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Abstract: The Covid-19 induced economic crisis has significantly affected almost all businesses from
nearly every sector, causing severe financial problems, lack of cash assets, and decrease of revenues.
In this context, the economic entities were forced to look for adjustment and rescue solutions of their
activities. One possible solution for the recovery and reorganization of economic entities” activities
is demerger. This paper evaluates the impact of demerger upon the sustainable development of
economic entities in terms of economic efficiency and financial performances. To achieve this goal, a
statistical analysis of profitability ratios before and after the demerger, as well as a structural analysis
of 268 demerger projects for the April 2012-April 2021 period, were performed. The results attest
there are no significant differences between the ex-ante and ex-post financial performances. However,
demerger seems to have a positive effect upon analyzed companies helping them to overcome
economic hardships, rethink their business strategies, and continue their activity in the medium and

long-term time horizon.
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1. Introduction

To cope with economic hardships exacerbated by the sanitary crisis and avoid bankruptcy,
economic entities need to look for solutions to continue their activities and develop sus-
tainably. One of the main measures economic entities can adopt to protect their businesses
in the context of the pandemic is restructuring. Demerger represents a type (a mechanism)
of restructuring, a strategy for rescuing entities in financial difficulties, and implicitly an
instrument supporting the sustainable development of businesses. The demerger process
allows the identification and focusing on a given market segment for each company re-
sulted from the process, as well as for the cedent company. The partial division (demerger)
represents a reorganizing operation and “implies the secession of part of a company’s
wealth/patrimony, which still continues to exist, and in transferring this part to one or more
legal entities which already exist or they are created in this way”. The demerger is defined
in Romania by Fiscal Code’s Law no. 227/2015 [1], subsequently added and modified and
by the Law of Economic Societies no. 31/1990 [2], republished with subsequent additions
and modifications in Ministry of Public Finances Order no. 897/2015 [3]. The dividing
company is called assignor, whereas the companies already existing or which are created
in the demerger process are called beneficiaries.

The main objective of this paper is to evaluate the impact of demerger upon the
sustainable development of economic entities in terms of economic efficiency and financial
performance. A structural analysis for 268 demerger projects from the April 2012-April
2021 period and a statistical analysis of profitability ratios before and after the demerger
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were performed to reach this objective. The profitability analysis before and after the
demerger was necessary to properly highlight the effects generated by the demerger. The
purpose of this paper is to realize a statistical analysis of the ex-ante and ex-post demerger
performances and find whether the demerger had a positive impact upon sampled compa-
nies’ efficiency and financial sustainability. The studies from reference literature pay more
attention to the typology of these transactions and/or their tax and accounting treatment,
with a lesser focus on the effect demerger may have on the efficiency and financial perfor-
mance of economic entities. The analysis of financial profitability ratios from before and
after the demerger is essential for the managers of involved companies, allowing them to
assert the impact and benefits of the partial division and decide the restructuring format
best suited for the success of the operation. The detailed analysis of demerger projects and
the study of demerger impact upon sampled entities’ financial performances may represent
an approach of the demerger analysis. This study contributes to an in-depth knowledge
of economic entities” restructuring and identifying the financial characteristics of these
transactions. It shows the economic and financial implications which the demerger process
can have upon these entities’ sustainable development.

The paper is structured as follows: the second section approaches the current research
stage, followed by research methodology, including the structural analysis of demerger
projects. Section four presents the statistical analysis’ results of differences’ recorded
between the ex-ante and ex-post demerger sub-periods, whereas section five contains the
conclusions, limitations, and future research directions.

2. Literature Review

In the Romanian legislation, reorganization is approached in various ways, such
as mergers, demerger, sector/sectors’ activity transfer, acquisition-sale of sector/sectors’
activity. The demerger was analyzed in reference literature either from the perspective of
typology characteristics or from the standpoint of shareholders” wealth and value creation
for the entity, respectively, for the impact demerger has upon company performances.

2.1. Demerger Characteristics, Typology of Restructuration through the Demerger

Rachisan et al. [4] analyzed demerger operations from the January 2006-30 June 2007
period. Their study looked to identify restructuration typology through demerger practiced
by Romanian economic entities. The authors concluded demerger is a restructuration
process that usually develops in the maturity stage of an entity’s life cycle.

2.2. Impact of Demerger upon Shareholders” Wealth and the Price of Shares of Stock

The impact demerger can have upon shareholders” wealth and the price of shares
of stock was studied by recent research papers [5-8]. Singh et al. [5] have investigated
the way in which shareholders” wealth was influenced before and after the demerger.
The authors have found that equity value increased following the demerger, due to the
reduction of negative synergies and unlocking the value through a break-up. Vyas et al. [6]
analyzed the impact of spin-off announcements on stock prices. They took data of 51 spin-
off announcements from 2012 to 2014. Their results show that the spin-off announcements
lead to a positive impact on the stock prices of the parent company. Padmanabhan [7] and
Aggarwal & Garg [8] also analyzed the effect of spin-off announcements on share prices of
Indian firms.

2.3. Creating Value through Spin-Offs

Some of the most recent studies from reference literature focused upon the relationship
between spin-offs and value creation for shareholders and companies [9-12]. Studies show
that spin-offs generate both benefits and problems. Khurana and Gupta [11] studied a
few demergers in India to establish that demergers resulted in a significant increase in the
total market capitalization of involved companies. The reason for that was attributed to
improved focus. The authors suggest that demerger may allow companies to strengthen
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their core competencies and realize the true value of their business. Chai et al. [12] studied
the impact on spin-off announcements in Australia. The authors found Australian spin-offs
are associated with a positive excess stock performance for up to 24 months after the
spin-off. Basak [13] produced another paper investigating whether demerger restructuring
can create value for shareholders. The author realized a comparative analysis of ex-ante
and ex-post performances, concluding that this restructuring format creates value for
interested parties.

2.4. Impact of Demerger upon Company Performances

The consequences of demerger upon company performances and financial situation
have been researched in various recent studies [14-17]. In most cases, demergers tend to
have a positive influence over the company. Johnson et al. [14] consider spin-offs create
value by improving investment incentives and economic performances. Mallick and Rak-
shit [15] compared financial performances from before and after the demerger. The authors
concluded that financial performances improved after the demerger, the latter allowing the
companies to impose widened control and create value. Rakshit and Ghosh [16] measured
the financial and operational efficiency of JK Industries by comparing the ex-ante and
ex-post demerger periods. The financial and operational efficiency improved after the
demerger, which was the conclusion reached by the authors. Panda and Rao [17] con-
cluded there is a very significant improvement in the return and revenue performances
of companies in the ex-post compared to the ex-ante demerger period. Bao [18] real-
ized another study measuring the impact of demerger upon financial performances. The
author evaluated banks’ financial performances from the ex-ante, respectively, ex-post
demerger periods.

3. Data and Methodology

The purpose of this paper is to evaluate the demerger’s impact upon the sustainable
development of economic entities, using a structural analysis of 268 demerger projects
from the April 2012-April 2021 period and a statistical analysis of profitability ratios from
before and after the demerger.

3.1. Structural Analysis of Demerger Projects

The first objective of this study is a detailed analysis of demerger projects to identify
characteristics such as demerger year, companies’ legal form, sector of activity, and number
of beneficiary companies. The yearly evolution of demerger projects is shown in Figure 1.
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Evolution of number of demerger projects of Romanian companies
in the period 2012-2021

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Figure 1. The evolution of the demerger projects during the 2012-2021 period.
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The structural analysis also envisioned identifying the causes, motivation, and ad-
vantages of the demerger projects. The database includes all the 268 demerger projects
published by Romanian Trade Office Register [19] for the April 2012-April 2021 period.
The analysis counted 10 projects in 2021, 28 projects in 2020, 43 projects in 2019, 31 projects
in 2018, 29 projects in 2017, 20 projects in 2016, 41 projects in 2015, 21 projects in 2014,
33 projects in 2013, and 12 projects in 2012. Most of the concerned societies are organized
as limited liability societies, such as following the demerging, as it usually results from
only one beneficiary company. Of the total 268 companies, 67 (respectively 25% of the
demerger projects) are incorporated shares companies, whereas 201 are limited liability
companies, respectively 75% of the total. The main type of demerger was the patrimonial
transfer toward the newly established companies at the demerger moment.

Figure 2 presents the distribution of the demerger projects by sectors of activity.

Activities with the most numerous demerger projects

Rental and subletting of real estate | 14

Construction work for residential and non-residential

Retail sale in non-specialized stores | 8

Hotels and similar accommodation facilities | 7

in the period of April 2012-April 2021

Taxi transport | 11

Electricity production | 9

buildings

Growing cereals | 6

Retail sale of pharmaceuticals | 6

Real estate development | 5

Figure 2. Main sectors of activity of demerged companies.

The divided companies originate from virtually all activity sectors. Yet, predominant
are the ones from letting and subletting real estate assets sector (14), taxi transportation
(11), electricity production (9), commercial and non-commercial real estate construction
companies (9), retail sales in non-specialized stores (8), hotels and assimilated accommo-
dation structures (7), retail of pharmaceutical products (6), growing crops (5) and other
activities with a smaller number of projects.

The content analysis revealed the reasons and foundations of demerging the 268 involved
economic entities. The main economic and commercial reasons substantiating the demerger
projects are summarized and presented in Table 1, ordered by their decreasing frequency.

The analysis reveals a variety of reasons which determine companies to subject them-
selves to a demerger process. The demerger is justified by the necessity of separating spe-
cific projects and activities realized by divided entities in view of better-focused and more
efficient management of available resources. The content analysis revealed that increasing
economic efficiency was the main reason for dividing the concerned Romanian entities.
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Table 1. Advantages and motivation of demerger.

Advantages and Motivation of Demerger

1. Increasing economic and financial efficiency and profitability

2. Specializing improves labor productivity, raises personnel’s interest for contributing to
economic efficiency

3. Distinct appraisal of financial performances and financial measures for each activity from the
portfolio

4. More adequate management of available resources

5. Increasing efficiency and simplifying the decision-making process

6. Increasing decision making and operational flexibility

7. Optimizing the level of expenditures

8. Separating the competitive activities from the less competitive ones

9. Separating the risks associated with each line of activity

10. Separating investment objectives

11. Better choice of strategies for organizing and operating the activities, as well as of strategies of
managing company assets

12. Higher flexibility in designing strategies and policies customized for each activity

13. Easier access to financing

14. Increasing the attracting, implementing, and managing of non-reimbursable funds

15. Smaller companies are easier to manage and control and more responsive to market reactions

16. Promoting a stronger brand image

17. Avoiding potential conflicts/misunderstandings between shareholders

Source: Data collected and processed from demerger projects.

Creating distinct entities specialized in a specific sector of activity, with separated
budgets of revenues and expenditures, can contribute to a better efficiency and profitability
of each entity. Smaller companies are easier to manage and control and more responsive
to market reactions. A smaller company can benefit from a more efficient management,
more efficient use of resources, productivity increase, all resulting in increased profitability
and quality of products and services offered to the clients. The demerger process allows a
proper identification and focus on a given market segment for each company resulted from
demerger. In addition, splitting the activities can improve negotiation power with business
partners, offering the companies an improved market response capacity and generating
a consolidation of market positioning. The content analysis revealed situations which
justified demerging due to misunderstandings between shareholders/associates regard-
ing the investment and management policies of concerned entities. A large number of
shareholders/associates can generate problems in the decision-making process. Separating
and empowering the management structures can optimize expenditures, reduce operating
costs and increase long-term profitability.

Another reason for company demerger is the negative effects of the sanitary crisis upon
sales turnover. The companies which divided in 2020 and 2021 maintained demerging
was necessary due to current economic context (Covid-19 generated), due to financial
and social crisis, and implicitly because of the need for a long-term increase of efficiency
and profitability.

3.2. Statistical Analysis of the Differences between the Ex-Ante and Ex-Post Demerger Sub-Periods

Another objective of this paper is to evaluate the impact of demerger strategy upon
companies’ efficiency and profitability. The profitability analysis for the ex-ante and ex-post
periods is necessary to ensure a better highlight of the effects generated by the demerger.
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One purpose of this paper is to realize a statistical analysis of the performance differ-
ences from the before and after demerger sub-periods and to find whether the demerger
had a positive impact upon sampled companies’ efficiency and financial sustainability.

This paper investigates whether demerger can be a solution for saving and recov-
ering the companies found in financial distress. To see whether companies’ financial
performances have improved after the demerger, it was selected a sample with 72 eco-
nomic entities demerged, only from those entities which reported financial situations in
the 2005-2019 period. The economic entities included in the sample were analyzed in
four stages, using 4 panels, respectively, one with 8 companies demerged in 2012, one
with 22 companies demerged in 2013, a panel with 17 companies demerged in 2014, and
another one with 25 companies demerged in 2015. The analysis also included 20 entities
demerged in 2020 and 6 economic entities demerged in 2021 to find whether the demerger
restructuring was needed and useful from an economic and financial point of view.

The analysis started by selecting those entities which reported financial data in the
2005-2019 period. The main source of data was the financial statements of demerged
companies, using the site www.romanian-companies.eu (accessed on 29 April 2021) [20].

We have selected as measures of financial performances the profitability ratios of ROA
(return on assets) and ROE (Return on Equity).

ROA shows management performances in using company assets to generate net
income. We calculated ROA as Net profit after tax divided by Total Assets.

ROE expresses financial performance, and it informs shareholders about the com-
pany’s capacity to use its invested capital (Equity) to generate profits. We calculated ROE
as Net profit after tax divided by Equity.

The analysis of these profitability ratios for the sample considered can offer informa-
tion about companies’ financial performances from the before and after demerger periods.

The purpose of this research is to analyze the impact of demerger upon sampled
companies’ financial performances, these were established and statistically tested two sets
of hypotheses:

1.  Testing the ROA level differences in the ex-ante and ex-post demerger periods

Hypothesis 0 (Hy): There are no significant differences between the ex-ante and ex-post demerger
levels of ROA.

Hypothesis 1 (Hq): There are significant differences between the ex-ante and ex-post demerger
levels of ROA.

2. Testing the ROE level differences in the ex-ante and ex-post demerger periods

Hypothesis 2 (Hy): There are no significant differences between the ex-ante and ex-post demerger
levels of ROE.

Hypothesis 3 (H3): There are significant differences between the ex-ante and ex-post demerger
levels of ROE.

In this sense, the SPSS T-Test was used to verify the significance of ROA and ROE
average differences for the two ex-ante, respectively, ex-post demerger periods.

4. Results and Discussions
4.1. Statistical Analysis of 2012, 2013, 2014, and 2015 Panels

The sample of 72 companies used in the statistical analysis was distributed in four
panels, corresponding to the demerging years, respectively, 2012, 2013, 2014, and 2015. The
demerging years were selected to allow a comparative analysis of the two sub-periods,
from before and after the demergers.
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4.1.1. Statistical Analysis of ROA in the Ex-Ante and Ex-Post Demerger Sub-Periods

To ensure results’ robustness, a statistical analysis of ROA and ROE was performed for
the ex-ante and ex-post demerger sub-periods using the SPSS statistical software. Table 2
centralizes the descriptive statistics results, respectively, the average and standard deviation
for ROA and each of the four panels, before and after the demerger.

Table 2. Descriptive statistics.

ROA Group Statistics for the Period 2005-2019
Demerger  No. Com- Sub- N Mean Std. Std. Error

Year panies Periods Deviation Mean

2012 8 >2013 56 —0.001696 0.254298 0.033982
<2013 64 0.094323 0.269962 0.033745
>2014 132 100722 211 .0184

2013 2 >20 3 0.100 0.211805 0.018435
<2014 198 0.060275 0.220937 0.015701
> . . .

2014 17 >2015 85 0.111806 0.213411 0.023148
<2015 170 0.075973 0.119990 0.009203
> . . .

2015 25 >2016 100 0.083060 0.151103 0.015110
<2016 275 0.098024 0.185228 0.011170

The first sub-period includes the demerger year, whereas the second sub-period starts
with the first year after the demerger. For the 2012 and 2015 panels, the ROA average from
after the demerger decreased, registering a small decline for the 2015 panel and a dramatic
fall for the 2012 panel, with the average ROA becoming negative. An explanation for
the situation of the 2012 panel could reside in the smaller number of sampled companies.
For the 2014 panel, a higher variation of ROA average after the demerger can be noticed
compared to the ex-ante demerger sub-period. In the 2015-2019 sub-period, the ROA
average is 11.2%, with a standard deviation of 21.3%, whereas for the 2005-2014 sub-period,
before the demerger, the ROA average was 7.6%, with a standard deviation of 12%.

To verify the statistical significance of ROA average differences between the two
sub-periods (before and, respectively, after the demerger) the T-Test and F of Levene’s
tests were used. The two sub-periods are considered as samples originating either from
equal or unequal variances’ populations. The T-Test is calculated for both situations. The
F test verifies variances’ equality for the two sub-periods and indicates which of the two
situations can be considered for interpreting the T-Test. The T-Test values for the F test’s
hypotheses are similar and do not affect the acceptance or rejection of the null hypothesis,
Hy. The results obtained applying the T and F tests are presented in Table 3. The F test
does not reject the Hy hypothesis of ROA variances’ equality for the two sub-periods, for
the 2012, 2013, and 2015 panels. For these panels, the T-Test and P-value (Sig. (2-tailed)),
corresponding to variances’ equality situation, in the bolded rows of Table 3 are considered.
For the 2014 panel, the Levene’s F test rejects the Hy hypothesis; hence, we conclude the
two sub-periods originate from unequal variances’ samples, in the bolded row of Table 3.
For the 2012 panel, the T-Test rejects the Hy hypothesis of equality for ROA averages from
before and after the demerger as Sig. (2-tailed) is lower than 5%. The negative difference of
ROA averages is significantly different from zero, and the ex-post demerger ROA average
is significantly lower compared to the previous period, at a 5% significance threshold.
The conclusion of the T-Test is also supported by a declining ROA trend for the 2013—
2019 sub-period on the ROA chart of the 2012 panel, in Figure 3. For the 2013, 2014, and
2015 panels, the T-Test fails to reject the Hy hypothesis as Sig. (2-tailed) is higher than 5%.
For 2014 panel, the T-Test fails to reject the Hy hypothesis of the two sub-periods of ROA
averages’ equality; Sig. (2-tailed) equals 15.3%, which is higher than 5% significance level.
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Table 3. T-Test for equality of means.

Independent Samples Test

T-Test for Equality of Means

95% CI of the Difference

ROA Si Sig. Mean Std. Error
F 18 T df (2-Tailed) Difference Difference Lower Upper
Equal variances 0182 0671 —1.997 118 0.048 —0.096019 0.048083 —0.191237  —0.000801
assumed
2012 :
Equal variances not —2005 117341  0.047 —0.096019 0.047891 —0.190861  —0.001176
assumed
Equal variances 0531 0467  1.656 328 0.099 0.040447 0.024421 —0.007595  0.088489
assumed
2013 .
Equal variances not 1.670 288,897  0.096 0.040447 0.024215 —0.007214  0.088108
assumed
Equal variances 14380 0.000 1715 253 0.088 0.035833 0.020894 ~0.005316  0.076981
assumed
2014 :
Equal variances not 1.438 111,271  0.153 0.035833 0.024910 —0.013527  0.085192
assumed
Equal variances 0251 0617 —0.725 373 0.469 —0.014965 0.020647 —0.055565  0.025635
assumed
2015 :
Equal variances not 079 213698 0427 ~0.014965 0.018790 ~0.052003  0.022074
assumed
0.20 7 0.14 6
0.16 6 0.12 5
0.12 5 0.10 4
< 008 4 o, 4 008 3 4
o
= 0.04 3 Q& 0.06 2 &
0.00 2 0.04 1
-0.04 1 0.02 0
-0.08 0 0.00 -1
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19
—— Meanroa_2013 - Mean roe
0.18 9 0.20 0.6
0.16 8 018 05
0.14 7 0.16 0.4
012 6 0.14 0.3
< 0.10 5 S = 3
€ 008 28 Con 02 @
0.06 3 0.10 0.1
0.04 2 0.08 0.0
0.02 1 0.06 -0.1
0 EPP 0 4 0.2
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19
—— Meanroa_2014 ------ Mean roe_2014

—— Meanroa_2015

777777 Mean roe_2015

Figure 3. Average evolutions of ROA and ROE in the 20052019 period for the four panels.

The conclusion is that the differences between ROA averages of the two sub-periods
do not significantly differ from zero at a 5% significance threshold. For these panels, the
confidence intervals of averages’ differences between the two sub-periods change the sign
from “—" to “+”, suggesting the averages’ difference can be equal to zero; respectively, the
ROA averages of the two sub-periods can be equal. The diagrams from Figure 3 reveal the
evolution of ROA and ROE for the 2005-2019 period for the four panels.

ROA shows a declining trend during the second sub-period for the panel with the
companies demerged in 2012 and a growing trend for the other three panels after the

corresponding demerger year.
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4.1.2. Statistical Analysis of ROE in the Ex-Ante and Ex-Post Demerger Periods

Table 4 centralizes the descriptive statistics results, respectively, the average and
standard deviation for ROE and each of the four panels, before and after the demerger.

Table 4. Descriptive statistics.

ROE Group Statistics for the Period 2005-2019
De?eeal;‘ger Coml\[I:l.nies Sub-Periods N Mean Defitact.ion Stlc\i/ieEal;ll.or
>2013 56 0.938089 5.074939 0.678167
2012 8 <2013 64 0.326131 0.776467 0.097058
>2014 132 1.155887 10.360811 0.901793
2013 22 <2014 198 0.096574 1.205931 0.085702
>2015 85 1.865111 14.868298 1.61269
2014 17 <2015 170 0.208705 0.335002 0.025693
>2016 100 0.155248 0.242907 0.024291
2015 25 <2016 275 0.167702 0.378698 0.022836

For the panels with companies demerged in 2012, 2013, and 2014, the average ROE is
higher in the ex-post demerger sub-period. For these panels, which registered a higher ROE
after the demerger, a larger variation of ROE in the second sub-period can also be noticed,
as, during this sub-period, the average standard deviations of ROE are significantly larger
compared to the previous sub-period.

For the panel of 2015 demerged companies, the average ROE is slightly lower in the
ex-post demerger period of 2016-2019 compared to the previous sub-period of 2005-2015.
This panel displays a lower variation of ROE after the demerger.

To verify the statistical significance of ROE averages’ differences between the two
sub-periods (from before and, respectively, after the demerger) the T-Test and F of Levene’s
tests were used. The results obtained are presented in Table 5.

The difference of sub-periods of ROE averages is negative for the 2015 panel and
positive for all the other panels, respectively, the ex-post ROE averages were higher than
the ex-ante ones. An explanation for 2015’s panel could be the shorter ex-post sub-period,
of only 4 years considered after the 2015 demerger.

As in the ROA case, for the 2014 panel, the Levene’s F test statistics reject the Hy
hypothesis so that the two sub-periods originate from unequal variances” samples, in
the bolded row of Table 5. For the other panels, the Levene’s F test fails to reject the Hy
hypothesis of the sub-periods’ variances’ equality; as seen in the bolded rows of Table 5.

The T-Test fails to reject the Hy hypothesis of insignificant differences between the
ROE averages of the two sub-periods, having the value of Sig. (2-tailed) higher than 5% for
all the panels.

The diagrams from Figure 3 reveal the evolution of ROE in the 2005-2019 period
for the four panels included in the sample. For the 2015 panel, there is an unfavorable
evolution compared to the previous period, yet this difference is statistically insignificant.

According to the results from Table 5 and to Figure 3, the ROE ex-post levels are quite
similar to the ex-ante demerger ones for all the panels.

4.1.3. Comparative Analysis of ROA and ROE for the Ex-Ante and Ex-Post Demerger
Sub-Periods

The comparative analysis of ROA and ROE was made for both company and panel
levels. For the companies from each panel, the statistical signification of the ROA and ROE
average differences were computed for the two sub-periods delimited by the corresponding
demerger year.
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Table 5. T-Test for equality of means.

Independent Samples Test

T-Test for Equality of Means

95% Confidence

ROE . Sig. (2- Mean Std. Error Interval of the
F  Sig. T df tailed) Difference  Difference Difference
Lower Upper
Equal variances 5 517 575 953 118 0.343 0.611958 0.642427  —0.660222 1.884138
assumed
2012 —
?1‘;? a‘s’xﬁfs 0.893 57255 0375 0.611958 0.685077  —0.759754  1.983669
Equal variances 5,04 054 1.425 328 0.155 1.059313 0.743206  —0.402739  2.521365
assumed
2013 —
g‘;fa‘s’:;ﬁr;;es 1169 133370 0.244 1.059313 0905856  —0.732389  2.851016
Equal variances oo 508 1.455 253 0.147 1.656405 1138671  —0.586077  3.898888
assumed
2014 E ) -
qual varances 1.027 84,043 0307 1.656405 1.612898  —1.550995 4.863806
not assumed
Equal variances 4 y5o 009 o307 373 0.759 —0.012454 0.040622  —0.092330  0.067422
assumed
2015 ———
quat variances —0374 274,000 0.709 —0.012454 0.033340  —0.078088  0.053181
not assumed
The effects that demergers had upon these two profitability ratios were determined.
The tests’ results regarding the significance of sub-periods” averages’ differences, for ROA
and ROE, for each company inside the 2012, 2013, 2014, and 2015 panels, as well as at each
panel level, are analyzed in Table 6.
Table 6. Summary of applying T-Test for means’ equality, at company level.
Group Statistics of Companies At Panel Level
C . Significant
Effects after Significant Differences after Insignificant Differences after Insignificant
Demerger for: Demerger Differences after All Demerger Differences after
Positive Negative Total Demerger Positive ~ Negative Demerger
2012 panel
ROA 1 1 2 6 - X -
8
ROE 1 2 3 5 - - X
2013 panel
ROA 3 4 7 15 - - X
22
ROE 1 1 2 20 - - X
2014 panel
ROA 3 4 7 10 - - X
17
ROE 3 1 4 13 - - X
2015 panel
ROA 3 4 7 18 - - X
25

ROE 2 2 4 21 - - X
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The results from Table 6 reveal that for all panels, most of the companies (about 60%
of them) have not recorded significant changes in ROA and ROE in the ex-post period
compared to the ex-ante demerger period.

The weight of companies registering significant changes is higher in the case of ROA
compared to ROE, with the notable exception of the panel created for the companies
divided in 2012.

In case of ROA, for all analyzed panels, negative changes are predominant for the
companies which recorded significant changes, whereas, for ROE, the positive changes are
predominant, obviously for the companies displaying significant changes.

For all the panels, except for 2012, divided companies registered insignificant changes
for both ROA and ROE. For the 2012 panel, significant differences were reported ex-post in
case of ROA, with a negative trend, whereas ROE did not mark any significant changes.
One explanation could be that the number of companies included in the 2012 panel is
considerably lower than for the panels with companies divided in the following years.

The conclusions of this research reflect the working hypotheses of the statistical tests
initially established. The previous results lead to accepting the null hypothesis, Hy, for both
indicators. There are no significant differences between the ex-ante and ex-post demerger
levels of ROA and ROE.

4.2. Statistical Analysis of ROA and ROE for the 2020 and 2021 Panels

Looking further to the panels with recently demerged, from 2020 and 2021, the results
of the descriptive statistics for ROA and ROE previous to the demerger years, i.e., for the
entire period of 20052019, are centralized in Table 7 and Figure 4.

Table 7. Descriptive statistics.

Indicators for Period 2020 Panel 2021 Panel
2005-2019 ROA ROE ROA ROE
Mean 0.017033 0.034011 0.112941 0.173387
Median 0.035464 0.079699 0.061670 0.130952
Maximum 0.571602 17.54900 0.497373 0.650401
Minimum —14.49125 —41.16884 —0.187362 —0.745479
Std. Dev. 0.854532 2.693701 0.132229 0.224228
Skewness —16.39820 —11.32520 0.949292 —0.979728
Kurtosis 278.8407 190.7937 3.447364 6.491664
Sum 5.109931 10.20330 10.16470 15.60485
Sum Sq. Dev. 218.3374 2169.552 1.556131 4474771
Observations 300 300 90 90

1.2
0.8
04 .

00 = R \
04 "
0.8
1.2
-1.6
2.0

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

—— Mean roa_2020 ------ Mean roe_2020

Figure 4. The evolution of average ROA and ROE for the 2020 panel.
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The ROA and ROE variables have registered a declining trend before 2020, the year of
the demerger, indicating that some form of reorganizing the activity of sampled entities
was needed (see Table 7 and Figure 4).

Regarding the entities divided in 2021, the ROA and ROE variation was more intense,
still with a declining trend in the period preceding the demerger (see Figure 5).

0.32
0.28
0.24
0.20
0.16
0.12

0.08

0.04
05 06 07 08 09 10 11 12 13 14 15 16 17 18 19

—— Mean roa_2021 --—---- Mean roe_2021
Figure 5. The evolution of average ROE and ROA for the 2021 panel.

The decrease in profitability and efficiency revealed by ROE levels under the economic
crisis generated by the Covid-19 pandemic in 2020 is a factor which determined the
companies to reorganize and appeal to demergers. Investors often use ROE measures to
set their investment strategies in any given company.

The fact that ROA and ROE levels did not change significantly after the demerger can
reveal some interesting aspects. Given the technical construction of ROA and ROE ratios,
if their levels remain the same in the ex-post demerger period compared to the ex-ante
period, this could signal that the demerger process was carefully planned and implemented.
Since total assets (from the denominator of ROA ratio) decrease following the demerger
action and yet ROA remain virtually the same, it means the divided companies maintained
approximately the same efficiency as previously. The resulting companies obtained a
portfolio of assets with relatively the same profitability as cedent company. The same
reasoning is probably valid for ROE levels.

In the coming periods, both ROA and ROE could increase if their managers implement
investment strategies that best suit the specific features of their clients and markets.

5. Conclusions

The current crisis, generated by the Covid-19 pandemic, has produced and still
produces significant effects upon companies’ sustainable development.

The current paper evaluated whether demerger can represent a recovery solution for
the companies in distress or even generate beneficial effects upon sampled companies’
economic and financial profitability. Usually, demerger is justified by the necessity of
reorganizing, restructuring, and rethinking companies’ activity and business.

The content analysis showed that demerger was mainly performed for economic
reasons, respectively, for reasons of increasing the profitability and efficiency of company
activities. Through the demerger, the companies follow an increase of profitability and
efficiency. Yet, the demerger does not determine an immediate improvement (as proven by
the statistical analysis) but rather a preservation of existing efficiency levels for about four
years, after which it is possible to register a slight increase.

The statistical analysis results revealed that for all the panels, most of the companies
(over 60% of them) did not register significant changes in ROA and ROE levels in the
ex-post period compared to the ex-ante demerger period; respectively, the Hy hypothesis
was validated.
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The demerger did not generate an immediate increase of profitability ratios for neither
ROA or ROE, yet it did allow the companies to survive and continue the activity for a
period of at least 4 years after the demerger, as evidenced by the evolutions from Figure 3.

This study supports the conclusion that demerger determines increased independence
and a focus upon base activities, thereby ensuring long-term efficiency and favoring
companies’ sustainable development. A smaller company can benefit from more efficient
management, more efficient use of its resources, and preservation of financial profitability
levels for a longer-term.

The results obtained are in the same line with previous studies [15-18], as they support
the conclusion of a positive impact of demerger upon financial performances and efficiency
of sampled companies.

This study differs from previous ones in this segment by the statistical analysis per-
formed in four stages, using four panels, pertaining to the years when demergers took
place. Our study encompasses a longer period of time, of 15 years, to allow an ex-ante and
an ex-post demerger performance analysis, as well as a relatively significant number of
divided companies (72 companies). Moreover, the study performed a detailed analysis of
268 demerger projects.

We consider that both managers and investors can use the results obtained from this
research to assess the growth and development potential of the economic entities resulted
from the demerger. Our study can help managers identify the restructuring method for the
company they administrate. This study revealed that ROA and ROE levels do not register
an immediate increase after the demerger; however, this process allows companies and
managers to continue their activity in the medium and long run, for at least four years (as
it resulted from available data analysis). The demerger allows increased independence and
a focus upon the underlying activities, ensuring increase of efficiency and a sustainable
development of these companies. This aspect can be revealed by the graphs put together
for each separate panel (for both ROA and ROE measures). The experience acquired by
demerger companies, reflected by this research, can represent a model of good practices for
other companies confronted with financial difficulties after the Covid-19 pandemic.

5.1. Scientific Contributions to the Literature

The paper brings value to reference literature to complete the research area in eco-
nomic entities” restructuring direction. This study represents a useful analysis tool for
characterizing the demerger phenomenon in any economy.

The present study is the first one in Romanian approaching demergers from a finan-
cial perspective, also looking to the demerger effects upon the companies’ sustainable
development. The statistical processing from this research offers a complex analysis
of the impact demergers have upon Romanian companies’ financial performances and
economic efficiency.

The research contributes to the existing literature in several ways.

First of all, it assessed the impact demergers had upon the sampled companies
(72 Romanian companies), using ROA and ROE, during fifteen years.

Secondly, it applied some tests to check the statistical significance of the differences
between the ex-ante and ex-post demerger performances and provided robust results.

Thirdly, it found whether demerger companies have endured in the market for at
least 4 or 5 years after the demerger (they did not file liquidation procedures) and if they
registered positive values of ROA and ROE.

Fourthly, it assessed and analyzed in detail a great number of demerger projects
(268 projects) published in the 2012-2021 period. The analysis of demerger projects is
meant to identify the characteristics of this restructuring phenomenon.

5.2. The Limits of the Study

The research was limited by the extent of the information offered by the demerger
projects, as some projects provided only partial information. Another limitation of the
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study was the small number of sampled companies (8 companies) from the panel with
economic entities divided in 2012.

The heterogeneity of activity domains and, moreover, the specificities of companies
may be a serious limit in interpreting the average values of ROA and ROE at the panel
level. However, this was handled with checking the significance of differences between
the sub-periods of ROA and ROE averages for each company, and then formulating a
conclusion at panel data level.

5.3. Further Directions of the Research

A further research direction is related to approach the demerger phenomenon for
separate economic branches to find whether there are sectorial differences in economic
performances, extending the analysis period and account for global crisis years (such as
2008-2009).

Another future direction could be identifying some tendencies of merger-demerger
actions, appropriate for different development stages of economies. Some comparisons of
structural entities’ reorganization may describe national economies” dynamics and even
establish some reorganization actions for different economies’ profiles.

Future research could use interviews within the ranks of divided companies’ managers
to learn their opinions regarding the effects of demerger upon the efficiency of the activity
and the advantages and disadvantages identified by them following the demerger process.
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