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ABSTRACT 

 

 

This case study is an applied research project which concerns on finding the financial 

viability of a company integration done by D Samson Industries (Pvt) Ltd. Company 

integrations are carried out with sensible and dubious reasons and identified variously based 

on the nature of the integration. This thesis explores the topic of company integrations and 

their financial implications by employing various financial evaluation techniques, namely 

Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period, Sensitivity 

Analysis and Synergy benefits. The work has carried out a comprehensive financial analysis 

of selected integration project, considering factors such as initial investment costs, projected 

cash flows, and the time value of money. NPV calculations are employed to determine the 

present value of future cash flows, while IRR is used to assess the project's potential return 

on investment. Additionally, the payback period is analyzed to ascertain the length of time 

required to recover the initial investment and sensitivity analysis to determine the changes in 

NPV with the changes in key input variables. Calculations and discussions are completed 

with final synergy benefit calculation to wrap up the financial understanding of the company 

integration. This applied research project serves as a valuable resource for professionals 

involved in corporate finance, mergers and acquisitions, and strategic management, 

providing them with a comprehensive understanding of the financial implications of 

integration projects and providing practical insight and guidance for financial evaluation and 

aiding in the decision-making process. 
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CHAPTER 1 

INTRODUCTION 

 

 

Footwear industry in Sri Lanka is one of the largest industries in the country with 

much more potential to develop in the future. Local companies are fighting a cut-

throat competition with Chinese cheap imports while trying to maintain healthy 

working environments for their employees, keep up with latest technology and use 

sustainable management methods. 

 

The labor-intensive footwear and leather industry are working towards an ambitious 

target of meeting 80 percent of local needs in the next two years, Jayasuriya(2020). 

D. Samson Industries (PVT) Ltd as the number one footwear brand in Sri Lanka 

plays a major role in this vision.  

 

One of the major challenges faced by local industries regardless the sector they are in 

is the difficulties in sourcing raw materials and this has been the same when it comes 

to footwear industry as well, Fernando(2021). Even though Sri Lanka is rich in 

rubber and leather for footwear it is still behind when it comes to sourcing synthetic 

leather which has high demand from consumers. Low cost, abrasion-resistance, and 

water-resistance nature of synthetic leather has created this high demand for which 

local industry is struggling to cater. 

 

Over the years synthetic leather is mainly sourced from China and they export these 

products all over the world to consumers in Asia, Europe, South America, and North 

America. But with recent events of Sri Lankan economy and government 

encouraging Sri Lankan entrepreneurs to invest in local industry, country is looking 

for new sourcing options for its synthetic leather requirement and this has resulted in 

encouraging more local suppliers to engage in this industry. 
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D. Samson Industries (PVT) Ltd has also faced this same challenge and was looking 

for ways to overcome it in the most preferable way. Company is looking for local 

suppliers for synthetic leather instead of imports but decided to take a further step 

forward and launched a Synthetic Leather Manufacturing plant by acquiring a state-

of-the- art production facility in Katana in the Negombo area.  

 

1.1 Objectives and the Importance of the Study 

 

Acquisitions are a common strategy adopted by corporate players looking to expand 

their business, gain market share, or access new technologies and resources. The 

increased activity in acquisitions reflects the allure of potential benefits. However, 

the outcomes of acquisitions are often complex and varied, leading to mixed 

performance results for the diverse stakeholders involved. 

 

This applied research project is carried out to understand and evaluate the decision 

made by D. Samson Group of Companies to acquire a synthetic leather 

manufacturing plant in terms of financial viability. 

 

It is important to know the type of acquisition a company decided to go ahead with 

as it impacts the overall dynamics of both the companies. The financial impacts and 

the financial health, the financial-operational-market related and other risks that will 

arise, management styles, the strategic decision making, synergies sharing, company 

operational integrations, resource allocations, stakeholder interests, cultural 

alignments and the outlook both the companies will give to the outside corporate 

world will be decided based on the type of acquisition the companies go ahead with. 

 

Once the acquisition style is confirmed it is important to understand the type of 

financial and mathematical tools available to evaluate the decided acquisition. A 

correct selection of evaluation tools will facilitate accurate financial assessment, 

correct information for decision making, proper due diligence and a comprehensive 
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understanding of the project. These tools will vary depending on the type of industry 

the company is in to, company size, company financial and strategic goals and 

objectives, the statutory requirements as well as the company leadership 

requirements, market conditions, the financial and non-financial information 

available and the possibility to manipulate this information to make decisions. 

 

Reason for the Study:  

The study was conducted to evaluate the viability and strategic value of acquiring a 

synthetic leather manufacturing plant. As synthetic leather has become an 

increasingly important material in industries such as fashion, automotive, and 

furniture, the acquisition presents significant opportunities for growth and 

competitive advantage. The objective was to assess whether this acquisition would 

yield long-term profitability, align with industry trends, and offer sustainable 

business opportunities. 

 

Selection of theme: 

The theme is selected because of the rising global demand for eco-friendly and 

sustainable alternatives to genuine leather, along with the growing importance of 

synthetic materials in various industries. The acquisition of a synthetic leather 

manufacturing plant represents a strategic decision that could enhance operational 

capabilities, diversify product offerings, and meet the demands of a rapidly evolving 

market. The study also allowed for a deep dive into financial analysis, market trends, 

and operational efficiencies, all of which are critical when evaluating a major 

business acquisition. 

Being employed at DSI during the acquisition of the new synthetic leather plant 

provided firsthand experience of the entire process, from formulating a plan that 

aligned with the company's strategic direction to executing it. The involvement in 

data gathering, forecasting, and financial evaluation during this period inspired the 

development of this case study. 

 

 

 



                                                                              

12 

 

Analysis Objective: 

The objective of the analysis was to conduct a comprehensive project evaluation, 

which included financial modeling, market analysis, risk assessment, and operational 

feasibility studies. The outcome of this analysis aimed to determine whether the 

acquisition was a financially sound decision, capable of generating sustainable 

returns, and aligning with the company’s strategic goals. It also provided a 

framework for decision-makers, giving them a clear understanding of the potential 

benefits, risks, and long-term implications of acquiring the synthetic leather 

manufacturing plant. 

 

 

 

Research Question 01: 

Is the acquisition of the synthetic leather manufacturing plant a financially sound 

decision for D. Samson Group of Companies? 

 

Research Question 02: 

Can outside financial factors contribute to the deterioration of the calculated financial 

outcome of the acquisition (Time zone 2020 to 2023)? 

 

In Chapter 2 a literature review is carried out to understand the theoretical aspects 

and the research, case study aspects of company acquisitions done in the past. 

Publications, journals and other referencing materials published by previous 

researchers are evaluated to understand the best application of theories specially in 

real life case studies and the challenges they have faced in doing so.  

 

In Chapter 3 we briefly introduce Samson Group of Companies and their products 

mainly focusing on D. Samson Industries (Pvt) Ltd which is the footwear 

manufacturer of the group. Afterwards we focus on the Synthetic Leather 

Manufacturing plant acquired and its capabilities. The purpose of this chapter is to 

provide the reader with a better understanding of the company that underwent the 

acquisition process, and to emphasize the importance of conducting a thorough 
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project validation before making any investment decisions. By providing this 

background information, the report aims to demonstrate the need for a 

comprehensive analysis of a target company's operations and financial performance 

before proceeding with an acquisition. 

 

Chapter 4 focuses on the calculations for the Net Present Value, IRR, Sensitivity 

Analysis, Payback Period and the Synergy Benefit of the company acquisition. 

Financial forecasts up to 3 years are considered and discussed for these calculations. 

This chapter presents the expected revenues and expenses through accounting Profit 

and Loss accounts. The necessary adjustments made to the Accounting Profit and 

Loss accounts to arrive at cash flows, reasons for such adjustments and the final 

NPV, IRR and Payback Period calculations for the acquisition. Key variables are 

adjusted and Sensitivity Analysis is carried out to understand the impact on NPV 

calculations. Finally, a Synergy Benefit is calculated with an explanation of the 

indicated figure. 

 

In Chapter 5, we discuss what we have done so far in this work and what we can 

continue to obtain ongoing validation for the acquisition. Furthermore, this chapter 

provides guidelines to future work by sensitivity analysis and relooking at the 

assumptions we made for a more realistic and real time outcome. 

 

Chapter 6 includes the Bibliography underlining all the books, articles, journals, 

publications and other resource materials used to write the given applied research 

project. 
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CHAPTER 2 

LITERATURE REVIEW 

 

 

The acquisition of companies and project evaluations within the corporate landscape 

has been a subject of extensive research, with numerous studies delving into the 

intricacies of decision-making, financial assessments, and overall success factors. 

 

Campbell, Stonehouse, & Houston(2002), introduces business strategy and explores 

different strategic options, including various forms of integration. It covers topics 

such as backward and forward vertical integration, conglomerate strategies, and 

horizontal integration, offering insights into how these strategies impact 

organizational performance and competitiveness. These strategies are highly relevant 

to evaluating the acquisition of a synthetic leather manufacturing plant, as they offer 

a framework for understanding how such a move fits within a company’s strategic 

goals. Campbell, Stonehouse, & Houston(2002) goes beyond theoretical discussions 

by offering practical insights into how the discussed strategies impact organizational 

performance and competitiveness, which is crucial for assessing the potential 

benefits of the acquisition, such as improved cost efficiency, supply chain control, 

and market position enhancement. 

 

Brealey, Myers, & Allen(2020), 13th edition is a comprehensive and authoritative 

resource that covers essential principles, offers practical applications, and stays 

current with the dynamic field of corporate finance. The chapter ―Mergers, Corporate 

Control, and Governance‖ specifically pinpoints sensible and dubious motives for 

mergers and acquisitions with reasonings and educate on estimating merger gains 

and costs.  

Additionally, the chapter educates on how to estimate merger gains and costs, which 

is crucial for evaluating the financial viability and long-term benefits of acquiring the 

synthetic leather manufacturing plant in the case study. 
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Harding & Rovit(2004), provides insights into the critical decisions that are pivotal 

in ensuring the success of a merger or acquisition. It draws on extensive research and 

case studies to offer practical advice on navigating the complexities of company 

integrations. According to, Harding & Rovit(2004), mastering critical decisions is 

essential for the success of a merger. A laser like focus on just four key imperatives 

before executives finalize the deal can dramatically improve the odds of merger and 

acquisition success. They reveal that the best merger and acquisition performers 

channel their efforts into (1) targeting deals that advance the core business; (2) 

determining which deals to close and when to walk away; (3) identifying where to 

integrate and where not to; and (4) developing contingency plans for when deals 

inevitably stray. Top deal makers also favor a succession of smaller deals over 

complex "megamergers" and essentially institutionalize a success formula over time. 

Helping executives zero in on what matters most in the complex world of merger and 

acquisition, Mastering the Merger offers a blueprint for the decisions and strategies 

that will beat the odds. Harding & Rovit (2004) provides practical guidance on the 

critical decisions that ensure the success of mergers and acquisitions, such as 

acquiring the synthetic leather manufacturing plant. The emphasis on focusing on 

deals that align with the core business, knowing when to walk away, and selectively 

integrating areas of the business can directly inform the evaluation of this 

acquisition. Additionally, their insights on developing contingency plans and 

favoring smaller, manageable deals offer valuable strategies for navigating the 

complexities and risks associated with the acquisition process, ensuring better 

alignment with DSI’s strategic goals. 

 

The evaluation of the success or failure of mergers is derived from a diverse array of 

sources and viewpoints. Typically, the effectiveness of a merger or acquisition is 

gauged by considering financial parameters, as demonstrated in studies like that of, 

Hoskisson, Johnson, & Moesel(1994). Larsson & Finkelstein(1999) introduced 

additional functional perspectives to enhance the assessment of merger outcomes. 

Success or failure is measured by strategic management through the achievement of 

strategic objectives, economics tends to rely on accounting-based metrics, finance 

employs stock market-based measures, organizational research concentrates on the 
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integration process post-combination, and human resource management examines 

psychological aspects, effective communication, and career planning. It's essential to 

recognize that each of these perspectives mirrors the preferences of a predominant 

stakeholder. This highly resonates with the case study because it provides a multi-

dimensional approach to assessing the acquisition's success. These perspectives—

ranging from financial metrics to organizational integration and human resource 

management—allow for a holistic evaluation of the acquisition’s effectiveness. By 

considering strategic objectives, stock market reactions, and post-merger integration 

processes, reader can better assess whether the acquisition of the synthetic leather 

manufacturing plant aligns with DSI’s overall business goals and long-term 

performance. 

 

The financial viability and the success of an acquisition can be measured using 

several tools. But as the three main investment criteria: Net Present Value (NPV), 

Internal Rate of Return (IRR), and Payback Period is discussed in, Dai, Li, Wang, & 

Zhao(2022). It suggests NPV as a primary consideration in conflicts between NPV 

and IRR. The paper emphasizes the need to consider project sizes, discount rates, and 

cash flows when choosing between NPV and IRR. This approach ensures a thorough 

financial assessment, helping to determine if the acquisition aligns with DSI’s long-

term financial objectives and generates value. 

 

Additional to above tools sensitivity analysis is used to evaluate the potential 

outcomes and risks of a merger or acquisitions. It involves changing one or more key 

variables in a financial model and observing how they affect the target valuation, 

synergies, and returns. Christopher & Patil(2002) provides an examination and 

assessment of various sensitivity analysis methods aiming to identify and review the 

strengths and limitations of each approach. The focus is on understanding how these 

methods contribute to the analysis of risk. This serves as a comprehensive resource 

for researchers and practitioners involved in sensitivity analysis within the context of 

risk assessment. 

This is directly applicable to the case study, as it allows for a more nuanced 

understanding of how changes in key variables, such as market conditions or cash 
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flows, could impact the valuation, synergies, and returns of DSI's acquisition of the 

synthetic leather manufacturing plant. By assessing these risks, it ensures a more 

robust financial evaluation and decision-making process. 

Macro-economic factors that affect Economic Growth and Industry Trends including 

GDP growth, inflation, and sector-specific trends, plays a vital role in shaping the 

synthetic leather industry. according to Mankiw (2020), macroeconomic stability, 

driven by strong growth rates and controlled inflation, encourages investment in 

capital-intensive industries. The synthetic leather industry, being a capital-intensive 

sector, would be positively impacted by such macroeconomic conditions. A stable or 

growing economy ensures that there is both demand for synthetic leather and that 

capital is more affordable for businesses. This ties into the thesis by evaluating how 

the acquisition aligns with broader economic conditions. 

Government Policy and Trade is another macro-economic factor that would affect 

the given case study. Government policies related to taxation, subsidies, and trade 

agreements can influence the feasibility of an acquisition. As per Dornbusch et al. 

(2011), favorable trade policies and tariff exemptions for raw materials used in 

manufacturing could reduce operational costs for a synthetic leather plant. If Sri 

Lanka or the region has favorable trade agreements that support synthetic leather 

exports, this can positively impact the plant’s long-term viability, making it a more 

strategic acquisition. 

Environmental Regulations also played a critical role to the success of the given 

acquisition, The synthetic leather industry often faces strict environmental 

regulations due to the chemical processes involved in production. Literature from 

Porter & Van der Linde (1995) suggests that stringent regulations can drive 

innovation and push industries toward more sustainable practices. This is highly 

relevant to the acquisition decision, as future environmental policies could affect 

operational costs and compliance requirements. The study would need to consider 

potential regulatory risks in its financial forecasts. 
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At the micro level, understanding the supply and demand for synthetic leather in 

local and global markets is critical for the given case study. Samuelson & Nordhaus 

(2010) highlight that analyzing the elasticity of demand and the potential for 

substitute products can guide pricing and production decisions. The acquisition 

analysis should consider whether demand for synthetic leather is stable, growing, or 

shrinking, as well as how competitors are positioned in the market. This directly 

affects future revenue projections and risk assessments for DSI. 

In the same context of Micro-Economic Factors, understanding the cost structure of 

producing synthetic leather and the potential for economies of scale is essential. 

Literature from Stigler (1958) notes that larger operations often benefit from reduced 

per-unit costs, which can be a strong argument in favor of acquisition if the new 

plant can scale production efficiently. The thesis would assess whether the 

acquisition allows the company to benefit from economies of scale, thus improving 

profitability. Analyzing the fixed and variable costs before and after the acquisition 

helps determine the financial benefits of the expansion to the company and group at 

large. 

Porter (1985) provides a framework for analyzing the competitive forces that shape 

an industry, including the threat of new entrants, supplier power, and rivalry among 

competitors which are important Micro-Economic Factors for the synthetic leather 

industry. By analyzing competitors, the acquisition could give the company a 

competitive advantage in terms of production capacity, cost efficiencies, or market 

reach, which would justify the investment. 

Moving from theoretical points to the real-life scenario, DSI enters into synthetic 

leather manufacturing, 2021) discuss the outlook D. Samson Group of Companies 

have towards the acquisition of the synthetic manufacturing plant and the future 

opportunities it will bring along to the company.  
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CHAPTER 3 

SAMSON GROUP OF COMPANIES – GROUP PROFILE AND 

ITS COMPANIES 

 

 

In this chapter we discuss about Samson Group of Companies giving special 

attention to D. Samson Industries (PVT) Ltd, the footwear manufacturer of the 

Group; their global presence, manufacturing capabilities and the product portfolio in 

brief. Furthermore, we introduce the Synthetic Leather Manufacturing Plant the 

Company acquired recently to strengthen their supply chain and the synergies within. 

 

 

3.1 Samson Group of Companies – Overview 

 

Samson Group of Companies was found by Late Mr. D. S. Rajapaksa initially as a 

footwear company. But with hard work and persistence the Company now has grown 

in to a group of companies including footwear, retail and trading, tyres and tube, 

rubber products, rubber compounding, reclaim rubber, apparel, engineering, brushes, 

clay tiles, information technology, food, beverages and agriculture, hydro power, 

services and bikes. Group, Our Sectors(n.d.) Samson group has strengthened their 

market presence through a diversified company portfolio covering manufacturing 

and service industries. Initially started as a local business, the Group cater in to local 

and export market covering more than 40 countries worldwide.  

 

  

3.2 D. Samson Industries (PVT) Ltd – Overview 

 

D. Samson Industries (Pvt) Ltd known as DSI established in 1962 and the market 

leader in manufacturing, retailing and also the leading exporters of footwear in Sri 

Lanka. Group, D Samson Industries (Pvt) Ltd(n.d.) The Company manufactures 
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footwear for the whole family with products ranging from gent’s to ladie’s and 

children’s footwear to rubber and EVA slippers; while D. Samson and Sons Ltd. 

distributes footwear across the island through their network of showrooms and 

dealers.  

 

DSI is the first shoe manufacturing plant in Sri Lanka to obtain the ISO 9001:2015 

certification. DSI product range includes EVA/rubber flip flops, sandals, vulcanized 

shoes, leather shoes, rubber boots, school shoes, PU sandals, indoor slippers and 

industrial shoes. The Company currently produces more than 24 million pairs of 

footwear per year and has a workforce of more than 2,500 employees. DSI footwear 

is manufactured in 5 large well-designed and modern production facilities with state-

of-the-art technology ranging from EVA, PVC/Rubber Injection and Direct 

Vulcanizing combined with the advanced machinery and tools such as PVC Injection 

Machines, Polyurethane Machines, EVA Injection Machines, PVC V-Strap 

Machines, PVC Sole Injection Machines & Hydraulic presses. 

 

All DSI products are REACH complied, meanwhile factory has acquired Fairtrade, 

GOTS, OCS, VEGAN and FCS certifications along with BSCI and SMETA social 

compliance certifications.  

 

Company exports its products to more than 40 countries across the world, and is the 

local representative for international brands, such as Reebok, Fila, Clarks, Puma, 

Dell and Avira. D. Samson Industries (Pvt) Ltd is the perfect example that a South 

Asian manufacturer could indeed produce high quality footwear worthy of the most 

respected and reputed brand names in the world. Company has more than 200 

Showrooms and 5,000 Dealers Island wide, positioning themselves among the Sri 

Lanka’s largest family-owned Group of Companies. 
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Figure 1- D. Samson Industries (Pvt) Ltd factory view- Galle 

Source: DSI Facebook 

 

 

3.3 DSI Synthetic Leather Manufacturing Plant – Overview 

 

D. Samson Industries (PVT) Ltd, a subsidiary of DSI Samson Group Ltd, has entered 

into synthetic leather manufacturing by acquiring a state-of-the-art production 

facility in Katana in the Negombo precincts, during a crucial period in which the 

Government has encouraged Sri Lankan entrepreneurs to take a step forward to 

invest in the manufacturing industry. DSI enters into synthetic leather 

manufacturing(2021) 

 

This was part of the business-related integration initiatives under the 2020-2022 

strategic plan and a much-needed investment to manufacture the raw materials that is 

being used for footwear manufacturing. It will also cut down the supply chain and 

logistics lead time when it comes to sourcing materials while reducing much needed 

foreign exchange spent on imports of raw materials.  

 

While manufacturing the internal raw material requirements for DSI footwear 

manufacturing, DSI Synthetic Leather Manufacturing Plant will also cater its full 
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range for the local footwear manufacturers, upholstery, automotive, bags and 

stationery sectors in the country as well as export to UK and Europe. 

 

 

3.4 Benefits to the Group 

 

 

Samson Group of Companies hope to carry out the acquisition of a Synthetic Leather 

Manufacturing Plant with the hope of increasing the market penetration to the current 

Sri Lankan footwear market as well as entering in to new market segments such as 

Sri Lankan furniture industry, automobile industry, government health care sector, 

overseas markets as well as for the company own consumption. DSI enters into 

synthetic leather manufacturing(2021) 

 

As a vertical integration the Group of Companies will benefit from increase revenue 

in shoe/manufacturing sector as well as in the group. Company will be able to 

entertain manufacturers’ margin on products resulting increase in profitability 

sector/group. In addition, the Group of Companies will enjoy great advantage in 

synergy effect as well as additional export revenue to the group. 
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CHAPTER 4 

RESULTS AND DISCUSSION 

 

 

This chapter focuses on the crucial aspect of calculating the Payback Period, Net 

Present Value (NPV) for the company acquisition and the Sensitivity Analysis as 

well as Synergy Benefits. The chapter centers around a comprehensive financial 

forecast spanning up to 3 years, which forms the basis for these calculations. It 

delves into the expected revenues and expenses through detailed analysis of Profit 

and Loss accounts. 

This chapter serves as a guide for understanding the financial implications of the 

company acquisition. It highlights the significance of translating accounting figures 

into meaningful cash flow projections. Through meticulous analysis of the profit and 

loss accounts and subsequent adjustments, the NPV calculation offers valuable 

insights into the profitability and financial viability of the acquisition over the 

specified time horizon. 

By considering the expected revenues, expenses, and cash flows, this chapter 

provides stakeholders with a comprehensive framework for assessing the financial 

impact of the company acquisition. It equips decision-makers with quantified 

information regarding potential returns and risks, enabling them to make informed 

and strategic choices throughout the acquisition process. 

In arriving at below calculations of payback period, NPV and IRR as well as 

calculating the sensitivity analysis as well as synergy benefits below assumptions has 

been made to simplify the calculation process, have consistency throughout the 

project and to incorporate the risk factors as well to accommodate the limitations of 

the financial tools we use. 
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Assumptions: 

- Company acquisition has been evaluated across maximum of 3 years with the 

assumption a project lengthier than that will not support the current financial 

and manufacturing requirements of the Company. 

- Revenues, resource utilization and capacity utilization was calculated 

assuming the company can venture in to below markets: Sri Lankan Footwear 

Market, Sri Lankan Furniture Industry, Sri Lankan Automotive Industry, 

Government Health, Tri-forces, Overseas Markets and Own Consumption. 

DSI enters into synthetic leather manufacturing(2021) 

- Revenue and the material consumption will remain the same throughout each 

financial year of 2021/2022 and 2022/2023 independently. 

- Discounted rate of 12% considered based on the past financial rates used by 

the D. Samson Group of Companies and the relationships the Company has 

with the financial institutes. 

- In average factory overhead cost was assumed to remain the same throughout 

the time of evaluation. 

- Benefits of economies of scale will impact the revenue of the acquisition. 

- Certain expenses such as audit fee, training and development can be absorbed 

by the group of companies without passing it to the new acquisition. 

- Due diligence expenses, advisory fees, regulatory and compliance costs have 

been identified as sunk cost and removed from the calculations. 

  

 

4.1 Profit and Loss Accounts 

 

Below Table 5.1, Table 5.2, and Table 5.3 show the summary of assumed Profit and 

Loss Accounts for the acquiring Synthetic Leather Manufacturing Plant for the 

financial years of 2020/21, 2021/22 and 2022/23. 
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Table 1-Profit and Loss Account of Year 2020/21 (Year 1)
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Table 2- Profit and Loss Account of Year 2021/22 (Year 2)
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Table 3-Profit and Loss Account of Year 2022/23 (Year 3) 
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A key component of the NPV calculation involves making necessary adjustments to 

the profit and loss account in order to align it with cash flows. These adjustments are 

essential for accurately reflecting the actual cash inflows and outflows associated 

with the acquisition. By incorporating these adjustments, the final NPV calculations 

are performed, providing a thorough evaluation of the investment. 

 

4.2 Cash Flows 

 

Table 5.4 and Table 5.5 provide the summary details for years 2020/21, 2021/22 and 

2022/23 cash flows. Provisions for depreciation of assets and financial cost 

amendments specifically carried out. 
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Table 4-Cash Flow Statement of Year 2020/21 (Year 1) 
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Table 5 - Cash Flow Statement of 2021/2022/2023 -Year 2 and Year 3 
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4.3 Project Evaluation Calculations 

 

Profit and Loss Account – 3 Years 

Table 6 - Profit and Loss Account – 3 Years 
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Figure 2 - Capacity Utilization 

 

NPV, IRR and Payback Period 

Table 7 - NPV, IRR, Payback Period Summary 
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4.4 Sensitivity Analysis 

 

Sensitivity analysis is carried out changing the variables, the discounted rate and 

monthly revenue based on mentioned assumptions and the most sensitive factor is 

identified. 

 

Discount Rate: 

D. Samson Industries with its strong financial back up and banking facilities has 

considered Discounted Rate of Return to be 12%. But with the economic conditions, 

inflation rates, monetary policy, government fiscal policies and Covid 19 situations 

of the country the Discounted Rate of Return became one of the most volatile 

variables during the given time.  

According to the International Monetary Fund: 

Sri Lanka LK: Discount Rate: End of Period data was reported at 15.000 % pa in 

2017. This stayed constant from the previous number of 15.000 % pa for 2016. Sri 

Lanka LK: Discount Rate: End of Period data is updated yearly, averaging 15.000 % 

pa from Dec 2002 to 2017, with 16 observations. The data reached an all-time high 

of 18.000 % pa in 2002 and a record low of 15.000 % pa in 2017. Sri Lanka LK: 

Discount Rate: End of Period data remains active status in CEIC and is reported by 

International Monetary Fund. The data is categorized under Global Database’s Sri 

Lanka (Sri Lanka LK: Discount Rate: End of Period) 
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Figure 3 - Central Bank Reverse Repo Rate  

Source: International Monitory Fund Website 

 

Hence under the sensitivity analysis, Discounted Rate of Return has been considered 

as a major variable of change.  

NPV calculations has been carried out for the change in discount rates from 12% to 

15%, 18% and 20% towards the increasing end as well as 9%, 6% and 4% towards 

the decreasing end and the change in NPV % has been observed. 
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Decrease in Discounted Rate 

Table 8 - Decrease in Discount Rate/ Sensitivity Analysis
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Increase in Discounted Rate 

Table 9 - Increase in Discount Rate/ Sensitivity Analysis

 

 

Change in NPV vs Discount Rate 

Table 10 - NPV vs Discount Rate 
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It can be observed that change in discount rate has a significant impact on the change 

in NPV. This impact increases when the discount rate decreases in a larger slope 

compared when the discount rate increases. Average 7.298% variation in NPV can 

be seen for every 1% variation in discount rate. 

 

Revenue: 

Sri Lanka is facing considerable economic fluctuations due to countless factors that 

makes revenue generation a sensitive topic in corporates. 

Sri Lanka's total exports for 2023 were 14.49 billion U.S. dollars, a minor decline of 

0.39 percent compared to 2022, data from the Export Development Board (EDB) 

showed on Monday. The EDB said that cumulative merchandise exports in 2023 

decreased by 9.54 percent to 11.85 billion dollars, compared to 2022. Sri Lanka’s 

export earnings decline slightly in 2023(2024) 

According to csf-asia organization Sri Lanka is facing export crisis due to policy 

missteps, foreign currency crisis, loss of buyer confidence, fuel crisis, electricity 

crisis and brain drain; Dahanayake & Wijayasiri(2022) which in return makes 

revenue a sensitive factor currently for the companies. 

Considering all above; sensitivity analysis is carried out to calculate the NPV with % 

increments and decrements to the revenue. 
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Sensitivity analysis of Revenue with decremental changes to revenue 

Table 11 - Decremental changes to revenue/ Sensitivity Analysis 

 

 

 

Sensitivity analysis of Revenue with incremental changes to revenue 

Table 12 - Incremental changes to revenue/ Sensitivity Analysis 

 

 

 

With 3%, 6% and 8% changes in revenue, NPV has changed by 19.33%, 38.67% and 

51.56% which shows an average change of 6.4% in NPV for every 1% change in 

revenue. 
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4.5 Synergy Calculation 

 

According to the above calculations of the company acquisition by D Samson 

Industries at discount rate of 12%; 

NPV - 155,146,556 

Cost of acquisition – 400,000,000 

Synergy – (244,853,444) 

 

 

When the synergy value is negative in a merger, it suggests that the combined entity 

is expected to be less valuable than the sum of the individual companies operating 

independently. This can occur when the anticipated benefits of the merger, such as 

cost savings or revenue enhancements, fail to materialize or are outweighed by 

integration challenges, risks, or other factors. Gaughan, Mergers, Acquisitions, and 

Corporate Restructurings(2010) 

 

The negative synergy value of (244,853,444) indicates that even though the 

acquisition is financially viable according to positive NPV, the Company might not 

benefit from positive synergy which will put more strain on the practical aspects of 

the acquisition to actually materialize the positive NPV. 

 

 

Research Question 01: 

 

Is the acquisition of the synthetic leather manufacturing plant a financially 

sound decision for D. Samson Group of Companies? 

 

Based on above calculations the positive NPV of Rs 155,146,556/= indicates that the 

acquisition is expected to generate more cash flow than its acquisition cost, making 

the acquisition project financially attractive. 
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The IRR of 30% suggests that the investment's returns exceed the cost of financing, 

further supporting its viability. 

 

The relatively short payback period of 24 months and 26 days indicates that the 

initial investment will be recovered relatively quickly. Specially since this fall inside 

the 3 year window the Company consider when going for the acquisition.  

Hence it can be considered that according to the financial analysis of NPV, IRR and 

Payback Period the acquisition of Synthetic Leather Manufacturing Plant made by D 

Samson Industries is Financially viable. 

But looking at the synergy benefit of LKR (244,853,444/=) it can be assumed that 

even though the merger is financially viable it doesn’t bring any synergetic benefit to 

the group of companies and from practical point of view, achieving the positive NPV 

could be challenging.  

 

Looking at sensitivity analysis its visible that the changes in discount rate hold more 

weightage than the changes in the revenue. Hence the company needs to be more 

vigilant about the discount rate.  

 

In overall yes, the acquisition of the synthetic leather manufacturing plant is a 

financially sound decision for D. Samson Group of Companies. 

 

 

Research Question 02: 

Can outside financial factors contribute to the deterioration of the calculated financial 

outcome of the acquisition (Time zone 2020 to 2023)? 

 

Economic Recession 

 

The time duration considered for the acquisition of the Leather Manufacturing Plant 

by D Samson Industries, which is 2020 – 2023 has been a financially versatile time 



                                                                              

41 

 

for Sri Lanka. In early 2022, Sri Lankans started experiencing power cuts and 

shortages of basics such as fuel. The rate of inflation rose to 50% a year. In early 

2023 the country introduced income taxes for higher earners, ranging from 12.5% to 

more than 36%. Perera(2023) 

 

The average monthly household income of a Sri Lankan over the past few years vs 

the percentage contribution of the income for clothing, textile and footwear has 

dropped from 5.3% in 2012 to 4.1% in 2019. Household Income and Expenditure 

Survey – 2012/13(2013) 

 

All above indicate the economic recession or slowdown Sri Lanka is facing resulting 

in consumer spending and business activity to decline and to impact the acquired 

company's forecasted sales and profitability, potentially leading to lower cash flows 

than anticipated. 

 

Figure 4 - Average monthly household expenditure by major non-food expenditure groups - 

2009/10,2012  

Source: Household Income and Expenditure Survey – 2012/13(2013) 
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Figure 5 - Average monthly household expenditure by major non-food expenditure groups - 2019 

and 2016  

Source: Household Income and Expenditure Survey – 2019/2016 

 

 

Credit Availability 

 

Fitch Ratings has downgraded Sri Lanka's Long-Term Local-Currency (LTLC) 

Issuer Default Rating (IDR) to 'C' from 'CC'. The issue ratings on local-currency 

bonds have also been downgraded to 'C' from 'CC'. The Long-Term Foreign-

Currency (LTFC) IDR has been affirmed at 'RD' (Restricted Default) and the 

Country Ceiling at 'B-'; Fitch Downgrades Sri Lanka's Long-Term Local-Currency 

IDR to 'C'(2023) 

 

In simple terms, the downgrade of Sri Lanka's Long-Term Local-Currency IDR to 'C' 

suggests that Fitch Ratings has assessed Sri Lanka's ability to meet its financial 

obligations in its local currency as highly uncertain or at a significantly high risk of 
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default. This downgrade could be driven by various factors such as economic 

challenges, high levels of debt, fiscal concerns, or other macroeconomic issues that 

have raised concerns about the country's financial stability. 

 

It's important to note that credit ratings are crucial for investors, lenders, and 

policymakers as they help assess the risk associated with lending money to a country 

or investing in its securities. A lower credit rating can impact borrowing costs and 

investor confidence, potentially affecting a country's ability to access international 

financial markets on favorable terms. 

 

This in return made importing synthetic leather expensive and difficult creating a 

void in the local market. Local manufactures of footwear and other products using 

synthetic leather had to seek for local suppliers which helped D Samson Industries 

Synthetic Leather Manufacturing Plant to have an increased sale in additional to 

forecasted sales and boost the overall project revenue. 

 

 

Currency Exchange Rates 

 

―During the year up to 19th August 2022, the Sri Lankan rupee depreciated against 

the US dollar by 44.5 per cent‖, Weekly Economic Indicators(2022). 

 

With the Rupee depreciation there are two implications the country is facing.  First, 

devaluation makes the country's exports relatively less expensive for foreigners. 

Second, the devaluation makes foreign products relatively more expensive for 

domestic consumers, which discourages the imports. Both these scenarios worked in 

favour for the D Samson Industries Synthetic Leather Manufacturing Plant to 

increase inhouse sales and to create high demand in the overseas markets. 
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In the given time period of 2020 to 2023 it can be seen that economic recession, 

currency exchange rates and even credit ratings have worked in favour for the 

synthetic leather manufacturing plant. Import restrictions have gone creating a gap in 

the local market and export market has boomed comparatively. Both the points have 

helped the synthetic leather plant increase its revenue considerably. 
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CHAPTER 5 

CONCLUSION 

 

 

Company acquisitions are made throughout the history of corporations basing the 

financial benefits as well as the non-financial benefits. Focusing mainly on the 

financial benefits, this chapter concludes the viability of the synthetic leather 

manufacturing plant acquisition made by D Samsons Group of Companies. 

 

In this work we studied the company integrations under mergers and acquisitions, 

specifically for a vertical integration. We assumed all the non-financial factors 

relating to a company acquisition will be favorable hence not a factor to determine 

the success of the acquisition and focused mainly on the financial factors for 

evaluation. In this work we have used the actual details used by Samson Group of 

Companies when making the decision to acquire a synthetic leather manufacturing 

plant. Macro and micro economical situations will remain the same as well as the 

exchange and interest rates. 

 

Initially we looked at the theoretical aspect of company integrations. We studied 

various methods of company integrations, reasons for such integrations such as 

sensible and dubious and pin pointed the type of integration Samson Group of 

Companies is undergoing relating to acquiring a synthetic leather manufacturing 

plant. Then we looked at different evaluation methods and processes used to 

determine the financial viability of a company acquisition with the necessary steps 

and action steps. We determined NPV, IRR, Payback Period, Sensitivity Analysis 

and Synergy Benefit as basic numerical methods of evaluation. 

 

In numerical chapter we looked at forecasted company financials for 3 years for the 

acquired synthetic leather manufacturing plant as well as the production capacity and 

revenue generations. Three year forecasted Profit and Loss accounts were carefully 
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depicted and reworked only to showcase the forecasted cashflows which were used 

in calculating the financial viability of the acquisition. 

 

Through the selected financial calculation tools it was concluded the acquisition of 

the Synthetic Leather Manufacturing Plant was financially viable to D Samson 

Group of Companies.  

 

This work can be further improved with higher variables for sensitivity analysis and 

can be carried out as an ongoing calculation until the company acquisition becomes a 

financial success in reality.  
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