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Mergers 

Merger can be defined as “The combination of 
one or more corporations or business entities 
into a single business entity; the joining of two 
or  more  companies  to  achieve  greater 
efficiencies of scale and productivity”.

Acquisitions 

An acquisition or takeover is the purchase of 
one business or company by another company 
or  other  business  entity.  This  includes 
acquiring directly or indirectly shares,  voting 
rights, assets or control over management or 
assets of another enterprise.

Corporate Restructuring 

It  is  the  process  of  making  changes  in  the 
composition of a firm’s one or more business 
portfolios in order to have a more profitable 
enterprise.  Simply,  reorganizing the structure 
of the organization to fetch more profits from 
its operations or is best suited to the present 
situation.

Definitions Need for M&A

1. Synergistic  operating  economics:  in 
other words combined values of two firms 
shall be more than their individual value

2. D i v e rs i f i c a t i o n :  Greater  the 
combination  of  statistically  independent 
or negatively correlated income streams of 
merged  companies,  there  will  be  higher 
reduct ion  in  the  bus iness  r i sk  in 
comparison  to  companies  having  income 
streams which are positively correlated to 
each other.

3. Taxation:  In the case of acquisition the 
losses  of  the  target  company  will  be 
allowed to be set off against the profits of 
the acquiring company.

4. Growth:  Merger  and  acquisition  mode 
enables  the firm to grow at  a  rate faster 
than the other mode viz., organic growth.

5. C o n s o l i d a t i o n  o f  Pro d u c t i o n : 
Production  capacity  is  increased  by 
combining two or more plants.

Objectives of M&A

1. Horizontal growth to achieve 
optimum size,  to enlarge the 
market  share ,  to  curb 
compet i t ion  or  to  use 
unutilised capacity;

2. Vertical  combination  with  a 
view to economising costs and 
eliminating avoidable taxes

3. Diversification of business;

4. Mobilising financial resources 
by  utilising  the  idle  funds 
lying  with  another  company 
for the expansion of business.

5. Taking over a ‘shell’ company 
which may have the necessary 
industrial  licenses  etc.,  but 
whose promoters do not wish 
to proceed with the project.

Types of Merger

1. A Horizontal  Merger  is  usually  between  two 
companies in the same business sector. The example 
of horizontal merger would be if a health care system 
buys another health care system.

2. A Vertical Merger represents the buying of supplier 
of  a  business.  In  the  same  example  as  above  if  a 
health care system buys the ambulance services from 
their  service  suppliers  is  an  example  of  vertical 
buying.

3. Conglomerate Merger is the third form of M&A 
process  which  deals  the  merger  between  two 
irrelevant companies.  The example of conglomerate 
M&A with relevance to above scenario would be if 
the health care system buys a restaurant chain.

4. Congeneric Merger is a merger where the acquirer 
and the related companies are related through basic 
technologies, production processes or markets. 

5. Reverse Merger  Such mergers involve acquisition 
of  a  public  company  (Shell  Company)  by  a  private 
company,  as  it  helps  private  company  to  by-pass 
lengthy and complex process required to be followed 
in case it is interested in going public.

Takeover Strategies

1. Tender  Offer  is  a  public,  open  offer  or  invitation  (usually 
announced  in  a  newspaper  advertisement)  by  a  prospective 
acquirer to all stockholders of a publicly traded corporation (the 
target corporation) to tender their stock for sale at a specified 
price  during  a  specified  time,  subject  to  the  tendering  of  a 
minimum and maximum number of shares.

2. In Street Sweep the larger number of target company’s shares 
are quickly purchased by the acquiring company before it makes 
an open offer.

3. Bear Hug:  A buyout offer so favourable to stockholders of a 
company targeted for acquisition that there is little likelihood 
they will refuse the offer.

4. Strategic  Alliance  is  a  kind  of  partnership  between  two 
entities  in  which  they  take  advantage  of  each  other’s  core 
strengths  like  proprietary  processes,  intellectual  capital, 
research, market penetration, manufacturing and/or distribution 
capabilities etc. They will have an open door relationship with 
another entity and will mostly retain control. 

5. Brand Power: Acquirer Company enters into an alliance with 
such powerful  brands that cut down the brands of  the target 
company making it weaker and then acquirer company simply 
takeover the target company.

Takeover by Reverse Bid

1. Reverse  Takeover  :  “Acquisition"  usually  refers  to  a 
purchase of a smaller firm by a larger one. Sometimes, 
however, a smaller firm will acquire management control 
of a larger and/or longer-established company and retain 
the name of the latter for the post-acquisition combined 
entity.

2. Reverse Merger:  A form of transaction that enables a 
private company to be publicly listed in a relatively short 
time frame.  A reverse  merger  occurs  when a  privately 
held company (often one that has strong prospects and is 
eager  to  raise  financing)  buys  a  publicly  listed  shell 
company, usually one with no business and limited assets.

Three test requirement for takeover by reverse bid

1. The  assets  of  the  transferor  company  are  greater 
than the transferee company.

2. Equity  capital  to  be  issued  by  the  transferee 
company for  acquisition should  exceed its  original 
share capital.

3. There should be a  change of  control  in  transferee 
company by way of introduction of a minority holder 
or group of holders.

Antitakeover Strategy 

1. Crown Jewel Defense: Sell off the entire or 
some of the company’s most valuable assets

2. Poison Pill: Dilute the targeting company’s 
stock  in  the  company  so  much that  bidder 
never manages to achieve an important part 
of the company without the consensus of the 
board.

3. Poison Put: Here the company issue bonds 
which will encourage the holder of the bonds 
to cash in at higher prices which will result in 
Target Company being less attractive.

4. G re e n m a i l :  Greenmai l  invo lves 
repurchasing a block of shares which is held 
by a single shareholder or other shareholders 
at a premium over the stock price in return 
for  an  a greement  cal led  as  standsti l l 
agreement. In this agreement it is stated that 
bidder  will  no  longer  be  able  to  buy  more 
shares for a period of time often longer than 
five years.

5. White  Knight:  The  target  company  seeks 
for  a  friendly  company  which  can  acquire 
majority stake in the company 

6. White  squire:  Instead  of  acquiring  the 
majority  stake  in  the  target  company  white 
squire acquires a smaller portion, but enough 
to  hinder  the  hostile  bidder  from acquiring 
majority stake 

7. G o l d e n  Pa r a c h u te s :  An  a greement 
between a company and an employee (usually 
upper executive) specifying that the employee 
will  receive  certain  significant  benefits  if 
employment  i s  terminated.  This  wi l l 
discourage  the  bidders  and  hostile  takeover 
can be avoided.

8. Pac-man  defense:  The  target  company 
itself  makes  a  counter  bid  for  the  Acquirer 
Company  and  let  the  acquirer  company 
defence itself which will call off the proposal 
of takeover.

Cross Border M&A

1. Cross-border  M&A is  a  popular  route  for 
global growth and overseas expansion.

2. Major  factors  that  motivate  multinational 
companies  to engage in cross-border M&A 
include the following

1. Global izat ion  of  product ion  and 
distribution of products and services.

2. Integration of global economies.

3. Expansion  of  trade  and  investment 
relationships on International level.

4. Many  countries  are  reforming  their 
economic  and  lega l  systems,  and 
providing  generous  investment  and  tax 
incentives to attract foreign investment.

5. Privatization of state-owned enterprises 
and  consolidation  of  the  banking 
industry.

1. Sell  off:  It  refers  to  the  sel ling  a 
particular  division,  asset,  product  line, 
subsidiary or factory to another entity for 
an  agreed  upon  sum  which  may  be 
payable either in cash or securities.

2. Spin-off:  It  refers  to  the  separation  of 
the  part  of  the  existing  business  and 
creating a new entity. Shareholders of the 
existing  company  continue  to  be  the 
shareholders of the new entity 

3. Split-up: A corporate action in which a 
single  company  splits  into  two  or  more 
separately  run  companies.  Shares  of  the 
original company are exchanged for shares 
in  the  new companies.  After  a  split-up, 
the original company ceases to exist.

4. Equity Carve Outs: Similar to spin off 
with  the  difference  that  the  parent 
company sells minority stake in the newly 
formed company usually in an IPO while 
retaining  the  rest.  This  will  bring  some 
cash into the company.

5. Sale of a Division: In the case of sale of 
a  d iv i s ion ,  the  se l l e r  company  i s 
demerging its business whereas the buyer 
company is acquiring a business.

Ways of Demerger

Meaning 

Divestiture  means  a  company  selling  one  of 
the portions of its divisions or undertakings to 
another  company  or  creating  an  altogether 
separate company.

Reasons for Divestiture 

1. To pay attention on core areas of business;

2. The  Division’s/business  may  not  be 
sufficiently contributing to the revenues;

3. The  size  of  the  firm may  be  too  big  to 
handle;

4. The firm may be requiring cash urgently in 
view of other investment opportunities.

Divestiture / Demerger

Benefits of Reverse Merger

1. Easy access to capital market.

2. Increase  in  visibility  of  the  company  in 
corporate world.

3. Tax benefits on carry forward losses acquired 
(public) company.

4. Cheaper and easier route to become a public 
company.
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1. No common vision

2. Nasty  surprises  resulting  from poor  due 
diligence

3. Poor governance.

4. Poor communication

5. Poor program management

6. Lack of courage

7. Weak leadership
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Reasons of M&A Failures
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1. Competitor’s pressure is increasing.

2. No access to new technologies and developments

3. Strong  market  entry  barriers.  Geographical 
presence could not be enhanced

4. Badly  positioned  on  the  supply  and/or  demand 
side

5. No efficient utilisation of distribution capabilities

6. New strategic  business  units  for  future  growth 
could not be developed

7. Not enough capital to complete the project

8. Possibility  to  sell  the  business  at  an  attractive 
price or it is in best interest of shareholders

Reasons of Selling Company

1. Financial  restructuring  is  the  reorganizing  of  a 
business' assets and liabilities.

2. Consequent upon losses the share capital or net 
worth  of  companies  get  substantially  eroded 
sometimes leading to negative net worth putting 
the firm on the verge of liquidation.

3. To  revive  from  this  financial  restructuring  is 
resorted to.

4. It  requires  the  need  to  re-start  with  the  fresh 
balance  sheet  which  is  free  from  losses  and 
fictitious assets. This causes sacrifice on the part 
of shareholders of the company.

5. Sometimes the creditors may also agree to reduce 
their claim & also convert their dues to the agreed 
extent in securities.

Financial Restructuring 

A management  buyout  (MBO)  is  a  form  of 
acquisition where a company's existing manager 
acquires a large part or all of the company from 
either the parent company or from the private 
owners.

An MBO can occur for a number of reasons

1. The owners of the business wants to retire 
&  sell  the  company  to  the  management 
team they trust.

2. The owners of the business have lost faith 
in the business and are willing to sell it to 
the management (who believes in the future 
of the business) in order to get some value 
for the business.

Management BuyOuts 

1. A leveraged  buyout  (LBO)  is  an  acquisition 
where the purchase price is financed through a 
combination of equity and debt and in which 
the cash flows or assets of the target are used 
to secure and repay the debt.

2. Since the debt always has a lower cost of capital 
than  the  equity,  the  returns  on  the  equity 
increase  with  increasing  debt.  The  debt  thus 
effectively serves as a lever to increase returns 
which explains the origin of the term LBO.

3. LBOs can have many different forms such as 
Management  Buy-out  (MBO),  Management 
Buy-in  (MBI),  secondary  buyout  and  tertiary 
buyout, among others, and can occur in growth 
situations,  restructuring  situations  and 
insolvencies.

Leveraged BuyOuts 

1. This refers to the situation wherein a company 
buys  back  its  own  shares  back  from  the 
market. 

2. This results in reduction in the equity capital 
of the company. 

3. This  strengthen  the  promoter’s  position  by 
increasing  his  stake  in  the  equity  of  the 
company.

4. When  the  company  ha s  ver y  l imi ted 
investment  options  it  decides  to  buyback 
some  of  its  outstanding  shares  from  the 
shareholders, by utilizing some portion of its 
surplus cash.

5. Cairn India bought back 3.67 crores shares and 
spent nearly ₹1230 crores by May 2014.

Equity BuyBack
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I’ve always been attracted to the more revolutionary changes. I don’t know why. Because they’re harder. They’re much more stressful emotionally. And you usually go through a period where everybody tells you that you’ve completely failed. 

Old 
Syllabus

New 
Syllabus


