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UNIT I11: Merger Strategies, Acquisitions/Takeovers, Joint Ventures, Strategic Alliances —

restructuring.

Merger:

A merger is a deal to unite two existing companies into one new company. There
are several types of mergers and also several reasons why companies complete mergers.
Most mergers unite two existing companies into one newly named company. Mergers
and acquisitions are commonly done to expand a company’s reach, expand into new
segments, or gain market share. All of these are done to please shareholders and create
value.

Types of Mergers:

There are five main types of company mergers:

« Conglomerate:nothing in common for unitedcompanies

 Horizontal:both companies are in same industry, deal is part ofconsolidation

« Market Extension: companies sell same products but compete in differentmarkets
« Product Extension:add together products that go well together

« Vertical Merger:two companies that make parts for a finished goodcombine

There are five commonly-referred to types of business combinations known as
mergers: conglomerate merger, horizontal merger, market extension merger, vertical
merger and product extension merger. The term chosen to describe the merger depends
on the economic function, purpose of the business transaction and relationship between

the merging companies.

Conglomerate:

A merger between firms that are involved in totally unrelated business activities.
There are two types of conglomerate mergers: pure and mixed. Pure conglomerate
mergers involve firms with nothing in common, while mixed conglomerate mergers

involve firms that are looking for product extensions or market extensions.
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Example

A leading manufacturer of athletic shoes, merges with a soft drink firm. The resulting
company is faced with the same competition in each of its two markets after the merger
as the individual firms were before the merger. One example of a conglomerate merger
was the merger between the Walt Disney Company and the American Broadcasting

Company.

Horizontal Merger:

A merger occurring between companies in the same industry. Horizontal merger
is a business consolidation that occurs between firms who operate in the same space,
often as competitors offering the same good or service. Horizontal mergers are common
in industries with fewer firms, as competition tends to be higher and the synergies and
potential gains in market share are much greater for merging firms in such an industry.
Example
A merger between Coca-Cola and the Pepsi beverage division, for example, would be
horizontal in nature. The goal of a horizontal merger is to create a new, larger
organization with more market share. Because the merging companies' business
operations may be very similar, there may be opportunities to join certain operations,

such as manufacturing, and reduce costs.

Market Extension Mergers:

A market extension merger takes place between two companies that deal in the
same products but in separate markets. The main purpose of the market extension merger
is to make sure that the merging companies can get access to a bigger market and that
ensures a bigger clientbase.

Example

A very good example of market extension merger is the acquisition of Eagle Bancshares
Inc by the RBC Centura. Eagle Bancshares is headquartered at Atlanta, Georgia and has
283 workers. It has almost 90,000 accounts and looks after assets worth US $1.1 billion.

Eagle Bancshares also holds the Tucker Federal Bank, which is one of the ten
biggest banks in the metropolitan Atlanta region as far as deposit market share is

concerned. One of the major benefits of this acquisition is that this acquisition enables
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the RBC to go ahead with its growth operations in the North American market.
With the help of this acquisition RBC has got a chance to deal in the financial
market of Atlanta, which is among the leading upcoming financial markets in the USA.

This move would allow RBC to diversify its base of operations.

Product Extension Mergers:
A product extension merger takes place between two business organizations that

deal in products that are related to each other and operate in the same market. The
product extension merger allows the merging companies to group together their products
and get access to a bigger set of consumers. This ensures that they earn higher profits.
Example

The acquisition of Mobilink Telecom Inc. by Broadcom is a proper example of product
extension merger. Broadcom deals in the manufacturing Bluetooth personal area network

hardware systems and chips for IEEE 802.11b wireless LAN.

Mobilink Telecom Inc. deals in the manufacturing of product designs meant for
handsets that are equipped with the Global System for Mobile Communications
technology. It is also in the process of being certified to produce wireless networking
chips that have high speed and General Packet Radio Service technology. It is expected
that the products of Mobilink Telecom Inc. would be complementing the wireless

products of Broadcom.

Vertical Merger:

A merger between two companies producing different goods or services for one
specific finished product. A vertical merger occurs when two or more firms, operating at
different levels within an industry's supply chain, merge operations. Most often the logic
behind the merger is to increase synergies created by merging firms that would be more
efficient operating asone.

Example

A vertical merger joins two companies that may not compete with each other, but exist in
the same supply chain. An automobile company joining with a parts supplier would be
an example of a vertical merger. Such a deal would allow the automobile division to

obtain better pricing on parts and have better control over the manufacturing process.
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MERGERS AND ACQUISITIONS:

Mergers and acquisitions (M&A) are defined as consolidation of companies.
Differentiating the two terms, Mergers is the combination of two companies to form
one, while Acquisitions is one company taken over by the other. M&A is one of the
major aspects of corporate finance world. The reasoning behind M&A generally given is
that two separate companies together create more value compared to being on an
individual stand. With the objective of wealth maximization, companies keep evaluating

different opportunities through the route of merger or acquisition.

Mergers & Acquisitions can take place:
* by purchasingassets

« by purchasing commonshares
« by exchange of shares forassets

* by exchanging shares forshares

Types of Mergers and Acquisitions:

Merger or amalgamation may take two forms: merger through absorption or
merger through consolidation. Mergers can also be classified into three types from an
economic perspective depending on the business combinations, whether in the same
industry or not, into horizontal (two firms are in the same industry), vertical (at different
production stages or value chain) and conglomerate (unrelated industries). From a legal
perspective, there are different types of mergers like short form merger, statutory merger,

subsidiary merger and merger of equals.

Reasons for Mergers and Acquisitions:

« Financial synergy for lower cost ofcapital

* Improving company’s performance and accelerategrowth
« Economies ofscale

« Diversification for higher growth products ormarkets
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« To increase market share and positioning giving broader marketaccess
« Strategic realignment and technological change

« Taxconsiderations

« Undervaluedtarget

« Diversification ofrisk

Principle behind any M&A is 2+2=5:

There is always synergy value created by the joining or merger of two companies. The
synergy value can be seen either through the Revenues (higher revenues), Expenses
(lowering of expenses) or the cost of capital (lowering of overall cost ofcapital).

Three important considerations should be taken into account:

« The company must be willing to take the risk and vigilantly make investments to
benefit fully from the merger as the competitors and the industry take heedquickly

* To reduce and diversify risk, multiple bets must be made, in order to narrow down to

the one that will provefruitful

« The management of the acquiring firm must learn to be resilient, patient and be able to

adopt to the change owing to ever-changing business dynamics in theindustry

Stages involved in anyM&A:

Phase 1: Pre-acquisition review:this would include self-assessment of the
acquiring company with regards to the need for M&A, ascertain the valuation

(undervalued is the key) and chalk out the growth plan through thetarget.

Phase 2: Search and screen targets:This would include searching for the
possible apt takeover candidates. This process is mainly to scan for a good strategic fit

for the acquiring company.

Phase 3: Investigate and valuation of the target:Once the appropriate company
is shortlisted through primary screening, detailed analysis of the target company has to

be done. This is also referred to as duediligence.

Phase 4: Acquire the target through negotiations: Once the target company is

selected, the next step is to start negotiations to come to consensus for a negotiated
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merger or a bear hug. This brings both the companies to agree mutually to the deal for
the long term working of the M&A.

Phase 5: Post merger integration:If all the above steps fall in place, there is a
formal announcement of the agreement of merger by both the participating companies.

Reasons for the failure of M&A — Analyzed during the stages of M&A:

e Poor strategic fit:Wide difference in objectives and strategies of thecompany

e Poorly managed Integration:Integration is often poorly managed without

planning and design. This leads to failure ofimplementation

e Incomplete due diligence:Inadequate due diligence can lead to failure of M&A
as it is the crux of the entirestrategy

e Overly optimistic:Too optimistic projections about the target company leads to
bad decisions and failure of theM&A

Takeovers:

Takeovers and acquisitions are common occurrences in the business world. In
some cases, the terms takeover and acquisition are used interchangeably, but each has a
slightly different connotation. A takeover is a special form of acquisition that occurs
when a company takes control of another company without the acquired firm’s
agreement. Takeovers that occur without permission are commonly called hostile
takeovers. Acquisitions, also referred to as friendly takeovers, occur when the acquiring
company has the permission of the target company’s board of directors to purchase and

take over the company.

Hostile Takeovers:

Hostile takeovers occur without the consent of the acquired firm's board of
directors. The first step of a hostile takeover includes the acquiring firm taking over the
company through a tender offer or proxy fight. Hostile takeovers through tender offers
involve the acquiring company purchasing the shares of the target firm directly from

shareholders, or on the secondary markets. Shares of a stock represent ownership of a
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company. Therefore, buying all or a majority of the company’s shares allows the
acquiring company to possess ownership of the target company. To purchase shares, the
acquiring corporation offers a higher price to shareholders than the market value of the
stock. A proxy fight involves the acquiring company seeking the voting rights of the
target firm's shareholders to win control of the target's firms board of directors. The last
step involves filing a 30-day acquisition notice with the Securities and Exchange
Commission and the target firm's board of directors. After receiving the notice, the target

company must formulate defensive tactics, or risk a hostiletakeover.

Acquisitions:

Companies acquire other firms to increase their market share, obtain new facilities
and acquire advanced technology. In an acquisition, the board of directors of an acquired
firm agrees to allow another company to control the firm for a certain price. The firm
making the acquisition usually agrees to purchase the acquired company’s assets or stock.
Purchasing the assets allows the acquiring company to avoid needing shareholders'
approval. The company desiring to make the acquisition must perform due diligence before

the acquisition processbegins.

Joint Venture Definition:

The dictionary meaning of the word ‘venture’ is a hazard or a risk. However, a
joint venture in business deals with risk as well as benefits. The joint venture is a
commercial enterprise in which two or more companies join their forces to gain a tactical
and strategic edge in the market. Companies consider joint venture in order to pursue a
certain or specific task. The task may be a new project or an entirely new firm. There is
no limitation to the involvement of more than two companies at a time. Companies
initiate it with the help of a contractual agreement between the parties. The profit and
loss in this technique is shared with the participants. However, involving in a joint
venture does not affect the individual business of the participants.
A joint venture (JV) is a business arrangement in which two or more parties agree to
pool their resources for the purpose of accomplishing a specific task. This task can be a
new project or any other business activity. In a joint venture (JV), each of the
participants is responsible for profits, losses and costs associated with it. However, the

venture is its own entity, separate and apart from the participants' other businessinterests.
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Strategic Joint Venture:

A business agreement between two different companies to work together to achieve
specific goals. Unlike amerger or acquisition, a strategic joint venture does not have to
be permanent, and it offers companies the benefits of maintaining their independence
and identities as individual companies while offsetting one or more weaknesseswith
another company's strengths. A strategic joint venture may also be called a
"strategicpartnership.”

Types of Joint Venture:

A joint venture is an enterprise that lasts for a finite time. There are several types
of joint ventures, which a company can implement based on the firm. There is no fixed
structure of the joint venture program. There are two major types of joint venture i.e.
insider and outsider joint venture along with their variants. However, the joint venture
partnership varies according to the contract or the agreement between the companies. An
international joint venture is one of the most successful approaches to set up a business

in foreign countries.

1. Insider jointventure:

Does the word ‘insider’ ring any bell? The word insider means someone from the
organization who has an access to the confidential information of the company’s
operations. Well, the term is almost similar when you include in the joint venture firm.
Insider joint venture type allows joint effort of the people to focus on a single product.
Each participant shares an equal right, access and contribution in operating various
functions that need attention. Here in the company can view any information, as it
possesses equal rights. Some insider functions of joint venture include pooling the
resources for efficient research and development, product examination facility, abundance

space, etc.

2. Qutsider jointventure:

If you think that being an outsider is referred to someone who is not an insider then
you are right. Outsider joint venture means the same. Each participant of the outsider
joint venture enterprise takes up a function relating to the product. However, the focus of

each participant is limited to the function he or she is assigned to perform. For example,
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a company produces a product and implements the joint venture deal in it for the
promotional purpose. Both the firms are equally involved in the same product however;
the functions aredifferent.

3. Marketing jointventure:

The word ‘marketing’ is not a foreign term to you. Marketing refers to the
promotional process of a certain product. In a marketing joint venture structure, two
marketing companies come together to promote the product equally. A joint marketing
venture can benefit in cutting down the individual cost and avails a better reach. Most of
the large enterprises or firms implement this efficient technique. Benefits of a joint
venture marketing include combined advertisement, co-hosting facilities for promotional
seminars,etc.

A joint venture is a flexible enterprise and you can choose its types according to
the requirement. The flexible nature depends and differs according to the contractual

agreement between the participating organizations.

Consideration and Evaluation before Involving in Joint Venture:

Involving in a joint venture is an important decision for the organizations.
Therefore, it is necessary to consider and evaluate important factors before signing a

contract with another firm.

1. Requireddetermination:

Projects are performed to step up on the stair of success. However, it is important
to know whether the other party is equally interested. Moreover, it is also important to
ensure that the firm is certified. After all, the number of cons and crimes in the corporate
sector has increased, at a significant rate, in the past years.

2. Partnership:

It is ideal to have a 50/50 profit and loss partnership. However, in the corporate
world it is important to consider the partnership layout. Either the input, assets, funds,
etc. should be invested equally or the profit/loss ratio should be set based on the

investment.
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3. Contract \Agreement:

Well, a legal agreement is the most important thing that you need to consider. It
should include all the rules of partnership and other functions. Thus, it is important to
maintain a perfect agreement with the help of legal authority. Let us have a look at the

things that one should include in the agreement.

Contractual Agreement:

A contractual agreement is a very important part that is required to set up the
joint venture enterprise. Joint venture has certain factors and possibilities that need
consideration thus, it is important to include everything in a legal format. Let us have a
look at the elements that are required to add into the legal document before starting the

jointventure.

1. The involvingparties:

It is very important to mention the involving parties. It is very common fact and
hardly people forget about it. However, you should include it, as it is an important
element. When two parties are involved it is not a problem however if there are more
than three or four parties then it is essential to mention all of them along with the firms.
2. Reasons andobjectives:

Any task happens for a reason. For instance, you drink water because you are
thirsty. Similarly, it is important for the company to mention the objective and the
reasons for which the joint firm is set. Moreover, it may be helpful while terminating the
contract when the required objectives are not accomplished.

3. Contribution of monetary funds and assets:

As we have discussed previously that, the profit and loss partnership is
considered on 50\50 basis. However, the input and the assets matter. The profit and loss
partnership depend upon the investment of each firm. Thus, mention the assets and
monetary fund invested by eachfirm.

4. Disputehandling:

Where two people meet, it is impossible to avoid disputes. Although you cannot
ignore dispute, you can pre-arrange the resolution. How would you do so? Well, by
involving clear clauses regarding the functions, assets, as well the rules of management,

responsibilities andprocesses.
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5. Terminationrules:

You may call it the start of the end. Well, termination is the last thing you look
forward to, before any deal. However, it is important to include termination rules. The
‘what ifs’ factors are the reason why termination rules are necessary. What happens
when the objectives are not fulfilled? What happens when the company is suffering loss?

Thus, clearing the reasons of termination rules isrequired.

6. Confidentiality guardingrules:

Before starting any enterprise in a combined manner, it is important to have
background knowledge of the other participant. In an insider joint venture, the
participants have equal right to view the confidential matters. However, to ensure that
they maintain the confidentiality it is essential to include rules in the agreement.

ADVANTAGES OF JOINT VENTURES:

Joint venture brings along many advantages to the firm as long as the objectives
are accomplished. Let us look at some of the advantages of joint venture that are
mentioned below.

1. Profit at low cost:

Joint venture is created to complete a certain task or a project. However, in a
small-scale company it is difficult to build up the machinery that the product needs. In
the moment of need, joint venture is the perfect solution. For example, if a company has
a plan for the perfect product. However, due to financial shortage there is not enough
machinery or resources available. At such a time, if another company, which is equipped,
lends a hand in the form of joint venture, then it becomes easier to produce. Moreover, if
the product acquires success then both the companies can enjoy the profit.

2. Flexiblenature:

By now, flexibility is the new favorite word in the corporate sector. The
corporate world always looks out for the success and benefit. The joint venture enterprise
runs around the word ‘flexible’. Here, by flexibility, I mean to say is that each participant
has the freedom to continue with the individual business. The joint venture participants
can only interfere within the participated project. Thus, during the term of the contract
participants can freely resume their business as long as they fulfill the needs mentioned

in the agreement. This is one of the benefits of joint ventures.

Page 12




3. Start-uppush:

Credential is very important in the early stage of the business. However, if you
have the perfect plans of production and other resources then joint venture can be useful.
Affiliating with a well-known brand can provide a good consumer base as well as market
credential and recognition. Moreover, for the other participant, this is the best way to
enter into foreign market. As some of the rules and regulation of places, prevent the
foreign industries unless affiliated with the local brand.

4. Shared costs, expenses, benefits, andrisk:

Joint venture brings along the boon of sharing. It is truly said that sharing is
caring. In business, shared costs, expenses, benefits and risks facilitate the company to
flourish. Shared cost lessens the required financial burden. Moreover, the equal
participation enables the company to focus on the betterment of the product. If the
product receives appreciation in the market then the participants enjoy profit.
However, if the product fails to bring success then you should divide the loss
according to the contract. This is one of the best joint venture benefits.

5. Learningground:

An entrepreneur may acquire a qualifying degree but he also requires practical
knowledge. However, practical knowledge comes with experience in any field. Thus,
affiliating with a joint venture for a certain period or task gives experience and proves
to be a benefiting factor for the present task. Moreover, the other party can provide a

good consumer base and social contacts.

DISADVANTAGES OF JOINTVENTURES:

Advantages may exceed the disadvantages however; you should remember that
sometimes faith and risk play the key role in the journey of success. Let us look at some

of the disadvantages of joint venture that are mentionedbelow.

1. Flexibility isrestricted:

Flexibility is important however; some projects require full concentration and thus the
simultaneous work may become impossible. In times like such the participants need to
focus on the product of the joint venture and the individual businesses suffer in the process.

For example, company A requires technological assets thus in joint venture company B
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avails the facility. In the same time, if the company B requires those technical assets then

he has to postpone the individual project for the time being.

2. Assets and claims:

This point will clarify the need for a proper joint venture agreement. It is required
to mention the assets and involvement of the participants in order to prevent claims of
the other parties. Thus, it is important to abide confidentiality and royalty rules in the
contract. This will save you in the future from legal troubles.

3. Equal involvement isimpossible:

50/50 profit is ideal but it is impossible to maintain a 50/50 contribution. Let us
make it easier by a simple example. If the Company A is planning the production
process, whereas Company B is responsible for the production and the Company C is
responsible for planning and implementing market strategies. Company A will not be
involved in the production and promotion process as a result the pressure will be on

Company B and C. Moreover, this will affect the individual business.

4. Rapportformation:

Disputes are one of the major problems that lead to various problems in the joint
venture. In the corporate world, it is important to maintain relations. However, it is
difficult to form rapport between people of different culture as a result; it will hamper the
process of the completion of the task. Thus, joint venture brings a bit of obstacle in the
form of relationshipmaintenance.

Joint venture is a perfect strategy for the entrepreneurs. Although it helps in
expanding the company in the market it also requires experience and co-operation.
However, the organization should always analyze and compare the joint venture

advantages and disadvantages before implementing.

Strategic Alliance:

A strategic alliance is an arrangement between two companies that have decided
to share resources to undertake a specific, mutually beneficial project. A strategic
alliance is less involved and less permanent than a joint venture, in which two companies
typically pool resources to create a separate business entity. In a strategic alliance, each

company maintains its autonomy while gaining a new opportunity.
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Astrategic alliance in business is a relationship between two or more businesses
that enables each to achieve certain strategic objectives neither would be able to achieve
on their own. The strategic partners maintain their status as independent and separate
entities, share the benefits and control over the partnership, and continue to make
contributions to the alliance until it is terminated. Strategic alliances are often formed in
the global marketplace between businesses that are based in different regions of the
world.

Purpose of Strategic Alliances:

Strategic alliances allow two organizations, individuals or other entities to work
toward common or correlating goals. The idea is for all parties to benefit, in the short-
term, long-term or both. The agreement may be formal or informal in nature, but each
party’s responsibilities must be clear. Further, they may be in place for short or long
periods of time depending on the needs and goals of those involved.

Often, strategic alliances allow involved organizations to pursue opportunities at
a faster rate than if they functioned alone. It provides access to additional knowledge and
resources that are held by the other party, which may ease the learning curve for the new
pursuit, along with providing setup time andcosts.

This strategy provides more flexibility than joint ventures, as the involved parties
do not need to merge any assets or funds in order to proceed. Instead, they each remain
autonomous in nature, which can help ease the function of the agreement when the two

entity’s business practices are highly varied.

Risks of Strategic Alliances:

Though the arrangement is generally spelled out clearly, the differences in how
the businesses operate can cause some struggles. Further, if the alliance requires
informing one party of the other party’s proprietary information, there may be a level of
distrust within the corresponding leadership.

In cases of long-term strategic alliances, the involved parties may become
dependent on one another. While the risk is lower if the dependency is experienced by
both parties, the risk can increase significantly if the dependence becomes one sided, as
this puts an advantage to one side.

Example of Strategic Alliances:

An oil and natural gas company might form a strategic alliance with a research
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laboratory to develop more commercially viable recovery processes. A clothing retailer
might form a strategic alliance with a single clothing manufacturer to ensure consistent
quality and sizing. A major website could form a strategic alliance with an analytics

company to improve its marketingefforts.

The Five Factors of a Strategic Alliance:
The five criteria of a “strategic” alliance

What is it that makes an alliance truly strategic to a particular company? Is it
possible for an alliance to be strategic to only one of the parties in a relationship? Many
alliances default to some form of revenue generation—which is certainly important—
but revenue alone may not be truly strategic to the objectives of the business. There are
five general criteria that differentiate strategic alliances from conventional alliances. An
alliance meeting any one of these criteria is strategic and should be managed
accordingly.

1. Critical to the success of a core business goal or objective.

2. Critical to the development or maintenance of a core competency or other source of
competitive advantage.

3. Blocks a competitivethreat.

4. Creates or maintains strategic choices for thefirm.

5. Mitigates a significant risk to thebusiness.

The essential issue when developing a strategic alliance is to understand which of
these criteria the other party views as strategic. If either partner misunderstands the
other’s expectation of the alliance, it is likely to fall apart. For example, if one partner
believes the other is looking for revenue generation to achieve a core business goal,
when in reality the objective is to keep a strategic option open, the alliance is not likely

tosurvive.

Examining each of the five strategic criteria in depth provides insight into how

the strategic value of alliances can be leveraged.

1. Critical to a businessobjective:
While the most common type of alliance generates revenue through a joint go-to-
market approach, not every alliance that produces revenue is strategic. For example,

consider the impact on revenue objectives if the relationship were terminated? Clearly, a
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truly strategic relationship would have a great bearing on the prospects for achieving
revenue growth targets.

In addition to a single strategic alliance, related groupings of alliances—networks
or constellations— may also be critical to a business objective. Sun Microsystems has
established a group of integrator alliances that function as an effective marketing channel
and drive significant revenues for the company each quarter.

This category also includes alliances with high potential, such as alliances that
have large but unrealized revenue opportunity. Consider the impact of new industry
standards that make it possible for products from different manufacturers to work
together. This can unlock customer value and boost the revenue potential of new,
technology-based products. From writable DVD formats to next-generation wireless
technologies, technical standards are democratically determined in consortiums of
interested industry participants. With product development racing in parallel, the first
mover’s advantage can be substantial, and hence alliance development and lobbying
within an industry become paramount to financial success.

Cost reduction may also be a core business objective of the alliance, particularly
among supply- side partners. By investing together in new processes, technologies and
standards, alliance partners can obtain substantial cost savings in their internal
operations. Again, however, a cost-saving alliance is not truly strategic unless it has an

underlying business objective, such as “to achieve an industry-leading coststructure.”

2. Competitive advantage and corecompetency:

Another way in which an alliance can prove to be strategic is to play a key role in
developing or protecting a firm’s competitive advantage or core competency. Learning
alliances are the most common form of competitive/competency strategic alliances. An
organization’s need to build incremental skills in an area of importance is often
accelerated with the help of an experienced partner. In some cases, the learning objective
of the relationship is openly agreed between the partners; however, this is not always the

case. Learning alliances work bestwhen:

1. The objectives are openlyshared
2. There is little chance of future competition (such as when the partners are in

adjacentindustries)
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3. The cultures of the organizations are similar enough to enable process and methods to
be leveraged, and

4. The governance structure of the alliances is established to promote learning at the
executive, managerial and operationallevels.

3. Blocking a competitivethreat:

An alliance can be strategic even when it falls short of establishing a competitive
advantage. Consider the case of an alliance that blocks a competitive threat. It is strategic
to bring competitive parity to a secondary segment of a market in which the firm
competes, when the absence of parity creates a competitive disadvantage in the related
primary segments of that market. For example, competing in the high and medium price
range of a market with a premium product may leave the firm vulnerable to a low-priced
entry. If the firm’s manufacturing processes do not permit the creation of a low-priced
product entry, a strategic alliance with a volume partner in an adjacent market can
successfully block the competitivethreat.

Another example of strategic alliances that block competitive threats are the
airline alliances that permit route-sharing among carriers. The two primary determinants
of customer flight selection are routing and cost. Therefore, the adoption of route-sharing
alliances by the airlines blocks the competitive threat of preferential routing in the
specific markets in which the airline chooses to compete. In essence, strategic alliances
within the airline industry ensure competitive parity with respect to routing and force
other factors such as on-time departures and customer service to become the bases for
competitive differentiation.

4. Future strategicoptions:

From a longer-term perspective, an alliance that is not fundamental to achieving a
business objective today could become critical in the future. For example, in 1984, a
U.S. consumer products company needed to expand distribution beyond the Midwestern
states. Faced with the prospect of European competition at some point in the future, the
firm made a strategic decision to invest in an alliance with a distribution and support
services company that had incremental distribution capacity in the U.S. and a similar
presence in Europe, rather than invest in expanding its own local distribution
capabilities. With the option to expand into European distribution at any point, the firm

could work to sew up the U.S. market before expanding too quickly internationally.
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5. Riskmitigation:

When an alliance is driven by intent to mitigate significant risk to an underlying
business objective, the nature of the risk and its potential impact on the underlying
business objective are the key determinants of whether or not it is truly strategic. Dual
sourcing strategies for critical production components or processes are excellent
examples of how risk mitigation can become the context for supply-side strategic
alliances.

As process manufacturing companies advance the yield of their operations,
suppliers often collaborate with the manufacturer to ensure their new products fit within
its new operations. The benefits of such an alliance are cost savings to the manufacturer
and accelerated product development for the supplier. In situations where the supplier’s
product is critical to the manufacturer’s operation, it may be necessary for the
manufacturer to have strategic alliances with two competing suppliers in order to

mitigate such risks as unilateral cost increases or degradation in quality ofservice.

RESTRUCTURING:

Restructuring is a type of corporate action taken when significantly modifying
the debt, operations or structure of a company as a means of potentially eliminating
financial harm and improving the business. When a company is having trouble
making payments on its debt, it will often consolidate and adjust the terms of the
debt in a debt restructuring, creating a way to pay off bond holders. A company
restructures its operations or structure by cutting costs, such as payroll, or reducing

itssizethroughthesaleofassets.

Organizational Restructuring:

When a company restructures internally, the operations, processes, departments
or ownership may change, enabling the business to become more integrated and
profitable. Financial and legal advisors are often hired for negotiating restructuring plans.
Parts of the company may be sold to investors, and a new chief executive officer (CEO)
may be hired to help implement the changes. The results may include alterations in
procedures, computer systems, networks, locations and legal issues. Because positions

may overlap, jobs may be eliminated and employees laid off.
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Restructuring should result in smoother, more economically sound business
operations. After employees adjust to the new environment, the company should be
better equipped for achieving its goals through greater efficiency in production.

Costs of Restructuring:

Costs can add up quickly for things such as reducing or eliminating product or
service lines, canceling contracts, eliminating divisions, writing off assets, closing
facilities and relocating employees. Entering a new market, adding products or services,
training new employees, and buying property results in extra costs as well. New
characteristics and amounts of debt often result, whether a business expands or contracts
itsoperations.

STRATEGIC ALLIANCES AND RESTRUCTURING:

There's an African proverb that tells us "when the music changes, so must the
dance.” As government funding dries up and competition for charitable dollars grow,
many nonprofits are being forced to step back and examine the dance; which may mean
merging, restructuring, or forming strategic alliances with other nonprofits that share
similar missions.

Nonprofit Consolidation Strategies:

Unlike the corporate world, where such changes are common, nonprofit mergers
are relatively rare. One reason is that corporations have the luxury of offering financial
incentives to help overcome emotional resistance; an avenue typically closed to
nonprofits. No one gets rich when nonprofits merge. Without such tools, negotiating and
managing a nonprofit consolidation of any kind requires greater finesse and expertise at
understanding the obvious and subtle impacts. Hiring an outside consultant with that
expertise is imperative, and the earlier you do so, the less disruptive the process can be.
Long-term Advantages

At LCG, we begin working with nonprofit executives and boards during the
earliest exploration phases. Our process can help you realistically assess the situation and
determine if an alliance or merger is a viable option and, if so, how to proceed through
each step of a structured plan. Our experience and objectivity provide unbiased guidance
to help you negotiate terms while avoiding conflicts and roadblocks. Your investment in

a consultant who will smooth the path and minimize discord both streamlines the
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consolidation process and establishes a positive tone that can pay dividends for years to
come.
Model Questions from UNIT -111

I. Short Notes

Define Merger
Acquisition
Takeovers
Joint Venture

o &~ w N oE

Strategic Alliance

I1. Essays

Explain in detail about Types of Mergers.

Explain the reasons for Mergers and Acquisitions.
BrieflyExplain about the Types of Joint Ventures.

What are the Advantages and Disadvantages of Joint Ventures.

Explain the purpose of Strategic Alliances in detail.

o ok~ w0 DdE

Explain the concept of Restructuring.
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