MERGERS AND ACQUISITIONS

PAYMENT METHODS RE TAKEOVER:

1. CASH

2. SHARE EXCHANGE

3. SHARES + CASH

4. CONVERTIBLE LOAN STOCK

FACTORS AFFECTING CHOICE OF METHOD:-
FOR EXISTING SHAREHOLDERS OF COMPNAY BIDDING:-
1. DILUTION OF EPS

2. COST TO THE COMPANY

3. GEARING

4. CONTROL

5. AVAILABILITY OF CASH

6. ARE INCREASES NEEDED IN -AUTHORISED SHARE  CAPITAL                  
·  BORROWING LIMITS

FOR SHAREHOLDERS IN TARGET COMPANY:-

1. IF CASH REMUNERATION– TAX POSITION OF SHAREHOLDERS ?
2. INCOME POSITION OF SHAREHOLDERS ?
3. FUTURE INVESTMENT POSITION OF SHAREHOLDERS ?
4. IF SHARES OFFERED – FUTURE SHARE PRICE ?
MERGERS AND ACQUISITIONS
EARNING’S PER SHARE BEFORE AND AFTER TAKEOVER
1. IF THE TARGET COMPANY ‘S SHARES ARE BOUGHT  AT A 

HIGHER P/E RATIO THAN THE PREDATOR COMPANY’S SHARES, THE PREDATOR COMPANY’S SHAREHOLDERS WILL SUFFER A FALL IN EPS

2. IF THE TARGET COMPANY’S SHARES ARE VALUED AT A LOWER P/E RATIO, THE PREDATOR COMPANY’S SHAREHOLDERS WILL BENEFIT FROM A RISE IN EPS.
MERGERS AND ACQUISITIONS
EXAMPLE ( FALL IN EPS )

REDWOOD PLC AGREES TO ACQUIRE THE SHARES OF HAWTHORN LTD IN A SHARE EXCHANGE ARRANGEMENT. THE AGREED P/E RATIO FOR HAWTHORN’S SHARES IS 15.

	
	REDWOOD PLC
	HAWTHORN LTD

	No SHARES
	3,000,000
	100,000

	MARKET PRICE/SHARE
	£2
	NOT APPLICABLE

	EARNINGS
	£600,000
	£120,000

	P/E RATIO
	10
	15 AGREED

	E.P.S.
	£0.20
	£1.20


AGREED PRICE FOR HAWTHORN’S SHARES (1 SHARE = 15 x £1.20 = £18)
∴ REDWOOD NEEDS TO ISSUE 9 NO £2.00 SHARES
∴ TOTAL NEW SHARES ISSUED = 900,000
CONSEQUENTLY THE  E.P.S. AFTER TAKEOVER OF HAWTHORN LTD. (ASSUMING NO GROWTH/SAVINGS)

=   £720,000 
   




      3,900,000   = 18.5
