
TAKEOVERS AND MERGERS

In general, mergers and takeovers (or acquisitions) are very similar corporate actions. A merger is the mutual decision of
two companies to.

Either way, the purchasing company essentially finances the purchase of the target company, buying it
outright for its shareholders. This is particularly important if shareholders in the target business support the
board and are therefore open to their advice. Updated Apr 13, Merger vs. Expanding the business organically
is still the main method used to grow, but acquiring another a business essentially the same as a takeover can
accelerate its efforts. For example, General Electric GE merged its oil and gas business with Baker Hughes ,
forming the second biggest player in the market to take on leader Schlumberger. This sees the bidding
company offer a certain amount of shares in the business in return for their existing shares in the target
company. Takeovers and mergers can theoretically be completed fairly quickly but the larger and more
complex deals often take years rather than months because it takes longer to secure regulatory approvals and
competition clearance. However, the underlying business rationale and financing methodology for mergers
and takeovers are substantially different. Global activity has picked up this year and is set to hit a new record.
The takeover of Sky was in response to its home market being stagnate and the rising competition from
streaming services like Netflix and Amazon. In this context holding periods are noteworthy as, restriction-free,
an investor can receive shares in the bidding company and immediately sell them on the market for cash.
Synergies: John Wood Group buys Amec Foster Wheeler as downturn bites As oil prices sat at new lows at
the start of , the downturn started to spill over from the oil giants to those providing crucial engineering and
other work. Some cash offers can see an immediate upfront payment, with the rest being deferred and paid
months or years after the transaction has been completed. It is common for both to be used as part of a single
consideration, giving investors in the target company an immediate reward and a holding in the new enlarged
business to offer future growth potential. If companies are looking for cost synergies then it is because
profitability has been squeezed. Then there is an all-share deal, where no cash consideration is involved.
Diversification: Shell buys energy supplier First Utility Oil giant Shell made a major and unexpected move
when it purchased First Utility, a firm supplying power to over , UK homes. In a merger of two corporations,
the shareholders usually have their shares in the old company exchanged for an equal number of shares in the
merged entity. They combine two previously separate firms into a single legal entity. This makes the offer
easy to compare to the current or a target share price, or the book value. The merger was thought to be quite
beneficial to both companies, as it gave Chrysler an opportunity to reach more European markets, and Daimler
Benz would gain a greater presence in North America. The motivation to pursue a merger or acquisition can
be considerable; a company that combines itself with another can experience boosted economies of scale,
greater sales revenue and market share in its market, broadened diversification, and increased tax efficiency.
Mergers and acquisitions: UK regulatory bodies? It can produce the same benefits as a merger, but it doesn't
have to be a mutual decision. When 21st Century Fox tabled a bid for Sky in it had to be cleared at a
ministerial level over concerns of too much concentration of control within the media industry. Significant
operational advantages can be obtained when two firms are combined and, in fact, the goal of most mergers
and acquisitions is to improve company performance and shareholder value over the long-term. This
combination of "unequals" can produce the same benefits as a merger, but it does not necessarily have to be a
mutual decision. Once an approach has been made then the target company will consider its answer and
negotiate. A larger company can initiate a hostile takeover of a smaller firm, which essentially amounts to
buying the company in the face of resistance from the smaller company's management. In this case, the
takeover was friendly, as Pixar's shareholders all approved the decision to be acquired. Any offer must remain
open for at least 14 days, which starts fresh each time a new or revised bid is made. The preferred way is to
secure the backing of the board. A typical merger, in other words, involves two relatively equal companies
which combine to become one legal entity with the goal of producing a company that is worth more than the
sum of its parts. When an industry as a whole hits a rough patch, companies often look to merge with a peer to
benefit from economies of scale, taking out the competition through cost and revenue synergies. Target
companies can employ a number of tactics to defend themselves against an unwanted hostile takeover, such as
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including covenants in their bond issues that force early debt repayment at premium prices if the firm is taken
over. For example, back in , American automaker Chrysler Corp. The two will then battle for shareholder
votes, arguing whether the company is better off being bought or staying as an independent business. A
merger involves the mutual decision of two companies to combine and become one entity; it can be seen as a
decision made by two "equals. Usually, the first announcement will be an unbinding one that simply states a
potential offer could be made sometimes with a guide price but most often not , and who the bidder is. This
includes if only one company is UK-based, whether it is being acquired by a foreign company or buying an
overseas firm. Cash and shares are the most popular ways of paying for a deal, contractual agreements are
usually how they are facilitated, and most are agreed by both parties before going through. The deadline can
be extended on the agreement of both parties if more negotiations are needed, which is often why deals are
prolonged in nature. This has given Tesco increased purchasing power and control over the market, selling not
only to the public but to competitors and peers.


