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Lecture — 05
Case Studies: Do M and A Pay?
Hello friends. In the previous session you talked about mergers, acquisition theories and in
this particular session we will talk about different cases of mergers, acquisitions done by
different companies in India.
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And this is the concept we are going to cover today. In fact, we will be covering two cases of

two companies which have gone for multiple merger acquisition in growth strategy and one
of them is Hindustan Unilever Limited a multinational company in India. Another is
Crompton Greaves Limited which is an electrical equipment company. We will also talk
about whether a merger acquisition pay or not and then we will talk about what makes a
particular merger, acquisition successful for any particular company?
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MERGERS, ACQUISITIONS AND CORPORATE RESTRUCTURING
So, going to the first case we have and also we will be discussing the growth through M and
A and M and A success these are the keywords, economic profit, ROCE, asset turnover ratio
the last three are actually to measure the impact of merger acquisition of the company’s
performance.

(Refer Slide Time: 01:36)
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ERGERS, ACQUISTIONS AND CORPORATE RESTRUCTURING
And we have first case called Hindustan Unilever. Hindustan Unilever is a group company
Unilever a multinational company. In 2011, we have covered not this select merger
acquisition restructuring have been covered in this particular slide. One can see here that
Hindustan Unilever Limited going for demerger of Unilever India Exports Limited as a

restructuring.



Then 2013 they acquired Aquagel Chemicals Private Limited which take care of their beauty
and personal care segment then they also acquire shareholding of Bhavishya Alliance Child
Nutrition Initiative for food and refreshment segment because if you look at HUL has now
gone from detergents, personal care to other all aspects of (()) (02:29) consumer goods as

such.

Then they had purchased and they had acquired the Modern Food Enterprise Limited which
is bread and bakery company which was actually Government of India company they had
acquired sometime back and later they as a strategic realignment they have sold that
particular company to another company. They also sold assets of LT Foods Middle East
DMCC. These are the divestment done by this company in the last year in 2016.

Then they acquired the famous Horlicks brand from GlaxoSmithKline Consumer Healthcare
that is GSK and Horlicks is a very popular brand and it has got a very big brand recall, brand
presence and GSK wanted to get rid of that, they want to divest and for HUL, for expansion
the health and nutrition segment health drink. This was the right pick for them then they also

acquire the ice cream business of Adityaa milk to augment their ice cream business.

Subsequently, they also acquired Glenmark Pharmaceuticals Limited certain products,
subdivision which was complimentary for HUL and then they also completed the merger of
GSK Consumer Healthcare with HUL. So, these are one can say how a company has gone
from multiple merger acquisition, (()) (03:54) etcetera as a growth strategy as to align their

growth with their growth.

And if you look at predominantly we will see that they are strengthening foods and
refreshments category as well as the beauty and personal care segment of the business. So,
this is an very good example similarly you have several other examples we can see, we can
track the M and A activities by different company in its last several years in different sector

and we can find such things also.

This is a current phenomena for any prominent big companies or any bluechip companies for
that matter.
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Crompton Greaves’ Mergers and
Acquisitions (1990 - 2012)

ERGERS ACQUISTIONS AND CORPORATE RESTRUCTURING
Then we have another case that is where little exhaustive study of that is your erstwhile
Crompton Greaves Mergers and Acquisition during 1990 and 2012 although it is a little old
case, but if you look at the type of M and A they have done so that make sense for the
learning of this particular subject.

(Refer Slide Time: 04:58)
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* Crompton Greaves was incorporated in the year 1937, It is
engaged in designing, manufacturing and marketing high
technology, electrical products and services related to power
generation, transmission, distribution and execution of turnkey
projects

¢ |It's three core business groups are namely, Power Systems,
Industrial Systems and Consumer Products

* The company manufactures a wide range of products such as
power & industrial transformers, HT circuit breakers, LT & HT
motors, DC motors, traction motors, alternators/generators,
railway signaling equipment, lighting products, fans, pumps and
public switching, transmission and access products

* It not only had a strong presence in the domestic market but, it
also had spread its business in the Southeast Asian and Latin
American markets

So, the Crompton Greaves was incorporated in 1937 it was engaged in designing,
manufacturing a marketing high technology, electrical products and services related to power
generation, distribution and transmission also they were involved in execution of turnkey
projects. It had three core business like power system, industrial systems and consumer

products that means they are in B2B segment as well as B2C segment for that matter.



They have got very wide range of products like in power industrial transformers, circuit
breakers, LT and HT motors, DC motors, traction motors, alternators, generators, lighting
products, fans for retail consumers for that matter, pumps and public switching all those
transmission and access products. So, if you can look at they are into lot of variety of

products in this electrical segment, generation, distribution and transmission.

And it had not only presence in the domestic market it also has good presence in the
international market including South East Asia and Latin American markets. So, they have a
good geographical presence, they have good scope of products across different products,
different markets.

(Refer Slide Time: 06:09)
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¢+ Make product portfolio wide and acquire new
technology

* Objective of cost cutting and exiting unrelated
businesses

¢ Transform from a product Co. to a complete solution-
provider

* Improve operational efficiency & Increase capacity

* Vision of CG in top ten power transformer
manufacturers

Expand business globally entering into new markets

And what was the motive that the Crompton Greaves went for that it was product portfolio to
wide and acquire new technology and they had objective of cost cutting and they wanted to
exit from unrelated businesses and they wanted to transform a product company to a
complete solution provider. So, everything at one place the customer can get so that customer

did not have to go to multiple entities for that matter.

They also wanted to improve the operational efficiency in terms to energy, cost reduction,
expansion of the cells and also increase the capacity and they wanted to be in top 10
transformer manufacturers in India and they also wanted to go to globally present and so that
they can go for enter new markets.

(Refer Slide Time: 07:00)
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* Gain technological competence, acquire intellectual
property and R&D

* Acquiring brand name, increase in EPS
* Access to new customers or distribution channels
* To attain economies of scale and scope.

* To acquire human skills or talent, face competition,
respond to changing industry concentration

* Better use of free cash
* Reduction of tax of the combined company.

MERGERS, ACQUISITIONS AND CORPORATE RESTRUCTURING

And they also wanted to gain technological competence and acquire intellectual property
because intellectual property give a long term advantage for any company and R and D also
will give long so that company can come with new products, they can come with innovations
and also from any company to prosper further it should also have good brand name at the

same time they also wanted to have financial benefit.

They have increase in earnings per share and then profit after tax. They also wanted to have
new customers in new markets and new distribution channels for that matter, they wanted to
have economies of scale and scope which you have discussed in our previous classes which
talks of mergers and acquisition motives. So, they are also similar cases in case of Crompton

Greaves for that matter and not only that they want to have technology, products, market.

They also wanted to have good talents pool so that they can face competition and respond to
any changing industry concentration. They also thought of using their free cash the cash
which can available for expansion so that they can be better use. They thought that this free
cash can be one option can be company can declare as dividend, they can also use such

buyback of shares instead of that they thought they can acquire good targets.

And you make use of free cash flow so that the overall shareholders worth is actually
maximized and as a another outcome of this also yes in certain cases they can also reducts the
tax. Suppose, beside that companies target being strategically fit and the company may be

loss making, but strategically fit in that case that unabsorbed losses can be absorbed by the



combined company and the company can have certain tax benefits subject to the tax
regulation of the country for that matter.

(Refer Slide Time: 08:50)

M&A by Crompton Greaves =

1990 Merger Kerala Electric Lamp Works Domestic Electrical
Ltd. Appliances

1997 Merger Kersons Manufacturing Co. of  Electrical Machinery
India Ltd

1997 Merger Goa Electricals & Fans Ltd. Domestic Electrical

Appliances

1999 Merger Punjab Power Generation Boilers & Turbines
Machines Ltd.

2000 Merger CG Polycrete Ltd. Electrical Machinery

2004 Acquisitions ~ CG Energy ManagementLtd  Financial Services

2006 Acquisitions ~ Malanpur Captive Power Ltd.  Electricity Generation

2006 Acquisitions | Ganz Transelektro Electrical Machinery
Villamossagi ZR T
2007 Acquisitions  Microsol Holdings Ltd Software

So, these are the other motives and if you look at we have covered from select deals from
1990 till 12 year. So, we have talked about the type of deal where you talk about merger or
acquisition. So, if you look at 1990, 1997 two acquisition mergers are there where they have
acquired four companies up to 99 that is Punjab Power Generation Machine Limited. They

have acquired four domestic companies.

And if you see that industry in electrical appliance and other electrical machinery, so two
sectors are covered then also boilers and turbines. So, we look at multiple product segments
they have focused on and accordingly they have chosen certain companies whereas they
merged their own company CG Polycrete Limited, electrical machinery the group company

they merge so that they can streamline and bigger company for the matter.

They also acquired the CG Energy Management Limited which is a financial services
company without having a separate company they wanted to merge as such then they
acquired Malanpur Captive Power Limited which was for electricity generation then if you
look at 2006 all the M and A are involving domestic companies, but 2006 again they went
and acquired Ganz Transelektro which is an electrical machinery a foreign company. They
also went ahead with the Microsol Holdings Limited which is a software company.

(Refer Slide Time: 10:20)
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Deal type Target company Industry

Acquisitions  Societe Nouvelle De Services for Electrical
Maintenance Transformateurs ~ Machinery
(Sonomatra)

2008 Acquisitions M S E Power Systems Inc. Electrical Machinery

2009 Acquisitions  Avantha Power & Infrastructure  Electricity Generation
Ltd.

2010 Merger Brook Crompton Greaves Ltd. Generators, Transformers &
Switchgears

2010 Acquisitions  Power Technology Solutions Ltd.  High Voltage Electrical

Engineering
2011 Merger C G Capital & Investments Ltd.  Investment Services
2011 Acquisitions  Emotron Ab Electrical Equipment
2011 Acquisiions ' QE | Inc. Electrical Equipment
2012 Acquisitions 21V Group Electrical Equipment

MERGERS, ACQUITIONS AND CORPORATERESTRUCTURING
And similarly they went to another international acquisition Societe Nouvelle De
Maintenance Transformateurs which is for services of electrical machinery then they went for
MSE Power Systems Incorporations. So, these green are actually typically the foreign
acquisitions and mergers and other ones are the domestic M and A as such. Avantha Power

Infrastructure, Brook Crompton Greaves.

So these two Avantha Power and Brook Crompton Greaves actually they are group company.
So, they streamlined a group and make a single bigger company they want to try. They also
acquired a Power Technology Solutions Limited which is solution provider. So, for high
voltage electrical engineering then also they are invested in services company where they

merged with themselves.

Then they have three acquisitions in 2011 and 2012 in electrical equipment segment they all
are like from Emotron to ZIV Group they were all in international acquisitions. So, you can
see that in that particular two decade scenario 1990 2012 they went for multiple merger
acquisition involving different products, services, allied services in electrical segment for that
matter electrical market.

(Refer Slide Time: 11:37)
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M&A Deals Crompton Greaves' M&A Motives Significant Benefits
Derived by
Crompton
Greaves

Pauwels Trafo  « To expand business globally and strengthen  Improved core
Group its international presence through accessto  competence in
(Belgium, 2005) Belgium, Ireland, Canada, the US and the power systems

Indonesia, which are the locations where business
Pauwels had manufacturing facilities and
where market penetration by a foreign entity is
difficult.

+ Toincrease Crompton Greaves' turnover by
75% in 2006 thereby securing the company's
position amongst world's top ten power
transformer manufacturers

+ To have access to technology for
transformer up to 525 KW, slim transformer,
mobile substations.

MERGERS, ACQUISITIONS AND CORPORATE RESTRUCTURING

So, if you look at we have covered here specific certain deals that company has gone for like
they went to Pauwels Trafo Group which is Belgium company and the major motive for this
particular acquisition was to expand the business globally. So, they had definitely opportunity
to expand domestically, but they thought that they should also go for international presence.
So, this particular company gave them access to Belgium, Ireland, Canada and US and

Indonesia and where this particular company was operating.

So, in this particular with one acquisition foreign acquisition they could have presence in five
different countries or they augmented they have already existing presence in five different
countries for that matter. It also increase the turnover by some 75% 2006 or increase in
turnover is one of the access they also had an access to technology for transformer up to 525

kilowatt.

They also had technology for slim transform and mobile substations. So, in that way they
have improved their core competence in power system business by acquiring this particular
company.

(Refer Slide Time: 12:46)
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Crompton Greaves’ Motives behind the M&A Deals: Examples, contd..

M&A Deals Crompton Greaves' M&A Motives

Significant Benefits
Derived by

Crompton
Greaves

Microsol Holdings +  To become “full solutions provider” andto  Improved core

(Ireland, 2007) reinforce the power business's ability to competence in
design, build and service world-class the power systems
substations with state-of-the-art automation ~ business

Sonomatrad « Toenhance the company’s capabilities in the  |ncreased

(France, 2008) services segment of its transmission and profitrevenue

distribution business

Then similarly they went for microsol holdings and with this they become a full solution
provider in the power business so that they can design, build and service world class
substations and state of the art automation. So, it increase they improve their core competence
in giving a full solution for a customer. Similarly, they vote for sonamatra 4 for France
company where with which they could enhance the company’s capabilities in services of
segment of its transmission and distribution business and this also increase the profit and
revenue for that matter.

(Refer Slide Time: 13:25)
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Crompton Greaves' Motives behind the M&A Deals: Examples, contd..

M&A Deals Crompton Greaves' M&A Motives

Significant Benefits
Derived by

Crompton
Greaves

MSE Power + To increase its strength as a systems |moroved core

Systems (US, Integrator in the EPC intemational business competence in the

2008) arena, particularly i the renewable energy poer systems
(wind) segment business

Avantha Power  + Toexpand its presence in power generation, |mproved core

and Infrastructure  transmissionand distributing business competence in

Limited (2009) the power systems

business

Power + Togain significant consolidation in the Improved core

Technology engineering, procurement & maintenance  competence in the

Solutions (UK, (EPM) segment n the UK and get access to  power systems

2010) newer markets and expand product portfolio  py giness

NELCO (india, ~ + Toenablethecompanytobecomeastrongerand  Brought new

2010) more comprehensive playerinthe railway technology

business segment

Similarly another couple of cases where they went for MSE Power where with the MSE
Power acquisition merger they could increase in strength in systems as a system integrated in

the EPC international business segment particularly the renewable energy MSE. Renewable



energy at that point of time lot of discussion about expansion of renewable energy and so

many power sector companies are actually going for renewable energy.

So, as a service provider or as an (()) (13:53) electrical segment you also should have the
company should also have technology related to renewable energy then Avantha Power and
in fact that is actually their own group company where they again concentration in the power
generation segment they could expand their presence and then power technology solutions

UK.

So, they had the objectives to gain significant consolidation in the engineering procurement
and maintenance segment and the last one in this side we have NELCO India which is an
Indian company. So, they wanted this particular acquisition made them their presence in the
railway business segment which possibly they had little lower revenue from there and besides
new technology also went to another market that is railway business segment.

(Refer Slide Time: 14:44)
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M&A Deals Crompton Greaves’ M&A Motives Significant Benefits L
Derived by
Crompton
Greaves

Emotron Group§  + To bridge the gap in the automation solutions Broughtnew
(Sweden, 2011) space for the firm’s industrial business technology
+ To enable the company to offer integrated
solutions along with its profound application
domain knowledge of motors in India
+ To build capability for a global presence in
offering comprehensive energy saving
solutions

QElInc6 (US, 2011) + To exploit on the distribution automation  Brought new
market in North America, India and Europe  technology
+ To access to customer references of large
utilities in the US and electrified transit for
railways

ZIV group (Spain,  + To expand perations in the p core
2012) emerging sector of the Smart Grid. ZIV, which competence in the
provides digital equipment for grid automation power systems
and Advanced Metering Infrastructure has so  business
farinstalled ©14 lakh IEDs for utilities and

industries across the world

Then the Emotron groups where they had bridge the gap in automation solution that they
have. It also enable the offer integrated solutions for their products, for the customers and by
going by QEI incorporation 6 they could exploit the distribution automation market in North
America it is an international acquisition and we would help them exploit the distribution

automation in North America, India as well as Europe.

Also they could got good customer references from these particular companies so that they

can also sell their existing products and utilities then ZIV Group is a Spain company where it



could help them expand the business operations globally and also new segments and so it also
increase their core competence in the power systems business. So, this talks about that how
this company has gone for different M and A and different aspects of their growth has been
taken care both in technology upgradation, distribution system, new products in different
electrical segments for that matter.

(Refer Slide Time: 15:50)
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Summary of Benefits from M&A by Crompton Greaves NPTEL

So, if you look at the summary of benefits that talked about in the previous slides yes they
had expanded geographically by going for acquisition in multiple countries. They could grow
in a short time they do not have to wait for long time they have to organically grow so by this
they could do it. They could also enter new market geographically because when I acquire

another company in some other countries.

So, with that they also acquire like we saw in one example they acquired one company and
they entered five different geography for that matter and because they got the international
brands in new companies so their brand value that also has got enhanced. They could get
more orders also because they acquired companies which has got their existing orders
because orders for a electrical equipment company the order size is one of the key indicator
of workman that is a leading indicator that yes the company is going to do well in terms of

sales in future.

So, that way they got orders of existing companies into their hold, they could also increase
the core competence, they gain technological competence and they expanded the product

range and they improve also profit margins. So, these are the overall summary or benefits for



Crompton Greaves by going for multiple merger acquisition the two decades from 1990 to
2011-12.
(Refer Slide Time: 17:21)
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*  Crompton Greaves always preferred power systems then
followed bfy industrial system and then consumer products for the
purpose of acquisition.

¢ Crompton Greaves prefer acquisition than merger deals among
these two inorganic growth strategies.

*  Crompton Greaves scouted for targets both in India and abroad

¢ The important thing is that company determines whether a
particular M&A deal is successful or not, only after two years of
M&aA deal is done.

¢ The officials have always closed the deals efficiently within the
stated timelines of the process

*  One of the successful thing is that Crompton Greaves has never
come across any regulatory or legal factors that have hindered
its M&A process

¢ On areas like lead advisory, financial due diligence, tax
structuring, environment, and human resources advises are taken
from investment bankers appointed by the company

* Source: Responses to the questions in a questionnaire filed in by an executive of CG involved in M8A

Then in fact this is as part of a study where there is study done with the help of questionnaire
with the team from Crompton Greaves and we found that what type of decision making was
there in case of Crompton Greaves. So, they actually preferred as a M and A strategy which I
want to talk about in subsequent session, acquisition search which particular company you

are going to acquire, where (()) (17:50) and how to filter them.

There are multiple products in particular segment. So, which particular segment and product
we should go for. So, the company will have their own filtration strategy. So, this company
has a filtration strategy is that they went for power systems and followed by industrial
systems and then they went for consumer. So, in the hierarchy they gave first preference to

the power systems for that matter.

And instead of merger they wanted to go for acquisition so that the existing shareholders
have no role so they gave the cash and got the company acquired and instead of mergers for
that matter. Mergers the shareholders will like to continue in the combined business, but they
possibly did not want that so they want to have full control about the acquired company or

the target for that matter.

And they went for both Indian average not that they went only for multinational acquisition

they went for both the domestic as well as foreign market and so they also had a thing that



yes they also had their own internal matrix of success of M and A and after two years only
they say whether the particular M and A has been successful depending on what is the

objective of that particular acquisition.

And they had a timeline for closing the deal, closing the M and A deal is one of the important
aspect of merger acquisition process. So, they close the deal efficiently within the stated
timelines for the process and in this particular process of M and A they have not come across
any regulatory legal problems that has hindered the process as such so that is what they

claim.

And then like advisory and financial due diligence etcetera they did not do on their own they
rather dependent on the exports from the investment bankers appointed by the company. So,
they were the experts which are actually giving them the advisory services for due-diligence,
tax restructuring, environment etcetera. In fact, there are several investment bankers who
were experts in this and the companies go for their advice when they go for M and A as a
growth strategy.

(Refer Slide Time: 20:00)

M&A Decision Making at Crompton Greaves contd.. {;@
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¢ Adedicated team of senior executives from managerial level led by
the General Manager (M&A) is involved in the start to finish for a
particular merger and acquisition deal.

¢ Crompton Greaves uses its existing reserves or cash flow to
finance acquisition deals.

*  Crompton Greaves prefers cash (mix of debt and equity) mode of
payment because its balance sheet has good scope for leveraging
before going in for further issue of equity, as cost of equity is higher
than debt.

*  Crompton Greaves made M&A deals which are being influenced by
market environment/macroeconomic indicators or when there is a
sound financial market to fund deals or when a good opportunity

arises (low cost target firm).

They also had a dedicated senior team possible one acquisition done they were looking for
another acquisition and then the team was involved and so they become (()) (20:10)
experience from the previous acquisition may be they might have learn something from the
previous acquisition and merger and they could now implement than the new acquisition for
that matter. So, scope for learning was there and they use their existing free cash flow to

finance the acquisition.



Of course they also took certain debt for financing the acquisition and they preferred a cash
deal that means earlier was talked about that yes they are going for acquisition means you
will pay the cash to the shareholders of the target company and that case you need cash and
they used a mix up date and also internal equity as well as external equity to some extent so

that you make that particular payment.

And it is not that they went for debt because debt is not for bad, debt also leverages the
company in terms of return on equity and also they went for debt because cost of equity is
traditionally higher than cost of debt and they got the deals which are influenced by the
market environment. So, they look at the microeconomic indicators and accordingly they

choose the particular target for acquisition.

And they look for low cost target so that they can pay lesser for acquiring. Anybody who like
to pay less for acquiring anything for that matter so this is a good financial prudent that you
do not overpay and then regret later. So, those are the major thing they talked about.

(Refer Slide Time: 21:42)
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And subsequently we have to see that whether any company in which goes for mergers,
acquisitions, is it going to be long term beneficial or not. So, there are couple of matrix that
we use for measuring the post merger performance. One is that we can do in terms of short
term market performance. So, here you will look at the change or percentage return in the

stock of the company versus the market that is there.



And that is short term that immediate what is the reaction of the market to the announcement
that is one way another is that long term. So, in long term also we can go for market return as
a matrix and how much growth in this share price has taken place to the acquiring company
vis-a-vis the market maybe let us say in India Sensex or Nifty for that matter, how the Nifty
has grown and how this particular company has grown in terms of market price or the similar

type of companies in some segments how they have done.

But another thing is that we can also look at the long term implication in terms of certain
financial matrix, could be related to profitability, liquidity, solvency and all. So, in this case
what we did, we did the study has done it took some couple of matrix several matrix, but
couple of them have been shown here. One of them is called the economic profit; economic
profit is nothing, but if you are earning a profit more than the expectation of the investors that

is called economic profit.

So, from equity point of view your profit after tax minus cost of equity which is expectation
of the shareholders, equity holders into total equity so that is the expectation and you are
having a profit after tax over and above this that means you are making economic profit or
you are making economic loss. So, that way if you look at the economic profit for this

particular company.

So, you see that in this economic profit you see the economic profit of the company has
actually gone up over 2000. We took the last decade in that acquisition scenario and we saw
that you can see the overall the economic profit is actually increasing not only overall even
economic profit as a percentage of total equity is also more or less increasing over (())

(24:00).

So, it was negative in 2001 with multiple acquisitions they have actually become positive for
that matter and if you look at the comparable companies, comparable firms that you are
talking about in the same segment if you compare them in fact this company was doing bad
earlier, but now if you look at like 0.2 and 21% was the economic profit of total equity which
was actually minus negative in case of comparable companies. So, if you look at the spread

the difference in that is much bigger.



That means we can say in economic profit term the company was creating more profit, more
economic profit from vis-a-vis the industry that means we can say the possible the M and A
was beneficial for companies compared to the company which has not gone for merger and
acquisition. So, this comparable firm that you talked about were actually those companies

which you have not gone for merger acquisition, but they are in the same segment.

Similarly, if you look at asset turnover ratio you see that there is an increase in asset turnover
ratio as well as if you look at the difference between let us say comparable companies and
Crompton Greaves asset turnover ratio talks about efficiency though Crompton Greaves has
being a more has utilized assets more efficiently compared to the comparable companies and

one can possibly attribute it to the M and A.

So, with more M and A they have gone for more asset utilization or efficiency in asset
utilization. Return on capital employed also we can see that yes there is a difference now in
those companies so these companies has more return on capital employed and interest
coverage ratio also it is high for this particular companies. So, that way you can conclude that

yes this company has done well in this particular time period in terms of financial matrix.

Different financial matrix have been considered and we saw that they have done better
compared to other companies who have not gone for mergers and acquisitions. The control
group is companies which have not gone for merger, acquisitions that means this is actually a
case study we cannot generalize, but we can make an example that yes possibly mergers and
acquisition in long term benefit the companies.

(Refer Slide Time: 26:00)
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Then we also ask them their team that what has made this particular M and A success
possible? So, they said that time family owned group affiliated businesses so it was easy for
them to merge the group affiliated businesses that is there and (()) (26:21) streamlined
organization structure so that you could reduce the bureaucracy in the company and they

always went for related industry.

They did not go for like conglomerate, they were (()) (26:31) industry where they could have
economy of scale and scope and essentially they went for more and more acquisitions. So,
they got a good learning from acquisition experience and they had a good team the people or
group for any organization merger acquisition to do they should have a dedicated people and
they had a dedicated team senior management team which were actually managing the

merger, acquisition.

And if they mostly went for as long as non group acquisitions are concerned they went for
acquisition and they made the payment in terms of cash, they did not go for payment in terms
of share. We will talk about the merger payment method detail in deal structure and as of now
let us say that merger payment can be in terms of shares and can be in terms of cash, in terms

of cash and debt also can be a mix of that.

So, they went for more on cash payment and for group companies they obviously went for
merger and the shareholder acquired company were given shares in the acquiring company

and mostly the target firm they had was smaller than the acquiring company that means they



did not go for a company which was bigger than the Crompton Greaves for that matter that is

another thing.

So, they attribute these are the possible five or six factors which led to M and A success as
the company claim and also we saw previously how they have done better as such.

(Refer Slide Time: 27:59)
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Crompton Greaves was split into two firms in Mar 2016, named
1. CG Power and Industrial Solutions
2. Crompton Greaves Consumer Electricals

CG Power and Industrial Solutions
* Its products ranges from industrial business which includes Power
Conversion Equipment (Medium and Low Voltage Rotating
Machines, Drives and Stampings), Power business which focuses on
power transmission, distribution, power solutions, setting up of
integrated power systems, etc.
* |t was resulted by the demerger in 2016 separating from the parent
group Crompton Greaves.
* In2017, Crompton Greaves changed its name from Crompton
Greaves Itd to CG Power and Industrial Solutions
* InSep 2020, it was acquired by Murugappa group’s Tube
investments, a 56% stake for Rs.700 crore.

But there is a catch here the company up to 2011-12 went for merger acquisition now what
happened in between there could be a certain allegation like that they had manipulations in
their financial statement. So, now we are talking about a case which was supposed to be
celebrated as successful case of M and A, multiple M and A, multiple segments then they

have gone for bigger problem.

Although we found they were successful using different matrix, but later something happened
and the company were actually not in good position. So, that led to company being split into
two parts that means now we are talking about the same company which talked about
multiple mergers and acquisitions. They now went for split that is called the restructuring.

They split the company into two parts CG Power and Industrial Solutions.

And then they went for Crompton Greaves Consumer Electricals and Crompton Greaves
Power and Industrial Solutions is into different ranges that industrial ranges it change to
power conversion equipment, power business which focus on transmission, distribution
power solution and setting up the integrated full solution power system which they got that

capacity to do by going for multiple acquisitions in the last two decades.



Then they demerged it make a separate company from the parent group and this particular
company was then converted into the business were CG Power and Industrial Solutions and
September 2020 it was acquired by the Murugappa Groups the tubes investment acquired this
particular company by 56% stake in this particular company by paying 700 crore that means
it is now gone for the Avantha Group. It is with the new group for that matter.

(Refer Slide Time: 29:45)
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Crompton Greaves Consumer Electricals
It manages the consumer electrical business (Kitchen
Appliances, Fans, Lighting, Home Appliances, consumer
pumps)

*  Since Feb 2016, it is a professionally managed independent
company.

And the second company they retained, but they also now has become, they also become the
professionally managed independent company and this is called Crompton Greaves
Consumer Electricals that means they have now split into two segment industrial segment,
B2B segment vis-a-vis the B2C segment for consumer electrical and this is also now
managed by a professional independent company where new private equity players have

come and taken the stake in this particular company.

So, the objective of this particular case is talking about yes we celebrate success in terms of
merger acquisition and it may benefit at a particular point of time in the economic condition,
the strategy the people at the (()) (30:28), but if something can go wrong then the company
can be into doldrums as it happens in Crompton it is a very prominent company now with

another group of owners.

So, anything can actually happen with business as long as you manage well you are sensible
to what is happen in the market and you are agile then the merger, acquisition restructure can

be successful otherwise you can also burn your finger.
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+  As part of growth strategy, companies scout for
acquisition opportunities and acquire those in an
orderly manner,

+ Besides of economies of scale and scope, companies
look at targets for technological competencies.

+ |tis worthwhile to study the impact of M&A on long
term financial performance.

Success of M&A might not be permanent.

So, in a conclusion you can talk about yes as a part of growth strategy companies scout for
acquisition opportunities and acquire those in orderly manner as we saw in both the cases like
in HUL as well as in case of Crompton Greaves. Besides economies of scale and scope the
company also look for targets for technological competencies also competence across the

supply chain vertically.

And it is also worthwhile for people to say that does it benefit you made an acquisition, made
an (()) (31:25) announcement and then people are happy about it, but what happens
subsequently did the company do well, did the company achieve those objectives of M and A
which they had mentioned at the time of announcement or not and the success of M and A

might not be permanent.

So, one should not be overwhelmed by going for multiple acquisitions and possibly then you
have problem in integrating, managing the business it is a big business for that matter. So,
with this we conclude and the subsequent session we will talk about the more and how
orderly you can go for acquisition and you can also talk about what type of due diligence one

company should do and companies go for mergers and acquisitions.
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So, these are the references including this case study from where you have taken and annual
reports of two companies for this particular session. Thank you and see you in the next

session.



