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Abstract 

A value-adding M&A benefits the acquiring company. The purpose of this paper is to 

study the impact of 21st Century Fox Acquisition on the performance of the Walt 

Disney Company. Since this acquisition is meaningful activity for Disney, the study 

concludes that Disney’s performance will be positively affected after acquisition. This 

activity brings a great profit to acquiring company and increases the wealth of 

shareholders. The financial statement analysis and t-test are used to evaluate the 

change of company’s performance. The official financial reports from the third 

quarter in 2018 to the fourth quarter in 2019 are used. The stock prices are collected 

during the period involved acquisition process, including early information release. 

Based on the graph illustration and data calculation, the results of this study will 

contribute to the future prediction of Disney. And the study of these two huge 

companies merging is of a great significance in the research of mergers and 

acquisitions in the entertainment market.  
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 1 

Introduction 

As a common corporate strategy, merger & acquisition is a transaction that makes 

acquiring company get management control of target company or makes the 

ownership of two companies consolidated. With the purpose of expanding operation 

scale and market share, increasing the competitiveness in the industry, improving 

the firm’s reputation and finally achieving the vision of company, corporates 

nowadays consider M&A as a practical strategy to strengthen themselves. Therefore, 

a large number of M&A cases appear in the business world, some of which are 

successful and some of which bring negative impact on acquiring companies. After 

M&A transactions, the acquiring companies will get required proportion of assets, 

equity and debt from acquired companies, which depend on M&A agreement. Most 

often, mergers and acquisitions transactions benefit the acquiring companies in 

several ways. First, M&A can bring economies of scale to enterprises. For example, 

acquiring enterprises can supplement and restructure the assets or capitals to 

achieve the optimal economic scale after M&A, with their production costs 

minimized. Besides, acquiring enterprises can produce various products or services 

to meet the needs of different consumers and succeed to expand the target market 

through mergers and acquisitions. Second, M&A brings market power to acquiring 

enterprises and improves the competitiveness of those enterprises. For instance, 

one company performs well in most areas except one because of limited technology 

and innovation. In this case, acquiring a company specialized on this area will be an 

effective approach to improve the weakness in the short-term. Synergy effects are 
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common in mergers and acquisitions that the total value and competitiveness of 

firms exceeds the previous sum of two firms after M&A. Third, M&A is a practical 

method for a company that wants to enter new industry with low costs and quick 

profits. M&A can help acquiring firms achieve the goal of diversified operation with 

lowered risk of corporates’ production and operation. In brief, a friendly and value-

adding M&A transactions can bring great potential to acquiring companies. 

The Walt Disney Company originally founded on October 16, 1923 and developed in 

the animation industry. Then the Walt Disney Company diversified itself into film 

production, theme parks and streaming services. And now Disney has already 

become the leading mass media and entertainment conglomerate around the world. 

Micky and Minnie are widely regarded as the most loved characters for children and 

Disneyland Park is one of the most popular worldwide theme resorts. Beginning with 

a small cartoon studio, the establishment of Disney entertainment business empire 

is not overnight, but it is always inseparable from the capital operation method of 

mergers and acquisitions. Since 1980s, Disney started to merge and acquire 

diversified corporates in different areas or divisions in order to expand its 

entertainment empire and increase its target market step by step. The purchase on 

January 23, 2006 of Pixar, a company with pioneering 3D animation technology, 

made Disney to continue to maintain the absolute competitiveness in animation 

industry. Besides, this acquisition brought a creative and talented team to Disney, 

who created popular works such as Toy Story. The creativity and profession of Pixar 

also improved the animated filmmaking of Disney. On August 31, 2009, the 



 3 

acquisition of Marvel Entertainment made Disney capture the youth market. The 

biggest asset of Marvel was its more than 5000 characters, which was considered as 

a “sleeping goldmine” by Disney. With thousands of characters and stories from 

Marvel Comics, Disney produced a large number of derivatives through its advanced 

filmmaking technology. Disney put comics on the screen and showed them in front 

of audiences, resulting in the expand of target market and a great deal of revenues. 

Some movies from Marvel Studios were ranked on the top in the global box office, 

which not only brought great profit but also strengthen the competitiveness of 

Disney in the film industry. After the success of Pixar and Marvel, Disney announced 

the purchase of Lucasfilm on October 30, 2012. Disney had captured one of the most 

mature and largest IP in the worldwide field of science fiction (Star War), which 

could help Disney gain a big amount of revenue in the future. These three successful 

acquisition cases gradually increased the market power of Disney and created a huge 

profit to company itself. 

The development of Disney has suggested that mergers and acquisitions are the 

most practical approaches when it is not possible to effectively join a certain 

segment of industry through its own business ability. The success of previous 

mergers and acquisitions has showed that the Walt Disney Company owns excellent 

prospective to entire entertainment market and has profitable strategies for 

company’s development. On November 6, 2017, CNBC reported that the Walt Disney 

negotiated with 21st Century Fox about acquisition issue. That was the early 

information release and created a surprise in the society. On December 14, 2017, 
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two companies officially announced that they confirmed a $52.4 billion deal. 

Because of the presence of Comcast, the bidding war between Disney and Comcast 

continued from May 2018 to July 2018. On July 19, 2018, Comcast dropped its bid 

and on July 25, 2018, Fox announced it voted to approve the Disney’s acquisition. On 

March 20, 2019, Disney closed its $71.3 billions Fox acquisition, which was the 

largest acquisition in the history of the movie industry. The direct result was that the 

"big six" in Hollywood has become the "big five", and Disney had become the 

absolute leader in the movie industry at the same time. Except the Fox studios and 

satellite channels, Disney obtained 30% stake in Hulu, strengthening itself in video 

streaming service under the competition with Netflix and Amazon. The combination 

of two leading companies brought the entertainment industry to a new era.  

In the study, the researcher proposes to find the specific impact of this acquisition 

activity on acquiring company’s performance. The acquisition of 21st Century Fox 

brings great profit to Disney Company and make Disney leading and promising in the 

future. The expand of video streaming service market will be a new huge revenue 

resource for Disney, which is a weak part of Disney in the previous time. Therefore, 

the future development of Disney Co. is estimated to be better. Disney builds a 

strong empire in film and entertainment industry. Specifically, the study focuses on 

the acquisition impact on company’s stock price and profitability. Since the stock 

price flexibly and precisely reflects the market expectation and profitability index is 

the most important and concerned part for both company managers and 

shareholders. The study conducts linear charts analysis to directly show the change 
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resulted from acquisition and t-test that confirms the stock price of Disney has 

significantly change. 

The significance of the study is to figure out the specific impact on Disney after 

acquisition of Fox based on detailed data, including shareholder’s wealth and 

company’s profitability. And the result of study can help Disney determine the value 

of acquisition project and predict the future performance. Also, the conclusion of the 

study can help to prove the statement that a value-adding merger or acquisition will 

benefit the acquiring company, as it will increase the profitability of company and 

wealth of stockholders. In addition, the positive impact of Fox acquisition suggest 

that the Walt Disney Company can continue M&A approaches to expand its target 

market and increase the revenue and reputation as well if Disney has correct 

evaluation and estimate on acquired companies. Finally, the research of stock price 

in the study can help the public perform and determine well on stock market if the 

public hear the information that one company will merge or acquire another 

company in the future.  
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Literature Review 

Mergers & Acquisitions 

Nowadays, mergers and acquisitions play crucial roles in the development of both 

buyer companies and target companies, and strong companies or wise 

entrepreneurs prefer to consider merging or requiring some other companies in 

order to expand their business scope and grow faster than competitors. In 1980s, 

M&A activities are regarded as greedy behavior, but today, they are considered as a 

strategy for company growth and a tool to consolidate the whole industry. 

(Sherman, 2018) Reconstructing and expanding activities like M&A lead to great 

influence on both buyers and sellers’ companies. Generally speaking, if the selling 

price is acceptable and profitable for acquired companies and if the acquisition is the 

value-adding activity for acquiring companies, M&A will benefit the companies’ 

performance. Neethu & Viswanathan (2015) proposed that if the firm achieved the 

goals after M&A, it could be determined that M&A would bring a positive effect for 

the firm; but if the goal is not achieved, this M&A activity will be considered as a 

failure. And it is undeniable that not all deals happened succeed at last, “either due 

to antitrust or regulatory concerns, loss of transactional momentum, or shift in the 

marketplace.” (Sherman, 2018) From past to now, studies related to mergers and 

acquisitions are various, discussing about the process and guide of M&A, the risk 

analysis of M&A and certainly the impact of M&A on different aspects. 
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Empirical Studies 

Several previous studies researching the effect of M&A on different concepts and 

their methodologies are worth learning. Ferrara and Bacon (2014) discussed the 

announcements of M&A and its impact to detect market efficiency. Because M&A 

announcements are public information, Ferrara and Bacon used semi-strong efficient 

market hypothesis and risk adjusted event study methodology (market model) based 

on the data of 15 companies listed in the US to evaluate the change on stock price 

because of M&A and the efficiency of market information reflecting on the stock 

market. They reached the conclusion that because of some insider information, 

acquiring company’s stock price will dramatically rise about 7 days before the day 

company announced the acquisition activity. But after the official announcement 

day, the stock price will decline to the initial situation since the semi-strong efficient 

market hypothesis implies that investors could not gain abnormal returns based on 

public information.  

Similarly, Tang and Xu (2016) studied the stock price change of acquired companies 

before M&A announcement from 1981 to 2011. They deduced that undisclosed 

insider trades led to acquired companies’ stock price run-up. (Tang & Xu, 2016) They 

obtained a sample of 10,202 M&A activities and the majority of them were friendly 

or neutral M&A rather than hostile ones. Tang and Xu detected positive price 

reactions up to 30 days before M&A announcements and price kept increasing until 

the announcement day. Next, they observed some comparable firms in the same 

industry with sample firms and examined the Tobin’s Q ratio to rule out the market 
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anticipation as the cause of target stock price run-up. And they tracked the reported 

insider trades and found that reported insider trades did not dramatically increase 

until a few days before announcement. Finally, they used three measures – IT_News, 

INST and PIN – to prove that undisclosed insider trading is the true reason to explain 

the stock prices increase.  

Shah and Khan (2017) surveyed on acquirer banks’ performance in Pakistan. The 

sample size they used is 18 listed banks and they determined the impact on 

performance through financial ratio analysis and t-test. T-test is used to decide 

whether two sets of data has significant change. Shah and Khan summarized that 

acquirer banks’ performance in Pakistan have deteriorated after mergers and 

acquisition. Therefore, the researchers suggested that the banks should consider 

investing money on capital resources rather than mergers and acquisition if they 

want to expand their networking. (Shah & Khan, 2017) Ineffective M&A activities will 

ultimately harm the acquirer banks. 

Specifically, Leepsa and Singh (2016) focused on the case that Punjab National Bank 

(PNB) acquired one insurance company called Metlife India Insurance Co. Ltd. The 

performance of banking was analyzed in short-term and long-term. They used 

CAMEL model to evaluate the long-term impact, used stock price and calculated 

coefficients, standard error and p-value to evaluate the short-term impact. In short-

term impact, Leepsa and Singh concluded that significant changes happened on the 

bank’s share prices. As for long-term impact, it is inconsistency. Capital Adequacy 
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Ratio reveals the financial soundness of a company. The CAR in Punjab National Bank 

increased after acquisition, therefore, PNB’s ability to solve the business problem 

with sufficient capital increased. Asset Quality indicates one firm’s financial health 

and PNB’s AQ moved up slightly in long-term, which means the bank’s financial 

strength has increased. Acquisition improved management performance as well, 

which indicates PNB worked effectively, efficiently and productively. Earnings 

parameter shows that in the initial two years, the income decreased but later it 

increased. Liquidity parameter is important for competition in industry, as for PNB, 

the data shows there was no liquidity crisis during 2008 to 2014. 

Edi and Irayanti (2019) studied on the effect of mergers and acquisition on firm 

performance and its quality. And the result in this study is that effect on 

performance is negative, but the effect on quality of earnings is insignificant positive. 

Similarly, it is a quantitative research and data is from 3 years before and after M&A. 

Edi and Irayanti calculated some ratios such as GPR, NPR, RCE, EPS, ROA, ROE, and 

Earnings Quality to proceed their study.  
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Methodology and Data 

The research design is longitudinal studies, which is a kind of observation on the 

same object over a period of time. The researcher conducts secondary data 

collection method and data is from company’s financial statements, annual reports 

during the period involved the issue of acquiring 21st Century Fox; the stock prices 

involved in the research are the close prices of The Walt Disney (DIS) listed on NYSE, 

currency in USD. The acquisition of Fox lasted about 17 months including the early 

information release. In this study, researcher concentrates on especially three 

events.(Table1) 

 

Event #1 Nov 6, 2017 CNBC reported that Disney negotiated with Fox 

about acquisition issue 

Event #2 Dec 14, 2017 Two companies confirmed a $52.4 billion deal 

Event #3 March 20, 2019 The acquisition was completely finished. 

Table 1 

 

 Q3 2018 Q4 2018 Q1 2019 Q2 2019 Q3 2019 Q4 2019 

For the 

period 

ending 

06/30/ 

2018 

09/29/ 

2018 

12/29/ 

2018 

03/30/ 

2019 

06/29/ 

2019 

09/28/ 

2019 

Table 2 

Accordingly, the researcher uses official financial statements of the Walt Disney 

Company from the third quarter on 2018 to the fourth quarter on 2019 to analyze 

the profitability change of Disney during pre-acquisition and post-acquisition. (Table 
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2) The first quarter in Walt Disney financial reporting ends at the last day of the 

previous year. The research analyzes some indexes to study the acquisition impact 

on profitability of the Walt Disney, including market capitalization, enterprise value, 

total revenue, revenue growth and earnings per share. According to Bloomberg, the 

enterprise value in the study equals the sum of market capitalization, preferred & 

other and total debt, subtracting cash & equivalents. It indicates the market value of 

a company, instead of book value, which effectively shows the performance of a 

company in the industry. Since the acquisition brings Disney a big amount of debt 

from 21st Century Fox, the study also analyzes the enterprise value without total 

debt to eliminate the possibility that the significant increase of firm’s value results 

from the great debt from Fox. In addition, total revenue in the financial statements 

of the Walt Disney Company includes four segments: media networks; parks, 

experience and products; studio entertainment and direct-to-consumer and 

international. The study uses graph analysis to compare the different changes among 

different segments. Since the purchase of 21st Century Fox brings a large amount of 

debt to Disney, which greatly increase the total liability of company. So the study 

does not analyze the earnings after subtracting cost of debt, such as net income and 

other ratios related to net income.  

The researcher collects the stock price of Disney Company during different time 

period and observes the fluctuation using graphs. The stock close prices are 

collected from September 2017 to October 2019, with the focus on three events 

mentioned before. Besides, the t-test is used to examine whether there is 
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significance difference after the acquisition, since t-test is a statistical method 

especially used on small sample size. 

Independent test is related to independent samples and tests whether the 

difference between a sample mean and a known population mean is significant. 

When the population distribution is normally distributed, if the population standard 

deviation is unknown and the sample size is less than 30, then the deviation statistics 

of the sample mean and the population mean are t-distribution. T statistic will be 

calculated as . Paired T test is to test whether the difference 

between the mean of two samples and the population represented by them is 

significant. The formula for t statistic in paired T test is . 

(Kim,2015) The study sets seven days before event day and seven days after event 

day as two samples, since the stock market is flexible and varied. A sample of seven-

day stock prices is small enough to slightly eliminate other external factors that may 

affect the stock price of Disney and big enough to observe the change after three 

event days. Thus, the study conducts paired T test with one-tailed distribution.  
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Analysis and Finding 

Stock price 

Stock market effectively reveals the expectation of investors toward this acquiring 

activity. The trade volume has significant increase on three event days, with 

171.79%, 166.08% and 29.70% change respectively. Surprisingly, the trade volume 

increased by 410.43% on April 12, 2019 when the Walt Disney Company webcasted 

its Investor Day 2019 and introduced the upcoming Disney+ on the previous day. 

The stock price was collected during the seven days before and after three specific 

events. Since the study compares the change after acquisition, the paired T test is 

used, with one-tailed distribution. The minimum, maximum, mean, standard 

deviation and significant analysis value of six samples are listed in the table3. The 

line charts of stock price (figure1,2,3) show the variation trend during three event 

days. 

 

Table 3 
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Figure 1 Figure 2 Figure 3 

 

 

Figure 4 

 

According to T-test, if the significant analysis value is below the level of significant 

0.05, it indicates that two samples have significant difference. As indicated in the 

table3, the significant analysis values of three events are 0.0000632, 0.0000251 and 

0.0032346 respectively, which are all far lower than 0.05. It suggests that acquisition 

activity has a significant impact on the share price of Disney. From the figure 1,2,3, 

the stock price basically kept rising during the acquisition event days. Although stock 

price decreased slightly on March 20, it is possibly because the film enterprises all 

suffered the decrease of share price during that period, such as Universal Picture 

(0.94% decline), Paramount Pictures Inc (1.32% decline) and Metro-Goldwyn-Mayer 
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Inc (1.20% decline). Besides, share price upsurged by 11.54% on April 12, with 

410.43% increase in trade volume. Positive performance of Disney’s stock price 

around the important days of M&A activity implies that investors believe the 

acquisition of Fox can bring big potential to Walt Disney and the market expectation 

for this activity is high. Beginning from the end of March 2019, the stock price kept 

upsurging, reaching an unprecedented high level. (Figure 4) The tendency reveals 

that the share price will keep in this high level in the future and may slightly 

increase. In short, acquiring 21st Century Fox increases the shareholder’s wealth and 

market value of the Walt Disney Company. 

 

Profitability 

The study on Disney’s profitability focuses on market capitalization, enterprise value, 

revenue and EPS. (Enterprise value = Market Capitalization – Cash & Equivalents + 

preferred & Other + Total Debt). Figure 5,6 directly show that acquisition of Fox 

increases Disney’s Market Value. Although the acquisition brings a big amount of 

Fox’s debt to Walt Disney (approximately $19.2 billion), the curve for enterprise 

value deducting debt is stills upward (Figure 7). It strongly indicates that the 

acquisition has positive effect on Disney’s performance.  
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Figure 5 Figure 6 

(in millions of USD) 

 

Figure 7 (in millions of USD) 

The positive effect of acquisition activity also reflects on the dramatic improvement 

on company’s revenue. The Figure 9 draws the revenue growth rate (%, YoY) from 

Q3 2018 to Q4 2019. Since the acquisition became completely effective on the 

second quarter in 2019, it is obvious that acquiring 21CF brings significant revenue to 

Walt Disney. Further research on segment revenue (Figure 8) reveals that upsurge of 

revenue mainly caused by the increase of direct-to-consumer and international 
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revenue, since the trend lines of total revenue and direct-to-consumer and 

international revenue are parallel while other segment revenues keep constant 

during that period. Direct-to-consumer and international includes recently popular 

and profitable streaming service (Disney+, Hulu), which is also an uncompetitive area 

in Disney. With the presence and popularity of online video services, Netflix and 

Amazon receive a large profit from it. The Walt Disney Company, however, is 

professional at filmmaking and gets major profit from theme parks. Disney needs to 

improve the streaming services and enhances its market power under the 

competition with the new potential enterprises like Netflix. Hulu LLC (Hulu) is a 

subscription video service originally owned by 21st Century Fox and is popular in US. 

As one of the most important parts in the acquisition activity, Disney decided to use 

Hulu to strengthen its market of streaming service. Following the complete 

acquisition, the Walt Disney fully controlled the Hulu and the operating income from 

Hulu started to record in the Q2 2019 (ending at 3/30/2019). In addition to bring 

operating income, Hulu will help Disney compete with Netflix, Amazon and improve 

Disney’s reputation in the entertainment industry.  

As Robert A. Iger, Chairman and Chief Executive Officer of The Walt Disney 

Company, said on the third quarter of 2019 that company’s third-quarter financial 

results reflect efforts to effectively integrate the 21 CF assets to enhance and 

advance the strategic transformation of Disney, the Walt Disney gains great 

potential from 21CF and the revenue will keep rising in the future.  
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Figure 8 (in millions of USD) 

 

 

Figure 9 

The earning per share for Disney declines during six quarters, as showed in the 

Figure 10. The first explanation is related to the Merger Agreement. Walt Disney and 

21 CF agreed that when the acquisition becomes effective, “each share of 21CF 

common stock will be exchanged for $51.572626 in cash or 0.4517 shares of 
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common stock of TWDC Holdco 613 Corp, the holding company that will own both 

Disney and 21CF following the Acquisition.” (thewaltdisney, 2019) As a consequence, 

the Walt Disney issued 307 million shares on the acquisition date. Therefore, the 

number of outstanding common shares increased and the earning per share 

decreased during this period. The second explanation is related to the cost of debt. 

Since Disney acquired 21CF with its large debt, the cost on debt went up greatly. 

Consequently, net income would be negatively affected even though the revenue of 

company increased a lot.  

 

 

Figure 10 

Five indexes related to company’s profitability indicate that the acquisition of 21st 

Century Fox has positive impact on the profitability of the Walt Disney Company. The 

acquisition greatly increases the market capitalization, and therefore increases the 

enterprise value of Disney, although 21CF adds a big amount of debt to Disney. Plus, 

the total revenue gets significant increase after acquisition, with a large proportion 
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from the revenue of direct-to-consumer and international. Combined with the 

details of acquisition agreement, it is apparent that Hulu (originally part of 21CF) 

brings huge revenue to its new owner, approximately three billion. This proportion 

of revenue will keep increasing since the video streaming service becomes popular 

nowadays. With the developing streaming service (Disney+, Hulu and so on), the 

Walt Disney Company will perform better in the future and get strong 

competitiveness with other media-services providers such as Netflix and Amazon. 

And the earning per share will also increase later because of constantly rising 

revenue. Like the study mentioned before, the decline of EPS after acquisition will be 

temporary due to the issue of new shares and great cost of debt. In the long-term, 

the revenue earned from Hulu will positively affect the net income of company. 

Besides, the characters under 21Fox will be controlled by Disney like X-men and 

Marvel Studio can produce more superhero films that most fans felt eagerly 

anticipated. Studio entertainment revenue of Disney will go up accordingly. The 

long-term net income is estimated to rise again. Therefore, earning per share of 

Disney will come back to the high level and may increase in the future. 
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Conclusion 

The study purposes to figure out the impact of the acquisition of 21st Century Fox on 

performance of the Walt Disney Company. According to data calculation, financial 

statement analysis and chart analysis, the conclusion of the study is that the 

acquisition of 21CF has positive impact on Disney. The share price has significantly 

increased after acquisition and thus the wealth of shareholders is promoted. The 

positive impact also reflects on the profitability of Disney. The market capitalization 

and enterprise value have great increase after acquiring Fox. Although Fox brings a 

large amount of debt to Disney, the curve for enterprise value deducting total debt is 

still upward. The revenue growth rate of Disney (YoY) upsurges after acquisition, 

which indicates purchasing 21CF is profitable for Disney. The total revenue also has 

apparent increase. Since the total revenue consists of media networks; parks, 

experiences and products; studio entertainment; and direct-to-consumer and 

international, the linear chart including total revenue and segment revenue reveals 

that the major reason for revenue increase is the great improvement from direct-to-

consumer and international revenue, which involved the video streaming services 

(Hulu). Originally controlled by 21CF, Hulu brings huge revenue to Disney and help 

Disney compete with other leading streaming-services providers such as Netflix and 

Amazon. In short, the acquisition of 21CF positively affects the performance of 

Disney, this transaction not only increase the wealth of company and shareholders, 

but also promote the profitability of company.  
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The limitation of the study included two parts. Other factors that affect the Disney’s 

performance cannot be eliminated in the study, such as the bad news occurred 

during the period researched in the study – accounting fraud and security check 

issue on August, which will hurt the image of company and bring negative effects on 

stock price. Similarly, the issues like one-week Spring Break and success on box office 

of Avengers: End game unquestionably bring Disney a large amount of revenues on 

March and April. The study has not ruled out the effects from other factors and 

assumes that the acquisition activity is the major reason to explain the change 

before and after acquisition. Another limitation is the data range is limited, since the 

acquisition happened on March this year. More future data and analysis will help 

researchers figure out the impact of Fox acquisition on Disney in the long-term.  

However, the study also has contribution on the project evaluation and prediction 

for the Walt Disney Company. The study of these two big companies merging is of a 

great significance in the research of mergers and acquisitions in the entertainment 

market. Apparently, this acquisition transaction is successful and strengthens the 

company’s performance. The direct chart analysis indicates that the positive impact 

will be also showed on the long-term performance. For the further studies, more 

data across long periods can be collected and analyzed to figure out the long-term 

influence on development of the Walt Disney Company.  
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