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Reasons for Mergers and Acqmsltmnaterpriﬁes or or ﬂ*"f‘ ceé\r
For a merger t© take place Wﬂ{:eezther i A 1
One is the buyer enterprise A% o basis of W @
enterprises have a set of reasons on Uﬂ
are the illustrative ones: {iiﬂ
Reasons for Buyer to Merge: | E : 1 ¥
(i) To increase the value of the enterprise S Etc:z'_. cesn e (iv)
(if) To increase the growth rate and make a g(:i. investment, g
(i) To improve the stability of its earfungﬁ a;‘l ctsale' s. o
(fv) To balance, compete or diversify its prodt line. ‘ ﬁ]ﬁO‘
(v) Toreduce competition. 4
ded resource quickly.

(i) To acquire a nee

(vii) To avail tax concessions and benefits.

(viii) To take advantage of synergy-

Reasons for Seller 10 Merge: - " \n
(i) To increase the value of the owner’s stock and investm

; 1

(i) To increase the growth rate.
(iif) To acquire resources to stabilize resources. f
(iv) To benefit from the tax legislation. i

() To deal with top management succession problem. B

Types of Mergers and Acquisitions
Mergers and acquisitions can be classified into the f

I. Horizontal Mé&A: Horizontal M&A take place s h

of two or more organizations in the same 16ineE
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market penetration means making deeper in BQat 51tﬂ m”sri-cet gThar o Varigy, | |
schemes are launched to penetrate into an €xis IH%MI‘ ¢ k € Schemg or
exchanging an old scooter for new one introduced by -, 10T eXample, ig a fﬂl‘m

of market penetration.

2. Expansion rh”,”}:h Market [__}E\-'E]U!_'I]TIEHL': It H'I'lphes E}(plnrin n
markets for the existing product. In order to increase the sale of existing Prodyg
the enterprise makes searches for new customers. '

3. Expansion Through Product Development and/or Mﬂdiﬁcatiun- \
implies developing or modifying the existing product to meet the require ;

ments o
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1. Concentric Diversification: s . -'-‘I';-"'I'\ {
4. Conglomerate I}ir“rhmi.:l:]:rf:n.ru = dlﬂﬂni
g f'lr‘:"‘f‘ ”’rlr“::tln. In this type of Lii-..'t_m"lr‘;f""'-"ﬁﬂn, the 54 : E"Il qnt IL.ll
S ot added to the existing ones. Adding rt‘fﬁm’ah‘::t’h o
I,:rl .I‘ruq'II'mIf .-I::r ;::11 ‘:lw.*J atos anid locks by Godrej is an example of H ty \ Al " \_\-‘hu_
arginal products of s : l e
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2 Verth .||-“._. . added to the existing product or SeTVice |; AT
products or services are & p : either as inputs ' of .
enterprise. The new products or Services SCEVE : S l?ll' - Cust%ﬁi : pro
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4. Conglomerate Diversification: This type of diversification 1S just com. have be
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diversifies into the business that is not related to its existing busines terprig
'n terms of technology nor marketing. JVG carrying on business in Neithe
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eam are examples of conglomerate diversification. w
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strengths that would help the l_'ﬂll-"_‘[n"'"::] ti :,L.m-r manner. . ton e A
to achieve its objectives in an effective ant Pt . the
' l = s .i'iu-rv yre three major financial lhmu.fh;;“tﬂ”mi m Méa ‘p'ld-_%
e : : .hares of the target firm: (-
These are: (i) valuation of the l‘llh”wbh-n?:i-:‘:i‘l::h:natters afte% M‘:{T- ‘i gect
sources of financing for mergers, i ;f”} ;q 1 detailed and cumPtEhE i Puf
_ ; : o fahe fnreet XIS S nsj .
valuation of the business of the targ o of factorsincluding the ta e 2 CC
process that should take intoaccounta r‘]n‘s_’wf > fi and it ngible # 811
and intangible assets, the industry profile of thv_c‘ fﬂ%‘ﬂﬂl 115 P;?SPECI‘S and cC
the future earnings and prospects of the target firm. © s 1“3 j"ﬁll}ﬁﬁqn !
of the shares in an M&A is equally complicated process Invo VING issues How me
{ the shares of the target firm, dividengs L ™ ke /
lue of its assets, quality and integrj
mC'-"-‘dU
e
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such as the stock exchange price O
paid, growth prospects of the firm, va 2
of the top management, competitive conditions, opportunity costs in termg
of investments and market sentiments. The second financial issue is of the e
sources of financing required for enterprises involved in M&A. Severgy M&AS
sources of funds available range from the acquiring companies’ own funds

or borrowed funds, raised through the issue of debentures, bonds, deposits,
external commercial borrowings, global depositary receipts, loans from
Central or State financial institutions or rehabilitation finance provide tg
sick industrial companies. The third issue is of the taxation matters that are

dealt with under the relevant provisions of the Income Tax Act, 1961, and

which are related to various technical aspects such as the carrying forward
or set-off of losses and unabsorbed depreciation, capital gains, tax and

amortization of expenses.
Managerial Issues: These issues relate to the umpteen problems of

managing enterprises after the M&A has taken place. It is important to
note that the perception of how the management will take place after M&A
sxperience

.‘315; matters and affects the process involved in it. The usual
Is that the post M&A is characterized by changes in staff, specially chi

I:;c;mve? and top mangers. If there is an assurance that the me
0 a stalus quo, or that ‘professional manacement’ wanld ha ac
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example is insurance players such as Iﬂ-rudenhz:‘; a?:'t ‘?tm:gard Life 1L5-.1 s
global presence. Thus, it becomes a !_.;und UPPD‘T unity for the Ind"a“'pa m& A w‘ﬂ
to join such global partner in the joint venture: W A
e Regulation: Regulation becomes a trigger eﬁp_""ﬂaﬂ'y when a sector Whicy x.'l"\' <
was highly restricted and closed sector for fure1.gn1ngtn'er for long Periog i \ !
now opened up. Here again, insu rance siitu;r';n - :\isiz :;&:;t;eilcb. eXamp), voa
ed for foreign play S regulatoy | (i) )

d Indian Credit and InVestmey
.8

players in joint ventures in

which was recently open B!
change the Indian partners like Bajaj an
Corporation of India (ICICI) ioined foreign
insurance sector.
e Sharing of Risk and l'__quanfhff; This includes capita'!-intensive sectors like ‘,')‘153
heavy-engineering requiring highly SDPhiE:tii_a’bed technological expertige
In such cases, both the partners involved in joint venture share risks ang

capital equally to effectively run the venture.
o Intellectual Exchange: Legal business could be such sector where both the

partners gain intellectual advantage irrespective of law on the entry of

foreign law firms in one coun try.

rpes of Joint Ventures

Experience suggests that joint venture is especially useful for entering

srnational markets. As such, an Indian organization can enter a foreign ma
| joint venture with a foreign organization. Similarly, a foreign firm ¢

r into a joint venture with an Indian organization. From the

idian organizations, the following five types of joint ven

S S —
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e |H|”|-|L.i I.I::ILh of Mé&a requi
S 1 is interesy quires a tho

the Companies Act: estng to mention ; rough understanding of relevant
the Act. The and L only the term 1mtl““ the term ‘merger’ is not used in
bids) 1s Sect V section that de amalgamation’ is used in Section 394 of
Q t S 2ection 385 Apart f deals with the transfer of shares (or takeoves
Sechion 72 - s ron = = Te : e
YUrPOS o “F (1) of the Income E}'ih“ Companies Act and the METP Act,
I poses of amalgam: e Tax Act, 1961 is also relevant for taxaton
2 ool Bamated companies . : ‘

ated losses and unak BUies SR prosion fon SeeY R ppeeast

absorbed depreciation of the amalgamating

company, Le. M&
I yrte. M&A organizations.

How Me S isiti
ow Mergers and Acquisitions Take Place?

ME&A can take S L
3 ake place in various ways. The qfic and standard

re is nO Spec
based On experences

can be useful for

s
ut are not imat

g certain guideline
include b

srocedure available for M&A to take place. However,

celating to M&A, it is realized that followin
M&AS dtn takf: place systematically. The major steps
1o the following only:
e Spell out the objective
o Indicate how the objective would be achieved
o Assess marn _".-.'._ quaht}f
& compatibility of business styles

FS e =
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; scale operations often make co-ordination and control inefective.
 1arB’ q_.‘-el'ﬁfhr affects business performance as a whole.

This 3 « mergers and acquisitions lead to monopoly in the particulas
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contracting system in the industrial world : e IR o

B b i ase e T Japan WIS AN Y nd feor ol O

[ 5 SYE A Iq‘l[]q the large firm could ‘ﬂ'ﬂ K 3 (_‘m
industry expended enormously during 1745 tndusiry. could LTS l"lq;.y d £ "fh". b’ 2 \ary
evier huge orders. In 1938, aditsubishi T‘li-'_i“} Foio :..“r S not m th“h !.11;1'[?-' e ¢ 2 n
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production capacity of heavy machinery IndUSITES &y i Gk 0 T e e SO
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all and large industria. - Ay ale

long-term and direct trade relations between sm i
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industries. 56 per cent of the small ‘
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contracting has emerged in the name of 4 ries :
We have only mentioned the historical background of sub-contracting sys ol h these
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enterprises. To this we turn in the following Faragraphst e ?af" 3 ..-._-..'.ﬂ‘be
Advantages: Sub-contracting system bears the following advantages, mf'E-E olen &a
(/) It increases production in the fastest way without making many efforts, - thS g00
(if) The contractor can produce products without investing in plang 4. 5p0" “ nosit
machinery. - Eﬂttik,e ad
(/if) Sub-contracting is particularly suitable to manufacture goods tem 10 te?end
(fv) It enables the contractor to make use of technical and managerial ahihﬁm“li p © 5 conce
sub-contractors. ' thhﬂ prot
(v) Despite leading to dependence, sub-contracting ensures existence of Sy, a5 rgan
contractors by providing them business. The
i) Last but no means the least; sub-contracting makes the core firms moge etrength
flexible in their production. ~ -ﬁi ; n'du
Disadvantages: However, sub-contracting has some disadvantages alsp, Equity
' entery

These are:
(/) Tt does not ensure the regular and uninterrupted supply of goods to the boost
core firms, i.e. contractors which adversely affect the functioning of the core supp

i in ¢
(if) Goods produced under Sub-contracting system are often qualitatively to ¢
- 4 sys

inferior.

(iff) Sub-contracting also delimits the expansion and diversification of the core
firms.

(iv) A delay in payments, a common feature, by the contractor to §

contractors endangers the very survival of the latter. ,
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dealt with und Ir the 1 ”'“”_h technical aspe s SU h as Ihf carrying furwhﬂ ]
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also matters and affects the pro=== hanges in staff, s 1 ptnentﬁ I lfw:t
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executives and top mangers. [f there 15 an ASSUTE i 1::'1 merger will | !
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then the M&A process may take place Hw‘mthl}f' On the constary iy thé ; (0
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Mé&A is perceived as threatening, it results in resistance and oppositiop |, K
® " - - . 1
the various groups. This happens because the post-METger period Posgs if 2
uncertainty to the managers of the merging organizations. The reasop ; e
that they feel insecure about their job, status within the organization s 5
their earnings and pmmntinnal prospects. The consequence of fE’E’lin
threatened by the impending changes due to M&A, the existing mana . i
oppose change which, in turn, leads to low morale and prUdUCﬁvit},gm d
often resulting in mass exodus of Managers from the organization e .
i

Legal Issues: These issues relate to the provisions made in law fg
urpose of M&A. In India, the provisions relating to M&A and i
5che:tr}es are contained in Chapter V of the Companies Act, 19 i
specifically, in Sections 391 to 395 of the Companies Act 1956’ ;;u‘u;},a6 i
rules 67 to 87 of the Companies (Court) Rules, 1959. The: implemenl:la:m
on
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