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Abstract
The Indian Companies Act 2013 has brought in significant changes in the merger and acquisitions
(M&A) regime. With the introduction of new provisions allowing cross border mergers and
global integration -- both inbound and outbound, enhancing disclosure norms and fast track
mergers, increasing protection to minority and investors, incorporating business friendly
corporate laws, etc., India has not only improved its world ranking in the ease of doing business,
but the changes have also been applauded by lawyers and corporate across the world. This paper
analyses the provisions of the Indian Companies Act, 2013 relating to M&A and their impact on
the mergers and acquisitions. The paper focuses on the largest acquisition in India of the year
2017, the merger of Idea Cellular with Vodafone India pursuant to the Companies Act 2013,
which has led to the emergence of India’s largest phone company by subscribers, displacing
Airtel, which had the largest customer base for the last 15 years. However, an analysis of the
financial performance and share prices of the merged entity named Vodafone Idea Ltd. show that
there has not been a very positive impact of the merger. The probable reason might the huge
competition in the telecommunication sector which has almost put a curb on the companies from
making huge profits. Also, since the merger of Idea Cellular and Vodafone India is a recent event,
the post merger data relates to only a few months and hence the study relates to a very short
period after merger.
Keywords: Mergers and Acquisitions, Companies Act 2013, Cross Border Merger,
Telecommunication, Vodafone Idea Ltd.
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Introduction
Merger and acquisition (M&A) is a way chosen by organisations to achieve growth exponentially. For
avoiding the long gestation period of greenfield projects, getting access to new markets, availing economies
of scale, reducing dependence in the supply chain management through backward or forward integration,
getting access to new technology, etc., companies go for inorganic growth. The Indian Companies Act,
2013 has been the first major change in the last six decades in the merger and acquisition regime in India,
the Companies Act 1956 being in place for so long. A number of new provisions have been added and old
provisions modified to bring enhanced transparency and make M&A a smooth process. Keeping in mind
some of the practical problems faced in the process of mergers and acquisitions, the Ministry of Corporate
Affairs, on 7th December, 2016, notified certain sections of the companies Act, 2013, inter alia, relating to
compromises, arrangements and amalgamation, which came on 15 December, 2016. However, section 234
relating to the amalgamation of an Indian entity with foreign company was pending, which was issued on
13-04-2017, thereby completing the enforcement of all the sections relating to the compromises,
arrangements and amalgamations. The Ministry of corporate affairs also inserted Rule 25A and annexure
B in prescribing rules in the Companies (Compromise, Arrangements and Amalgamations) Rules 2016,
which too became effective from the 13-04-2017.
This paper focuses on the major changes that have been brought in the merger and acquisition regime
through the Companies Act 2013 and discusses the provisions of the act. Further, in the era of the new
companies Act, one of the significant mergers consummated was the merger Idea Cellular Ltd. and
Vodafone India Ltd. leading to the formation of the new entity name Vodafone Idea Ltd., which has
emerged as India’s largest phone company by subscribers. The paper makes a study of the financial
performance and share price of the companies to analyse the effect of merger.
Literature Review:
Gupta R. and Gupta S.K (2013) studied the impact of mergers and acquisitions on the financial efficiency
of selected Indian companies in pharmaceutical sector and found a significant relationship between
financial performance and M&A deals in the long run.
Smith J.J analyzed the impact of cultural alignment in mergers and acquisition on the financial performance
and found an insignificant relationship between the two.
Patwari, Indrani made a comparative analysis of the Banking Regulation 1949 ascertaining the similarity
and differences with the Companies Act 2013 with respect to laws and regulations relating to mergers and
acquisition in the banking sector in India. It has also been observed that it is mainly the RBI which regulates
mergers in banking sector.
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Selcuk E.A studied the impact of merger and acquisition announcement on the shareholders’ wealth of sixty
seven Turkish target companies by using event study methodology and found significant and cumulative
abnormal returns affirming that wealth gains after acquisitions accrue to the target firm shareholders.
Joshi and Desai, studied the operating performance and shareholder wealth of the acquiring companies and
arrived at a conclusion that mergers do not improve financial performance in the immediate short run.
Ceil Chenoy studied the role of due diligence prior to entering into any merger and acquisition deal and
reiterated its significance by focussing on how failure to exercise the same may lead to overturning of the
assets by encumbrances, charges and other liabilities of the target which automatically gets acquired by the
acquiring company during the process of amalgamation.
Objectives
Since there are no studies analyzing the performance of companies which has undergone merger post
implementation of the Companies Act 2013, the study mainly focuses on:
 the main provisions of the Companies Act 2013 relating to mergers and acquisitions
 analysing the impact of the Companies Act 2013 on M&A
 studying in details the merger of Vodafone India Ltd. and Idea Cellular Ltd. into Vodafone Idea Ltd.
and assess the performance of the merged entity to find if the merger has reaped positive results.
Provisions Relating to Mergers and Acquisitions in the Indian Companies Act 2013
The term ‘merger’ has not been defined in the Indian Companies Act 1956; however, the Companies Act
2013 explains the meaning of the term without strictly defining it. A ‘merger’ is a combination of two or
more entities into one; the desired effect being not just the accumulation of assets and liabilities of the
distinct entities, but organization of such entity into one business. Even the definition of subsidiary has
undergone a radical change, wherein the term ‘control’ being previously determined on the basis of just
equity holding to being determined on the basis of total share capital, which includes shares other than
equity. Hence now, structuring of investments through use of preference shares needs to be reconsidered
now. Some of the relevant provisions of the Indian Companies Act 2013 have been discussed below:


Fast Track merger – In case of the merger of a two or more specified small companies, or merger
between a holding company and its fully owned subsidiary, fast track merger or demerger process has
been introduced. For such companies, there is no need to approach NCLT, only the approval from the
Regional Directors (powers of Central Government delegated to Regional directors vide notification
No. S.O. 4090(E) dated 19th Dec 2016), Registrar of Companies, shareholders, creditors and Official
liquidator is required.
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Cross border mergers – One of the most significant changes brought in by the Companies Act 2013 is
the approval for the merger of an Indian company into a foreign company (outbound merger). While
the Companies Act 1956 only allowed a foreign company to merge with an Indian entity, i.e only
inbound merger was allowed, the new Act permits for both inbound and outbound mergers. However,
outbound mergers are allowed subject to the following condition:

a)

Prior approval of RBI is received

b) Foreign companies belong to overseas jurisdictions where cross border M&A is permitted


Demerger defined: The new companies Act provides a clear definition of the term and has clarified
that the term “demerger” is to be included within the compromise and arrangements as defined in the
companies Act 2013. The rules provides for the accounting treatment for demergers.



Treasury shares: The Companies Act 2013 restricts a transferee company to hold treasury stocks in
its name or in the name of any trust. To ensure better transparency into the valuation process and
accounting considerations, any inter-company investments involved in mergers have to be mandatorily
cancelled.



Mergers of listed companies with unlisted ones: According to the companies Act 2013, the merger of
a listed company into unlisted company will not automatically make the unlisted company listed. In
such case, the shareholders of the transferor company decide exit, the unlisted company would facilitate
the exit with a pre-determined price formula in accordance with SEBI regulations.



Minority buy-out – In order to reduce litigation relating to the minority shareholders, the Companies
Act 2013 has granted access to the acquirer or the group of persons becoming registered shareholder
of the 90% of the issued share capital of the target company (listed or unlisted) to buy the shares of the
minority with prior notification of their intention to do so. In case of a listed company, the price
mechanism would be as per the SEBI’s regulations, and needs to be carried out by a registered valuer.
However, in case of unlisted companies, other factors like highest offered price for acquisition in the
last 12 months, etc. needs to be considered and the fair price is to be determined after taking into
consideration these valuation parameters.



Class Action Suit – In order to protect the interest of the minorities, the companies Act 2013 allows a
large number of people with common interest to sue or be sued as a group through their representatives.
Though there is a minimum threshold for filing a suit, this will enable the stakeholders to seek
compensation, not only from the company, but also from the directors, expert advisors, auditors for
any unlawful conduct.



Other Changes in the process of arrangements and compromises :
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 The companies Act 2013 mentions that all powers and functions of the Company Law Board, Company
Court BIFR under the Sick Industries Companies Act, will now be exercised by the National Company
Law Tribunal (NCLT) in order to establish a single forum for corporate matters.
 To reduce unnecessary delays and frivolous litigations, the companies Act 2013 has introduced a
minimum threshold of raising objections to any scheme of arrangements as 10% of the shareholders or
persons holding a minimum outstanding debt of 5%.
 The new Act also gives power to the NCLT to dispense with the meeting of the creditors if 90% of
them agree to the scheme and confirm this by affidavit.
 The act requires the valuation report for the share swap ratio to be sent to the shareholders with notice
for meeting even in case of unlisted companies.
Impact on Mergers and Acquisitions
The Indian Companies Act 2013 has been framed keeping in mind the drastic change in the organizational
structure which companies have undergone over time.
The provision in the Companies Act 2013 allowing outbound cross border merger, is expected to boost
cross border mergers and acquisitions also help Indian companies frame global strategies to increase market
share worldwide.
The introduction of fast track merger process would certainly streamline the merger process, remove
bureaucratic barriers and reduce timelines for the process significantly thereby boosting M&A activities.
The provision for minority squeeze out and fixation of the exit price through a registered valuer gives the
minority shareholders the option to enjoy liquidity and get a fair price of the remaining shares. The
provision for class action suit is a step forward towards empowerment of the interest of the minorities. All
these are expected to boost up the M&A activities in India.
According to Mergermarket, a global deal tracking firm, 421 deals valued $59.7 billion was registered in
2016 in India, while the numbers slightly decreased to 379 deals worth $54.7 billion announced in the year
2017. The large number of such deals itself shows the increasing trend in the M&A activities in India.
Case Study from the recent merger of Idea Cellular Ltd. with Vodafone India
Idea Cellular Ltd. had been a flagship company of Aditya Birla Group. The Aditya Birla Group is a US
$44.5 billion company and is in the league of Fortune 500 companies with 1,20,000 employees across the
world. It has overseas operation in 35 different countries having business interest in mobile
telecommunications, fertilizers, fashion & retail, metals and mining, cement, textiles, garments, chemicals,
and financial services industries etc.
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Vodafone Group is one of the world’s largest telecommunication services providing company with mobile
operations is 25 different companies. As of 30th June 2018, it had 534.5 million mobile customers and 19.9
million fixed broadband customers.
In March 2017, Idea Cellular Ltd. and Vodafone India announced to go into a merger deal, the combined
entity to be named Vodafone Idea Ltd. The deal was announced at the time when there was a price war
triggered by Mukesh Ambani’s Reliance Jio which had shaken up the market with cheap mobile data and
free voice calls.
In accordance with the requirements of the Companies Act 2013, approval of the shareholders through
special resolution for effecting the change in the Companies name and alteration of the Memorandum and
Articles of Association was attained and the NCLT approved the deal. The merger was finally completed
on 18 August 2018.
Initially, Vodafone would be holding a major 45.28 percent stake in the merged entity and Idea shareholders
will have 26.04% stake. Though Aditya Birla group will own 26 percent stake in the new entity, it will have
the right to acquire stake from Vodafone to equalize holdings over time. It has also been decided that if
their shareholdings are not equal within a span of four years, Vodafone will sell its stocks to Aditya Birla
Group to equalize their holding over the next five years. Until the equalization of shares is attained, voting
rights on the additional shares held by Vodafone will be restricted and votes will be exercised jointly as per
the agreement of the shareholders.
Rationale of the deal
The merger would help both the companies face the price challenge triggered by the new emergent Reliance
Jio. Further, the merged company would become the largest telecom operator in India with the customer
base of almost 408 million with 35% market share, displacing Bharti Airtel, which had been the market
leader so far.
The new entity, Vodafone Idea Ltd. would have the capacity to provide 4G spectrum in all telecom circles
of the country.
Both Vodafone and Idea brands have strong consumer base, not only in cities, but also in rural and interior
markets which would help them increase their market share.
The merger is expected to generate an annual synergy of Rs 140 billion. The equity infusion of Rs. 86
billion at Vodafone and Rs. 67.5 billion at Idea along with the monetization of the towers of both companies
for a value of Rs. 78.5 billion, would provide the merged entity with a strong cash balance of over Rs. 193
billion.
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Vodafone Idea Ltd.
The merger of Idea Cellular and Vodafone India was completed on 31 August, 2018, leading to the
formation of the new entity named ‘Vodafone Idea Ltd.’.
The voice network of the merged entity covers 92% of the population reaching nearly 500,000 towns and
villages. It has a large spectrum portfolio of 1850 MHz. It has 15,000 branded stores and has over 1.7
million retail touchpoints to provide services which includes Voice, Data, advanced enterprise offerings ,
IoT, Mobile payments and entertainment.
The Corporate Structure and the shareholding pattern of the company has been shown in Table 1 and 2
respectively:
Table-1

Source: https://www.ideacellular.com/investor-relations/results
Table-2

Source: https://www.ideacellular.com/investor-relations/results
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Performance of Vodafone Idea Ltd.
Table-3

Source: https://www.ideacellular.com/investor-relations/results
The above table shows the results pre-merger of Idea and post merger of the combined entity. The merger
was completed on 31 August, 2018 and so the third quarter result shows a huge increase in the subscriber
base. The profits of Idea cellular had already started falling since FY 2017. However, the losses increased
substantially in FY 2018. In the second quarter of FY 2018-2019, i.e after the merger was completed, the
profits still show a negative figure and the losses have increased in the next quarter as well. However since
it’s been only a few months, the results are yet to be seen in the coming months. Infact, Quarter 3 results of
FY 2018-19 are the first full quarter result post merger.
The detailed financial result for quarter 3 and 4 of FY 2018-19 of Vodafone Idea Ltd, the merged entity,
has been shown as below:

8|Page

Business Spectrum (ISSN: 2249-4804) Special Volume March 2020
An Open Access Fully Referred Peer Reviewed Bi-annual Journal of IAA South Bengal Branch

(Available online at: www.iaasouthbengalbranch.org)
Table-4

Source: https://www.ideacellular.com/investor-relations/results
Though there has been a decline in revenue between the two quarters, the decline slowed to 2.2% as
compared to 7.1% reduction in Q2. The operating expenses have also reduced due to the synergy effect and
the EBIDTA increased by 16.3% over the previous quarter. Also the average revenue per user has increased
from 88 to 89 because of the introduction of ‘service validity vouchers’ which requires customers to make
a minimum recharge of Rs 35 with 28 days validity. However, the customer base reduced by 35.1 million
as many shifted from multiple SIMs to single SIM.
Partnership with local channels like SUN TV will also help increasing customers from South India.
Network integration is moving at a fast pace. The 4G population coverage of the new entity has improved
rapidly to over 64% as on Dec 31, 2018, which was less than 50% for both the entities prior to merger.
Further, 9.5 million 4G customers were added during the quarter. The average monthly 4G usage per
subscriber has also improved to 6.2 GB as against 5.6 GB in the previous quarter.
As on 31 Dec 2018, the net debt was Rs. 1,147.6 billion, which is challenging considering the continuous
losses of Idea cellular, thereby making it even more difficult for the combined entity to fight its competitors.
The Stock price as on NSE since 31 Aug, 20018 has been shown in the chart below:
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Source: moneycontrol.com
A Study of the share prices of the merged entity shows a declining trend and the share prices have fallen
drastically from Rs 49.35 on 31 August 2018 to Rs 30.45 as on 5th Feb 2019. The company still needs to
go a long way to gain investors confidence.
Conclusion
Though the financial results of Vodafone-Idea Ltd. is not very impressive, it is expected to improve in
future as its been just a few months and it generally requires sometime to reap the positive synergic effect
post-merger. Some areas like the increased 4G population coverage have already started witnessing the
synergic effect. Further, the capex levels of the Vodafone-Idea merged entity would have to be increased
substantially to match the (network) capacity generation of peers.
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