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M&A : TAKEOVER DEFENSES
 GOLDEN PARACHUTE Golden parachute is  "Change-in-control benefits" accruing to the top executives. Golden parachute is a simple clause inserted in employee’s contract as a severance package. In the event of change in ownership of the firm or passing of the control to new entity the key executive is protected by this clause. As their roles change post the ownership change or they are removed from their service, the severance package compensates for the loss of job. Golden parachute clearly specifies the amount of remuneration and total benefits payable to him in cash or in kind in case his employment is affected due to sell off or takeover. In kind compensations include bonuses, stock options etc. The condition is that his/her employment sis severed before the stated tenure prematurely. This severance clause gives employees benefits from employment loss and aims at protecting the interest of the employee during unfavorable or hostile environment created due to specific reasons. Generally hostile takeovers lead to unruly and dominant aggressive behavior of new employers on existing employees of target firm. This clause ensures that exit of employees in case of any unfavorable condition is amicable and does not create any financial loss to the employees.
 The flip side of the clause is that sometimes the executives exercise their clause and benefit even at the cost of the company.the cash ebnefit includes the basic remuneration plus the bonus paid in cash or in kind. The key employees who have golden parachute in their employment contracts benefit while several other employees lose jobs and do not get any benefit on employment termination. Such benefits are seldom linked to performance. Key and important Executives sometimes may force the shareholders to insert terms and conditions in their employment contracst that gives them enough advantage in case of change in control. The broad objective is to discourage hostile takeover of frioms. However the firm must ensure that the clasue does not guarnatee undue advanatge to executives with change in control. Rather the executives must resign due to valid reason and should justify the loss of their job.
 Thus two things trigger goden parachute, one is the change in control and second the reduction in role and responsibility of the executive including termination. The good reason cited for exercising goledn parachute may be reduction in duty, roel, repsoibility, reduction in remuneration, reloaction of office beyond mutual agrrement and breach of employment contract in any form. Normally golden parachute refers to the top executives given a compensation package in case of termination. Sometimes middle level managers may also get such a severance package and then it is termed as silver parachute. In case lower level managers get the severance package, it is termed as tin parachute. As the name suggest in such cases the severance compensation will be less, rather very less compared to golden parachute.
 Business snapshot
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Google acquired in 2011 motorola mobility for USD 12.5 billion, all cash. The CEO of Motorola was India born Sanjay Jha. He received USD 66 million golden parachute compensation package as he was fired post acquisition. In its filing to the US Securities and Exchange Commission (SEC), Motorola clearly mentioned the compensation that Mr Sanjay Jha stands to gain. Mr jha was mentioned to get $13.20 million dollars in cash and $52.5 million for his stock options and shares if the deal goes through. The cash component of the Golden Parachute package includes $10.8 million in severance pay and a $2.4 million bonus. The cash portion was equal to three times Jha’s base salary and bonusi. eBay in 2014 announce to split with PayPal. CEO John Donahoe is expected to exit by 2015 but would be rewarded through golden parachute. As per the filing made by Ebay with SEC in 2014, CEO John Donahoe would receive severance package of cash amount equal to two times annual base salary and the stock options. The golden parachute of the CEO was valued at USD 23 million as per Forbes estimate ii. The CFO bob swan would get golden parachute worth USD 12 million. Some 3000 employees amounting to 10% of eth work force were expected to be laid off by eBay. Only top executives received compensation package in terms of golden parachute.
 Golden parachute global perspectiveIn USA the term golden parachute was coined in 1980s when during economic recession several CEOs lost jobs and cut grim face. Trend of inserting golden parachute clause in employment contract emerged and became popular. conflict between shareholders interest and management interest increasingly got highlighted and golden parachute was considered to be the answer to solve the agency conflict. However with time the term golden parachute took paradigm shift and its meaning got diluted as CEOs got big time compensation for sometimes doing miniscule work. Sometimes parachute compensation converted into pension funds. NationsBank acquired bank of America and its CEO David Coulter got guaranteed USD 5 million per annum for life.
 In 2008 financial crisis many big CEOs got handsome exit packages even if the company did not do well. Though packages took hit post crisis but again picked up by 2011. in 2011, USA Today reported several CEO retirement packages in excess of $100 million, "raising eyebrows even among those accustomed to oversized payouts". The 2010 Dodd-Frank Act of US includes in its provisions a mandate for shareholder votes on any future adoption of a golden parachute by publicly-traded firms.
 In Europe golden parachute is more of a recent phenomenon mainly post 2000. the parachute package has not been big like US counterparts but has increasingly become prominent in the scene. the reason can be attributed to bigger deal that have taken place in Europe. In Europe the highest "change-in-control benefits" have accrued to French executives, as of 2006 according to a study by the Hay Group human resource management firm. French executives receive roughly the double of their salary and bonus in their golden parachute. in Mannesmann Vodafone deal in 2000 the Mannesmann paid around 16 mn USD that included stock options to its CEO Klaus Esser. In 2005 Phillipe Jaffre, CEO of French oil group Elf Aquitaine received 38 million when Elf Aquitaine was acquired by another French oil company Totalfina SA. In 2000, Andre levy lang CEO of Paribas received100 mn francs when it was acquired by Banque National de
 2
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Paris S.A.. Paribas was a French investment bank based in paris that merged with Banque National de Paris S.A. to form new entity BNP Paribas.
 Post global financial crisis of 2008, there was a global cry and outrage over CEO compensation as many CEOs of ailing companies,, distraught during financial crisis walked away with heavy exit packages leaving the ailing company behind. In us the security exchange regulator-SEC has adopted several rules from Dodd-frank act that help investors participate in designing executive pay through voting. Over the last couple of years the golden parachute payment has reduced globally. It has been trimmed down by most of the companies. The table shows few popular high parachute payments of 2005-06 and 2014. Corporations have become very conservative and are trying to trim down the severance package both in cash and in kind. Cash compensation which was at one time 3 to 4 times executive salary plus bonus has trimmed. All perks have phased out. Gross ups which were high in 2006 have reduced to just mere 7 in 2012 for US companies compared to around 21 in 2006. Many companies have removed gross ups from their arrangement with senior management. One recent study by professional service firm Alvarez and marsal found that among the largest 200 US public companies the value of golden parachute is steady and flat at around 30% as seen during the period 2011-2013, despite a booming stock marketiii.
 Increasingly focus is shifting towards designing golden parachute that are exercised only when CEOs lose their jobs and not when they retain them after takeover under a different employer. many companies prefer stock compensation over cash compensation. however the CEOs exercise their stock interest in merger and acquisition deal resulting in change of control and get paid for their stock by new employers who in turn may also give the CEO job in the new environment. this creates double jeopardy for the older shareholders. increasingly preference is shifting towards issuing stock compensation that includes clauses of lock-in and can be exercised only when a standard performance is achieved by the corporation.
 Table: Few popular high value golden parachute paymentsYear CEO Amt in USD mn Exit Company2014 Robert D Marcus 80 Time warner cable2014 Henrique Castro 88 Yahoo2014 Bo Pelini 7.7 University of Nebraska 2014 Dov Charney 25 American apparel 2014 Matt Shattock 29 Jim beam distillery2014 Bob Paul 6.7 Compuware2014 John Donahoe 23 eBay2014 Steve Bennett 14 Symantec2011 Sanjay Jha 66 Motorola 2006 William Mcquire 286 United health group2006 John cannas 214 Bancorporation2006 James M Kilt 185 Gillette 2005 Lee raymond 321 Exxon mobil
 Golden parachute: Cost and tax treatmentCompensation paid to CEOs as golden parachute is subject to tax payment across world. Globally countries employ “”threshold limit” over and above which tax penalty of say 20% may be levied on employee. at the same time the corporation does not get any tax deduction on compensation payment. In US the threshold limit is 300% of executive's
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Page 4
                        

average gross compensation taken over last 5 taxable years ending before change in control. severance package that pays 2 or more than 2 times the annual salary and bonus triggers tax penalty on parachute compensation. added benefits on severance package like pension benefits and welfare benefits also attract tax penalty.
 when corporations pay the tax penalty on behalf of the employee it is termed as gross-up payment. Gross-up is paid when parachute compensation amount exceeds the threshold limit. The corporation is not entitled to any tax deduction on the payment. This creates an additional cost to the corporation equal to an amount of ‘tax rate X parachute compensation’. ‘the corporation when decides to pay the additional tax penalty of 20% on parachute payment on behalf of the executive the vicious cycle of tax plus additional tax follows. The corporation pays the executive’s excess tax penalty plus the individual income tax on the tax penalty paid by corporation. Thus every time corporation pays tax on behalf of the executive another tax equal to personal tax bracket of the executive is levied. Thus tax paid by the corporation is treated as perk and added to the income of the executive.
 The process would continue and successive steps of calculation keep ongoing as corporation pays tax penalty each time for the executive. Thus each successive round of the corporation’s payment of the executive’s individual income tax creates an additional individual income tax and excise tax liability for the executive paid by the corporation. As it creates an iterative process, a formula used to calculate final corporate payment that will cover all of the executive’s individual income taxes and excise taxes.
 Total gross up = Net paid to executive/(1 – executive’s tax rates)
 ExampleA corporation pays either USD 1490000 or USD2500,000 as golden parachute to its top executive. If the payment is restricted to USD 1490,000 then it falls within the threshold limit of the allowed compensation of the country tax laws. However if corporation pays USD 2500,000 as parachute compensation then it exceeds the threshold limit. In that case the executive is entitled to pay an additional tax on the parachute payment at 20% rate as per the tax laws. However the executive is negotiating payment of 20% tax rate by the corporation along with the parachute payment. The personal tax bracket of the executive is 40%. The corporation tax rate applicable in the country is 40%. Determine the net cost and benefit to the corporation and the executive under the scanerio1: threshold limit is not exceeded, scenario 2: threshold limit is exceeded, scenario 3: the gross up is paid by the corporation.
     No tax penalty 20% tax penaltyGross up payment
     Compensation < Threshold limit
 Compensation > Threshold limit
 Compensation > Threshold limit   
     Scenario 1 Scenario 2 Scenario 3
 a Golden parachute compensation 1490000 2500000 2500000
 b Average annual salary preceding 5 years 750000 750000 750000
 c Excess parachute payment 740000 1750000 1750000
 4
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d*Tax payment by executive on compensation (20%) 0 350000 0
 e*Tax benefit to corporation on compensation (40%) 296000 0 0
 f* Initial lost tax deduction to corporation 0 700000 700000
 g* Amount of gross up executive for tax penalty 0 0 875000
 h Net cost to the corporation (c-e+f+g) 444000 2450000 3325000
 i*Tax payment by employee on compensation(40% ) 296000 700000 0
   Net benefit to employee(c-d-i) 444000 700000 1750000
   d*- 20% payment of tax on additional compensation as payment is in excess of threshold limit
  e*- in case payment is more than threshold limit the additional tax of 20% required to be paid on excess payment
   f*- payment is more than threshold limit corporation do not get advantages of tax deduction
   g*- gross-up payment includes payment by corporation of all taxes on behalf of the executive
   formula for gross up = Net tax payment / (1-(tax rate of executive)
   here in the example gross up = net tax payment/(1-(20%+40%))
  
 i*-executive's personal tax bracket is 40%  
   e*-tax deduction rate of corporation is 40%      
 Golden parachute becomes golden handshake Golden parachute takes form of golden handshake when existing company has to pay severance package to top executives in case of their pre-term termination of employment contract. It is a lucrative payment in cash and in kind made by company to top executives if their employment contract is severed before their term. This package is inserted as a clause in their employment contract providing stated benefits to executives if they lose job due to conflict with board members, internal restructuring, layoffs etc. similar to golden parachute these packages are huge, paid in cash or in kind like bonuses, stock options etc. they are offered to top executives like CEO, CFOs etc and seldom given to middle level managers. Usually the new CEOs or CFOs negotiate at the time of their employment such severance package to offset the risk inherent in their initiatives linked to their new job. Top executives generally involve big time risk of handling the company’s performance in downturn markets, in case of global meltdown, in case of earlier bad decisions taken by their predecessors and not finding the same profile on leaving the existing one.
 Business snapshot: Golden handshake by citigroupPandit received compensation valued at about $15 million in 2011, including nearly $1.7 million in salary and a $5.3 million bonus. About half his compensation was in deferred stock and pay awards, but that was tied to performance standards and in part to his remaining CEO through 2015. Moreover, about 300,000 stock options that vested this year are under water - with a strike price below where Citigroup shares are currently trading. Pandit received compensation valued at about $3.1 million in 2007, including $250,000 in salary after being hired that December. His 2008 compensation was valued at $38.2 million, including a stock award worth $28.8 million. Citigroup valued Pandit's
 5
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2009 compensation at just $128,750 after he agreed to accept a nominal $1 annual salary. He received just $1 in 2010 compensation, but gained about $1.3 million from vested shares.
 BUSINESS insight: some more golden termsA Golden hello is a term assigned to a type of bonus payment that is offered generally by a hiring firm. The hiring firm offers golden hello to an employee from a competiting firm. The objective is to facilitate comeptiting frim’s employees to join the firm and lure them. This way the employees are supposed tio bring along with them the knowledge about comeptiing frim’s operations, management and knowhow and infromation about ite database, process etc. Typically, "Golden hellos" are offered only to key employees especially strategic employees who will bring with them the startegic information and knwoledge and expertise. Soemtimes customised exceptional packages may eb paid to top key executives of the target company bought by acquirer. This is termed as GOLDEN LIFE JACKET. Soemtimes key internal employees of a given company are given handsome packages in order to retian them. These are termed as Golden handcuffs. Reverse of golden hello is GOLDEN BOOT COMPENSATION wherein an older senior worker may be forced to take up early retirement. When golden boot comapnsation is given on mass scale it is tremed as Voluntary redundancy (VR). The voltanry redundancy is a financial incentive offered by an organisation to its employees to attract volunteers to leave the organisation, due to downsizing or restructuring situations. The general purpose for voluntary redundancy is to restrict and outsmart the union employee regulation laws.
 SATURDAY NIGHT SPECIAL
 Slang term used to refer to a surprise takeover attempt. The term comes from the phrase Saturday night special, used in United States and Canada for any inexpensive locally made handgun. It is of lower quality and easily available in the market. Acquirer makes a sudden public tender offer over the weekend. It is made on the last working day of the week wherein the board may give decision by Monday or the first working day of subsequent week. Objective is to give little time to the promoters to take initiate defense to the offer. It is also called Godfather offer.
 This method was more popular in 1970s when US has William act wherein 7 day time was given to target frim to responds to the tender offer otherwise the court intervened and sometimes proxy fights continued between the two wherein most of the time acquirer won. Acquirer intended to catch the target firm over weekend. This reduced the response time for target firm. Tender offer is made for taking control of a company wherein acquirer asks target shareholders to sell their shares at a specified price. The specified price is above market price to make offer lucrative to the shareholders. However over time security regulators like SEC of US have made it mandatory for companies to disclose to the regulator in case they accumulate 5% or more of shares of a given firm.
 6
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This has weekend the Saturday night concept. The term alludes to the fact that many takeover bids are announced over the weekend in order to avoid too much publicity.
 DAWN RAIDa firm or broker on behalf of a firm buys adequate amount of shares in a particular target company in the morning as soon as the stock markets open. The terms comes from the dawn raid in war. The corporate dawn raid is done early in the morning, so by the time the target realizes it's being attacked, it's too late. The acquirer has already built up some controlling stake in the company. This is done by a stock broker acting on behalf of a company. This gives little time to target company to react and take defense. It is a hostile takeover technique. Because the bidding company builds a substantial stake in its target at the prevailing stock market price, the takeover costs are likely to be significantly lower than they would be had the acquiring company first made a formal takeover bid. However, only a maximum of certain shares like 24.9% in India can be bought this way. As beyond 25% open offer is triggered. An additional purchase of 26% shares is mandatory from the open market from retail investor once the creping acquisition limit of 25% is crossed. So, after a successful dawn raid, the raiding firm is likely to make a takeover bid to acquire the rest of the target company.
 Few things to understand here is that shares can be bought only if there is enough liquidity and the share is actively traded in the market. Otherwise acquirer may not be able to accumulate enough shares to launch takeover of the target. Aim is not to give enough time to the target to take up defense against hostile takeover attempt of the target. Sometimes abrupt buying may increase the share price of the target as it gets aggressively bought on bourses. In case the takeover attempt is signaled to the market the shareholders may withhold shares in order to escalate the price of the shares. This may also affect the quantity of traded shares as liquidity of the share of the target reduces.
 If the offer in the open market for retail investor is considered good the board may accept the offer and may not be keen to protect the interest of promoters (who may be unwilling to sell off) . if the offer is not good then board may reject the offer safeguarding interest of all shareholders. Board is generally in dilemma when rejecting a good offer, as retail investors and institutional investors may find the offer favorable and may enter into private deal.
 LBOA leveraged buyout is a strategy by which control of a target firm is acquired by buying up a majority of their stock using borrowed money. The funding of the deal is mainly through debts roughly around 70-80% of the total worth. A leveraged buyout may also be referred to as a hostile takeover , a highly-leveraged transaction, or a bootstrap transaction. Generally post LBO acquisition the target firm is taken private and ownership is in private hands of a few players. In case investors are in a hurry to book profits they split up the target firm and sell parts off to make profit and to repay debt.
 7
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The concept of the leveraged buyout originated sin the late 1960s and In the 1980s picked up and became immensely popular. In 1982, a famous LBO was highlighted when the company Gibson Greeting Cards was acquired by a financial group headed by Wesray Capital. The company was acquired for a tag of US$80 million. The financial group itself put in only US$1 million, and the rest $79 million was financed through junk bonds. Post-acquisition, the publicly listed Gibson Greeting Cards was converted into a privately held corporation. A year and a half later, in the midst of a roaring bullish market and sentiment, they went public with the company again. The total value of the company at this point realized was US$220 million. One of the principle investors of this LBO Mr William Simon, who had initially invested US$330,000, received US$66 million from the final transaction post IPO on exit.
 the most popular story of a leveraged buyout is that related in the book Barbarians at the Gate by John Helyar and Bryan Burrough. It is about the first hostile LBO wherein the target firm was ripped apart and sold off. RJR Nabisco was taken hostile by private group of investors led by Kravis and Kohlberg of now KKR. In the wake of the surge of leveraged buyout tactics during the 1980s, a number of precautionary measures were incorporated by firms to make themselves less vulnerable. The most famous of these is the poison pill and brand valuation of self-generated brands.
 Business insight: Junk bonds and busted takeoversjunk bond is a bond that involves greater than usual risk and pays a relatively high rate of interest. It is typically issued by a company having high risk exposure like a company going for acquisition. Junk bonds became very popular in 1980s when LBo activity was at its peak. They were used to help finance the purchase of companies, especially leveraged buyouts ; the sale of junk bonds continued to be used in the 1990s to generate capital. Busted takeover is term used for a highly leveraged takeover WHICH IN ORDER to get through requires to sell off the target company’s assets to pay off the debt. For example, let's say the company A wants to acquire the company B. However, A  must leverage itself highly to finance the deal. As such, as a term of the deal, A must agree to sell off B's two ancillary units. The sell off of the two ancillary units helps the acquirer A pay back part of the loan amount.
 REVERSE LEVERAGE BUYOUT
 Reverse LBO is the action of offering new shares like IPO to the public by companies that initially went private through past LBOs. They are normal equity share issue of a company taken private in an initial LBO. Acquirers of LBO usually keep the target taken as private, for few years post LBO and then come out with an IPO. Thus after few years buyout investors either sell off to another investor or exit through an IPO. Companies undergoing a reverse LBO aim at generating cash, spread ownership and reduce their debt to more manageable levels. This debt may have been from operating activities or from the company's previous LBO. In case of sell off to another strategic buyer, the
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buyout investors of the target firm nowadays hire investment banks, who conducted auctions between leveraged buyout groups. As a result of the increased competition, buyers were required to pay more for transactions.
 In a new study, Lerner and Boston College's Jerry Cao studied 496 private-equity-led IPOs in the United States between 1980 and 2002. They found that RLBOs created a raw buy-and-hold return of 18.25 percent over one year, 43.83 percent over three years, and 72.27 percent over five years after the IPOiv. RLBOs consistently outperformed other IPOs and stock market as a whole.
 Management buyout-MBO
 When the internal managers and/or executives of a company purchase the controlling interest in a target company from existing shareholders it is termed as management buyout. . In most cases, the management buys out all the outstanding shareholders and then take the company private because it feels it has the expertise to grow the business better if it controls the ownership. Quite often, management will team up with a venture capitalist to acquire the business because it's a complicated process that requires significant capital
 Whenever internal employees of a firm buy a majority stake in their own firms it is termed as employee buyout. This form of buyout is often done by firms looking for an alternative to a leveraged buyout. Companies being sold can be either healthy companies or ones that are in significant financial distress. For small firms, an employee buyout will often focus on the sale of the company's entire assets, while for larger firms, the buyout may be on a subsidiary or division of the company. The official way an employee buyout occurs is through an employee stock ownership plan (ESOP). The buyout is complete when the ESOP owns 51% or more of the company's common shares
 LADY MACBETH STRATEGYCorporate-takeover strategy wherein the hostile raider hires a third party. Third party poses as a white knight to gain trust, but then turns around and joins with unfriendly bidders. Lady Macbeth, one of Shakespeare's most frightful and ambitious characters, devises a cunning plan for her husband, the Scottish general, to kill Duncan, the King of Scotland. The success of Lady Macbeth's scheme lies in her deceptive ability to appear noble and virtuous, and thereby secure Duncan's trust in the Macbeths' false loyalty.
 POISON PILLPoison pill is a strategy used by corporations to discourage a hostile takeover by hostile raider. The target company attempts to make its stock less attractive to the acquirer. There are two types of poison pills namely flip-in and flip over. A "flip-in" poison pill issues shares at a discount to existing shareholders. It allows existing shareholders (except the acquirer) to buy more shares at a discount thereby increasing their stake and diluting stake of hostile raider. The "flip-over" poison pill the company issues shares at a
 9
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discount to all friendly shareholders. It allows stockholders to buy the acquirer's shares at a discounted price after the merger. When shareholders purchase more shares at a discount (flip-in), investors get instant profits and, more importantly, they dilute the shares held by the hostile raiders. As a result, the takeover attempt is made more difficult and expensive. An example of a flip-over is when shareholders have the right to purchase stock of the acquirer on a 2-for-1 basis in any subsequent merger. Thus equity shares value swells post-merger.
 Poison pill with preferred issueThis is a method wherein companies use to simplify the process of creating new classes of preferred stock to raise additional funds from sophisticated investors without obtaining separate shareholder approval. To do this a company must amend its articles of incorporation to create a class of un-issued shares of preferred stock whose terms and conditions may be expressly determined by the company's board of directors. This kind of stock can also be created by a public company as a takeover defense in the event of a hostile bid for the company (poison pill).
 The board of directors has the power to create a new class of securities with special voting rights. Amongst these securities preferred stock is very popular. These stocks are issued to friendly class of shareholders. This is a device against hostile takeover bids. Although traditionally this is used by companies to provide board of directors with flexibility in financing under changing scenario of fund requirement.
 PEOPLE PILL
 A type of poison pill. The employees and key management employees together threaten the company to exit if acquired by hostile raider. In which most or all of the current management team threatens to quit in the event of a hostile takeover. Defensive strategy to ward off a hostile takeover. Management threatens that, in the event of a takeover, the entire management team will resign. This is a variation of the poison pill defense. Sometimes key clients of target firm may leave or threaten to leave if the company is acquired by a hostile raider. Intel when acquired DSP communication in 1990s for entering the mobile handset market, Kyocera key customer client of DSP communication left the company along with key employees and key management. Intel had to write off huge amount post a few year post acquisition. Such threats on mass scale acts as deterring agent discouraging acquirer to acquire a target firm in hostile manner, due to high cost of running the target firm, inefficiencies created in structure and processes due to people pill and finally the revenues getting adversely affected.
 JONESTOWN DEFENSE An extreme kind of poison pill. In t5his way the company attempts to drive away the hostile takeover by raider. will use tactics so extreme that they threaten the company's ability to survive. The term refers to the 1978 Jonestown massacre. An extreme version
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of the poison pill defense in which a target company engages in an activity that might destroy the company in order to avoid a hostile takeover. A defensive strategy by which a target company engages in an activity that might actually ruin the company rather than prevent the hostile takeover. Also known as the "Jonestown Defense." The term refers to the 1978 Jonestown massacre, where a religious cult (the People's Temple) led by Jim Jones committed mass suicide in Guyana. This is an extreme version of the poison pill.
 CROWN JEWELSCROWN JEWELS IMPLY the most valuable unit(s) of a corporation, as defined by characteristics such as profitability, asset value and  future prospects. The origins of this term are derived from the most valuable and important treasures that sovereigns possessed. A company may sell off its crown jewels reducing its core business and core products. This makes the business less attractive to acquirer. Despite the fact that crown jewels are often the most valuable part of a company, some companies opt to use their crown jewels as part of a takeover defense. A company can employ this crown jewels defense by creating anti-takeover clauses which compels the sale of their crown jewels if a hostile takeover occurs. This deters hostile raiders or acquirers from attempting to take the firm over. However this is usually a forced decision on target firm as no firm would like to sell off its profitable business. Only a distressed firm with no option left would take such a drastic step to drive away the hostile raider from buying the company.
 SCORCHED-EARTH POLICY A reaction to a takeover attempt that involves liquidating valuable assets and assuming liabilities in an effort to make the proposed takeover unattractive to the acquiring company. It is an anti-takeover strategy taken by a firm.  The company liquidates its valuable and desired assets and assumes liabilities in an effort to make the proposed takeover unattractive to the acquiring firm. In extreme cases, this strategy might end up being a 'suicide pill'. The scorched earth policy is actually a classic military strategy: generals would instruct troops to burn any land/crops/trees as they retreated so there would be no supplies to refresh the advancing army
 BANKMAILAn agreement made between a company planning a takeover and a bank, which prevents the bank from financing any other potential acquirer's bid. Bankmail agreements are meant to stop other potential acquirers from receiving similar financing arrangements. This agreement is between a bank and a hostile raider intending a takeover, or a firm which is about to experience a hostile takeover. Under the terms of the agreement, the bank refuses to provide financing to competing firms within the industry. This practice is used as leverage in takeover negotiations, and as an anti-hostile takeover tactic. While bankmail does not eliminate the competition or the risk of a takeover, it will create some breathing room and leverage.
 When a firm is considering a takeover or merger with another firm, financing is usually a major issue. If the firm feels threatened by an opponent, it may enter into a bankmail
 11
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agreement, thus forcing the opponent to seek financing elsewhere or abandon the deal. While the opponent considers its options, the original firm may be able to quickly move in and finish the deal. The tactic may also be used by a firm which is at risk of a hostile takeover. A hostile takeover occurs when another firm purchases large amounts of the first firm's stock on the open market, thereby gaining control of the firm. This problem is a risk for publicly traded companies, especially when they seem like they might be lucrative acquisitions. The board of the company is essentially powerless, as the firm executing the takeover concentrates power by holding a majority of the stock.
 In the instance of a hostile takeover, bankmail can prevent a hostile takeover or merger by restricting the funds available to the rival firm. In addition, it allows the vulnerable firm to pursue other avenues, hopefully resolving the situation to satisfaction. This time may give the firm a chance to come up with a working strategy to prevent the takeover, and more importantly it allows the target firm to attempt to muster some resources of its own.
 For banks, a bankmail agreement can be advantageous because it ensures customer loyalty. Many companies represent substantial accounts for the banks that finance them. By entering into a bankmail agreement, the bank indicates that it supports the client in its endeavors, encouraging the client to continue patronizing that bank. The company attempting the acquisition, of course, can seek financing through another bank, as bankmail only restricts lending from one financial institution. A bankmail agreement may also include an extension of financing for the company which requests the agreement. Therefore, the bank benefits by securing a financial agreement as well as retaining a valued client.
 GREENMAILWhen investor entity accumulates shares of a firm and keeps it with an intention to sell off later on a situation like greenmail may arise. The investor may forces the target company to repurchase the stock at a substantial premium to prevent a takeover. It is also known as a "Bon Voyage Bonus" or a "Goodbye Kiss". Unlike blackmail, this is a dirty tactic, but it's very effective as promoters of target firm may not want a consolidated block of shares to be purchased by a hostile raider.
 It is a corporate acquisition strategy for generating large amounts of money from the attempted hostile takeover of large, often undervalued or inefficient companies. It may be compared with corporate raid strategy of asset stripping. But most of the time it is seen that once having secured a large share of a target company, instead of completing the hostile takeover, the greenmailer offers to end the threat to the victim company by selling his share back to it, but at a substantial premium to the fair market stock price. This strategy often benefits the hostile raider who holds the stock but harms the target company. From the viewpoint of the target, the ransom payment may be referred to as a goodbye kiss. A company which agrees to buy back the bidder's stockholding in the target avoids being taken over. In return, the bidder agrees to abandon the takeover attempt and may sign a confidential agreement with the greenmailer who will agree not to
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resume the manoeuvre for a period of time. Greenmail proved lucrative for investors such as T. Boone. Pickens and sir james goldsmith during the 1980s. In the latter example, Goldsmith made $90 million from the Goodyear Tire and Rubber company in 1980s in this manner. Occidental Petroleum paid greenmail to David Murdoch in 1984.
 However in todays market such initiates do not guarantee high valued redemption of equity held by an unfriendly investor. Changes in the details of corporate ownership structure, in the investment markets generally, and the legal requirement in some jurisdictions for companies impose limits for launching formal bids by accumulating shares from open market. In some cases there may be obligations to seek shareholder approval for the buyback of its own shares like in india we have SEBI guidelines for such buybacks from investors. These factors have all made greenmail far less common since the early 1990s.
 MACARONI DEFENSEIt is a strong takeover defense. It is a way by which a target firm intends to thwart away the merger bid. That does not want to be taken over. The company issues a large number of bonds with the condition they must be redeemed at a high price if the company is taken over. Why is it called Macaroni Defense? Because if a company feels threatened by hostile attempts of acquirers, they issue debts that swell in value like macaroni. the redemption price of the bonds expands like Macaroni in a pot and is far more than the actual face value of the bonds.
 For example an acquirer A wants to acquire a company T. but the board of company T rejects A’s offer and declares it hostile. To thwart the hostile bid T issues INR 10 million bonds that are redeemable at 150% of par value if there is a change in the control of the firm. So if any entity purchases company T it will have to redeem the bonds at 150% of their face value. This acts as a top up cost for the acquirer
 SHARK REPELLENT Any corporate activity that is undertaken to discourage a hostile takeover, such as a golden parachute, scorched earth policy or poison pill. Slang term for any one of a number of measures taken by a company to fend off an unwanted or hostile takeover attempt. In many cases, a company will make special amendments to its charter or bylaws that become active only when a takeover attempt is announced or presented to shareholders with the goal of making the takeover less attractive or profitable to the acquisitive firm. Also known as a "porcupine provision". Most companies want to decide their own fates in the marketplace, so when the sharks attack, shark repellent can send the predator off to look for a less feisty target.
 While the concept is a noble one, many shark repellent measures are not in the best interests of shareholders, as the actions may damage the company's financial position and interfere with management's ability to focus on critical business objectives. Some examples of shark repellents are poison pills, scorched earth policies, golden parachutes and safe harbor strategies
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PROXY FIGHTWhen a group of shareholders are persuaded to join forces and gather enough shareholder proxies to win a corporate vote. This is referred to also as a proxy battle. This term is used mainly in the context of takeovers. The acquirer will persuade existing shareholders to vote out company management so that the company will be easier to takeover. However proxy fights are difficult to maintain and manage. They are a costly affair that may turn sour any time and backfire promoters. Many a times the shareholders of target firm may appoint shark watchers and happily pay for the services.
 KNIGHT ARMOURSWhite knight : A company that makes a friendly takeover offer to a target company that is being faced with a hostile takeover from a separate party. The knight in shining armor gallops to the rescue. White knight may also become White Square. Very similar to a "white knight", but instead of purchasing a majority interest, the squire purchases a lesser interest in the target firm. A white squire is still considered to be a friendly acquirer, they just don't require controlling interest like a "white knight" does.
 Yellow knight :A company that was once making a takeover attempt but ends up discussing a merger with the target company. The implication is that the company attempting the takeover has chickened out, deciding to discuss things instead of making an aggressive move.
 Grey knight : A second, unsolicited bidder in a corporate takeover. A gray knight enters the scene in order to take advantage of any problems between the first bidder and the target company. Think of a gray knight as a circling vulture waiting to pick clean the leftovers. In some parts of the world gray is spelled "grey."
 Black knight : A company that makes a hostile takeover offer on a target company. An allusion to the fairytale villains, this term demonstrates how a targeted company sees its adversary. Fairytale black knights are associated with kidnapping princesses, slaying peasants, burning villages, and generally having unpleasant personalities.
 SAFE HARBORA legal provision to reduce or eliminate liability as long as good faith is demonstrated. A form of shark repellent implemented by a target company acquiring a business that is so poorly regulated that the target itself is less attractive. In effect, this gives the target company a "safe harbor." An accounting method that avoids legal or tax regulations and allows for a simpler method (usually) of determining a tax consequence than those methods described by the precise language of the tax code. In the first case, under SEC rules, safe-harbor provisions protect management from liability for making financial projections and forecasts made in good faith. When trying to scare away sharks, it sometimes helps to stink up the water. Here's an example of an accounting safe harbor: a firm is losing money and therefore cannot claim an investment credit, so it transfers this
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claim to a company that is profitable and can therefore claim the credit. Then the profitable company leases the asset back to the unprofitable company and passes on the tax savings.
 ANTITAKEOVER AMENDMENTS
 Antitakeover amendments generally create new conditions for transfer of control over a target firm. These are popularly called shark repellants. Just like all amendment to articles of incorporation of a company, these too are required to be passed by veto and approved by shareholders. Generally management proposes such changes in the charter of a firm when it is sure that board would approve. Care is taken that the amendments do not put the management into a difficult position later on. This may be done through tender offer,, merger, replacement of the board of directors. Popular ways by which antitakeover amendments may be made in the articles of incorporation of a company can be as follows;
 Supermajority amendment: these amendments require shareholders’ approval by at least two third vote which may increase in some cases to 90 percent of voting power of outstanding shares. Such supermajority clauses are applicable typically in decisions related to change in control of the company. However on the flip side such supermajority provisions put restriction on the flexibility of the management to undertake even good takeover acquisitions.
 Fair price amendment: here the supermajority clause is present along with board-out clause. Here supermajority clause may be waived if the offer price is considered as fair price. Fair price may be highest bid price at that time or wherein acquisition premium is maximum. Fair price amendment deter two tier offer that are not accepted by board. It proposes and supports uniform offer for all shareholders to be purchased in attender offer.
 Staggered boards: staggered boards, which majority of public companies have particularly in US, provide a powerful antitakeover defense. They provide antitakeover protection by forcing hostile bidder to wait for few years (at least one year) to gain control over the firm. here the amendment creates classified board of directors. They delay the transfer of control in case of a takeover. The board may be divided into classes wherein each class gets elected for a given term each year. At each election shareholders vote to fill vacant positions or undergo reelection. Terms of service for elected directors vary like one three and five years. Thus new majority shareholder would be required to wait at least a given term to gain control of board. The cumulative voting power reduces under classified board scheme.
 According to the Harvard study, in the nine months after a hostile takeover bid was announced, shares in companies with staggered boards increased only 31.8%, compared to the average of 43.4% returned to stockholders of companies with non-staggered boards (Bebchuk, Coates and Subramanian; 2002)v.
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Business insight: Unique amendment of LOBSTER TRAPA strategy used by a target firm to prevent a hostile takeover. In a lobster trap, the company passes a provision preventing anyone with more than 10% ownership from converting convertible securities into voting stock.. Examples of convertible securities include convertible bonds, convertible preferred stock, and warrants.
 Employee Stock Option Plan -ESOP An employee stock option plan-ESOP is an employee-owner program. It provides a company’s workforce with an ownership interest in the company. Generally no upfront cost is charged for stock ownership issued to employees. It is treated as remuneration and part of salary. When issued as part of retirement plan for employee then shares issued are held in an ESOP trust till retirement or retrenchment of the employee. Companies use ESOP as a part of in-kind benefit or incentive to the employee. At many occasions companies distribute ESOP to prevent hostile takeover.
 Sometimes certain companies which are employee held organizations run as cooperatives. Employee held organization may also take route of ESOP. Acquisition of such companies is unique and complex. In such cases an acquirer deals not only with a target firm but also with stock options issues. In India ESOP is issued under employee stock option scheme-ESOS. SEBI I India governs ESOP through employee stock options scheme and employee stock purchase scheme guidelines which came into effect from June 19, 1999.
 Tax treatment of ESOPESOPs are taxed twice. The first point of tax is levied when employee exercises his option. Shares are transferred in his name as soon as he pays the exercise price. This is a notional gain. This notional gain is eligible for tax. When ESOP is allotted to employee it is treated as perquisite. The difference between the fair market value-FMV of the shares on the date of exercise of the option and the price recovered from employee is eligible for tax under the head salary. Fair market value is taken as on date when the option is exercised by the employee. Vide circular no.710 dated July 24, 1995, the Central board of Direct Taxes (CBDT) clarified that shares issued to employees at less than market price amounted to a perquisite under section 17(2)(ii). However, to remove any uncertainty with regard to taxability of such benefits, a new sub-clause (iiia) was added to section 17(2) by the Finance Act, 1999 to provide that when any share, security etc. was offered directly or indirectly by the employer, the difference between market value of the stock and the cost at which it was offered was to be taxed as perquisite in the year in which the right was exercised.
 The second point of tax is levied when employee sells his shares. The employee may sell after holding it for short term or long term period. Depending on the period of holding
 16
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short term or long term capital gain tax may be levied. The tax is levied on the difference between the sale proceeds and FMV of the shares that was considered by the employer while computing the perquisite value including any expenditure incurred wholly in connection with the sale. If the share is listed where STT is paid, no tax is levied if the share is held for more than a year. But if the same is held for less than a year 15.45% tax is levied. For unlisted shares the tax is 20.6% if held for more than a year. If held for less than a year then tax as per the income slab of the investor.
 SHARE REPURCHASE
 In a share repurchase, the firm repurchases its own shares from the shareholders who desire to sell off their shares completely or partially, in the open market, by a tender offer or by a private negotiation and pay them cash in return. Open market repurchases are similar to the process involved when an ordinary shareholders purchases from the market through a broker. Open market purchases are more frequent than tender offers in case of repurchasing. However less fraction of shares are possible to be purchased through open offers as compared to tender offers. Companies making repurchase announce in their press release and offer letter of announcements submitted to security regulator like SEBI. Often, the repurchase price of the shares is more than their market price. This gives the investors enough premiums to sell off their shares. There occurs a transfer of wealth from the remaining shareholders to those who are selling off their shares. Such repurchased shares are either extinguished or kept with the firm to be sold later, when required. Owners who sell back their shares to the firm pay tax on the ‘capital gain’ that occurs in this trans- action.
 Types of Share RepurchaseShares can be repurchased through: (a) self-tender offers or (b) open-market purchases, (c) open market purchase through book building process (d) from odd lot holders.
 Self-tender offer: tender offer is one where the company sends tender form to the shareholders which he/she fills up and submits to the company. The decision to accept a particular share for buyback from open market, as per SEBI is based on proportionate basis, irrespective of whether the shares are physical or demat form.an amendment made by SEBI in 2012 states that 15 percent shares will be reserved for small shareholders. Small shareholders are those who hold shares less than INR 2 lakh on the record date of announcement.
 In self-tender offers, the company specifies the price at which it would like to buy back shares from its shareholders. This price is usually above the existing market price of the shares. A fixed-price tender offer is a one-time offer to purchase a stated number of shares at a fixed price above the stock’s cur- rent market price. Generally in tender offers company fixes a price for maximum number of shares it is willing to
 17
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repurchase. It also fixes the outer time limit for a accepting the offer. Maximum period for buyback is over a month.
 Open-market purchase: An open-market purchase program is a systematic program of repurchasing shares of the firm’s stock in market transactions at cur- rent market prices, in competition with other prospective investors. It is like any other purchase of shares in the stock market by general investors through a broker- age house. Companies can also buy from open market through book building process. In open offers the company fixes the maximum price for an open offer. The shares are bought anywhere upto the maximum price mentioned. The duration of buyback program can extend maximum upto one year. The company also specifies the number of shares it intends to purchase and announces the closing date of offer.
 Shares can also be bought through targeted buybacks from select group of investors or institutions. Share buyback through book building process takes place wherein draft prospectus is filed by the company with SEBI and registrar of companies. The prospectus contains all details of the offer except the price. Once the prospectus is distributed amongst the institutional investors, they submit their price along with the number of shares they intend to purchase. The lead banker to the share repurchase also called book runner determines the final price at which the share repurchase is to be made.
 Business snapshot: public announcement of Cairn India limited for buyback
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Source: https://www.cairnindia.com/sites/default/files/buy-back1/CAIRN-INDIA-PA-NEW.pdf
 Business snapshot: CRISIL, JUST DIAL, CLARIANT CHEMICALS Buyback shares
 Rating company CRISIL, in april 2015, announced buyback of shares post approval by its board of directors, equity worth INR 102 crore. The buyback is less than 15% f total equity paid up capital plus reserves, at a price of INR 2310 per share. the buyback would eb made through stock exchange open offer mechanism.
 Clariant Chemicals India Ltd is an Switzerland based specialty chemicals manufacturing company. The India office is headquartered in Thane. It also largest producer of Pigments, Textile Chemicals & Leather Chemicals in India. Its share price rose over 3 percent on June 9 2015 after the announcement made by company that it will buyback shares at INR 950, which is 15 percent higher than the closing price. The shareholders of
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the company passed resolution to buyback 13.42 percent shares through tender offer wherein both the promoters as well as the shareholders will be given an option to sell clariant shares.
 JustDial is an Indian company providing pan-India search services via the Phone, Web, Mobile and SMS. It is headquartered in Mumbai, Maharashtra. Just dial took decision to buyback shares rather than going for acquisition. The buyback announced in juen 2015 states utilization of cash churned at just dial. The company will buy through a tender process a total of 1.2 million shares for 170 crores INR. The board approved buyback at maximum of 1550 per share. the share rose by 7-10 percent post the announcement. As per SEBI laws they can use 25 percent of their free reserves for buyback that translates into INR 170 crore.
 In india the share repurchase can be made by company without shareholder resolution if the share repurchase is equal to 10% of paid up equity capital and reserves. If the company intends to re-purchase equity worth more than 10% of paid up equity and reserves then it requires approval by shareholders as specified in section 77A of companies act 1956. When buyback offer document or public announcement is filed with SEBI, SEBI issues a press release and the offer document is put on the SEBI website under primary market page under the head "buyback". Sebi has proposed amendment to repurchase of shares stating that all public announcements made post July 2015 will have the option to be executed on stock exchange platform or follow self-tender offer method. Right now the shareholders tendering their shares in buyback after transferring their shares to demat escrow account through designated brokers. The transaction is off market transaction. Shareholders are required to pay high tax as such off market transaction do not follow security transaction tax. They simply levy capital gain tax. However transaction following normal course of share transfer where investors pay securities transaction tax –STT are exempted from capital gain tax. Buyback cannot exceed 25 percent of the paid up capital plus reserves. Debt equity ratio post buyback cannot be more than 2:1, declaration of solvency is required to be filed by the company with SEBI. Shares bought back are to be extinguished and physically destroyed. The company cannot come out with an equity issue for the next two years except for warrant, stock options and bonus issue.
 Share repurchase creates an impact on the earnings of the firm, especially in the earnings per share (EPS) and the price-earning ratio of the firm. The number of outstanding shares of the firm decreases when the firm repurchases some of its shares. This increases the EPS of the remaining outstanding shares. As the number of shares decreases after share repurchase, the earnings per share increase even if the profits remain the same. Thus, the market price of these shares also increases. EPS can be obtained from Equation 16.3:
 Share repurchase increases the debt–equity ratio of the firm by reducing the equity level of the firm. Share- holders, thus, get the advantage of increased leverage in the firm. However, increased leverage also increases the bankruptcy risk of the firm. Simultaneously, the firm also gets the advantage of reduced dividend payments in future. Repurchase can avoid future acquisitions and takeovers
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and these shares can be released during stock options, and when shareholders exercise convertibility and warrants. Companies that go for share repurchase can have diverse motives. For instance, they may repurchase shares when they have excess cash and when there is undervaluation of stock. Share repurchase can also help in the consolidation of shareholdings in a few hands by eliminating small shareholders. Sometimes, a firm may repurchase shares to manipulate the market price of its stock or simply to avoid tax. Share repurchase is beneficial when the market price of the share is quite low. In case the market price is high, the company will require more cash for repurchase. So, it is always better if the company offers share repurchase when its shares are quoted at a discount in the market. In such a situation, the company will be able to repurchase its shares at a price below its book value. This helps to increase the earnings per share as well as the market price of the share at quite a low cost. In the past few years, corporate practice regarding share repurchase has shown that companies engage in share repurchase when their shares are undervalued in the market or when these companies have cash surplus. Some companies that offered share repurchase in the last few years are Coca-Cola, IBM, HP, Washington Post and Nestle. When Coca-Cola, in 1997, opted to buy back 8.3 per cent of its shares, the market reacted immediately, causing an increase in its equity price by about 40 per cent in the New York Stock Exchange (NYSE). Table 16.5 shows the share repurchase details of some Indian companies. Evidence suggests that, in India, the companies that opted for share buyback recorded a high cumulative abnormal return of 3.2 per cent within two days of the event. The dividend announcement recorded a cumulative abnormal return of 2.1 per cent within one day of the event. Share repurchase was found to send strong signals to the investors in the market. The market reacted favorably to the repurchase compared to dividend announcement.
 Business snapshot: Bristol Myers Squibb buyback programBristol-Myers Squibb is a global biopharmaceutical company whose mission is to discover, develop and deliver innovative medicines that help patients prevail over serious diseases. The company in 2010 announced its share buyback program worth USd 3 bn. In 2012 taking the program ahead it announced another buyback for an additional of USd 3 bnvi. The share buyback program extends for next couple of years and will be made either in open market or through private placement.  The share buyback highlights the strong fundamentals and cash flow position of the firm. Along with buybacks the company has
 i http://tech.firstpost.com/news-analysis/motorola-ceo-jha-to-get-66-mn-golden-parachute-in-google-deal-208659.htmlii http://www.forbes.com/sites/ryanmac/2014/12/18/ebay-reveals-23-million-golden-parachute-for-ceo-john-donahoe-in-paypal-split/iii http://www.alvarezandmarsal.com/sites/default/files/Change%20in%20Control.pdfiv Jerry cao, josh Lerner, Journal of Financial Economics, Volume 91, Issue 2, February 2009, Pages 139–157v Lucian Bebchuk, John Coates IV, and Guhan Subramanian, “THE POWERFUL ANTITAKEOVER FORCE OF STAGGERED BOARDS: THEORY, EVIDENCE, AND POLICY ”, Discussion Paper No. 353,03/2002 , Harvard Law School Cambridge, MA 02138
 vi http://news.bms.com/press-release/financial-news/bristol-myers-squibb-announces-authorization-additional-3-billion-share
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also expanded dividend payout policy. In addition to share repurchase company also announced a debt repurchase program in april 2015. Company said that it has commenced a cash tender offer for up to $400 million aggregate principal amount (the “tender cap”) of specified series of its outstanding debt. Pursuant to the tender offer, Bristol-Myers Squibb is offering to purchase, under certain conditions and subject to certain limitations, its 6.125% Notes due 2038, 5.875% Notes due 2036, 6.80% Debentures due 2026 and 7.15% Debentures due 2023 (collectively, the “notes”)vii.
 The promoters of a company may manipulate share repurchase for their own benefit. They can use share repurchase to consolidate their holdings, to artificially increase their earnings and to avoid paying dividends to shareholders. As share repurchases increase the earnings per share and the market price of the equity share and strengthen the holdings of the main shareholders, the promoters of the company may manipulate the share repurchase to strengthen their holdings and increase their earnings, and may later issue an initial public offering (IPO) at a premium. Hence, every country implements some legal clauses to control capital market manipulation through share repurchase and to protect investors’ interests.
 Share repurchase guidelines throughout the world carry some clauses that differ from nation to nation. In India, the share-repurchase clauses aim at preventing the shareholders and promoters from cheating the investors. To prevent malpractice through share repurchase, the following legal guidelines have been framed in India:
 • Companies that offer share repurchase are not allowed to issue new equity capital, except bonus shares. The lock-in period for the new equity issue is one year in case the repurchased shares are completely extinguished, and two years in case the repurchased shares are held by the company as treasury stock. • The promoters of the company are required to obtain the consent of all the shareholders regarding the amount of money used for share repurchase and whether the company should repurchase its shares.• The share repurchase is carried out only from the free reserves of the firm.• In India, companies are barred from raising external funds for share repurchase. However, in the United States of America, companies can borrow externally to repurchase their shares. In our country, companies that have a low cash flow cannot opt for share repurchase even when they are threatened by a takeover from stronger companies.
 Share repurchases benefit a company’s shareholders in many ways. The first advantage, as discussed earlier, is that shareholders benefit from increased earnings per share, and petty shareholders are done away with. Second, share repurchase also alters the capital structure of the company. Generally, companies with less equity have
 vii http://news.bms.com/press-release/financial-news/bristol-myers-squibb-announces-cash-tender-offer-400-million-aggregate-
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greater return on equity (ROE) and also greater return on Assets-ROA as asset decreases due to cash buyout in repurchase. Both ROA and ROE are considered good by the market. Share repurchase helps such companies to bring their RONW at par with their ROCE. As share repurchase decreases the equity amount, it causes the debt- equity ratio to increase and increases the financial leverage for the company.
 In India, many companies are eligible for share repurchase at current prices, but they do not have sufficient cash flows for share repurchase. Companies like Reliance Indus- tries Ltd (RIL), Bajaj Auto Ltd, Tata Steel, Tata Motors and Hindustan Unilever Ltd (HUL) have large cash flows but the market price of their shares are more than the book value of the shares. Another difficulty is that these Indian companies already have a high debt–equity ratio. Share repurchase would further increase this ratio and increase their financial risk.
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