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Preface

We live and work in a multi-polar world where sources of supply and demand are constantly evolving and shifting
around the world. Organizing and growing a global business has never been so attainable, particularly in emerging
economies; at the same time, it has never been so complex. The same interconnections between countries, companies
and people that bring an abundance of opportunities, also bring with them new and multifaceted risks. In this competitive
environment, M&A has grown to become a popular avenue to achieve rapid reach and scale.

The new dynamics of M&A by Indian companies put a premium on supply chain integration as a key contributor to
successful M&A.

In this backdrop, Restructuring, rehabilitating, re-engineering, revising and re-incarnating-all for survival and growth
In chapter 1, various reasons, occasions and ambitions for restructuring have been discussed.

Chapter 2, begins with how restructuring can be done through amalgamation, Mergers and Acquisitions.(M&As)
and M& A s role in transformation of economy-United States and India. The chapter also covers stages of the Merger
and Acquisition (M &A) Process both from buyers and sellers point of view.

Chapter 3 presents review of the planning process and the role of diversification and mergers in strategic planning.
Chapter 4 goes through  motivations of Buying or Selling the Business including hostile takeovers.
Chapter 5 discusses what is due diligence about and the importance of cultural due diligence i.e. a look at corporate

cultures and attempts to ascertain an organizational fit between the two merging companies
Chapter 6 explains synergy value that is, various technical and financial aspects of the M&A transactions that can

present opportunities to make one plus one equal to three.
It also presents ways in which transactions can be structured to capitalize on the synergistic opportunities. It also

covers the estimated economic gains and costs from mergers and the area of Contract possibilities- a Generalized
Model, The share exchange ratio, the Bargain Zone and the Valuation of the Merging Corporations.

Chapter 7 covers Deal types and Financing of Mergers and Acquisitions.
Chapter 8 deals with Accounting for Mergers and Acquisitions.
Chapter 9 explains in detail Tax Effective Structuring of Amalgamation, Merger or De-merger of Companies

including Cross Border acquisitions
Chapter 10 deals with Corporate Finance Framework i.e. restructuring and ownership changes involved in merger

and tender offer activity often affect and are influenced by the financial structures of firms. To separate the effects of
purely financial policy changes from other forms of restructuring, the chapter seeks to provide some perspectives on
corporate financial policies and decisions.

Various methods of valuing a business enterprise, its assets are covered in Chapter 11.
Chapter 12 explains that M&A just like capital expenditure decisions involve huge capital outlay and difficult to

reverse, hence needs to be handled with caution.
The chapter also covers four primary issues in strategic considerations of Mergers &Acquisitions i.e. M&A activity

should come within the framework of Strategic Planning, Identification of synergies, Valuation and Integration The
chapter also covers the causes of risk in M&A and its preventive measures.

Chapter 13 covers Employee Stock Option Plan (ESOP).
Chapter 14 deals with Corporate Control Mechanism and Take Over Defenses.



Chapter 15 considers Final Stages of Mergers & Acquisitions i.e. stages to make the buy/sell decision and also
methods of dealing with a decision to back out of the transaction. It also explains the areas of consideration when
developing an integration strategy and specific steps of successful post acquisition integration.

Chapter 16 deals with Regulatory Framework of Mergers and Acquisitions i.e. procedure for Merger and
Amalgamation and SEBI guidelines for takeover

Chapter 17 covers Ethical Approach to Mergers and Acquisitions.
Chapter 18 deals with the important aspect-Why Mergers Fail? and  steps to make them work.
Chapter 19 covers other Dimensions of Corporate Restructuring like Restructuring  of a Sick Organization, Financial

Aspects of Various Restructuring Exercises (For Various Purposes); Financial Strategies for the Emerging Multinational
Corporations from the developing countries and Strategic Alliances and Joint ventures and how to make them work.

Chapter 20 covers Case Studies on various aspects of Mergers and acquisitions.
I would like to express my sincere thanks to Himalaya Publishers House Pvt Ltd and their staff for the

encouragement and help in bringing out this publication.
Finally, I am grateful to my wife Shukla and children Pritish and Sanchari for their untiring support and patience

without which the publication of this book was not possible.
Comments from the users are welcome.

– Dr. Pradip Kumar Sinha



B
Chapter 1 CORPORATE RESTRUCTURING 01 – 17

Chapter 2 INTRODUCTION TO MERGERS AND ACQUISITIONS AND
STAGES OF THE M&A PROCESS 18 – 32

Chapter 3 STRATEGY DIVERSIFICATION AND MERGERS 33 – 49

Chapter 4 MOTIVATIONS OF BUYING OR SELLING THE BUSINESS WITH
REGARD TO MERGERS AND ACQUISITIONS 50 – 65

Chapter 5 HOW TO GO ABOUT-DUE DILIGENCE PROCESS INCLUDING
CULTURAL DUE DILIGENCE? 66 – 84

Chapter 6 SYNERGY VALUE AND TRANSACTION STRUCTURES 85 – 102

Chapter 7 DEAL TYPES AND FINANCING  OF MERGERS AND ACQUISITIONS 103 – 127

Chapter 8 ACCOUNTING FOR MERGERS AND ACQUISITIONS 128 – 133

Chapter 9 TAX EFFECTIVE STRUCTURING OF AMALGAMATION, MERGER OR
DE-MERGER OF COMPANIES INCLUDING CROSS BORDER ACQUISITIONS 134 – 156

Chapter 10 CORPORATE FINANCE FRAMEWORK 157 – 167

Chapter 11 METHODS AND APPROACHES TO BUSINESS VALUATION 168 – 192

Chapter 12 RISK MANAGEMENT IN MERGERS AND ACQUISITIONS-DOMESTIC
AND CROSS BORDER 193 – 218

Chapter 13 EMPLOYEE STOCK OPTION PLAN (ESOP) 219 – 240

Chapter 14 CORPORATE CONTROL MECHANISM AND TAKE OVER DEFENSES 241 – 256

Chapter 15 FINAL STAGES OF MERGERS & ACQUISITIONS 257 – 268

Chapter 16 REGULATORY FRAMEWORK OF MERGERS AND ACQUISITIONS 269 – 315

Chapter 17 TAKING AN ETHICAL APPROACH TO MERGERS AND ACQUISITIONS 316 – 323

Chapter 18 WHY MERGERS FAIL? STEPS TO MAKE THEM WORKABLE 324 – 351

Chapter 19 OTHER DIMENSIONS OF CORPORATE RESTRUCTURING 352 – 382

Chapter 20 CASE STUDIES 383 – 413

rief Contents



C
Chapter 1 CORPORATE RESTRUCTURING 01 – 17

1.1. Meaning
1.2. Scope for Corporate Restructuring
1.3. Symptoms for Restructuring

1.3.1. Operational Symptoms
1.3.2. Strategic Symptoms
1.3.3. Market, Economy-level and Global Symptoms
1.3.4. Financial Symptoms-

1.4. Motives behind Corporate Restructuring
1.4.1. Motives behind expansion
1.4.2. Motives behind Corporate control
1.4.3. Motives behind Contraction
1.4.4. Motives behind Change in Ownership

1.5. Significance of Corporate Restructuring
1.6. The Restructuring Plan
1.7. Kinds/Forms of Corporate Restructuring
1.8. Choice of Corporate Restructuring

1.8.1. Expansion
1.8.2. Contraction
1.8.3. Corporate Control
1.8.4. Changes in Ownership Structure

1.9. Present Scenario of Corporate Restructuring
1.9.1. Global Scenario
1.9.2. Indian scenario

1.10. Limitations of Corporate Restructuring
Summary
Self-assignment

Chapter 2 INTRODUCTION TO MERGERS AND ACQUISITIONS AND
STAGES OF THE M&A 18 – 32

2.1. Overview - Restructuring Through Amalgamations,
Mergers and Acquisitions

2.2. Types of Combinations
2.2.1. Merger or amalgamation
2.2.2. Acquisition
2.2.3. Takeover
2.2.4. Holding Company

2.3. Classifications of Mergers – Horizontal mergers, Vertical Merger,
Congeneric mergers, Conglomerate Merger, Consolidation mergers,
reverse merger, Accretive mergers, Dilutive mergers,

2.4. Distinction between Mergers and Acquisitions
2.5. Stages of the Merger and Acquisition (M &A) Process

2.5.1. Differences between Buying and Selling
2.5.2 Preparing to Sell or Buy
2.5.3. Finding the Candidate
2.5.4. The Meetings
2.5.5. The Due Diligence Stage
2.5.6. Specially Technology Comments
2.5.7. Arranging Financing
2.5.8. Negotiating and Signing the Agreements
2.5.9. Operating the Ventures
2.5.10. Moving on the Next One

Summary
Self-assignment

ontents



Chapter 3 STRATEGY DIVERSIFICATION AND MERGERS 33 – 49

3.1. Strategy Making Process-
3.1.1. Developing a Strategic Vision: The first direction-setting task
3.1.2. Establishing Objectives: The Second Direction-setting Task
3.1.3. Crafting a Strategy, Phase 3 of the Strategy-Making,

Strategy-Executing Process
3.1.4. Implement and Execute the strategy: Phase 4 of the

Strategy-Making, Strategy-Executing Process
3.1.5. Initiating Corrective Adjustments: Phase 5 of the

Strategy-Making, Strategy-Executing Process
3.2. Alternative Strategy Methodologies- Gap Analysis-assessment of goals

versus forecasts or projections; Top-Down and/or Bottom Up-company
forecasts versus aggregation of segments; Computer models-opportunity for
detail and flexibility; Competitor  Analysis-assess customers, suppliers, new
entrants, products and product substitutability; Logical Incrementalism- well
supported moves from current bases; Muddling through-incremental changes
selected from a small number of policy alternatives; Comparative Histories-
learn from the experience of others; Delphi Technique-iterated opinion
reactions; Discussion Group Technique-stimulating ideas by unstructured
discussions aimed at consensus decisions; Adaptive processes-periodic
reassessment of environmental opportunities and organization capability
adjustments required; etc

3.3. Alternative Analytical Frameworks in the Formulation of Strategy
3.4. Approaches to Formulating Strategy
3.5. Evaluation of the Alternative Approaches to Strategy Implementation
3.6. Diversification Strategy
Summary
Self-assignment

Chapter 4 MOTIVATIONS OF BUYING OR SELLING THE BUSINESS WITH
REGARD TO MERGERS AND ACQUISITIONS 50 – 65

4.1. Introduction
4.2. Theories of Mergers/ Motives for Mergers

4.2.1. Inefficient Management:
4.2.2. Operating Synergy Theory
4.2.3. Financial Synergy
4.2.4. Strategic Realignment to Changing Rnvironment Theory
4.2.5. Undervaluation Theory
4.2.6. Information and Signaling Theory
4.2.7. Agency problems and Managerialism –
4.2.8. Winner’s Curse-Hubris
4.2.9. Market Power
4.2.10. Tax Benefits or Unutilized Tax Shields
4.2.11. Redistribution Hypothesis

4.3. Other Reasons for M&A
4.4. M&A Market-place Difficulties
4.5. Reasons for International M&As
4.6. Reasons for Cross-Border Mergers and Acquisitions
4.7. Reasons to Complete Cross-Border Mergers and Acquisitions
4.8. Recommendations for Effective Cross-Border Transactions
4.9. Motivations for Selling a Company
4.10. Special Small Business Considerations
4.11. Hostile Take Overs
Summary
Self-assignment



Chapter 5 HOW TO GO ABOUT-DUE DILIGENCE PROCESS INCLUDING
CULTURAL DUE DILIGENCE? 66 – 84

5.1. Introduction
5.2. Set the Objectives
5.3. Set the Selection Criteria and the Information Collection
5.4. Evaluation and Structuring the Offer (Term Sheet)
5.5. Due Diligence and Documentation

5.5.1. Meaning of due diligence
5.5.2. Difference from other assurance services
5.5.3. Need for due diligence
5.5.4. Determine the kind of “fit” exists between two companies
5.5.5. Making due diligence work
5.5.6. What can go wrong?
5.5.7. Due diligence is both for the buyer and the seller
5.5.8. Things to keep in mind when conducting due diligence
5.5.9. Steps in due diligence

5.6. Reworking the Financials
5.7. Investment Horizon and Disposal Considerations
5.8. Making the Decision to Buy or Sell a Business

5.8.1. Why Buy or Sell?
5.9. Cultural Due Diligence

5.9.1. People as Financial assets
5.9.2. Main processes prior to cover Human Resources factor

5.10. Accounting Due Diligence
5.11. Intellectual Property (IP) Due Diligence in M&A

5.11.1. Crucial Factors in IP Due Diligence
5.11.2. Challenges of valuing IP Assets

Summary
Self-assignment

Chapter 6 SYNERGY VALUE AND TRANSACTION STRUCTURES 85 – 102

6.1. Introduction
6.2. Pricing the Deal - Intrinsic Value, Market Value, Purchase Price,

Synergy Value, Value Gap
6.3. Calculating Synergy Value

6.3.1. Synergy value can take five forms-Cost Savings,
Revenue Enhancements, Process Improvements,
Financial Engineering , and Tax Benefits.

6.3.2. On Doing Deals for Strategic Reasons
6.4. Achieving Integration and Synergy

6.4.1. Synergy and Creation of value:
6.4.2. Foundations to the creation of synergy
6.4.3. Recommendation for creation of Synergy
6.4.4. Determine the value created by Merger

6.5. Transaction Structures to Support Strategic Goals
6.5.1. Purchase and Retain
6.5.2. Purchase and Separate
6.5.3. Purchase and Eliminate
6.5.4. Risk and Leverage

6.6. Value Created by Merger
6.6.1. Estimating the cost of a Merger-When the Merger is

financed by Cash, When the Merger is financed by Shares/Stock
6.6.2. The Area of Contract Possibilities – A Generalised Model,

The Share exchange Ratio, The Bargain Zone, Valuation of
the Merging Corporations

Summary
Self-assignment



Chapter 7 DEAL TYPES AND FINANCING  OF MERGERS AND ACQUISITIONS 103 – 127

7.1. Introduction
7.2. Acquisition Types-Merger, Asset Acquisition
7.3. Merger Types- Forward Merger, Reverse Merger, Triangular Mergers,

Consolidation, Asset Purchase, Divestiture
7.4. Financing the Acquisition

7.4.1. The Seller as a Source of Financing
7.4.2. Types of Funding – (i) Cash purchase or (ii) Debt Funding or

(iii) Equity Funding Or (iv) Seller Financing or (v) Creative Financing
i.e. creative combination of any or all of the above funding options.

7.4.3. Sources of Funding – Banking Institutions, Venture Capitalists,
Equity Financing, Bought out Deals, Using Warrants as an Equity
Kicker, Warrant Terms,

7.5. Leveraged Buy Outs (LBO)
7.5.1. Structuring of  LBO
7.5.2. Mechanism of LBO
7.5.3. The advantage of leveraged payment
7.5.4. General Economic and Financial Factors-Leveraged Buy-Outs
7.5.5. Illustration of An LBO
7.5.6. Elements of a typical LBO Operation:

7.6. The Role of Junk Bonds
7.7. The Leveraged Merger (LM)
7.8. The Management Buyouts (MBO)
7.9. Going Private and Leveraged Buy-outs

7.9.1. Sources of Gains and Empirical Evidence
7.9.2. Evidence on Post Buy-out Equity Value
7.9.3. Conclusion: towards a Theory of MBOs

7.10. A Guide to Raising Acquisition Capital from Simplest to Most Complex
7.10.1. Cash Versus Stock Trade-offs
7.10.2. How the Risk is distributed between Acquirer and Seller?

Summary
Self-assignment

Chapter 8 ACCOUNTING FOR MERGERS AND ACQUISITIONS 128 – 133

8.1. Introduction
8.2. Accounting Standards Governing Merger and Acquisition-AS 14
8.3. Definitions
8.4. Types of Amalgamations and its Accounting :

8.4.1. Accounting for Amalgamation in the books of transferee company
8.4.2. Accounting for Amalgamation in the books of transferor company

8.5. Treatment of Reserves
8.6. Amalgamation after the Balance Sheet Date
8.7. Disclosure
8.8. Limited Revisions to AS–14 of Accounting Standard 14 -Accounting for Amalgamation
8.9. Companies Act, 1956 and AS–14
8.10. AS–14 and International Accounting Standards
Summary
Self-assignment

Chapter 9 TAX EFFECTIVE STRUCTURING OF AMALGAMATION, MERGER OR
DE-MERGER OF COMPANIES INCLUDING CROSS BORDER ACQUISITIONS 134 – 156

9.1. Introduction to Modes of M&A in India
9.2 Meaning of Terms as per Tax Law – Amalgamation, Merger, De-merger
9.3 Income-tax Implications in Case of Amalgamation or De-merger

9.3.1. Notional Written Down Value in Case of a Capital Asset:
9.3.2 Amortisation of Expenditure in the Case of Amalgamation /

De-merger - Section 35 DD:
9.3.3 Scientific Research Section 35
9.3.4. Expenditure for obtaining license to operate telecommunication services

[Section 35ABB(6)]



9.3.5. Treatment of preliminary expenses [Section 35D(5)]
9.3.6. Treatment of expenditure on prospecting, etc of certain minerals

[Section 35E(7A)]
9.3.7. Treatment of capital expenditure on family planning [Section 36(1)(ix)]
9.3.8. Treatment of bad debts [Section 36(1)(vii)]
9.3.9. Deduction available u/s 80-IAB or 80-IB or 80-IC or 80-IE

9.4 Tax Concessions Relating to Transfer of Capital Asset in Case of
Amalgamation/Merger/De-merger

9.5 Carry Forward and Set-off of the Accumulated Losses and Unabsorbed
Depreciation Allowance in Amalgamation or De-merger, Etc. (Section 72A)
9.5.1 Carry Forward and Set-off of Accumulated Loss and Unabsorbed

Depreciation in Case of Amalgamation [Section 72A(1), (2) and (3)]
9.5.2 Carry Forward and Set-off of Accumulated Losses and Unabsorbed

Depreciation in Case of De-merger [Sec. 72(3)]
9.5.3 Carry Forward and Set-off of Accumulated Losses and Unabsorbed

Depreciation in Case of re-organisation of Business [Section 72A(6)]
9.5.4. Set off losses of a banking company against the profit of a

banking institution under a scheme of amalgamation [Section 72AA]
9.6. Provisions Relating to Carry Forward and Set-off of Accumulated

Loss and Unabsorbed DepreciationAllowance in Scheme of Amalgamation
of Banking Company in Certain Cases – [Section 72AB]

9.7. US Tax Considerations for Merger
9.8. US tax Considerations for Acquisitions
9.9. Mergers/Acquisitions in Europe
Summary
Self-assignment

Chapter 10 CORPORATE FINANCE FRAMEWORK 157 – 167

10.1. Introduction to Corporate Finance Framework
10.2. Factors to be Considered while Deciding the Methods of Payment

10.2.1. Capital Structure Decisions
10.2.2. Dividend Policy considerations of Acquirer and Target Companies
10.2.3. The Market impact of New Financing
10.2.4. Trends in Financial Position

Summary
Self-assignment

Chapter 11 METHODS AND APPROACHES TO BUSINESS VALUATION 168 – 192

11.1. Introduction to Business Valuation and Fair Market Value
11.2. Steps in Valuation Process

11.2.1. Engagement of Expert –Skills required from the expert
11.2.2. Research and Data Gathering - Issues to be considered,

Information to be provided, Resources required
11.2.3. Analysis and estimate of value

11.3. Valuation Methods – the Market Approach, the Asset-based
approach and the income approach.

11.4. Market Approaches – Guidelines Public Company Method, Discounts
and Premiums, Discount for Lack of Control,  Discount for Lack of
Marketability, Restricted Stock Studies, Option Pricing, Pre-IPO Studies,
Applying the Studies, Famous 5 Business Valuation Myths

11.5. Asset Based Approaches – Valuation in relation to book value,
Valuation as a Function of Liquidation, or Breakup Value, Open Market Value,
Replacement Cost, Reproduction Cost, Substitution Cost, Investment Value.
11.5.1. Asset Backing Method

11.6. Income Approaches – Discount or Capitalization Rates, Build Up Method,
Capital Asset Pricing Model (CAPM), Weighted Average Cost of Capital (WACC)
11.6.1. Earnings based valuation- Historical earnings valuation,

Future maintainable earnings valuation, Earnings Before Interest Taxes
Depreciation and  Amortization,(EBITDA) valuation (Capitalization
of Cash flow), Discounted Cash  Flow (DCF), The Free Cash Flow



(FCF) basis for Valuation, Shareholder’s Discretionary Cash Flow (SDCF)
Valuation, EVA and Valuation.

11.7. Market Based- Market Capitalization for Listed Companies, Market Multiples of
Comparable Companies for Unlisted Company,
11.7.1. Comparative Ratios - Price-Earnings Ratio (P/E Ratio),

Dividend basis of Yield Value, Enterprise-Value-to-Sales Ratio
(EV/Sales), An expected earnings multiple, Marakon Approach
based on market to book-value approach,

11.8. Valuation of a Brand
Summary
Self-assignment

Chapter 12 RISK MANAGEMENT IN MERGERS AND ACQUISITIONS-DOMESTIC
AND CROSS BORDER 193 – 218

12.1. Introduction
12.2. Why Mergers are Risky?
12.3. Strategic Issues in Merger and Acquisition
12.4. The Causes of Risk in Merger and Acquisition
12.5. Preventive Measures
12.6. Introduction to Cross Border Acquisitions
12.7. Foreign Direct Investment in the World Economy
12.8. Why do Firms Locate Production Facilities Overseas?
12.9. Meaning of Cross Border Acquisitions
12.10. Political Risk and FDI

12.10.1. Classification of Political Risks.
12.10.2. Measurement of Political Risk
12.10.3. How to Manage/Mitigate Political Risk

12.11 Introduction to Country Risk
12.11.1. Country risk and political, social and economic risks
12.11.2. Reaction to risk
12.11.3. Need for risk evaluation
12.11.4. Classification of country risk
12.11.5. Classification of action taken by the borrower
12.11.6. The development of country risk evaluation
12.11.7. Relationship of the firm to host Government Objectives and Strategy
12.11.8. Managing political risk - Before investing , After investing

Summary
Self-assignment

Chapter 13 EMPLOYEE STOCK OPTION PLAN (ESOP) 219 – 240

13.1. Introduction to ESOP
13.2. The Concept of ESOP
13.3. The Need for ESOP – Macro Principles, Micro Principles
13.4. Types of ESOPs- Non-Leveraged ESOP, Leveraged-Issuance ESOP,

Leveraged-Buyout ESOP
13.5. Advantges and Disadvantages of ESOP
13.6. Worksheet Analysis of ESOPs and other alternatives equity financing

and debt financing
13.7. The Legal Framework of ESOPs in India- SEBI; The Companies Act, 1956;

The Income-tax Act, 1961;
13.8. The Accounting Aspect
13.9. ESOP for private unlisted companies
13.10. Tax Implications – (a) in the hands of the employees; b)in the hands of

the company
13.11. Advantages of Using ESOPs to Structure Acquisitions and Divestitures

in an Uncertain Economy
13.12. MBO vs ESOP: Which is better?
Summary
Self-assignment



Chapter 14 CORPORATE CONTROL MECHANISM AND TAKE OVER DEFENSES 241 – 256

14.1. Introduction to Corporate Control Mechanism
14.2. Internal and External  Control Mechanism

14.2.1. Inside versus outside Directors and CEO Turnover
14.2.2. Stock Prices and Top Management Changes
14.2.3. Firm Characteristics and Control Mechanisms

14.3. Managerial Ownership and Corporate  Performance
14.3.1. Convergence of Interests Hypothesis versus

Entrenchment Hypotheses
14.3.2. The Role of Majority shareholders

14.4. Voting Rights and Value of Control
14.4.1. Evidence on Value of Control
14.4.2. Managerial Ownership of Voting Rights
14.4.3. Alternative Hypotheses on Voting Rights Premium

14.5. Dual-Class Recapitalization
14.6. Proxy Contests

14.6.1. Wealth Effects and Disciplinary Value of Proxy contests
14.6.2. The Link between Proxy Contests and Takeover Activity
14.6.3. Efficiency Problems of Proxy Contests

14.7. Take Over Defences
14.7.1. Introduction to Take Over Defenses
14.7.2. The Warning Signals
14.7.3. Financial Defensive Measures
14.7.4. Coercive Offers and Defense
14.7.5. Anti Takeover Amendments
14.7.6. Poison Pills Defense
14.7.7. Targeted Share Repurchase and Standstill Agreements
14.7.8. Strategic Reactions by Targets
14.7.9. Other Defense techniques- Preventive measures, Control over

the register, Refusal to register the Transfer of Shares;
Control over debts; Cross shareholding; Change of control
clauses (“Shark Repellents”); Post takeover defense, Litigation,
Self-tender; Pacman defense, Propaganda; White Knight; People Pill,

14.8. Concluding Remarks
14.9. Anti-takeover Defenses in India
Summary
Self-assignment

Chapter 15 FINAL STAGES OF MERGERS & ACQUISITIONS 257 – 268

15.1. Introduction
15.2. Assessing the Information
15.3. Buyer Information Base
15.4. Executive Management Team Consideration
15.5. Bottom-lining the Purchase
15.6. Determining the Final Price
15.7. Post Acceptance Activities
15.8. Backing Out of the Deal

15.8.1. Impact on Buyer
15.8.2. Impact on Seller
15.8.3. The Liabilities of Not Selling
15.8.4. Closing up Shop Completely
15.8.5. Management Buyout or Selling to an ESOP

15.9. After the Deal Closes, Specific Steps for Successful Post Acquisition Integration.
15.9.1. Acquire and Separate
15.9.2. Divesting
15.9.3. Acquire and Isolate
15.9.4. Transition Team
15.9.5. Timing Consideration
15.9.6. Involve Both Buyer and Seller
15.9.7. The Need for Communication



15.10. Legal Issues
15.11. Cultural Issues
15.12. Management Issues
15.13. Marketing Integration
15.14. Post Sale/Purchase Debriefing
Summary
Self-assignment

Chapter 16 REGULATORY FRAMEWORK OF MERGERS AND ACQUISITIONS 269 – 315

16.1. Procedure for Merger and Amalgamation
16.2. SEBI Guidelines for Takeover
16.3. New Takeover Code
16.4. Procedure for Merger and Amalgamation/Legal Framework
16.5. The Competition Act, 2002
16.6. Sales Tax
16.7. Excise Duty
16.8. Preliminary Legal Requirement – Asset versus Share Purchase
16.9. Acquisition Agreements and Related Legal Documents
Summary
Self-assignment

Chapter 17 TAKING AN ETHICAL APPROACH TO MERGERS AND ACQUISITIONS 316 – 323

17.1. Introduction
17.2. Business Ethics in the Global Community – Cross Culture Variability

in Ethical Standards, The Payment of Bribes and Kickbacks, Determining
what is Ethical when Local Standards Vary

17.3. How should a Finance Manager or a Strategist or A CEO Face an
Ethical Dilemma?

17.4. Ethical Economical Combinations
17.5. Ethical Issues in Merger and Acquisition Process
17.6. Managerial Conflicts of interest in Mergers and Acquisitions - Governance,

Hostile Takeovers, Inappropriate Accounting Practices
17.7. Managerial Implications Regarding Ethical Issues in Mergers and Acquisitions
Summary
Self-assignment

Chapter 18 WHY MERGERS FAIL? STEPS TO MAKE THEM WORKABLE 324 – 351

18.1. Introduction
18.2. Why Do Mergers Fail?- Lack of Communication, Lack of Direct Involvement by

Human Resources, Lack of Training, Loss of Key People and Talented
Employees, Loss of Customers, Corporate Culture Clash, Power Politics,
Inadequate Planning, Technology Integration, Regulatory Delay, Flawed
Intentions, Paying Too much (Excessive Premium) (Over paying); Size Issues,
Over Leverage, Diversification, Previous Acquisition Experience, Poor
Organization Fit, Poor Strategic Fit, Poor Cultural Fit, Poorly Managed
Integration, The Hubris Hypothesis or Behaviour, In Complete and
Inadequate Due Diligence, Limited Focus, Failure to Examine the Financial
Position, Failure to Evaluate the Target Company’ Condition in Detail, Failure
to Take Immediate Control, Failure to Set the Pace for Integration, Failure of
Top Management to Follow-up, Incompatibility of Partners, Lack of Proper
Communication, Failure of Leadership Role, Boardroom Schisms;

18.3. Recommendations for a Successful Merger – 1.Extensive and Regular
Communication,  2. Effective Planning  3. Retaining Key People, 4.Managing
Cultural Differences; 5. Training and Development, 6.Governance,
7. Leadership, 8. Post-Merger Integration Teams.

18.4. Conclusion for Successful Mergers



18.5. Management Challenges in Cross Border M&As : Make Cross-Border Teams
work, Compliance and Legal Constraints, Business Activities and Employee
Management, Global Client Relationship Management,

18.6. Post Merger Integration: Hard Data, Hard Truths
Summary
Self-assignment

Chapter 19 OTHER DIMENSIONS OF CORPORATE RESTRUCTURING 352 – 382

19.1. Restructuring a Sick Organisation
19.1.1 Well-phased Financial Package
19.1.2 Structural Reasons of Sickness Demanding Structural Changes
19.1.3 Sacrifices by the Stakeholders
19.1.4 Strategies for Weak and Crisis-Ridden Businesses

19.2. Financial Aspects of Various Restructuring Exercises (For Various Purposes)
19.2.1. Financial Aspects of Employee Productivity, Cost and Performance

Restructuring
19.2.2. Business Downsizing and Optimal Sizing for Drastic Changes in

Market Variables and Economy-level Developments.
19.2.3. Organizational Restructuring for Better Performance-result

Monitoring and Strategy Formulations
19.2.4. Restructuring of Ownership, Control and Empowerment

(including the variables of generation gap, cultural issues,
core competencies and business fundamentals)

19.2.5 Strategic Financial Aspects of the Generation Gaps in the
Family-owned Businesses

19.2.6 Restructuring of a Good Organisation to become a Great Organisation
19.2.7. Restructuring through Privatisation

19.2.7.1  The Financial Side of the Privatisation Process
19.2.8. Restructuring to Reach a Multinational Stage

19.3. Financial Strategies for the Emerging Multinational Corporations
from the Developing Countries

19.4. Alliances and Joint Venture
19.4.1 Definition
19.4.2 Conditions for Joint Ventures
19.4.3 Types of Joint Ventures
19.4.4 Strategic Issues in Joint Ventures
19.4.5 Benefits and Drawbacks in Joint Ventures
19.4.6. Forms of Joint Ventures- Contractual Arrangement, Jointly Controlled Assets,

Jointly Controlled Entities
19.4.7 Strategic Alliances and Joint Ventures with Foreign Partners
19.4.8 Making Alliances Work

Summary
Self-assignment

Chapter 20 CASE STUDIES 383 – 411

Case 1 How to use Mergers and Acquisitions to become a Global Leader?
Case 2 Crown-Line Plastics – Leaving the Legacy of Good Business in

Capable Hands
Case 3 Why Mergers and Acquisitions Fail and How to prevent it?

A Case Study of Bank of America with Security Pacific
Case 4 Acquisition of CORUS by TATA STEEL
Case 5 Merger of ICICI with ICICI Bank
Case 6 Merger of Hindustan Lever Ltd. and Tata Oil Mills Company
Case 7 Standard Chartered Bank Acquisition of Grindlay’s Bank
Case 8 Acquisition of Hutch by Vodafone
Case 9 The Mittal Arcelor Merger



 

Corporate Restructuring

Learning Objectives
By reading this chapter one will be able to understand
• Meaning, scope, symptoms, motives behind corporate restructuring
• Kinds, forms and choices of Corporate Restructuring.
• Present Scenario of Corporate Restructuring – Global and Indian

Structure
1.1. Meaning
1.2. Scope for Corporate Restructuring
1.3. Symptoms for Corporate Restructuring

1.3.1. Operational symptoms
1.3.2. Strategic Symptoms
1.3.3. Market, Economy-level and Global Symptoms
1.3.4. Financial Symptoms

1.4. Motives behind Corporate Restructuring
1.4.1. Motives behind expansion
1.4.2. Motives behind Corporate control
1.4.3. Motives behind Contraction
1.4.4. Motives behind Change in Ownership

1.5. Significance of Corporate Restructuring
1.6. The Restructuring Plan
1.7. Kinds/Forms of Corporate Restructuring
1.8. Choice of Corporate Restructuring

1.8.1. Expansion
1.8.2. Contraction
1.8.3. Corporate Control
1.8.4. Changes in Ownership Structure

1.9. Present Scenario of Corporate Restructuring
1.9.1. Global Scenario
1.9.2. Indian scenario

1.10.Limitations of Corporate Restructuring
Summary
Self-assignment

Chapter - 1



Mergers, Acquisitions and Corporate Restructuring2

1.1 Meaning
Business restructuring may be defined as a conscious effort to restructure policies, programmes, products,

processes and people to serve the redefined policies, programmes on a sustainable basis, because most of the
restructuring policies are carried out with an impulsive reaction to the market variables or internal problems,
without a serious attempt of looking at long-term (or sustainable) results

1.2 Scope for corporate restructuring
Let us look at the comprehensive scope available to restructure, which defines various interesting dimensions

of restructuring – The Purpose (Quantitative & Qualitative Results and their sustainability

 If the purpose decides the scope of restructuring, it should also decide the broad sequence of restructuring.
very often the purpose alone may not decide the sequence, the owners confidence, market variables of urgent
attention etc. do decide the sequence of restructuring. The following may be alternative sequences –
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Sequence 3 

Organizational Restructuring           Processes Restructuring 
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People-related Restructuring 
 

Restructuring of Insignificant Product-related Specifics 

Sequence 4 

People-related Restructuring 
 

Micro-level Organizational Restructuring 
 

 Restructuring of the Organizational System to respond 
to External Variables 

Sequence 2 

People-related Restructuring 
 

Financial Restructuring 
 

Organizational Restructuring 
 

Product 
Restructuring 

Process 
Restructuring 
 

Restructuring of Core-competence and Competitive Advantages 
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1.3 Symptoms for Restructuring
1.3.1 Operational symptoms

1. Continuously reducing employee productivity

2. High employee turnover.

3. Growing incidences of industrial relations problems, production stoppages.

4. Delays in supply chain and distribution chain.

5. Weak market feedback on products, prices and promotional policies

6. Decline in new market development efforts.

7. High asset maintenance and repairs.

8. Distributed ratio between the number of core employees and support employees and the time and effort
spent in core performances and support performances.

9. Uncomfortable relations with external stakeholders like contractors, vendors, government departments,
consultants etc.

10. Increasing confusion in divisional, individual and territorial performance accounting, appraisals, etc.

Sequence 5 

Financial Restructuring 
 

Process Restructuring 

Sequence 6 

Financial Restructuring 
 

Processes Restructuring 
 

Product Restructuring 

Sequence 7 

Divisional Restructuring 
 

Managerial Restructuring 
 

Restructuring of the Ownership Pattern          Financial restructuring 
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1.3.2 Strategic Symptoms
1. Slowed down desire for perpetual growth and wealth acceleration.
2. Growing mismatch between strategy formulation by owners and managers.
3. Declining market leadership to influence the government, competitors, vendors, distributors and customers.
4. Imbalance of value-additions done by value-driving divisions, individuals and other strategic inputs.
5. Heavy subsidization of weak products and divisions, creating increased pressure on strong products and

divisions.
6. Imbalance between short-term tactics and long-term strategies.

1.3.3 Market, Economy-level and Global Symptoms
1. Substantial change in the government’s policies towards tariffs, subsidies, tax-impositions, international

trade, etc.
2. Sustained recession, shrinking international markets.
3. Cheaper funds availability from the international market.
4. Growing import substitution.
5. Growing influence of networking and multinational corporations.
6. Increased international culture of branding anything and everything.
7. Domestic confusion with interest rate behaviour and other bank related products.
8. Hyper rate of ‘information technology advancement, resulting in the globe becoming one single market.
9. Increasing replacement of skill and system employees by knowledge employees and entrepreneurial

employees.
10. Opening up of certain economies, regions and the growing scope of new businesses, government-private

sector participation, international joint ventures, etc.
11. An economy’s transition from the core sector to service sector to information tech-sector to advisory

sector.

1.3.4 Financial Symptoms
1. Increasing operating costs and cost of finance
2. Falling share prices in the market, without a near-future scope for correction.
3. Declining earning ratios for divisions, vendors, distributors and shareholders.
4. Increasing costs at the supply-side and demand side of the value-chain.
5. Increasing prices of licenses, copy-rights, patents, etc.
6. Growing costs on marketing operations and hence growing pressure on manufacturing costs.
7. Growing costs of corrective efforts, revisions or reincarnation of products and services.
8. Unusual cost of wastage, inefficiencies, idle time, insurance, maintenance, deliveries, etc.
9. Increasing mismatch between indirect taxes and direct taxes.
10. Increased costs of applied research, concept sale and take-off efforts.
11. Heavy cost connected with market development, restricting competitors entry to established or new

markets, up-gradation of consumer tastes, etc.
12. Imbalance between core cost and support cost.
13. Serious drawbacks and problems in the implementation of transfer price mechanism.
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1.4 Motives behind Corporate Restructuring
There are four separate sets of reasons for different choice of corporate structuring –

(a) Expansion, (b) Corporate control, (c) Contraction and (d) Change in ownership structure

1.4.1 Motives behind expansion
Important reasons for expansion can be subdivided as:

(a) Growth: Every company wants to grow and corporate restructuring provides ways for the companies
to throw off cash flows beyond its internal needs. Present day of globalization demands an absolute
level of size simply to be able to carry out the operations of the company.

(b) Technology: Technology plays an important role as a driver in expansion strategy. Generally a firm
with improved and superior technology wants to engineer its technological superiority by acquiring firms
of inferior technology. The reverse is also true as the firm with inferior technology may prefer to acquire
technologically superior firm to sharpen its competitive edge.

(c) Product Advantage and Product Differentiation: This reason gets more relevance in expansion
internationally when a firm finds acceptance for its product abroad.

(d) Government policy: Different regulations, tax burden and other restrictions imposed by the government
also induce companies to increase size. To enjoy specific advantage in different zones and in different
economies, company’s first choice goes for acquiring a firm with existing facilities in that place.

(e) Exchange rates: This reason is specifically identified with expansion leading to international mergers.
Comparative strength or weakness of the domestic versus foreign currency makes a difference in price
paid for acquisition, production costs and the value repatriated profit to the parent.

(f) Political/Economic Stability: Political stability, i.e., the frequency with which government changes,
the order of transferring power and the change in the policy and outlook due to change in the administration
becomes a decisive factor in expansion. Economic stability demands a low and predictable inflation rate
controlled industrial relations, etc.

(g) Differential labour costs, Productivity: Difference in labour costs in different geographic region
with its associated productivity certainly creates an impact in monitoring companies to expand.

(h) Diversification: One of the important drivers for expansion is the diversification both geographically
and by product line. It may come in the form of vertical integration, both forward and backward, which
also helps in reducing costs

1.4.2 Motives behind Corporate control
An important motive for corporate control is to ensure that a programme for the successful performance of

the firm can be carried through without interruption. But there are several other motives to gain corporate control,
such as

(a) Improving Leverage Ratio - To reinforce effective control, capital structure of the firm is changed.
By adopting buyback mechanism, debt equity ratio or leverage ratio is improved. This is because even
the debt is not changed, the amount of common stock is reduced resulting in increase in leverage ratio.

(b) Utilization of Surplus Cash - In order to increase the shareholders return and finally the wealth of the
shareholders, the firm may undertake the strategy of distributing surplus cash and thereby enhancing the
earnings per share.

(c) Enhancement of Voting Power - Another important motive of corporate control is to enhance the
voting or controlling power of the promoters without spending own money.
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(d) Preventing Undervaluation - If the management believes that the common stock of the company is
undervalued in the market, they can enhance control on the valuation of shares by buyback of the shares
with a view to recognize true value of those shares as the announce buyback price will invariably be
higher than the prevailing market price.

(e) Anti-takeover Defence - If the insiders judge the firm to be undervalued, they may have concerns that
the firm may be subject to takeover bid at relatively small premium. The large premium in repurchase
tender offer may convey information to the on-insiders that the value of the shares is at least as high as
conveyed by the premium and may be perhaps even higher in the future.

1.4.3 Motives behind Contraction
The companies, trimming size through de-merger anticipates the benefits of restructuring by outperforming

the market indexes. Different mechanism shedding the business off through de-merger takes place with a number
of motivations like –

(1) Improving Performance - The accountability created by restructuring through de-merger often improves
performance, and investors also benefit from the greater visibility of the de-merged entities to analysts
and the public.

(2) Booming Independence - De-merger is intended to promote independence as the separate company
can operate freely at its own discretion. Often this kind of restructuring is done to move assets to
owners who can utilize them more effectively. This helps the economic system to move assets to their
highest valued users.

(3) Effort to Unlearn - Some de-merger effort is an attempt to correct previous investment decisions
materialized through mergers and acquisitions. The firms’ inability to effectively exploit the possible
opportunities through consolidation, motivate them to salvage a portion of their investments by separating
where the opportunities could be exploited more effectively.

(4) Strategic Adjustment - Sometimes divesture involves selling to a value-increasing buyer, which is
planned at the time of merger and acquisition activity. Such type of divestiture is preplanned because
they may represent a poor fit to the acquiring firm.

(5) Increasing value - De-merger represents harvesting value by unlocking the hidden value. By making
financial and managerial resources available and concentrating on the core competency the firm is able
to enhance shareholder’s value as well a value of the firm.

1.4.4 Motives behind Change in Ownership
Various motives act as drivers in restructuring activities that result in change in ownership structure. Some of

them can be summarized as –

(i) Manoeuvring Leverage: The most important reason for changes in ownership structure, whether
debt/preferred stock is exchanged for common stock, or conversely common stock for more senior
claims to manoeuvre leverage of the firm.

(ii) Alteration in the Control Structure: By purchasing substantial percentage of shares or by initial
public offerings the firms want to reshuffle the voting rights of the shareholders to change the control
pattern of the firm.

(iii) Providing fairness to minority Shareholders: A critical element in restructuring activities through
going private transactions is fairness to minority or outside shareholders to avoid accusations of security
fraud against controlling shareholders.

(iv) Changing the nature of Firm: If a firm wants to come out of the regulations of Security and Exchange
board of respective country it may prefer that a small group of investors buy the entire equity interest.
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1.5 Significance of Corporate Restructuring
Corporate restructuring is a strategic decision leading to the maximization of company growth by enhancing

its production and marketing operations, reduced competition, free flow of capital, globalization of business, etc.
Some of the most common reasons of corporate restructuring are discussed briefly hereunder:

(i) Economies of scale: Economies of scale arises when increase in volume of production leads to a
reduction in cost of production per unit. For instance, overhead costs can be substantially reduced on
account of sharing central services such as – accounting and finance, personnel and legal, sales promotion
and advertisement, top level management and so on. So when two or more companies combine, certain
economies are realized due to the larger volume of operations of the combined entity. These economies
arise due to increased production capacity, strong distribution networks, effective engineering services,
research development facilities, data processing system and others.

(ii) Operating Economies: Various functions may be consolidated and duplicate channels may be eliminated
by implementing proper planning and control system.

(iii) Synergy: Synergy refers to a situation where the combined firm is more valuable than the sum of the
individual firms. It refers to benefits other than those related to economies of scale. Apart from operating
economies, synergy may also arise from enhanced managerial capabilities, creativity, innovativeness,
R&D, productivity improvements, improved procurement and the elimination of duplication.

(iv) Reduction in Tax liability: In India, a profitable company is allowed to merge with a sick company to
set-off against its profits, the accumulated losses and unabsorbed depreciation. The conditions to claim
this tax benefit have further been relaxed by amendment made in Section 72A of the Income Tax Act.

(v) Managerial Effectiveness: One of the potential benefits of merger is an increase in managerial
effectiveness. This may occur if the existing management team, which has performed poorly, is replaced
by a more efficient one.

(vi) Other reasons of corporate restructuring are given below:
(a) To return to the shareholders of the surplus cash, which is not required in the near foreseeable

future.
(b) To enhance the earnings per share of the company.
(c) To provide to shareholders/investors that the company is presently undervaluing the share of the

company in relation to its intrinsic value and the proposed buy back will facilitate recognition of the
true value.

(d) To increase the promoters’ voting power.
(e) To maintain shareholders’ value in a situation of poor state of secondary market by return of surplus

cash to the shareholders.
(f) Eliminate the takeover threats.
(g) An opportunity to grow faster, with ready-made market share.
(h) To eliminate the competition by buying it out.
(i) Diversification with minimum cost and immediate profit.
(j) To forestall the company’s own takeover by a third party.

1.6 The Restructuring Plan
If the purpose of restructuring is clearly decided, a restructuring plan could then have reasonable clarity and

shape. Although each individual purpose would decide the details of the plan distinctively, a general structure may
be summarised as follows –
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1. Define the purpose further, with the maximum details of possible sustainability.
2. Decide the sequence of restructuring.
3. Check out all minute details of each operation (related to the soft and hard aspects of restructuring)

under each phase of the sequence, with the use of PERT-CPM charts and details about major hurdles
and tactics to overcome these hurdles.

4. Have a parallel cost-benefit chart along with the PERT-CPM chart of operations. The costs and benefits
should be on both the scales-short and long.

5. Decide a lead team of key executives and owners to carry out the whole process of restructuring,
decide on the action plan for each member of the team and ‘homogenous progress parameters’ to
monitor the process.

6. Chalk out a detailed plan with soft and hard aspects, costs and crisis-management of change and result
indicators.

1.7 Kinds/Forms of Corporate Restructuring
These are discussed below –

(a) Portfolio Restructuring - It includes significant changes in the mix of assets owned by a firm or the
lines of business in which a firm operates, including liquidation, divestures, asset sales and spin-offs.
Company management may restructure its business in order to sharpen focus by disposing of a unit that
is peripheral to their core business and in order to raise capital or rid itself of a languishing operation by
selling off a division. Moreover, a company can involve on an aggressive combination of acquisition and
divestures to restructure its portfolio

(b) Financial Restructuring - Financial structure refers to the allocation of the corporate flow of funds-
cash or credit – and to the strategic or contractual decision rules that direct the flow and determine the
value added and its distribution among the various corporate constituencies. It includes significant changes
in the capital structure of a firm, including leveraged buyouts, leveraged recapitalizations and debt for
equity swaps, mergers, acquisitions, joint ventures, strategic alliances, etc. The elements of the corporate
financial structure include the scale of the investment base, the mix between active investment and
defensive reserves, the focus of investment (choice of revenue source), the rate at which earnings are
reinvested, the mix of debt and equity contracts, the nature, degree and cost of corporate oversight
(overhead), the distribution of expenditures between current and future revenue potential, and the nature
and duration of wage and benefit contracts. Financial restructuring generates economic value.

(c) Organizational Restructuring - Organizational restructuring includes significant changes in the
organizational structure of a firm, including redrawing of divisional boundaries, flattening of hierarchic
levels, spreading the span of control, reducing product diversification, revising compensation, streamlining
processes, reforming governance and downsizing employment. It is observed that lay offs reforming
unaccompanied by other organizational changes tend to have a negative impact on performance.
Downsizing announcements combined with organizational restructuring are likely to have a positive,
though small effect on performance.

(d) Technological Restructuring - An alliance with other companies to exploit technological expertise is
termed as technological restructuring

1.8 Choice of Corporate Restructuring
The term ‘Corporate Restructuring’ is quite wide covering various aspects. It may be chosen from among

four broad groups Viz.

(a) Expansion
(b) Contraction
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(c) Corporate Control and
(d) Changes in Ownership Structures

The various components under each and every group of corporate restructuring are given below –

1.8.1 Expansion
The expansion strategy is followed when an organization aims at high growth by substantially broadening the

scope of one of its businesses in terms of their respective customer groups, customer functions and alternative
technologies-singly or jointly – in order to improve its overall performance. It generally includes mergers and
Acquisitions, tender others, Asset acquisition and Joint ventures

(a) Mergers and Acquisitions: A transaction where two firms agree to integrate their operations on a
relatively co-equal basis is called merger. It is defined as the fusion of two or more companies through
direct acquisition of the net assets of the other(s). It results when the shareholders of more than one
company, usually two, decide to pool the resources of the companies under a common equity. Accordingly,
in a merger two or more companies combine into a single unit and lose their individual identities.

Acquisition: An acquisition may be defined as an act of acquiring effective control by one company
over assets or management of another company without any combination of companies. Thus in acquisition,
two or more companies may remain independent, separate legal entity, but there may be change in
control of companies.

Takeover: A takeover may also be defined as obtaining of control over management of a company by
another. An acquisition or takeover does not necessarily entail full legal control. A company can have
effective control over another company by holding minority ownership. Under the MRTP Act (Monopolies
and Restrictive Trade Practices Act) takeover means acquisition of not less than 25 per cent of the
voting power in a company. Sec. 372A of the Companies Act lays down the procedure for company’s
investment in the shares of another company including loans and guarantees given provided it does not
exceed 60% of the share capital and Free Reserves. If a company wants to invest beyond the overall
limit it requires prior approval of the Central Government and requires approval through special resolution
passed by the shareholders meeting.
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Takeover is acquisition: Sometimes the distinction between takeover and acquisition connotes forced or
unwilling or hostile acquisition (is called takeover) and friendly acquisition (is called acquisition). In an
unwilling acquisition, the management of “target” company would oppose a move of being taken over
when the management of acquiring and target companies mutually and willingly agrees for the takeover,
it is called acquisition or friendly takeover.

 (b) Tender Offers: In the case of a tender offer, a public offer is made for acquiring the shares of the
target company. Here the acquisition of shares of the target company indicates the acquisition of
management control in that company. For instance, India Cements gave an open market offer for the
shares of Raasi Cement.

(c) Asset Acquisitions: Asset acquisitions imply buying the assets of another company. Such assets may
be intangible assets like; a manufacturing unit of a firm or intangible assets like brand, trade mark, etc.
In the case of asset acquisitions, the acquirer company may limit its acquisitions to those parts of the
firm which match with the needs of the acquirer company. For example, Laffarge of France acquired
only the cement division of Tata Group restricted itself to only 1.70 million tonne cement plant and the
assets relating to such divisions of Tata Group.

(d) Joint ventures: Joint ventures are a special case of consolidation where two or more companies form
a temporary partnership (also called ‘consortium’) for a specified purpose.

Joint ventures may be useful to gain access to a new business mainly under four conditions.

1. When an activity is uneconomical for an organization to do alone.
2. When the risk of business has to be shared and, therefore, is reduced for the participating firms.
3. When the distinctive competence of two or more organizations can be brought together.
4. When setting up an organization requires surmounting hurdles, such as, import quotas, tariffs, nationalistic-

political interests, and cultural roadblocks.

1.8.2 Contraction
Contraction is the second form of restructuring. In the case of contraction, generally the size of the firm gets

reduced. Contraction may take in the form of spin-off, split-off, divestitures, split-ups and equity-carved out.

(a) Spin-offs: A spin-off occurs when a subsidiary becomes an independent entity. The parent firm distributes
shares of the subsidiary to its shareholders through a stock dividend. Since this transaction is a dividend
distribution, no cash is generated. Thus, spin-offs are unlikely to be used when a firm needs to finance
growth or deals. Like the carve-out, the subsidiary becomes a separate legal entity with a distinct
management and board.

Like carve-outs, spin-offs are usually about separating a healthy operation. In most cases, spin-offs
unlock hidden shareholder value. For the parent company, it sharpens management focus. For the spin-
off company, management doesn’t have to compete for the parent’s attention and capital. Once they are
set free, managers can explore new opportunities.

Investors, however, should beware of throw-away subsidiaries the parent created to separate legal
liability or to off-load debt. Once spin-off shares are issued to parent company shareholders, some
shareholders may be tempted to quickly dump these shares on the market, depressing the share valuation.

(b) Split-offs: In the case of split-off, a new company is created in order to takeover the operations of an
existing division or unit of a company. A portion of the existing shareholders of the company obtains
stocks in the subsidiary (i.e., the new company) in exchange for stocks of the parent company. As a
result, the equity base of the parent company is reduced representing the downsizing of the firm. Thus,
shareholding of the new entity (i.e., subsidiary) does not imply the shareholding of the parent company.
In the case of a slit-off, there is no question of cash inflow to the parent company.
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(c) Divestures is the outright sale of a company subsidiary. Normally, sell-offs are done because the
subsidiary doesn’t fit into the parent company’s core strategy. The market may be undervaluing the
combined businesses due to a lack of synergy between the parent and subsidiary. As a result, management
and the board decide that the subsidiary is better off under different ownership.

Besides getting rid of an unwanted subsidiary, sell-offs also raise cash, which can be used to pay off
debt. In the late 1980s and early 1990s, corporate raiders would use debt to finance acquisitions. Then,
after making a purchase they would sell-off its subsidiaries to raise cash to service the debt. The raiders’
method certainly makes sense if the sum of the parts is greater than the whole. When it isn’t, deals are
unsuccessful.

(d) Equity Carved outs more and more companies are using equity carve-outs to boost shareholder value.
A parent firm makes a subsidiary public through an Initial Public Offering (IPO) of shares, amounting
to a partial sell-off. A new publicly-listed company is created, but the parent keeps a controlling stake in
the newly traded subsidiary.

A carve-out is a strategic avenue a parent firm may take when one of its subsidiaries is growing faster
and carrying higher valuations than other businesses owned by the parent. A carve-out generates cash
because shares in the subsidiary are sold to the public, but the issue also unlocks the value of the
subsidiary unit and enhances the parent’s shareholder value.

The new legal entity of a carve-out has a separate board, but in most carve-outs, the parent retains
some control. In these cases, some portion of the parent firm’s board of directors may be shared. Since
the parent has a controlling stake, meaning both firms have common shareholders, the connection between
the two will likely be strong.

That said, sometimes companies carve-out a subsidiary not because it's doing well, but because it is a
burden. Such an intention won’t lead to a successful result, especially if a carved-out subsidiary is too
loaded with debt, or had trouble even when it was a part of the parent and is lacking an established track
record for growing revenues and profits.

Carve-outs can also create unexpected friction between the parent and subsidiary. Problems can arise
as managers of the carved-out company must be accountable to their public shareholders as well as the
owners of the parent company. This can create divided loyalties.

(e) Split-ups: in the case of a split-up, the entire company is broken up in series of spinoffs. As a result, the
parent company no longer exists and only the new off springs continue to survive. A split-up basically
involves the creation of a new class of stock for each of the parent’s operating subsidiaries, paying
current subsidiaries a dividend of each new class of stock, and then dissolving the parent company
Stockholders in the new companies may be different as shareholders in the parent company may exchange
their stock for stock in one or more of the spin-offs. Restructuring of Andhra Pradesh State Electricity
Board (APSEB) is a good example of split-off. The power generating division and the transmission and
distribution division of APSEB was transferred to two different companies namely APGENCo and
APTRANACo respectively. As a result of such split-up the APSEB ceased to exist.

(f) Tracking Stock: A tracking stock is a special type of stock issued by a publicly held company to track
the value of one segment of that company. The stock allows the different segments of the company to
be valued differently by investors.

Let’s say a slow-growth company trading at a low Price-Earnings ratio (P/E ratio) happens to have a
fast growing business unit. The company might issue a tracking stock so the market can value the new
business separately from the old one and at a significantly higher P/E rating.

Why would a firm issue a tracking stock rather than spinning-off or carving-out its fast growth business
for shareholders? The company retains control over the subsidiary; the two businesses can continue to
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enjoy synergies and share marketing, administrative support functions, a headquarters and so on. Finally,
and most importantly, if the tracking stock climbs in value, the parent company can use the tracking
stock it owns to make acquisitions.

Still, shareholders need to remember that tracking stocks are class B, meaning they don't grant
shareholders the same voting rights as those of the main stock. Each share of tracking stock may have
only a half or a quarter of a vote.

In rare cases, holders of tracking stock have no vote at all.

1.8.3 Corporate Control
Corporate control is another method of restructuring which involves obtaining control over the management

of the firm. Controlling here, is basically defined as a process through which top managers influence other related
members of an entity to implement the predetermined organizational strategies. The top mangers and promoters
group who stand to loose from competition in the market for corporate control may use the democratic rules to
benefit themselves. Ownership and control are not always separated. A large block of shares may give effective
control even when there is no majority owners. Corporate control generally includes ant-takeover defence, share
repurchases, exchange offers and proxy contests.

(a ) Anti-takeover Defences – It is a technique followed by a company to prevent forcefully acquiring its
management. With the high level of hostile takeover activity in recent years, various companies are
resorting to the strategy of takeover defences. Such takeover defences may be pre-bid or preventive
defences and post-bid or active defences. Pre-bid or preventive defences are generally employed with
a view to prevent a sudden, unexpected hostile bid from obtaining control of the company .When preventive
takeover defences become unsuccessful in preventing an unwanted bid, the post-bid or active defences
are implemented. Such takeover defenses attempt at changing the corporate control position of the
promoters.

(b) Share Repurchases – It involves repurchasing its own shares by a company from the market. Shares
may be purchased by following either the tender offer method or through open market method. Shares
repurchased also called Buyback of shares, lead to reduction in the equity capital of the company.
Shares buyback helps in strengthening the promoters' controlling position in the company by increasing
their percentage of stake in the equity of the company. It is also used as a takeover defence to reduce
the number of shares that could be purchased by the potential acquirer.

(c) Exchange offers – Exchange offer generally provided one or more classes of securities, the right or
option to exchange a portion or all of their holding for a different class of securities of the firm. The term
of exchange offered necessarily involve new securities of greater market value than the pre-exchange
offer announcement market value. Exchange offer includes exchange debt for common stock, which
enhances the degree of leverage or conversely, exchange common stock for debt, which reduces leverage.
Exchange offers help a company to change its capital structure while holding the investment policy
unaltered.

(d) Proxy Contests – The proxy contest is a way to take control of a company without owning a majority
of its voting right. So it is an attempt made by a single shareholder or a group of shareholders to undertake
control or bring about other changes in a company by the use of the proxy mechanized of corporate
voting. In a proxy fight, a bidder may attempt to use his voting rights and garner the support from other
shareholders with a view to expel the incumbent board or management. Proxy contests are less frequently
used than a tender offer for effecting transfer of control. It provides an alternative means of corporate
control but cost of proxy challenges is high. Inefficiency in proxy context raises the question of adverse
selections which is the main disadvantage of corporate restructuring through proxy contest.
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1.8.4 Changes in Ownership Structure
The fourth group of restructuring activities is the change of ownership structure, which basically results in a

change in the structure of ownership in the company. The ownership structure of a firm affects and its affected by
other variables, and these variables also influence the market value. Such variables include the levels of principal
agent conflicts and information asymmetry and their effects on other variables like the operating strategy of the
firm, dividend policy, capital structure, etc. The various techniques of changing ownership are Leveraged Buyouts,
Master Limited Partnerships (MLPs), Going Private and Employee Stock option Plan (ESOP)

(a) Leveraged Buyouts - Buyouts constitute another form of corporate restructuring. It happen when a
group of persons gain control of a company by buying all or majority of its shares. There are two
common types of buy out: Leveraged Buy Out (LBO) and Management Buy Out (MBO). LBO is the
purchase of assets where the buyer uses a significant amount of debt and very little equity capital for
payment of consideration for acquisition. Since LBOs cause substantial financial risk, it is desired that
LBO acquisitions should have a relatively low degree of business risk.

As a concept management buyouts or MBOs as they are referred to are similar to LBOs. Though it is
not necessary for managers to highly leverage the takeover bid rarely in practice do managers have the
necessary resources in terms of own funds to finance the bid. The decision criterion in case of leveraging
will be identical to that given in case of LBOs .

(b) Master Limited Partnerships (MLPs) - Master Limited Partnerships (MLPs) are formed of a general
partner and one or more of limited partners. The general partner runs the business and bears unlimited
liability. The Limited partnership provides an investor with a direct interest in a group of assets, usually,
oil, coal, gas, etc. Master limited partnership units are traded publicly like stock and thus provide the
investor more liquidity than ordinary limited partnerships. One of the most important advantages of MLP
is its elimination of the corporate layer of taxation. In the case of a company, the owners are taxed twice
on the investments-once at the corporate level and the other at the distribution of dividends. However,
many companies use MLP to redistribute assets so that their returns are not subject to double taxation.

(c) Going Private - It is repurchasing of all of a company’s outstanding stock by employees or a private
investor. As a result of such an initiative, the company stops being publicly traded. Sometimes, the
company might have to take on significant debt to finance the change in ownership structure. Companies
might want to go private in order to restructure their businesses (when they feel that the process might
affect their stock prices poorly in the short run. They might also want to go private to avoid the expense
and regulations associated with remaining listed on a stock exchange.

(d) Employee Stock Option Plan (ESOP) - The term Employee Stock Option Plan (ESOP) means the
option to give the whole-time directors, or employees of a company the right to purchase or subscribe at
a future date, the securities offered by the company at a predetermined price. The basic objective of
ESOP is to motivate the directors or employees to perform better and improve firm’s value. Apart from
giving financial gains to employees, they also create a sense of ownership amongst directors and
employees. ESOPs tend to develop an entrepreneurial spirit among top level management since they
own stock and an increase in stock price, if the firm does well and to their wealth. ESOP also help
companies to attract talent, motivate employees by enabling them to share the long-term growth of the
company.

1.9 Present Scenario of Corporate Restructuring
Today, restructuring wave is sweeping the corporate sector all over the world, taking within its fold both big

and small entities, comprising old economy businesses conglomerates and new economy companies and even in
the infrastructure and service sector. Mergers, acquisitions and takeovers have become an integral part of new
economic paradigm. Conglomerates are being formed to combine businesses and where synergies are not achieved,
de-mergers have become the order of the day. With the increasing competition and the economy heading towards
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globalization, the Corporate Restructuring activities are expected to occur at a much larger scale than at any time
in the past, and are expected to pay a major role in achieving the competitive edge in international market place.

The process of restructuring through mergers and acquisitions has been a regular feature in the developed
and free economy nations like Japan, the US and European countries with special reference to the UK where
hundreds of mergers take pace every year. The mergers and takeovers of multinational corporate houses across
the borders have become a normal phenomenon.

Corporate Restructuring being a matter of business convenience, the role of legislation, executive and judiciary
is that of a facilitator for restructuring on healthy lines. In this era of intense competition and technological change,
industrialists have realized that corporate restructuring are perhaps the best route to reach a size comparable to
global companies so as to effectively compete with them. The harsh reality of globalization has dawned that
companies which cannot compete globally must sell out as an inevitable alternative.

1.9.1 Global Scenario
During the past decade, corporate restructuring has increasingly become a staple of management life and a

common phenomenon around the world. Unprecedented number of companies across the world have reorganized
their divisions, restructured their assets, streamlined their operations and spun-off their divisions in a bid to spur
the company's performance. It has enabled numerous organizations to respond quickly and more effectively to
new opportunities and unexpected pressures so as to re-establish their competitive advantage. The suppliers,
customers and competitors also have an equally profound impact while working with a restructured company.

Globalization gives the consumer many choices-technologies are changing, established brands are being
challenged by value-for many products, the movement of goods across countries is on the rise and entry barriers
are being reduced. As markets consolidate into fewer and larger entities, economies become more concentrated.
In this international scenario, there is a heavy pronunciation on the quality, range, cost and reliability of product and
services. Companies all over the world have been reshaping and positioning themselves to meet the challenges
and grab the opportunities thrown open by globalization.

The management strategy in turbulent times is to focus on core competencies-selling loss making companies
and acquiring those, which can contribute to profit and growth of the group. The underlying objective is to achieve
and sustain superior performance. In fact, most of the companies in the world are merging to achieve an economic
size as a means of survival and growth in the competitive economy. There has been a substantial increase in
quantum of funds flowing across nations in search of restructuring and take over candidates. The UK has been
the most important foreign investor in the US in recent years with British companies. In telecom, the biggest deals
include AT&T-TCI, SBC-American, etc. There have been huge oil sector mergers, the biggest being Exxon-
Mobile, BP-Amoco and Total-Petrofina. It is estimated that one in four US workers have been affected by the
wave of mergers and acquisition activity

1.9.2 Indian scenario
During last few years, India has followed the worldwide trends in consolidation amongst companies through

mergers and acquisitions. Companies are being taken-over, units are being hived-off, joint ventures tantamount to
acquisitions are being made and so on. It may be reasonably be stated that the quantum of corporate restructurings
in the last few years must be more than the corresponding quantum in the six decades post-independence.

Today Indian economy is passing through recession. In such a situation, companies which are capable of
restructuring can contribute towards economic revival and growth. Despite the sluggish economic scenario in
India, merger and amalgamations deals have been on the increase. The reason is as the size of the market shrinks,
it becomes extremely difficult for all the companies to survive, unless they cut costs and maintain prices. In such
a situation, merger eliminates duplication of administrative and marketing expenses. The other important reason is
that it prevents price war in a shrinking market. Companies by merging reduce the number of competitors and
increase thier market share.
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Corporate India is facing new flexibility requirements due to restructuring some of which are discussed
below:

(i) Employment: Companies are moving away from relying on workers on open-ended, full-time contracts
and, increasingly, use part-time, temporary, contingent and contract workers;

(ii) Jobs: The content of jobs is being expanded to encompass a greater variety of tasks;

(iii) Skills: New work practices are raising skill levels and requirements and workers thus are required to
continuously upgrade their skills so as to be able to cope;

(iv) Workplace: Home and tele-working is growing, thanks to new information and communication
technologies.

(v) Working time: Increases in demand are met by overtime work or by a “more flexible approach as to
when and how to work,” so as to extend operating hours without having to pay overtime rates;

(vi) Remuneration: Profit sharing, ESOPs and various types of bonuses are becoming more and more
common.

(vii) Management: Indians are beginning to understand that a more flexible world is demanding a different
kind of management philosophy; and

(viii) Organization: There is a trend towards flatter organizational structures. Corporate restructuring is a
deep and pervasive phenomenon across India. The increasing trend of mergers and acquisitions is one
of the clearest and most readily measurable manifestations of restructuring.

1.10 Limitations of Corporate Restructuring
Corporate Restructuring is essential for those companies which are in dire straits. The best thing for these

companies is to restructure operations so that things may improve. Corporate Restructuring is not the panacea for
all corporate ills. A number of limitations can be associated with Corporate Restructuring, they are:

(a) Work Assurance: Before the announcement of Corporate Restructuring, especially during integration
the employees of the ailing firm feel relief, but in most cases the reality becomes better than the employees
used to experience before integration. The management of the acquiring firm takes policy for performance
improvement resulting closure of certain divisions or departments affecting a number of jobs.

(b) Retention of Best Management: Retaining the best management combination is always an uphill task,
with differing pay scales, responsibility levels, product and service portfolios, and organizational vision.
Companies pay more attention to the financial figures and benefit is weighed only numerically but they
remain very unprofessional in handling the transition process, since new management provisions are
rare, and often ineffective.

(c) Delay in Deal Finalization: New structures are announced after long delays and communication is
woefully lacking. After initial announcement of Corporate restructuring it takes to finalize the deal as it
involves so may issues like boardroom tussles, labour trouble and queries from the shareholders.

(d) Executive Stress: In some cases the divisions and products get closed after Corporate Restructuring.
After restructuring the control of the companies goes to separate set of management creating a stress
on the executives. While the restructuring takes place through contraction by way of separation the
distribution of management brings a large number of denials from the management

(e) Workers’ Woes: At union levels, there is outright opposition to restructuring activities. Number of mergers
awaits legal clearance months after announcements. This is because unions protest pay changes, proposed
lay-offs, out sourcing and asset liquidation.
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(f) Cultural Mismatch: The situation mostly arises in merger and takeovers when the organizational culture
of one firm gets mismatch with other firm. This results in destroying efficiency of the worker as well as
management of both the firms

(g) Inability to Create Value: Corporate restructuring is aimed at generating value for the firm and finally
for the shareholders. But frequently it is observed that the organizations could not create value instead
they have destroyed it. Sudden change in the management and organizational vision creates a gap leaving
certain capacity idle and promoting inefficiency in utilization of resources.

Summary
Restructuring, rehabilitating, re-engineering, revising and re-incarnating – all are for survival and growth. In

this chapter, we discussed various reasons, occasions and ambitions for restructuring.

Self-assignment
1. What is Corporate Restructuring? Discuss the significance of Corporate Restructuring.
2. ‘Corporate Restructuring’ is a new concept of ‘Shareholder Value Generation’. Do you agree? Why?
3. List and explain the most common reasons of Corporate Restructuring.
4. Briefly explain the various elements of Corporate Restructuring?
5. Write a critical note on the present scenario of Corporate Restructuring, both from global viewpoint and

Indian view point.
6. Write short notes on :

a) Joint Venture
b) Leveraged Buyout
c) Divestitures
d) Equity carved out
e) Employee Stock Option

7. What are the limitations of Corporate Restructuring? Discuss.
8. Distinguish between spin-offs and split-offs.
9. Explain the different forms of corporate control.
10. List and explain the various techniques of changing ownership?
11. Briefly discuss the various forms of Corporate Restructuring?
12. List and explain the various motives behind expansion, as part of mergers and Acquisitions.

* * * * * *
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