. 

Long-Term Performance 

Table 1-30: Naspers Key Financial Indicators, Source: McGregor BFA 

Despite its negative EVA and low return on equity from 2007 until 2012 due to high number 

of acquisitions; this was compensated by a constantly increasing share price which is also 

confirmed by the MVA value for the same period, grew from 1.5 in 2008 to 3.18 in 2013. 
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Figure 1-15: Naspers Share Price and Key TMT Indexes Performance, Source: McGregor 

BFA 

 

From 2009, Naspers share price outperformed the JSE Index and all TMT sector indexes and 

this serves as evidence that Naspers acquisitions in the emerging markets are paying off and 

have created value for shareholders both short-term and long-term. 

 

Case Study 5: Pinnacle Holdings 

 

Short-Term Performance 

 

Table 1-31: Pinnacle Holdings Event Study Results 

 

Only one acquisition (Precision ICT) announced on the 20th of May 2013 generated positive 

statistically significant Cumulative Abnormal Returns of 0.24. Other five acquisitions 

generated negative Cumulative Abnormal Returns indicating that overall Pinnacle Holdings 

acquisitions did not create shareholders value within short-term. 
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Long-Term Performance 

 

 
Table 1-32: Pinnacle Holdings Key Financial Indicators, Source: McGregor BFA 

 

In 2006, Pinnacle Holdings acquired three companies which increased its Debt/Equity ratio 

from 1.55 in 2005 to 2.86(almost double) indicating the possibility of debt funding for their 

acquisitions. However, its P/E ratio have grown from 7.4 in 2006 to 11.47 in 2013 and D/E 

ratio was down to 1.83 which is a clear indication that Pinnacle Holdings management team 

were able to successfully integrate acquired companies, extract value and increase 

shareholders value in the long-term. 

 

 
Figure 1-16: Pinnacle Holdings Share Price and Key TMT Index Performance, Source: 

McGregor BFA 
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Nonetheless, Pinnacle Holdings acquisitions have been successful and the company share 

price performance was phenomenal and was above the JSE All share index and TMT sector 

indexes from way back starting from 2004 and remained consistent until 2013. Pinnacle 

Holdings might have failed to create value for shareholders through its acquisitions within 

short-term but its share price performance, MVA and EVA values which were constantly on 

the rise from 2010 proofs that Pinnacle Holdings created value for its shareholders in long-

term. 

 

Case Study 6: EOH 

 

Short-Term Performance 

 

Table 1-33: EOH Event Study Results 

 

All EOH acquisitions generated positive statistically significant Cumulative Abnormal 

Returns of 0.77 and 1.74. This is an indication that investors have confidence in EOH 

management team to execute M&A strategy successfully and it is without a doubt that EOH 

created value for its shareholders within short-term. 

 

Long-Term Performance 

 

 
Table 1-34: EOH Key Financial Indicators, Source: McGregor BFA 

 

For EOH, the numbers speak for themselves, all key financial indicators from Dividends per 

Share, PE ratio, EVA and MVA were positive post acquisition periods from 2006. 
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Figure 1-17: EOH Share Price and Key TMT Index Performance, Source: McGregor BFA 

 

EOH acquisitions have created value for shareholders both in the short-term and long-term 

and its share price outperfomed all the companies shares selected for this study as well as the 

JSE All share index and TMT sector indexes which serves as evidence that EOH management 

team successfully executed their M&A strategy. 

Case Study 7: Convergenet Holdings  

 

Short-Term Performance 

 

 
Table 1-35: Convergenet Holdings Event Study Results 

 

Two Convergenet Holdings acquisitions generated statistically significant negative 

Cumulative Abnormal Returns of -4.59 and -1.02. Only one acquisition generated statistically 

significant positive Cumulative Abnormal Returns of 0.31. 

 

Long-Term Performance 
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Table 1-36: Convergenet Holdings Key Financial Indicators, Source: McGregor BFA 

Post 2008, Convergenet Holdings produced negative EVA and its MVA decreased from 2.89 

in 2008 to 0.52 by 2013. 

Figure 1-18: Convegenet Holdings Share Price and Key TMT Index performance, Source: 

McGregor BFA 

The high price jump of Convergenet Holdings is an indication that investors were upbeat and 

positive  about Convergenet Holdings acquisitions between 2007 and 2010. Post 2010, 

investors expectations were not met resulting in share price declining.Convergenet Holdings 

high share price in 2008 which was followed by an immediate share price decline in just 2 

years; key financial indicators such as MVA, EVA, PE, ROE and ROA ratios alsodeclined 

dramatically and became worse in 2012 and 2013; this is a clear indication acquisitions long 

term performance was very poor and destroyed shareholders value.Overall, Convergenet 

Holdings M&A strategy did not create value for shareholders both short-term and long-term. 

Case Study 8:  Datatec 
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Short-Term Performance 

 
Table 1-37: Datatec Event Study Results 

 

Datatec is one of the few most M&A driven listed JSE companies within the TMT sector and 

has conducted several M&A transactions directly and through its subsidiaries. Majority of its 

acquisitions generated negative statistically significant Cumulative Abnormal Returns within 

short-term. 

 

Long-Term Performance 

 

 
Table 1-38: Datatec M&A Key Financial Indicators, Source: McGregor BFA 

 

Datatec from 2010 until 2013 have acquired several companies mainly through its 

subsidiaries positioning itself to be a global technology distributor. However, the key 

financial indicators show poor performance post the acquisitions with a constant negative 

EVA since 2004. Moreover, it is worth noting that Datatec Debt/Equity ratio went up to 1.95 

in 2013 from 1.67 in 2010 suggesting that debt was also used to fund acquisitions. Other 

indicators such as PE, ROA, ROE and MVA performed reasonably well from 2005 until 

2013. 
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Figure 1-19: Datatec Share Price and Key TMT Index Performance, Source: McGregor BFA 

Due to the fact that Datatec have made lots of acquisitions through its subsidiaries in Europe 

mainly in the UK; and the fact that it is also listed on the London Stock Exchange, the 

company only created value for shareholders through share price increase and there was a 

correlation between its share price performance  and key TMT sector indexes except for the 

media sector index from 2010. Overall, Datetec acquisitions failed to create value for 

shareholders both short-term and long-term. 

Case Study 9:  Mustek 

Short-Term Performance 

Table 1-39: Mustek Event Study Results 

Mustek acquisition of Sizwe IT Africa on the 12th December 2013 generated negative 

statistically significant Cumulative Abnormal Returns of -0.22. 

Long-Term Performance 
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Table 1-40: Mustek M&A Key Financial Indicators, Source: McGregor BFA 

 

Due to data constraints and the fact that the study only evaluates M&A transactions from 

2005 until 2013, the study could not conclude on exactly what happened to Mustek 

acquisition of Sizwe IT Africa on the 12th December 2013 long term performance since 

acquisition was only done in December 2013. 

 
Figure 1-20: Mustek Share Price and Key TMT Index performance, Source: McGregor BFA 

 

Mustek acquisition of Sizwe IT Africa created value for shareholders in the short-term and it 

remains to be seen if the company will grow organically or through acquisitions in the near 

future because its share price performance remained flat from 2010 until 2013. 
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Case Study 10: Business Connexion 

 

Short-Term Performance 

 

 
Table 1-41: Business Connexion Event Study Results 

 

Business Connexion acquisition of Integra IT generated negative statistically significant 

Cumulative Abnormal Returns of -0.66. However, Business Connexion acquisition of UCS 

generated positive statistically significant Cumulative Abnormal Returns of 2.33.  

 

Long-Term Performance 

 

 
Table 1-42: Business Connexion Key Financial Indicators, Source: McGregor BFA 

 

Looking at the key financial indicators, post Integr8IT acquisition on the 05th November 2012 

all key value based performance indicators went up in 2013 indicating that indeed the 

acquisition created value for shareholders. 
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Figure 1-21: Business Connexion Share Price and Key TMT Index Performance, Source: 

McGregor BFA 

 

Business Connexion poor performance was evident against the JSE All Share Index and TMT 

sector indexes from 2007 and remained flat untill 2013. However, its 2012 acquisition of 

Integr8 created value for shareholders in the short term and remain to be seen if it will 

continueto create value in the long- term which is beyond 2013 and hence not covered by this 

study. 
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Companies Share Prices Performance, JSE index, TMT sector indexes Comparison 

Analysis or Benchmarking 

 

 
Figure 1-22: JSE All Share Index and TMT sector Indexes Performance, Source: McGregor 

BFA 

 

Most companies selected as case studies for this research started engaging more on M&A 

activity from 2008 and judging by the performance of the media index, technology index and 

telecommunications index compared to the overall JSE listed shares performance represented 

by the JSE All Share index; the three TMT sector indexes outperformed the JSE All Share 

Index from 2005 until 2013. Media index was leading the group, followed by the 

telecommunications index and the technology index with its performance close to the JSE All 

Share index. This is an indication that TMT sector companies are performing well or above 

average; meaning that in general M&A transactions within the TMT sector are contributing 

positively in increasing shareholders value. 

 

Due to the fact that Mcgregor BFA Expert Comparison Analysis tool allows for  shares prices 

performance comparison of maximum 5 companies to be compared against each other; a 

sample of 10 selected companies was divided into two groups for comparison analysis with 

one group (Group A) comparing  AdaptIT, Datatec, EOH, Naspers and MTN Group share 
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prices together and the second group (Group B) comparing Business Connexion, 

Convergenet, Mustek, Pinnacle and Telkom Group share prices. 

 

 
Figure 1-23: Adapt IT, Datatec, EOH, Naspers and MTN Group Share Price Performance 

Comparison, Source: McGregor BFA 

 

There was a correlation among Group A share prices performance from 2005until 2008 

except for Adapt IT. From 2010 Naspers, EOH and MTN showed strong performance and 

towards the end of 2013 EOH led the Group, followed by Naspers and Adapt IT, and these 

three companies experienced steady growth. Datatec was the least performing share in the 

group and have experienced a sharp decline between 2005 and 2008, 2008 and 2010 and 

finished on the low or decline in 2013. These validates and strengthen the study findings that 

Datatec M&A failed to create shareholders value both short-term and long-term and the fact 

that EOH, Naspers and MTN Group have successfully executed their M&A strategies 

resulting in shareholders value creation both short-term and long-term. 
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Figure 1-24: Business Connexion, Convergenet, Mustek, Pinnacle Holdings and Telkom 

Group Share Price Performance Comparison, Source: McGregor BFA 

 

In Group B, Business Connexion, Telkom and Mustek remained flat from 2005 untill 2013, 

Convergenet performed well between 2007 and 2009 and started declining from 2010 untill 

2013. Pinnacle Holdings was the leading stock within the group from 2010 untill the end of 

2013. This validates and strengthens the study findings on Telkom and Convergenet that 

failed to create value for shareholders both short-term and long-term through M&A. 

5 RESEARCH CONCLUSIONS 

 

Out of 45 M&A transactions conducted by 10 selected JSE listed companies that are analysed 

using the Event Study Methodology, 25 transactions produced positive Cumulative Abnormal 

Returns and 20 transactions produced negative Cumulative Abnormal Returns.  Only one 

company (EOH) earned positive Cumulative Abnormal Returns for all of four transactions. 

Three transactions were statistically significant with one not statistically significant. Majority 

of the Cumulative Abnormal Returns obtained were statistically significant with only three 

transactions with Cumulative Abnormal Returns that are not statistically significant. The 

overall results obtained by this study is in line with most of the results of previous studies, 

and found that 55% of M&A transactions investigated within the TMT sector in South Africa 

created value for shareholders within the short-term. Therefore the null Hypothesis derived 
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for short-term performance for this study as stated above was found to be true for 55% of the 

transactions investigated. However, 45% of M&A transactions investigated within the TMT 

sector in South Africa destroyed shareholders value within the short-term; meaning that the 

alternative Hypothesis derived for short-term performance for this study  was found to be true 

for 45% of the transactions investigated. 

 

With regards to long-term performance, Adapt IT, MTN Group, Naspers, Pinnacle Holdings, 

EOH created long-term value for shareholders regardless of some of their transactions that did 

not create value within the short-term. Telkom Group, ConvergeNet and Datatec failed to 

create shareholders value within the long-term. Given these results, it is fair to conclude that 

55% of M&A transactions selected for this study created value for shareholders in both the 

short-term and long-term. Therefore the null Hypothesis derived for long-term performance 

for this study as stated above was also found to be true for 55% of the transactions 

investigated. 45% M&A transactions selected for this study therefore failed to create value for 

shareholders both short-term and long-term. Therefore, the alternative Hypothesis derived for 

long-term performance for this study was also found to be true for 45% of the transactions 

investigated. Nonetheless, 60 % of selected companies share prices performed well compared 

to the JSE index and overall TMT sector indexes except only for Mustek, Telkom Group, 

Convergenet and Business Connexion during 2005 and 2013 period. 

 

The study found that 33% of M&A transactions covered by the study were cross-border 

M&A transactions; which is an indication of South African TMT sector willingness to take 

risks ad expand into global markets. The study also found that most of the transactions 

conducted through subsidiaries failed to generate positive Cumulative Abnormal Returns and 

this have been the case with most M&A transactions done by Naspers and Datatec through 

their subsidiaries. The study also found that having M&A transaction that created 

shareholders value within short-term does not mean that the M&A transaction continues to 

create shareholders value in the long-term. For example, Telkom Group three acquisitions 

generated positive statistically significant Cumulative Abnormal Returns within the short-

term period. However, post acquisitions, Telkom Group EVA, ROA and ROE were on the 

decline and ended up negative from 2011 to 2013; and it was also reported that the company 

later dispose off acquired assets after incurring losses. Similarly, an M&A transaction can fail 

to generate positive Cumulative Abnormal Returns within short-term and create value for 

shareholders in the long-term. This was the case with Pinnacle Holdings were 90% of its 
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M&A transactions evaluated for this study failed to create value for shareholders within short-

term; but in the long-term Pinnacle Holdings EVA, MVA, ROA and ROE went up post-

acquisitions. This suggests that some companies (Pinnacle Holdings in this regard) are not 

good at convincing the markets that their M&A strategies will create shareholders value; and 

this gets reflected negatively through their poor share prices performances after the 

announcement of M&A transactions. However, this also suggest that Pinnacle Holdings 

management team were able to reverse the negative perception generated by the markets 

through robust integration strategies and later produced positive results for their shareholders. 

The study found that large companies have conducted most M&A transactions and are 

constantly engaging in M&A activity compared to small companies. This was also confirmed 

by a senior manager for mergers and acquisitions at MTN Group, in a response to the survey 

saying that MTN engaged in +/- 60 M&A transactions during 2005 and 2013 period 

compared to only 11 reported by Adapt IT, which is a small company. The M&A executive at 

Adapt IT responded to the survey  and stated  that M&A fails when you depart from strategy, 

conduct poor due diligence, buy under a false deadline (e.g. reporting date) or overpay. In 

addition the MTN senior manager stated that the success lies in the ability to integrate 

successfully and cultural fit. Both MTN and Adapt IT M&A executives agreed that M&A 

does create value for shareholders. Companies with big cash reserves and access to credit to 

finance or fund M&A within the TMT sector had an advantage to make more acquisitions and 

therefore Naspers, Telkom Group and MTN Group are few companies with this advantage. 

The most prevalent M&A strategies are characterised by the desire to expand into new 

markets (70% of the transactions covered) and 10% of the deals aimed at dealing with 

competition by acquiring small players. In a nutshell, we are bound to see more TMT sector 

companies in South Africa operating in the telecommunications sector wanting to acquire 

other companies operating in either media or technology sectors or vies-visa in a bid to 

dominate the TMT sector eco-system. 

Recommendations 

In a developing country like South Africa which is faced with high levels of unemployment, 

inequality and poverty; it is highly likely that regulatory bodies such as ICASA and the 

Competition Commission will continue to evaluate M&A proposals considering government 

laws and challenges facing the country and M&A executives should take this into account. 
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Deals that are likely to be approved will have to give authorities assurance that current 

employment will be preserved and new employment opportunities will be created as a result. 

Companies must also be willing to reduce cost of information, communication and 

technology services to benefit consumers in general which can have a negative impact on 

their revenues. M&A executives must select target companies that will still create 

shareholders value while considering other factors such as employment creation and low or 

reduced prices for services and products. 

 

Due to constant changing environment in which TMT sector companies operate, it is more 

likely that some companies will realise that an acquisition is no longer delivering anticipated 

value post integration when all of a sudden there is a new competitor or disruptive 

technology. Companies should consider disposing off or selling assets from that particular 

acquisition and re-align both their business strategies and M&A strategies in this regard. 

Deloitte (2014) argued that the technology sector will continue to see an increase in 

divestitures of underperforming or non-core assets as companies rethink their market position 

and streamline portfolios to align with evolving strategies and directions. Deloitte (2014) 

further argued that since the divestiture cycle is relatively new to the technology sector, 

companies may not be familiar with the process; and to heighten the value of a divestiture, 

they should use the same rigor to become a prepared seller as they do when they become a 

prepared buyer. TMT sector strategies and due diligence on a specific acquisition should also 

evaluate and assess the impact of delays on approvals from the Competition Commission and 

ICASA  which can drag on for years. Approval delays have negative impact on the valuations 

which could lead to a target company being over-valued or undervalued after months of 

waiting for approvals. Valuations should be constantly revisited pre and post the deal 

approval before closing the deal to incorporate new changes within the industry and 

macroeconomic and microeconomic changes such as currency and tax laws. This will ensure 

maximum protection and maximisation of shareholders value on proposed M&A transactions. 

 

Currently the global M&A markets are mainly driven by Cloud Computing as reported by 

Deloitte (2014). The study found that TMT sector M&A in South Africa are currently driven 

by TMT Convergence. In the next 10 years we will start to see more Cloud Computing 

acquisitions when most companies can trust and be able to adopt the technology. This is due 

to the difference between markets readiness for a certain technology in more advanced 

markets or developed countries such as the USA and other European countries compared to 
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developing and emerging African markets such as South Africa. M&A executive should 

assess the market readiness for certain products especially for African markets before making 

acquisitions hoping that they will be able to introduce new services and products. Without the 

right fuel for growth, many companies have a fixed life: an organization has to come up with 

its own products and services or buy them (Deloitte, 2014). TMT sector executives should 

first look at the company capabilities and conduct cost-benefit analysis to choose either to 

introduce new products and services through innovation or organic growth versus acquiring a 

company already providing products and services sought after.   

 

According to Deloitte (2014), M&A can help fuel a technology company‟s competitive 

advantage by speeding time to market for new offerings but it is only one part of the equation 

and generating revenue from those offerings is the other. Moreover, the need to monetize 

acquisitions, particularly as technology company valuations begin to creep up, this forces 

companies to be more disciplined early in the M&A cycle to understand, assess, and articulate 

the Strategies and value drivers behind a potential deal in order to build a strong business case 

based on a potential acquisition‟s strategic fit; and determine how and when to unlock value 

after the deal to ensure shareholders value creation. To insure M&A success within the TMT 

sector, during due diligence, sufficient time must be spent on valuations in order to arrive at 

the right price for the target company since an acquisition can fail to recover all the costs if 

overpaid. Furthermore, Deloitte (2014) reported that the technology sector is seeing a more 

specialized and complex series of integration strategies emerge were not all the capabilities of 

a target company are assimilated into the buying company. Deloitte (2014) recommended that 

in such a case acquired company must operate as a separate business unit with autonomy and 

flexibility in product engineering, and how products are sold, serviced, and supported in the 

marketplace, but retaining the typical integration in back-office functions. Were possible for 

the purpose of efficiency, some target companies should be left operating on their own if the 

integration strategy will erode shareholders value by adding more complexity and introducing 

new operating costs on the acquiring firm. BloombergBusiness (2007) argued that companies 

with solid track records in M&A, such as internet equipment maker Cisco Systems, tend to 

buy on a regular basis; and they have methodical processes for selecting targets and 

integrating businesses post transactions; and they don't buy companies to prop up earnings or 

to enter dramatically new lines of business. TMT sector companies should perform risk 

assessment during due diligence and develop internal methodologies to execute an M&A 

strategy and frameworks to assess M&A performance both short-term and long-term. 
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Methodologies and performance assessment frameworks should be updated each time there is 

a new learning M&A experience which requires a mind shift to ensure success and 

shareholders value creation. 

 

Companies should employ M&A executives or managers who are visionary, alert, adaptable, 

flexible, creative and assertive to drive complex TMT sector M&A strategies whilst 

addressing challenges posed by the sector such as disruptive innovations and other M&A 

issues and challenges in order to create value for shareholders. 

 

TMT sector companies seeking growth using M&A must have patients and a long-term view, 

conduct rigorous due diligence prior the transaction, constantly monitor and measure 

anticipated M&A key performance indicators during and post integration process until 

shareholders value creation objectives are realised or maximized. 

6 RECOMMENDATIONS FOR FUTURE RESEARCH 

 

This study can be expanded by using non-financial measures and other evaluation methods to 

assess the impact of mergers and acquisition on shareholders value. The study can also be 

adopted to study the impact of M&A on shareholders value in other sectors in South Africa 

such as the financial sector, mining sector, energy sector and other sectors. This study can 

also be replicated to study the impact of mergers and acquisition on shareholders value from 

target companies‟ perspective instead of acquiring companies‟ perspective.  The study can 

also be extended and use the other JSE market index such as the Telecommunications Index 

for Telecommunications companies, Technology Index and the Media index using the Event 

Study methodology instead of using the JSE All share index. 
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 www.pinnacleholdings.com 

 www.mustek.co.za 

APPENDICES 

 

 
Figure 1-25: JSE SENS Example, Source: McGregor BFA 

 

http://www.telkom.co.za/
http://www.pinnacleholdings.com/
http://www.mustek.co.za/
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Figure 1-26: Event Study of EOH BI Planning Services [Event Date: 03 January 2012] 

 

 
 Figure 1-27: Naspers and MTN Group in the Top 10 Most Subscribed Stocks by Fund 

Managers, Source: Profile Data (2013) 
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Figure 1-28: Top 10 Largest JSE Listed Companies by Market Capitalisation, Source: 

Bloomberg (2012) 
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Figure 1-29: M&A Cash Investments as % of Total Cash, Source: Deloitte (2012) 

 

Procedure for calculating Abnormal Returns (AR) and Cumulative Abnormal Returns 

(CAR) 

 

1. Obtain share price data for the event period. 

2. Calculate Daily Returns (D3-D2)/D2). 

3. Calculate Market Return using JSE All-Share Index ((K18-K17)/K17). 

4. Run OLS regression using the company stock/share returns and the returns of the 

market index (JSE All Share Index). 
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Figure 1-30: OLS Regression for EOH 126 Observations for 05 July 2011 Event Date 

Intercept represent the Alpha value and X Variable1 represents the Beta value 

5. Calculate the Expected Returns using Beta and Alpha obtained from the OLS

Regression multiply by the Market Return (

=OLS_Regression!$B$17+OLS_Regression!$B$18*Data!L18)

6. Calculate Abnormal Returns( Share/Stock  Returns(Actual Returns) minus Expected

Returns(Normal Returns)=F18-M18)

7. Calculate Cumulative Abnormal Returns( by summing Abnormal Returns  for the

event period (21 days)( =N17+N18)

8. Calculate T-statistics (Abnormal Return/Regression Standard Error:-

=(N18/OLS_Regression!$B$7)

9. Check for Significance at 95% interval(=IF(ABS(P18)<1.96,"no","yes"))

Survey Documents 

MERGERS AND ACQUISITIONS (M&A) QUESTIONNAIRE 

1. How many mergers and acquisitions have you been involved in over the past years

(between 2005 and 2014)?

2. How many were completed?

3. What kind of Valuation method/methods did you adopt for due diligence?
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4. In your own personal experience, do mergers and acquisitions deals in general create

value for shareholders? When answering the question, please also indicate the

following:

 Were there pre-determined outcomes, expectations or parameters, financial

and non-financial, prior to the deals?

 Do you have any post M&A performance assessment framework or

financial indicators you monitor post M&A?

5. What would you consider to be some of the parameters that are very relevant to the

Telecommunications, Media and Technology sector or ICT industry with regards to

M&A?

6. Have you pursued some of the M&A deals in order to comply with BBEE/BEE laws

or the ICT Charter?

7. How do M&A impact your company with regards to employment? Do you downsize

or hire new staff?

8. How important is timing when executing an M&A strategy within the TMT sector?

9. How do? Or does M&A contribute towards socio-economic development?

10. In your own experience what do you think leads to a successful M&A and what causes

M&A to fail?

11. Are there any specific topics you would like a study for Mergers and Acquisitions

within the TMT sector to cover or investigate?
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12. Do you believe this study is of importance to the TMT sector/ ICT industry and why? 

 

 

13. Any other comments on and contribution to the subject matter? 

 

LETTER OF CONCENT 

Dear Mr/Mrs/Ms/.. 

 

Mergers and Acquisitions (M&A) are one of the ways by which firms attempt to create value 

for shareholders and the company as a whole. Most companies within the 

Telecommunications, Media and Technology (TMT) sector or ICT industry have been 

growing organically until recently when most of the markets became saturated in the past 10 

years, characterized by increasing competition and technological advances compelling 

companies to look at M&A as a growth strategy in a bid to remain relevant and establish new 

sources of revenues. 

 

However, most studies conducted on mergers and acquisitions found that about 60% of all 

mergers and acquisitions fail to create value for shareholders and given the growing appetite 

for mergers and acquisitions within the TMT sector or ICT industry it is imperative to 

understand if whether M&A transactions conducted are indeed creating or destroying value 

for shareholders. It is also important to understand what strategies lead to a successful M&A 

and what strategies lead to an M&A failure and how M&A impact employment and economy 

in general.  

 

For these reasons I have decided to investigate M&A performance within the TMT sector 

using ten selected companies as case studies as part of my MCom Development Finance 

thesis at the University of Cape Town Graduate School of Business and I have chosen your 

company as one of the case studies. My study evaluates and assesses transactions announced 

between 2005 and 2014 by 10 selected companies as case studies namely AdaptIT, MTN 

Group, EOH, Telkom Group, Business Connexion, Naspers, Convergenet, Datatec, Pinnacle 

Holdings and Mustek. The study is using Event study methodology, key financial ratios and 

executive survey to study M&A performance within the TMT sector. In a nutshell, the main 
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objective of the study is about investigating if mergers and acquisitions performance within 

the TMT sector create value for shareholders both short-term and long-term. 

Please sign below as evidence of your consent or agreement to answer the survey 

questions and for your permission to allow information you have provided to be used for 

academic purpose only. 

Thank you in advance. 

Yours Sincerely, 

Tom Tshitangano 

Company Name: ____________________________________________________ 

Executive Name: ____________________________________________________ 

Position: ____________________________________________________ 

Date: ________________________________________________________ 

Signature: ____________________________________________________ 

M_and_A_Executive_Survey_Response T Dunsdon.docx TMT BCX.PDF

Consent Letter - Tom .pdf M_and_A_Executive_Survey_Questionnaire.docx

M_and_A_Executive_Survey_Questionnaire_MTN.docx

Data Related Documents 

Companies_Data.zip JSE_SENS_Exaample.zip Transactions_Analysis.zip




