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CH ol - TyPES OF CORPORATE RESTR

CORPORATE RESTRUCTURING - INTRODUCTION

Corporate Restructuring is an expression that refers to the restructuring process undertaken by a

business enterprise. It is a comprehensive process by which a company can consolidate its business

operations and strengthen its position for achieving its short-term and long-term corporate

objectives. In a nutshell, Corporate Restructuring means reorganizing a company or its business or

its financial structure in such a way so as to make it corporate and work more efficiently.

Literally, 1t means “To give a new structure to, rebuild or rearrange”,
¢ pd

There are primarily two ways of growth of business organization —

l.  Organic Growth

2. Inorganic Growth

A company is said to be growing organically when the growth is through the internal sources

without change in the corporate entity. Organic growth can be through capital restructuring or

business restructuring.

Inorganic growth is the rate of growth of business by increasing output and business reach by

acquiring new businesses by way of mergers, acquisitions and take-overs and other corporate

restructuring strategies that may create a change in the corporate entity.

CORPORATE RESTRUCTURING — Need and Scope

When a company wants to grow or survive in a competitive environment, it needs to restructure

itself and focus on its competitive advantage. The survival and growth of companies in this

environment depends on their ability to pool all their resources and put them to optimum use, a

larger company, resulting from merger of smaller ones, can achieve economies of scale.
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If the size of a company is bigger, it enjoys a higher corporate status. The status allows it to

leverage the same to its own advantage by being able to raise larger funds at lower costs.

Exploiting inter-dependence among present or prospective businesses

Risk reduction

Development of core-competencies

To obtain tax advantages by merging a loss-making company with a profit-making company

T S M muv S

To have access to better technology

~
b

To become globally competitive

J. To increase the market share

CORPORATE RESTRUCTURING — MOTIVES

L Motives

S I
{ }

Financial Others

v v

- To reduce risk

-  To expand marketing and
- To increase operating management capabilities

B efficiency - To allow new products
) _ _ development
B - To improve access to financial

markets - To provide synergistic

benefits
- To obtain tax benefits - To revive a sick company
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KINDS OF RESTRUCTURING

* which deals with the restructuring of capital base and raising finance for new projects.

Financial Restructuring This involves decisions relating to acquisitions, mergers, joint ventures and strategic
alliances
~
. . « alliances which involves, inter alia, alliances with other companies to exploit technological
Technological Restructuring X
expertise
[ N

« which involves decisions with , respect to the product market segments, where the company

Market Restructuring plans to operate based on its core competencies

Organisational ~ which involves decisions with respect to the product market segments,
Restructuring where the company plans to operate based on its core competencies

of the most commonly used tools are discussed hereunder.

Merger
v

properties to the other company
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Mergers may be of the followng types-

industry.

Vertical Merger: It is a merger which takes place upon the combination of two companies which

are operating in the same industry but at different stages of production or distribution system. If

industries _but do not offer the same products, but related products and wmay share

similar distribution channels, providing synergies for the merger.

Conglomerate Merger: These mergers involve firms engaged in unrelated type of activities i.e. the

marketing, research and development and technology.

Following are the benelits of Mergers —

e Becoming bigger

o Preempted competition

e Dowmination

o Tax benefits

o Economies of scale

o Acquiring new technology

o _Improved market reach and industry visibility

o __Improved standing in the investment community
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Amalgamation

Amalgamation is combination of two or more
companies into an new entity.

A & B both are wound up

Absorption — Existing company A takes over B.

B is wound up —

Example — ldea - Vodafone, Flipkart — eBay, Bank of Baroda — Vijaya Bank — Dena Bank.

Takeover / Acgquisition

The term takeover is not defined in the Companies Act, 1956. Broadly speaking, takeover refers to

acquisition of company by another company. Takeover is an acquisition of shares carrying voting

rights in a company with a view to gain control over the management of the company, it takes

place when an individual or a group of individuals or a company acquires control over the assets of

a' company either by acquiring majority of its shares or by obtaining control of the management of

the business and affairs of the company.

Example - Ola - TaxiforSure, Flipkart — Myntra.
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Demerger

equivalent stake of ownership in the new company.

Types of Demerger

Divestiture - Divestiture means selling or disposal of assets of the company or any of its business

undertakings/divisions, usually for cash (or for a combination of cash and debt).

Spin-offs - The shares of the new entity are distributed to the shareholders of the parent

company on a pro-rata basis. The parent company also retains ownership in the spun-off entity.

Splits / Divisions - Splits involve dividing the company into two or more parts with an aim to

the liguidation of the parent corporation.

ht-offs: It is a process of reorganizing a corporate structure whereby the capital stock

subsidiary entity.
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Example — L&t - Ultratech Cement,

| Disinvestment

Disinvestment refers to the transfer of the assets/shares/control from the government to the

from minimum government investment (privatization) to partnership with private sector, where the

government is the majority shareholders.

Joint Venture

It is a strategic business policy whereby a business enterprise for profit is formed in which two or

patent, trademark, brand names and access to markets.

Types OF Jont Ventyres

Example — Tata Starbucks
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Strategic Alliance

by consideration such as reduction in cost technology sharing, product development, market access

to capital.

Example = Nike, Puma.

Slump Sale

Section 2 (42C) of the Income Tax Act, 196, recognizes ‘Slump-sale’ as a transfer of an

when taken as a whole. It is a transfer of one or more undertakings as a result of sale for a lump

sum_consideration, without values being assigned to the individual assets and liabilities in such

consideration can be in kind or cash.

, . ' which —

a) _a private company becomes a public company by acquiring it

¢) _a parent company merges into its subsidiary

d) _a loss-making company acquires a profit-making company
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Reasons for reverse merger —

v’ Economies of scale of production

v'_Marketing network

Corporate Restructuring in India is governed by the following Acts, Rules, etc.:

Chapter XV of The Companies Act, 2013 (the Act)

Companies (Compromises, Arrangements, and Amalgamations) Rules, 2016

Income Tax Act, 1961

Accounting Standards

Competition Act, 2002

Intellectual Property Rights

Indian Stamp Act, 1899
State Stamp Acts

| V¥ |Insolvency and Bankruptcy Code, 2016

v
v
v
v
v'_Foreign Exchange Management Act,1999
v
v
v
v
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CHAPTER XV- COMPROMISES, ARRANGEMENTS AND AMALGAMATIONS

Section 232 - Merger and Amalgamation of Companies

Section 2332 - M Amal . F Certain C .

Section 239 - Merger or Amalgamation of Company with Foreign Company

Section 23S - Power to Acquire Shares of Shareholders Dissenting from Scheme or Contract

Approved by Majority

Section 236 - Purchase of Minority Shareholding

Section 237- Power of Central Government to Provide for Amalgamation of Companies in Public

Interest

Section 233 - Registration of Offer of Schemes Involving Transfer of Shares

Section 239 - Preservation of Books and Papers of Amalgamated Companies

Section 240 - Liability of Officers in Respect of Offences Committed Prior to Merger,

Amalgamation, etc.
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CS Vaibhav Chitlangia is one of the very few people to have
completed the Company Secretary Course at the age of 21 with All
India Ranks at all the three levels. He got the All India Rank 15 in
Foundation Programme {June 2016}, All India Rank 22 in Executive
Programme (June 2017) and All India Rank 04 in the Professional
Programme {June 201 8).

Vaibhav’s interests include Mergers and Amalgamations,
Competition Laws and Insolvency and Bankrupicy Code, amongst
others. He also has prior experience in teaching subjecis like
Corporate Restructuring and Resolution of Corporate Disputes to
the students of CS Professional Programme. He believes that

“the only impediment in the path of success is a person's own mind; if
that is controlled, everyfeatis achievable"

Address: Office 27, 1 Floor, Kumar Prestige Point,
Behind BSNL Office, Bajirao Road, Shukrawar Peth, Pune - 411 002

Mob.: 8888 235 235, 8888 545 545
ACADEMY Email: yesacademypune@gmail.com
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