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Soft Bank Acquisition of Arm Holdings
Introduction
SoftBank Group Corporation is a multinational company that has its headquarters in Tokyo, Japan. The conglomerate holding company owns stakes in various companies, including Uber, Slack Technologies, Boston Dynamics, Yahoo Japan, Alibaba, T-Mobile USA, among others. It is the largest trading company in Japan after the Toyota company. The company was founded by Masayoshi Son, who is currently the CEO and has a twenty-one percent ownership stake of the company. In 2018, SoftBank announced the acquisition of ARM holdings, which is a software design and semiconductor company situated in Britain (Kodama, 2019. This paper aims at answering the questions that arose as a predicament of this acquisition. Specifically, the paper will initially address the strategic constraint behind this acquisition form the SoftBank’s perspective. The paper will then attempt a comparison and an evaluation of the implications of the change from the viewpoints of both ARM and SoftBank.
History of Softbank Group Corp and ARM Holdings
Softbank Group Corp
SoftBank was founded by the then twenty-four-year-old Masayoshi Son in September of 1981. During this time, Mr. Son was a software distributor before venturing into the publishing business with the launch of Oh! MZ magazines, and Oh!PC that talked about Sharp and NEC computers, respectively. In 1994, the company held in its Initial Public Offering and was valued at three billion dollars (Zhang, 2018). During the nineties, the CEO of the company, Mr.Son, made large investments in internet services because of the potential that it had. During this time, they created a joint venture with the American Yahoo company, effectively creating Yahoo Japan that became a huge success in the country. SoftBank became a holding company in October of 1999. In the following year, they made their most successful investment ever by investing twenty million dollars in the Chinese venture, now known as Alibaba. The investment later turned into sixty billion dollars in September of 2014 when Alibaba went public. Within the duration of its lifetime, it has gone on to acquire either wholly or some part in some of the most successful and promising companies today, with ARM Holdings being their latest acquisition.
ARM Holdings
The company was founded in 1990 as a joint venture between Apple Computers, VLSI Technology, and Acorn Computers as Advanced RISC Machines Limited. The term ARM was, however, coined prior to the official founding of the company and originally abbreviated Acorn RISC Machine. The name was changed when Apple joined the venture as they disliked the idea of having their product bearing the name of its competitors, the Acorn Computers (Frésard, Hege, and Phillips, 2017).
The company first went public in 1998 and changed its name from Advanced RISC Machined Limited to simply ARM Limited. During its years, ARM has also ventured into acquiring various companies, mostly in the fields of IoT, debugging, and integrated circuits.
Strategic Imperative Behind the Acquisition of ARM
SoftBank Perspective
One may employ a KPI to understand the reasons why SoftBank might have decided to take over the processor manufacturing company, ARM. This KPI may be referred to as the IoT KPI. A Key Performance Indicator, abbreviated as KPI, is a measurable value that is used to show the effectiveness of a particular company towards achieving its set objectives. To be able to define a KPI, one must answer the following questions so that everybody in the company or the department consciously knows and understands what they want, how to get there, and if it is a truly logical step and everybody is inboard (Alina, 2018). This clears ambiguity, and everybody in the department or company unambiguously understands their role in the matter and pervasively evaluates their progress concerning the expected outcome. The questions that the organisation needs to ponder include: what is the desired outcome? Why is the outcome important? How will one be able to quantify progress? What actions can be taken to get the desired predicament?Whose responsibility is it to ensure that the business outcome is achieved? How will one be able to know that the outcome has been achieved? What is the frequency with which the progress shall be measured? In general, the questions are contextual and may vary depending on the product and department. Based on the current case study, one might answer the IoT questions in the following fashion. The desired outcome is to reduce the cost of buying processors for IoT by fifty percent (Engel, Hamirani, and Saklatvala, 2016). The outcome is important because it will increase the overall profit margins in the long run and also allow faster and more effective processors that are tailored for the products developed inhouse. Progress shall be quantified in the amount of money that is spent in making a single processor after factoring in economies of scale and other determining parameters. What can be done to improve the outcome is to purchase the ARM holdings company to make inhouse processors that are tailored for the products made. The deal to acquire the company is the responsibility of the CEO of SoftBank, Mr. Son. The company will know that the objective has been achieved if the cost of procuring a single processor will have reduced by fifty percent. The progress shall be reviewed every quarter. Of importance to note is that the metric needs to be measurable. That is why the objective is set to a value that can be easily derived by crunching down numbers, i.e., the objective is measurable rather than being qualitative.
SoftBank, during its announcement of its takeover, indicated that the £24.3 billion takeovers was a gamble with the hope that smartphone chip company would assist it in becoming a leader in the internet-of-things technology market. Internet of Things, colloquially abbreviated as IoT, refers to a unified system of computing devices, digital and mechanical machines (Frésard, Hege, and Phillips, 2017). To facilitate interconnectivity between the components of this system and consequently be labeled an IoT device, each component has to be assigned a unique identifier and possess the capacity to transmit and receive data over the internet devoid of human interaction. These components can range from anything from embedded electronics such as those installed in a fridge, a microwave to control systems, home, and building control systems. The future of technology is moving along these lines, and a lot of development is going into this technology. To be able to build devices that have network capabilities, one needs a piece of equipment with the requirement that it should have a low power consumption and still be able to perform tasks such as sending network packets and receiving them over the internet. This prerequisite is the gap that that SoftBank aims to bring with its acquisition of ARM.
One might, however, ask, what is the point of acquiring ARM holdings while they can basically strike a deal to buy the processors and integrate them into their products. ARM is one of the major microprocessor chip manufacturers after Intel. The intel x86 chip, however, is built for PCs and performs poorly on low power devices that run on battery cells. ARM processors have, however, been optimised for low-power devices such as mobile phones, making it ideal for the Internet of Things (Kodama, 2019). To this end, ARM supplies processors to technology giants such as Samsung and Apple. This implies that if SoftBank required customised processors, they would have to wait in line with the technology giants, and this would be a potential bottleneck to the company’s productivity. Besides, being in control of the production would give the company the capacity to be able to test experimental processor architectures that would be designed by in-house engineers, to improve the productivity of the overall product. Most industrial innovations have been accidental, and being control of the processor manufacturing guarantees greater productivity and encourages innovation. Initially, the cost of acquisition might be high, but the payoff will, in turn, be higher. In addition to facilitating the goal of IoT, SoftBank may further capitalise on supplying the technology giants such as Samsung and Apple with processors as has been the history. In fact, the company might be able to not only cut its costs of production but also make more money, say, by the sale of processors. Owning a processor company implies that SoftBank will be able to customise and even invent its own instruction set that will be optimised for the product that it is intended to be used for.
An Instruction Set is a term that is used to refer to the total instructions that are available in a particular processor chip. The instruction set defines the capability of a particular processor. For most of the applications, developers need not worry about instructions as most of the details are usually abstracted for them by the compiler. In embedded systems such as those use in IoT systems, which are the principal reason for the acquisition of ARM, even the littlest of optimisations can improve the overall costs. For instance, being able to design custom processors means that the company may decide to only include the necessary instruction set for a particular product cutting on cost. This also means that they can be able to invent and customise the instruction set to fit into their use case. There is, however, the question of how the employees are affected by this drastic change in not only the management but also the schedule and the manner in which the activities are run. There needs to be a critical change in the company to be able to reflect the vision and mission of the new owner of the company. There may be individuals within the company who may generally disagree with the new management.
Brexit is a colloquial term that refers to the exit of Britain from the European Union, which happened on 31st January of 2020. The exit from the union causes a huge uncertainty for the country’s economy. This proposition is supported by the fact that the day after the Brexit vote, the pound fell by eight percent of its original value (Zhang, 2018). ARM being a global force in the design and manufacturing of microprocessors makes it better adapted to handle the negative impact that Brexit may have on other smaller companies in the United Kingdom due to the fundamental role that it plays in the technology market and also because it earns in US dollars.
A corporate acquisition or merger is a phenomenon that can have dire consequences on a company’s development outlooks and long-term prospects (Lee, 2017). The key reasons that companies merge or buy out other companies usually involve riding themselves of competition or boosting their business prospects, as is the case with the case study explored in this document. The acquisition of a company may affect the company in a variety of ways, for instance, its stock price, future growth outlook, and capital structure. The main reason that SoftBank acquired ARM is so in line with its goal of being the technology giants in the field of the Internet of Things. This is a smart move because the future of technology is headed in that direction whereby all the electronic devices in homes and offices are all going to be smart and integrated into the internet. SoftBank wants to be at the forefront of IoT, ARM being the leading low-power processor manufacturer. It is obvious that if IoT became the next big thing, the ARM would be a great beneficiary given the fact that it has already made billions of profit from the cellphone boom with the production of processor chips that run in most devices in the world today.

ARM Holdings Perspective
ARM also aims to benefit from the acquisition. SoftBank conglomerate is a hotbed for a lot of investors given the various companies it has subsidiaries, and thus, attracts a lot of funding in the event that it launches a project. Due to its access to unlimited resources at its disposal means that the current employees, especially the scientists in the research department, get better opportunities and possibly better remunerations. This is because they will be at the center stage of innovation and also create a competitive environment for the researchers. The host government is also bound to benefit from the company because of the trade, taxes, and the revenue generated from the company, and as it grows, so does the economy as well as the creation of more jobs for the residents.
Another key reason that companies merge is to be able to dominate the sector. This is rather interesting because, given the fact that SoftBank is going to be, to some degree, autonomous in the area of developing IoT with the recent acquisition of ARM. Without the acquisition, they would have had to buy the processors just like everybody else, and this would place a bottleneck in their products just like everybody else in the competition pool. They, however, have leverage due to the fact that they will now be producing their very own inhouse processors that they will be able to integrate into their IoT products. This might potentially morph them into a monopoly, which would consequently subject them to the constant poking and prodding from the anti-competition agencies and regulatory bodies.
A rather nefarious motive for the acquisition of a company would be tax-exempt. This activity is done in a rather subtle fashion, and the motive is usually implicit than explicit. For instance, some companies resort to corporate inversions whereby a certain company purchases a competitor from overseas and then migrate the entity tax home to the foreign country in a bid to decrement the tax jurisdiction. This move is made so as to reduce the tax bill. Given the current case, it would be really hard to say that it falls in this category given its size and the fact that it is a publicly-traded company meaning that it belongs to the people. Migrating the company to a new country would be a feat that would be anything but subtle.
Changes Implications from ARM and SoftBank Viewpoints
It is reasonable to infer that SoftBank acquired ARM so as to take advantage of economies of scale and the synergies. Synergy is a term that is used to denote a situation whereby two companies combine to merge their duplicate resources such as regional offices, research projects, and manufacturing facilities. The alternative for SoftBank would be to start its processor design and manufacturing branch within its ranks. It would then have to buy a piece of land and then build a manufacturing facility and then recruit new talent to develop the processors for the company. Planning and implementing the latter strategy would take a long time, and the opportunity to implement the IoT might pass them before they can even embark on designing the first IoT device. SoftBank may also use the goodwill and the name of ARM in the campaign to market the IoT devices that they make. ARM already has offices in various parts of the world, manufacturing facilities, and also skilled scientists and engineers who have been working on similar projects and have experience with the technology. Thus, SoftBank can immediately embark on their vision and mission.
ARM acquisition or a merger usually has long-term repercussions for the dominant entity of the acquiring company, in our case SoftBank than the company that is the subject of acquisition (Saito, 2017). If the transaction bestows to its shareholders the chance to cash out a substantial premium, particularly if the entire transaction was paid out entirely in cash. In the case study discussed herein, SoftBank paid £17 for each share in ARM in cash, which was a forty-three percent premium to the closing price it had a week before the acquisition deal. After this event, the shares in the target company surged to a staggering sixteen pounds per share (Thomas and Bhattacharya, 2019). Generally, the impact of an acquisition depends on the size of the deal with respect to the size of the company, and thus, the bigger the target company, the higher the risk to the acquiring company. SoftBank took a huge risk in its acquisition ARM due to its massive infrastructure and the acquisition itself was not without some deal of political unrest as the company contributes significantly to the economy of the UK. In the highly unlikely event that ARM fails to fulfill its expectations, this may compromise the SoftBank’s long-term success. In fact, the entire future in the IoT business that SoftBank is planning on venturing into depends on the success of ARM in delivering efficient microprocessing chips that are a core requirement in the development of the technology.
Capital structure is a term that is used to denote the particular blend of equity and debt that is used by a company in a bid to finance its overall undertakings. Equity takes the form of stock or retained earnings, while debt, on the other hand, comes in the form of loans or bond issues (Singh, 2018). The debt-to-equity ratio is a metric that is used in the determination of the amount of risk in the borrowing practices of a company. The capital structure of ARM inevitably changed during its acquisition. Typically, an all-cash deal usually depletes the cash holdings of the acquiring company, but infrequently do companies have cash ready for such a transaction but usually finance it in debt, but the cash flow from the target company may justify the said debt. The acquisition of ARM by SoftBank is entirely by cash, and the acquirer apparently still has some cash in its reserve, this being made evident by the various plans for further acquisitions and the current rich investments in other various fortune-one-hundred companies as cited earlier.
The market reaction of the acquisition is another factor that determines the favourability of the deal, which depends upon the view of the participants of the market pertaining to the merits of the deal. In the case of the subject of this paper, the market value of the share rose to sixteen pounds, barely a share below the price offered by SoftBank (Shi, 2018). This was a good reaction by the market because, in the event that the market price of the share went beyond what SoftBank offered, it would mean that ARM was being undervalued and the deal would have to be subject to revision and would be forced to raise the amount they are offering to acquire the target company. This would also mean that the low bid would attract a rival bid for the acquisition of the company.
In conclusion, the move by Masayoshi was rather bold as has been characteristic of his history which includes a phenomenal loss of seventy billion dollars in the dotcom era earning him the distinction of the man having lost the most money ever in history but became a successful billionaire philanthropist. It is despite the fact with a company owning assets in some of the most lucrative ventures in history such as Alibaba. The move has the potential of making or breaking the company, but the current prospects are promising for the company. Even in the highly unlikely event that IoT is a one-night sensation, and the IoT plan does not pan out, the company can still harvest huge profits from the old business model of ARM since it is a successful venture in its own respect. IoT, however, is the future of computing, and the current technology and the human lifestyle all seem to converge towards it; thus, capitalising on this can reap the company huge profits in the future since they now seem more than ready for it. They have also been accumulating a lot of money to fund the venture, and at this point in time, the sky is the limit for Softbank's venture into the Internet of Things. 
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