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Introduction

Mergers and Acquisitions have become a major force in the financial and economic environment all over. Prevalent mostly in America till the 1970’s, mergers have become a common theme in all genres of business. On the Indian scene too, corporates are seriously looking at mergers and acquisitions, which have become the order of the day. From the house of TATAs to that of Birlas, from Larsen & Toubro to Telco, everyone seems to be following the path of restructuring. The Government ushered in liberalization with the announcement of the New Industrial Policy Statement on July 24, 1991, which included norms authorizing foreign direct investment ("FDI") and technology collaborations, in specific sectors, subject to certain limitations. Initially, FDI was permitted upto 51% in certain specified high priority industries, requiring large investments and advanced technology. However these limits have been gradually relaxed over the past two decades. It was under this Policy Statement that the Government first decided to deal with the problem of ailing Public Sector Units (PSUs) by divesting some of its shareholding in the same. This led to the setting up of the "Disinvestment Commission" in 1996. So far the Government of India has successfully completed the disinvestment process in about 48 PSUs. Pursuant to this trend several State Governments have also started the process of disinvestment in State owned PSUs. Post September 11, 2001, following on a global trend, the Indian market too, has experienced a negative impact on its mergers and acquisitions ("M&A") market for the year ending, March 31, 2002. Though the number of reported M&A deals stood at 1,344 as compared to 1,477 deals for the year ending 2001, the FDI in India increased only marginally.

Mergers
A merger is a combination of two or more companies into one. It is a combination, wherein the dominant unit absorbs the passive ones, the former continuing operation usually under the same name.

Merger may involve absorption or consolidation. In absorption, one company acquires another company. In consolidation, two or more companies combine to form a new company.  In India, mergers called amalgamations legally are usually of the absorption variety.

Types of Mergers

 Mergers are of 3 types:

· Horizontal

· Vertical

· Conglomerate

A horizontal merger represents a merger of firms engaged in the same line of business. A vertical merger is a merger of firms engaged at different stages of production in a particular industry. A conglomerate merger is one where firms engaged in totally unrelated lines of activities come together. 

Although a merger involves a combination of two or more entities, they are rarely equal participants. Sometimes a merger is really an acquisition financed by common stock. Mergers are typically more expensive than acquisitions, with the parties incurring higher legal costs.

There are several ways to structure a merger. In a forward merger, the target merges into the acquirer’s company, and the selling shareholders receive the acquirer’s stock. In a reverse merger, the acquirer merges into the target company and gets the target company’s stock. (In some cases a private company uses a reverse merger with a public one as a way to go public at a lesser cost and with less stock dilution than through an initial public offering.) In a subsidiary merger, an acquirer incorporates an acquisition subsidiary and merges it with the target company. In a triangular merger, the target company’s assets are conveyed to the acquirer’s company in exchange for the acquirer’s stock. Each of these types of mergers can have different tax and legal consequences, and the acquirer and the seller must seek proper tax and legal advice from experts.

Reasons supporting Mergers

1. Economies of scale

  When two or more firms combine, certain economies are realized due to the               larger volume of operations of the combined entity.

2. Strategic Benefit

   While opting for expansion, it would be better to acquire a firm already engaged in that industry rather than internal expansion as it offers an edge over the competitor, gives a special timing advantage and involves lesser risk and cost.

3. Complementary Resources

    If two firms have complementary resources, it may make sense for them to merge. This would enhance their standing in the market.

4 Utilisation of Surplus funds

   A firm may generate a lot of cash but may not have the opportunity for profitable investment. Such a firm must distribute generous dividends and in some cases even buy back its shares. But mostly management has the tendency to invest further even where it is not profitable. Here, a merger with another firm involving cash compensation is a good option.
Acquisitions

Acquisition is defined as “The act of contracting or assuming or acquiring possession of something”; “the acquisition of wealth”; “the acquisition of one company by another”. 

An acquisition is a process involving the taking over of a certain block of equity capital of a company, which enables the acquirer to exercise control over the affairs of the company. In theory, the acquirer must buy more than 50 per cent of the paid up equity of the acquired company to enjoy complete control. However, in practice, effective control can be exercised with a smaller holding, usually between 20 and 40 per cent, because the remaining shareholders, scattered and ill organized, are not likely to challenge the control of the acquirer.

Proponents of takeover argue that takeovers improve the quality of management, facilitate forward and backward linkages with the other operations of the acquirer, and afford scope for realizing synergistic benefits. Takeovers can be described as a device to protect the interests of shareholders.

Acquisition can be broadly classified into:

· Acquisition of shares 

· Acquisition of Assets

The Companies Act defines shares and debentures as movable property and lays down the mechanism for their transfer. Acquisitions of movables are governed by the Sale of Goods Act, 1972 ("SGA"). An acquisition of shares could take place either by way of:

a) Subscription to fresh equity in a company; i.e. de novo allotment, or

b) Purchase of existing equity in a company from another shareholder, i.e. a transfer.

The Transfer of Property Act, 1882, on the other hand, governs acquisitions of immovable properties. These statutes deal with the numerous aspects of a transfer, such as pre-requisites for valid transfers, rights and obligations of the seller and the acquirer, implied conditions and warranties, point of transfer of title and risk in the assets.

The Difference Between Mergers And Acquisitions

The differences between merging and acquiring are important to valuing, negotiating and structuring a client’s transaction. Acquiring another business lets owners

· Establish a base. Obtain a going concern in a particular location.

· Establish a niche. Bring in more business of a certain type.

· Increase productivity and profitability. Increase output with unchanged fixed costs, yielding higher profit.

· Expand geographic coverage. Obtain entry into adjacent market areas.

· Increase prestige. Drive company value up. 

Merging offers the above advantages and additional ones, such as

· Succession planning. A way to secure retirement though new ownership.

· Reduced work level. A way to share responsibility among more people.

· Security of a larger organization. A way to cope with larger competitors. 

There are many reasons for parties to decide to merge rather than treat the combination as an acquisition. Some of the more frequently encountered reasons are:

· A merger does not require cash.

· A merger may be accomplished tax-free for both parties.

· A merger lets the target (in effect, the seller) realize the appreciation potential of the merged entity, instead of being limited to sales proceeds.

· A merger allows the shareholders of smaller entities to own a smaller piece of a larger pie, increasing their overall net worth.

· A merger of a privately held company into a publicly held company allows the target company shareholders to receive a public company’s stock, despite the liquidity restrictions of SEC Rule 144a.

· A merger allows the acquirer to avoid many of the costly and time-consuming aspects of asset purchases, such as the assignment of leases and bulk-sales notifications.

Of considerable importance when there are minority stockholders is the fact that upon obtaining the required number of votes in support of the merger, the transaction becomes effective and dissenting shareholders are obliged to go along.
Joint Ventures

Where a wholly owned entity is not the preferred option for an investor, a business may be undertaken as a joint venture. From the perspective of a foreign entity, in certain sectors where there are foreign equity ceilings, a joint venture with an Indian entity often becomes necessary so as to satisfy the conditions of foreign investment ceiling. In other sectors, from a new entrant's perspective, factors such as the local partner's pre-established marketing and distribution chain, human resource availability, etc play an important role in opting for a joint venture.

However, before considering this route it is advisable to examine whether the foreign participant intends to set up an independent entity in India engaged in a similar or allied field at any point in the future. The reason being that, once a foreign entity enters into a joint venture, then any subsequent venture by the foreign entity in the same or allied field requires a no-objection from such Indian party and the FIPB.

Regulatory Approvals

(I) Acquisitions of Shares
India is an exchange-controlled economy. Foreign investment is regulated pursuant to the Foreign Exchange Management Act, 1999 ("FEMA") and the Government of India Policy on Foreign Direct Investment ("FDI"). In most sectors upto 100% FDI is permitted without any requirement for prior approvals, the "automatic route". In certain sectors however, FDI is subject to specified limits ("sectoral caps") and can be only be undertaken within these ceilings either through the "automatic route", or with prior approval of the FIPB, depending on the applicable guidelines. Sectoral caps are usually in the range of 26%, 51% and 74%. Acquisitions (transfers) of shares (as opposed to investment by way of a direct subscription to shares issued by a company) require prior FIPB and RBI approval, irrespective of whether FDI is otherwise permissible in the sector in question under the "automatic route". Where the FIPB is approached, applications are normally disposed off in a period of around 6-8 weeks. The RBI usually takes a time period of ten to fifteen days to dispose off applications for transfers of shares. Acquisitions of shares of Indian companies can also be carried out by Foreign Institutional Investors ("FIIs") upon registration with the SEBI, pursuant to the SEBI (Foreign Institutional Investor) Regulations, 1995. An FII is defined as an institution established or incorporated outside India, which proposes to make investment in India in securities. An FII is authorized to buy and sell, among others, shares of listed and unlisted companies. An FII can purchase shares either on its own behalf or on behalf of its "sub-accounts" which are foreign funds, corporate bodies, individuals etc. These sub-accounts also have to be registered with SEBI. Investments by FIIs in the secondary market can only be carried out through a stockbroker registered with SEBI. The total holding of each FII on its own behalf in one Indian company, cannot exceed 10% of the total issued capital of the company. 

(II) Acquisition of Assets 

Acquisitions and transfers of assets in India by a foreign entity require prior approval of the RBI pursuant to the FEMA. Such presence could be by way of a branch office, a liaison office etc. A foreign entity which has established a branch office or other place of business (other than a liaison office) in India is authorized to acquire immovable property which is necessary for, or incidental to the activity carried on by such office in India. However any transfers of such immovable property by the Indian branch or other office in India require prior approval of the RBI.

(III) Mergers or Amalgamations 

In the case of amalgamations, the RBI has granted a general permission to a merged entity to issue shares to its foreign investors subject to the foreign shareholding in the merged entity not exceeding the prescribed sectoral caps.

An amalgamation has to be permitted by the Memorandum of Association of each of the companies in question. Amalgamations in India have to be sanctioned by the High Courts of the respective States in which the registered offices of the companies are situated. The Steps involved are:

1. A draft scheme of amalgamation ("Scheme") has to be prepared, including details regarding the valuation of the shares of the respective companies and establishing a method by which to arrive at the swap ratio.

2. The Scheme will have to be approved by the board of directors of the respective companies. Thereafter, an application will have to be made to the respective High Courts seeking directions to convene meetings of shareholders and creditors to obtain their consent. (75% consent needed).

3. The views of the Regional Director of the Department of Company Affairs and the views of the Official Liquidator are also ascertained before the High After the Companies (Second Amendment) Act 2002, the power of the High Court to sanction a scheme of amalgamation is vested with the National Company Law Tribunal.

SEBI Guidelines for Acquisitions (Substantial Acquisition of Shares and   Takeovers, 1997)

Notification

The acquirer should intimate to the target company and the concerned stock exchange as soon as it’s holding touches 5% of the voting capital of the target company.

Trigger point for public offer
As soon as the acquirer crosses 15% of the voting capital, it has to make an offer to purchase a minimum of 20% of the voting capital from the remaining shareholders through a public announcement.

Offer Price

The price offered should not be less than the highest of:

· Average price paid by the acquirer

· Preferential offer price if made in the last 12 months

· Average of the weekly high and low for the last 26 months

Contents of the public announcement
The announcement should provide information about the number of shares proposed to be acquired, the minimum offer price object of acquisition, date by which letter of offer will be posted and date of opening and closure of offer.

Companies Act 1956 Guidelines for Mergers and Acquisitions

Section 391 to 396 of the Companies Act deal with rearrangements including mergers, amalgamations and demergers. Section 391 deals with the power to make arrangements with creditors and members. Section 392 deals with the power of the high court to enforce compromises and arrangements. Section 393 deals with information about compromises or arrangements with creditors and members. Section 394 lays down provisions for facilitating reconstruction and amalgamation of companies.   Section 395 deals with acquisition of shares of shareholders who are in disagreement with a decision made by the majority. Section 396 deals with the power of the central government to provide for amalgamation of companies in national interest.

Under Section 394, the court makes provision for:

· The transfer of whole or part of the transferor company to the transferee company. This means that the assets and liabilities of the transferor company become those of the transferee company.

· Appropriate allotment of shares debentures and policies to the creditors and members of Transferor Company by the transferee company.

· Continuation of any pending legal proceeding of Transferor Company by the transferee company.

· Dissolution of any flagship company of the transferor company without winding it up.

· Provision for the members and creditors of transferor company who disagree from the arrangement

· Any matter which is necessary for effectively carrying out the amalgamation

These provisions shall be sanctioned only if the court has received a report from the company law board or the registrar that the transferee company’s affairs have not been conducted against the interest of its members or the public and the same from the official liquidator about the transferor.

All companies related to the agreement have to accordingly register themselves within 30 days. In case of a default a fine amounting Rs 500 is charged to the company as well as every officer who is in default.

Section 394A states that the court should notify the central government of any application made under section 391 or 394 and should take into consideration any representation made by the government before passing any order relating to the agreement.

Cases of Mergers and Acquisitions

Reliance Industries Limited  – Reliance Petrochemicals Limited

About Reliance

The Reliance Group founded by Dhirubhai H. Ambani is India's largest business house with total revenues of Rs 80,000 crore (US$ 16.8 billion), cash profit of over Rs 9,800 crore (US$ 2.1 billion), net profit of over Rs 4,700 crore (US$ 990 million) and exports of Rs 11,900 crore (US$ 2.5 billion). 

The group's activities span exploration and production (E&P) of oil and gas, refining and marketing, petrochemicals (polyester, polymers, and intermediates), textiles, financial services and insurance, power, telecom and information Communication (Reliance Infocomm Ltd) initiatives. Reliance has emerged as India's Most Admired Business House, for the third successive year in a TNS Mode survey for 2003.

The Reliance Group Companies include: Reliance Industries Limited, Reliance Capital Limited, Reliance Industrial Infrastructure Limited, Reliance Telecom Limited, Reliance Infocomm Limited, Reliance General Insurance Company Limited, Indian Petrochemicals Corporation Ltd. and Reliance Energy Limited.

The Merger

Considering the evolutionary history of the Reliance group, the proposed merger of Reliance Petroleum with Reliance Industries will not surprise company watchers. Reliance Industries as we know it today is an amalgam of the erstwhile Reliance Textiles Ltd, Reliance Petrochemicals Ltd, Reliance Polyethylene Ltd and Reliance Polypropylene Ltd. Each of these companies was separately floated, accessed the capital markets independently and later merged with the parent company. 

The merger will create a company that is truly big by Indian standards. It will bring under one umbrella India's largest petrochemicals maker RIL, which also has sizeable interests in oil and gas exploration, power and telecommunications, and the country's largest private-sector refiner, RPL. It will have a turnover exceeding Rs 60,000 crore ($12 billion), net profit of about Rs 5,000 crore ($1 billion), gross assets of more than Rs 40,000 crore ($8 billion) and finally, market capitalization of a whopping Rs 48,821 crore (about $10 billion). This has created the country's first fully integrated oil and petrochemicals major. The board of directors of both companies had unanimously approved the merger, subject to necessary regulatory approvals. The boards recommended giving investors one share of Reliance Industries for every 11 shares of Reliance Petroleum Ltd held. The merged entity will enjoy scale, size and enhanced financial strength and that it would pursue domestic and selective international investment opportunities for future growth. The founders of Reliance, the Ambani family, will retain 34% of the merged entity. It is also recognition of the ongoing economic reforms in the country.

Possible benefits from the merger

RPL’s Jamnagar refinery supplies a critical raw material, Naphtha to RIL for the cracker unit at its Hazira complex and also aromatic naphtha. The merged company will save on sales tax on supply of naphtha by the refinery, which will be treated as inter-divisional transfer. Now, Reliance Petroleum enjoys a sales tax waiver for a period of seven years from the date of commencement of production. On petroleum products marketed through Indian Oil Corporation the sales tax liability falls on IOC and not on Reliance Petroleum. However, in the post-APM scenario, Reliance Petroleum would become liable for sales tax on products sold in the open market. Now, that would account for a major part of the sales tax credit and in association with the inter-company sale of naphtha, it may liquidate the total sales tax credit rather quickly. Thus the extra credit can be used for setting off the liability on petro product sales in the open market post APM thus extending the period of concession for a longer time.

There is another important benefit as well. RPL will bring with it additional tax shield in the form of depreciation. It accounted for an amount of Rs 660.75 crore as depreciation in 2000-01 and in the first nine months of this fiscal it has provided for an amount of Rs 608 crore as depreciation. This will be a valuable tax shield for the merged entity especially because it will be entering a period of high profit-growth. With Reliance Petroleum's margins under pressure from the low oil prices, the depreciation cover that it generates could be transferred to Reliance Industries for better use. With Reliance Industries no longer in the investment mode, it could certainly do with some additional depreciation support. 

The merged entity presents a strong balance sheet, which can be leveraged to raise fresh funds, which the group may need for its telecom foray. Thus, both from a technical and commercial perspective, the merger makes eminent sense. The commercial reasons may probably explain the timing of the merger.
AOL – TIME Warner

Introduction

America Online is the world’s leader in interactive services—providing consumers both dial-up and broadband connections. In addition, AOL offers services on the Internet including the free AOL Instant Messenger, CompuServe, MapQuest, Netscape and Winamp. AOL also offers premium services including McAfee Virus Scan Online; MusicNet on AOL, an online music subscription service; AOL Call alert, which helps avoid missed calls while online; AOL Voicemail, which enables members to listen to their home voice messages online and their AOL e-mails over the telephone.

Time Warner is the world's leading media and entertainment company, whose businesses include filmed entertainment, interactive services, television networks, cable systems, publishing and music. Their array of services can be clubbed under: Media & Communications Group (America Online, Time Warner Book Group, Time Inc. & Time Warner Cable) and Entertainment & Networks (Home Box Office, New Line Cinema, Turner Broadcasting System, Warner Bros. Entertainment & Warner Music Group)

Towards the Merger

AOL, the clear leader of dial-up ISP’s, has been positioning itself for the impending broadband explosion, cutting deals companies that offer DSL services. AOL also has focused on gaining access to cable services controlled by AT&T and other cable companies. The Time Warner deal gives AOL access to those services.

For Time Warner, the deal represents a marked departure from previous attempts to become a Net player. The media giant first ventured online with Pathfinder, an all-in-one site that brought the company's magazines and news properties together. Time Warner abruptly later said it planned instead to launch a series of hubs focusing on topics such as news and personal finance. Its first niche hub to launch was Entertaindom.com

The new company will be called AOL Time Warner and will combine AOL's online services with Time Warner's vast media and cable assets. In a world where online services, media and entertainment are rapidly converging, the new company could have almost unparalleled resources. It combines the world's largest ISP with the world's largest media company. AOL has about 26 million subscribers and also is a well-established brand on the web. More importantly, it brings tried and tested strategies of using the Internet to provide information and entertainment. Time Warner's cable network reaches 20 percent of cable homes in the United States, trailing only AT&T in its reach. It owns film and music studios and cable and TV broadcasting properties HBO and CNN, and it publishes Time and People magazines.

The Merger

There were two agencies regulating the merger. Their roles were different. The FTC puts open access front and center in its review. The FCC evaluated AOL's dominance in instant messaging, among other issues. The FTC usually reviews issues that involve a direct commercial effect on competition under antitrust law. The FCC also examines competition in a merger review, but under the broader mandate of whether the merger serves the public interest. The FCC traditionally votes after the FTC or the Justice Department reviews a corporate merger. The DOJ was not involved in examining the potential antitrust issues surrounding this case, leaving that authority in the FTC's hands

Rivals such as Walt Disney, which contended that the merger would create an unfair media monopoly, had lobbied government regulators heavily. AOL formally offered the FTC additional terms on access and other issues in a bid to win approval.

The purchase, an all-stock deal, amounted to more than $160 billion based on today's trading prices. According to both companies, the new firm will have an estimated combined value of $350 billion. The new company will have more than 100 million paying subscribers, including AOL's dial-up customers and Time Warner's cable and magazine subscribers. The merger has transformed the Internet and media industries around the world - starting with the music business.

Under the terms of the merger agreement approved by unanimous votes at meetings of each company's board of directors, Time Warner and AOL stock will be converted to AOL Time Warner stock, with Time Warner shareholders receiving 1.5 shares of AOL Time Warner stock for each share of Time Warner stock they own. AOL shareholders will receive one share of AOL Time Warner stock for each share of AOL stock they own. In terms of market capitalization, America Online is about twice the size of Time Warner, but AOL's shareholders are asked to control only 55% of the new company.

Concerns Addressed

Concerns persisted among critics about whether the combined company would use its cable ownership to shut out competitors. According to the Commission's complaint, the proposed transaction would violate Section 7 of the Clayton Act, as amended, and Section 5 of the Federal Trade Commission Act, as amended, by: lessening competition in the residential broadband Internet access market; undermining AOL's incentive to promote DSL broadband Internet service as an emerging alternative to cable broadband; and restraining competition in the market for interactive television ("ITV").

Therefore according to the proposals of the commissions, the following changes were required to be incorporated:

· AOL Time Warner is required to open its cable system to competitor ISPs

· It is prohibited from interfering with content in its bandwidth contracted for by other ISPs.

· It is required to market and offer AOL's DSL services to subscribers in Time Warner cable areas in the same manner and at the same retail pricing, as they will do in those areas where affiliated services aren't available.
AOL Time Warner – A Glance

Chairman: Steve Case, America Online

Vice-Chairman: Ted Turner, vice chairman of Time Warner

CEO: Gerald Levin, Time Warner

Co-COO’s: Time Warner president Richard Parsons & AOL president Bob Pittman

Employees: More than 80,000 combined

Annual sales: More than $140 billion combined

Market capitalization: Approximately $350 billion

Wall Street Ticker: AOL

As chairman, Case will play an active role in helping to build and lead AOL Time Warner, focusing particularly on the technological developments and policy initiatives driving the global expansion of the interactive medium. As CEO, Levin will set the company's strategy, working closely with Case, and will oversee the management of the company. Levin will report to the board, which will consist of 16 members, with eight appointed by each of the current AOL and Time Warner boards

After the Merger

Under the merger, CNN.com and Entertaindom.com programming will be featured prominently on various AOL services & AOL members will have access to a wide range of Time Warner promotional music clips and broadband CNN news content will be distributed on AOL Plus, the rich broadband media content for AOL members. Owning a cable network gives the companies a foothold in creating high-speed interactive TV products and in tapping an audience that would be interested in upgrading Internet services.

Future for the Industry in the US

There has been a tendency for the leading players to seek strategic alliances. The Internet is no longer something a broadcaster or a newspaper publisher can ignore. They are realising this and are looking for ways to break into the Internet. Many Internet services have that presence on the web, as well as Internet skills and experience. What they lack is the money and content to build on what they have achieved. After this merger, others will be looking around to stake their claim in cyberspace. This marriage is likely to lead to considerable consolidation with more mergers, acquisitions or partnerships as traditional media companies scramble to jump on the Internet bandwagon. However, despite all the excitement, no other firms have made a move yet. They are circling each other, snapping up smaller rivals and start-ups, but the next big deal is still to come.

Idea – Escotel

Introduction

Idea is a GSM operator in Maharashtra (includes Goa), Gujarat, Andhra Pradesh, Madhya Pradesh and Delhi. It is jointly owned by the Aditya Birla group, the Tatas and AT&T in equal proportions and is managed by professionals. Idea’s subscriber base was 22,41,427 as on December 31, 2003. It is the fourth largest GSM operator in the country after Airtel, BSNL and Hutch. After the merger with Escotel, its subscriber base will go up to 30,67,272, but it will continue to be at No 4, though its margin will come down. 
Escotel, a 51:49 joint venture between Escorts (Nandas) and Hong Kong-based First Pacific, provides cellular mobile services in Haryana, UP (West) and Kerala & had licenses to launch operations in three new circles — UP (East), Rajasthan and Himachal Pradesh. The company is the market leader in UP West, with a subscriber base of 3,64,728. In Kerala and Haryana, it is the number two operator, with a subscriber base of 3,38,707 and 3,64,728 respectively.  First Pacific is a global corporation operating in 20 countries. The company, which has interests in telecom, banking, real estate and marketing, has a market capitalisation of $2bn and a turnover of $2.9bn. Escorts is the flagship company of the Rs 34-bn Escorts group, a diversified conglomerate with agri-machinery, two-wheelers, earth-moving equipment, financial services, health services, auto components, telecommunication equipment and services as its focus areas.

The Merger

Idea has a successful track record in merger and acquisition having itself been formed through a merger of Tata Cellular Limited with Birla AT&T Communications Limited and the subsequent acquisition of RPG Cellcom's MP circle. It bought 100% of Escotel Mobile Communications Limited (EMCL) and Escorts Telecommunications Limited (ETL) for an enterprise value of around Rs 1,150 crore, of which Rs 275 crore will be paid by way of cash and the balance Rs 890 crore will be by way of debt. This comes as a setback to Bharti, which had been in the race to buy Escotel. The total equity consideration is around Rs 355 crore, which includes the cash component of Rs 275 crore and about Rs 80 crore of promoters’ debt (against which promoters can recover cash). There is a slight discrepancy, since the Escotel side said this amount is around Rs 80 crore, while Idea said it was around Rs 65 crore. Apart from the promoters’ debt, Idea would take on its books Escotels’ debt of over Rs 800 crore. Industry sources pointed out this would take Idea’s total debt to Rs 3,000 crore plus (not including the cash component) for a subscriber base of around three million (2.2 million of Idea, plus 0.83 million of Escotel). It is to be noted that Bharti Cellular has a debt of around Rs 3,900 crore for a subscriber base of around 5.5 million. Also, it is not known if the three promoters of Idea, the Birla’s, Tata’s and AT&T, would bring in additional equity to fund the cash component of Rs 275 crore. If not, the money for this deal could also be raised through the initial public offer (IPO) route or through additional debt, which would further increase the debt burden. 

The largest acquisition in the wireless industry includes six telecom circles -- the existing three circles of Escotel (Uttar Pradesh (West), Haryana and Kerala) and the three licences obtained by Escorts (ETL) at the time of auctions of fourth operator licences of Rajasthan, Uttar Pradesh (East) and Himachal. Escorts had more than 8,25,000 subscribers. DSP Merrill Lynch had been advisor to Idea Cellular. First Pacific had decided to exit India two years ago and had been waiting for the right buyer to come along with the right price. Idea paid about Rs 11,000-14,000 per subscriber for buying Escotel, which has about 7 lakh subscribers. The sale of Escotel equity to Idea will reduce Escorts to a minor investor with less than 26% equity. The company recently announced a $150-m expansion plan to roll out new operations for which it needs to raise funds, while Idea gets to enlarge its footprint through the deal.

Benefits of the Merger 

The deal makes great sense for Idea because it is not an operator in any of the circles in which Escotel provides service. Bharti, on the other hand, offers service in all the circles where Escotel operates, as the fourth operator. The deal was a major setback for Bharti, as Sunil Mittal, chairman of Bharti group, was also eyeing Escotel. Bharti operates on 1,800 MHz. The cost of operation is higher at this frequency. So it made sense for Bharti to acquire Escotel and gain access to the frequency in 900 MHz band that Escotel operates on. However there were also unclear guidelines on Intra-Circle Acquisitions, which were enumerated only recently because of evaluation was difficult.

With this transaction, Idea's subscribers base as of December 31, 2003 will increase from 2.2 million to over 3 million. The Idea footprint will now cover around 60 per cent of the India's population and over 65 per cent of the potential telecom-market.

The newly acquired circles represent an addition to Idea’s existing footprint with all, except Kerala, being contiguous to Idea’s existing operation. 

Idea will have incumbency advantage in as many as seven circles, which would entitle the company to an additional two per cent reduction in licence fees for four years from April 1, 2004, which has been granted only to the incumbent first and second operators in non-metro circles.
The expansion of footprint brings benefits of scale and synergy to both Idea and Escotel, thus adding huge value to the respective stakeholders.

 Analysts say the alliance should be a win-win for both companies, deepening markets as well as revenue streams.
Conclusion

The goal of corporate mergers is to increase shareholder value through a mixture of operational synergies, cost cutting, and access to new markets, yet employee productivity can decline as uncertainty and disdain for the merger sets in. A mercurial workforce won't always respond as intended to such events. Loss of mind share and talent--and ultimately customers--can eliminate any gains realized in the merger. 

The laws of supply/demand say that as supply goes down, prices go up. When companies merge and acquire others, the companies will work together to keep prices from competing with one another or go to low. If we look at history, some of the worst industries have become extremely profitable by controlling supply of competitors via acquisitions / mergers. The point is that you can have an extremely unattractive industry and then make it a profitable one via mergers and acquisitions. Therefore in the face of the liberalised environment, M&A's are only bound to increase in the future.
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