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ABSTRACT:

In the lifespan of a typical business, companies often start their journey as single entities,
focusing on just one primary activity of manufacturing or dealing in a single product or
service. As they grow gradually over time, they keep diversifying into additional ventures
and activities that are needed by the nation. They start the long journey all alone through
small units managed within the existing corporate structure to minimise the administrative
costs and complexity involved. However, as the businesses expand, they end up reaching a
point where their operations, financial performance, and market conditions make it essential
and beneficial, from a tax and growth perspective, for its stakeholders to demerge or
disintegrate into separate legal structures. This is achieved through financial restructuring
exercises and corporate actions such as divestitures, spin-offs, hive-offs, or equity carve-
outs, also known in common jargon as a ‘demerger’

Introduction:

A demerger provides the entity with several benefits, including greater shareholder value,
operational efficiency, and sectoral specialisation. As the companies grow, their
diversification strategies play a critical role in shaping their future. Over time, businesses
gain substantial market share, develop independent brands, and contribute significantly to
the company’s overall revenue and in a way the national income of the economy. When
these business units become large enough, maintaining them under one corporate structure
can create challenges such as capital allocation asymmetries, management complexities and
balancing the stakeholder's interest. When companies reach this stage, it consider
demerging businesses so that each unit can grow and flourish independently and attain its
goal of delivering more shareholder value.

Why Companies Demerge?

At this stage, companies start asking if they should demerge. One of the key reasons for
demergers is the recognition that different business units may have distinct strategic and
financial needs that may remain unfulfilled because the opportunities go untapped. Most
Indian companies across sectors ranging from heavy metals to consumer goods are
constantly and increasingly adopting demergers as a strategic objective to regularly unlock
shareholder value and pass on the benefit to its stakeholders. The simple logic and rationale
behind going in for demergers are to create a more focused business environment and enable
each entity to have its own strategic direction, objectives and goals that facilitate better and
effective resource allocation and use resulting in improved management lapse, and
ultimately attaining higher profitability and returns for its stakeholders.
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According to a Deloitte study on demergers, large-scale consolidations and corporate
restructurings are the primary drivers of strategic deal volume in the financial services (FS)
sector. Such transactions accounted for 90 per cent of the overall deal value in the FS sector
in 2022 and 59 per cent in 2023, underscoring and pointing at the growing importance of
demergers as a certain and reliable tool for unlocking shareholder value easily and without
moss of much time.

To drive the point home they have considered the example of Reliance Industries, an
Indian conglomerate that has interests ranging from petrochemicals to financial services to
retail. As a first step in this direction, the company decided to disintegrate its financial
services business at the beginning of 2023 into two separate entities rewarding its
stakeholders in the process. This allowed the demerged unit to focus on its growth trajectory
unabated, attract dedicated investors, and operate under a regulatory framework that was
more suited to its respective industry. Similarly, Larsen & Toubro (L&T) another
diversified conglomerate has also undertaken several demergers to streamline its operations
and set them on the planned growth path briskly.

Now let us move forward and consider similar Indian companies that are planning to move
on this path of strategic disintegration solely for generating value for its stakeholders. In
this line, we first consider the example of Raymond Limited (RL), a diversified group with
interests in textiles, apparel, consumer care, realty, and other sectors. The company
proposed a demerger of its entities to unlock value for the shareholders through the creation
of sector-focused entities. The Board of Directors of RL have approved a scheme of
demerger of the real estate business carried on under the name of Raymond Real Estate
Ld.(RREL) is our first company, where the listed entity Raymond will demerge its lifestyle
business into Raymond Lifestyle Ltd (RLL), where the shareholders will be offered a choice
to invest in a single product or service focussed company, counted amongst the top players
in that segment globally. This disintegration ratio was announced as 1:1 where each
shareholder holding 1 share in Raymond Limited was given 1 share in Raymond Lifestyle
Limited. Under this, the company has already created a lot of value for the shareholders
after the listing was completed. The investors will get exposure to its wedding business
Ethnix. It is targeted Ethnix will be a unique proposition in India in terms of its target
addressable market and is on its way towards the largest-ever retail expansion by adding
900 new outlets over three years. The fact of the matter is it is eyeing a 15 per cent
compounded annual growth rate (CAGR) to attain around 7 per cent market share in the
fast-growing men's wear wedding market in just 3 years i.e. by 2027.

The demerger also involved the amalgamation of Raymond’s consumer trading arm with
RLL, creating more focused entities. Considering India’s focus on boosting its domestic
consumption, reducing imports, and expanding the GDP beyond $5 trillion, the demerged
entities will be better placed to cater to separate markets and contribute towards
improvement in GDP.

Quess Corporation Limited: Quess Corporation Limited is India’s leading services
provider that leverages its extensive domain knowledge aiming at its widely future-ready
digital platforms that effectively drive client productivity through outsourced solutions
across key administrative functions.
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The company provides a variety of technology-enabled staffing and managed outsourcing
services across various processes including sales & marketing, customer care, after-sales
service, back office operations, telecom operations, manufacturing, facilities provision and
security management, Human Resources and Finance and Accounting activities, IT &
mobility services, etc.

The core value driving the entity's business is constantly making the workforce more
productive and effective. The business strategy is effectively aligned with the requirements,
including training and skill development that promote better employability, helping job
seekers easily find employment opportunities, digitising workflows, and providing
additional social security benefits to a wider employable population. Quess Corporation was
set up in 2007 and in Bengaluru, Karnataka.

Quess Corporation has an incomparable geographic presence both in India and abroad. It
has scaled its offices to more than 96 destinations across India, and globally it has offices
in places like Southeast Asia, North America and the Middle East. All the offices are backed
by intensive technology intensity and finalizing their domain specialization to create
exceptional effective service experiences. It is an entity involved in providing tailored
staffing solutions that connect businesses with the right talent, ensuring flexibility and
efficiency in workforce management such as Insurtech and HRO business, BPH companies.

The proposed demerger would result in three separate listed entities viz. Quess Corporation
Limited, Digitide Solutions Limited and Bluspring Enterprises Limited. Under the scheme,
the shareholders were to get 1 share in the new company for every share in Quess
Corporation.

TREL:

Texmaco Rail and Engineering Limited (TREL) is a company involved in the
manufacturing of Rolling Stock, such as Wagons, Coaches, EMUs, Loco shells & other
parts, etc. Its activities also include Hydro Mechanical equipment, Steel Castings, Rail EPC,
Bridges and other steel structures. Over the years, the Company entered into technical
collaborations with globally renowned Multinationals from Japan, the U.S.A, U.K,
Germany, Australia, Austria, Holland, etc. to develop and expand its product portfolio.
TEXMACO has been the leading and most reliable freight car manufacturer over the past 8
decades. Its manufactured freight cars serve a host of core industries that include Cement,
Steel, Defence, fertilizers, Oil, Alumina, Thermal Power Projects, Chemical Plants, etc.
These include Custom-built special-purpose freight cars that facilitate the movement of
large oversized consignments. Besides the domestic market, TEXMACO has made a
significant thrust in overseas markets.

TREL is an engineering and infrastructure company based in Kolkata, West Bengal India. It
was incorporated in June 1998. TREL's business lines include:

(i) Heavy Engineering Division: This division manufactures freight cars and its
components

(ii) Steel Foundry Division: This division manufactures steel castings.

@ii)  Infra-Electrical: This division executes railway-related electrical projects.

vy Infra-Rail & Green Energy Division: This division executes projects related to
green/renewable power, track laying, signalling, and telecommunication
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The proposed demerger in a new entity named Belgharia Engineering Udyog Private
Limited (BELPL) and their respective shareholders and creditors

When the company is split into various elements, the shares held by the parent company
shall be exchanged into the shares in the new company formed namely Belgharia
Engineering Udyog Private Limited and their respective shareholders and creditors. These
shares shall be allocated to the shareholders in a similar proportion as they are held by the
original company, contingent upon the circumstance.

The demerger scheme was approved by the Board and their respective shareholders and
creditors. Under the proposed scheme, all the assets and liabilities of TREL shall be
transferred to BELPL including all properties, rights, benefits and interest.

The exchange ratio for the demerger was 3 shares of Texmaco one will get 1 share of
BELPL. For fractional shares, if any, the money will get into the shareholder's bank account
by the company.

ITC:

ITC Ltd. demerger proposed that ITC Hotels will get demerged from ITC. In this ITC will
hold 40% and the rest by the shareholders who will get 1 share of ITC Hotels for every 10
shares of ITC. Here again for fractional shares, if any, the money will get into the
shareholder's bank account by the company

Shankara Building Products Limited (SBPL): The Board of this company proposed a
demerger scheme between SBP Shankara Building Products and Shankara BuildPro Ltd
(SBL).

SBPL will continue to focus on manufacturing, including products like cold-rolled strips,
precision tubes and pipes, and roofing sheets, while SBL will focus on the building
materials marketplace, including retail, distribution, and trading. The merger plan evolved
indicated a ratio for the demerger shall be 1 share of SBL for every share of SBPL.

Aditya Birla Fashion and Retail Limited:

The next demerger is of another prominent entity in India Aditya Birla Fashion and Retail
Ltd. (ABFRL) where the Board have made and accepted the proposal for a vertical demerger
of its Madura Fashion & Lifestyle business (MFL Business) into a newly incorporated and
independent entity. The demerger would result in a new entity viz. Aditya Birla Lifestyle
Brands Ltd. (ABLBL), will be listed as a separate entity upon completion of the proposed
vertical demerger process. Post the demerger proposed each entity shall have its own
independent capital structure, growth trajectories and value creation activities.

Vedanta Limited:

The Indian Mining major Vedanta Limited is also on track with its demerger plans that
will result in the creation of six independent “pure play” companies once the demerger is
approved by stakeholders and is complete. Under the proposed demerger scheme of
Vedanta, all shareholders holding one share of Vedanta Limited will additionally receive
one share of each of the five newly listed companies. The company’s demerger rationale is
that each independent entity will have greater freedom and potential to grow because each
of the new entities will have independent management, capital allocation, and niche growth
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strategies. Vedanta’s demerger will also simplify its corporate structure and create a sector-
focused independent business that may provide investment opportunities to Indian and
global investors.

The entities that would be born out of this demerger would be the semiconductor business
and Hindustan Zinc Limited will continue to be housed under Vedanta Ltd., Vedanta
Aluminium with 51% stake of BALCO, Vedanta Power Contains all Vedanta Limited IPPs
including Athena & Meenakshi and Energy, Vedanta Oil and Gas including Cairn, Tuticorin
Gold for Base Metals and Vedanta Steel Limited Iron Ore Business ("IOB™), Western
Cluster Limited ("WCL") and ESL Steel Limited.

This demerger is also driven by the need to enhance shareholder value. When a company is
diversified across unrelated industries, its stock price may not fully reflect the value of its
business units, something also identified as a conglomerate curse. By demerging, the entity
can create several separate entities that are easier for investors to evaluate, leading to the
creation of a long-term value. For instance, it has been universally observed that in more
than the last eight decades of its existence, the original Hewlett-Packard Company (HP)
demerged its businesses at various junctures in its existence. In the first decade of the
century, the company completed the separation of its medical, analytical, and
semiconductor businesses, leading to the creation of Agilent Technologies. Conglomerates
like General Electric, DuPont, United Technologies, and others have also undergone a
similar and familiar exercise.

This trend has also caught up with Indian companies, with several entities having demerged
or looking at demerging their business units after achieving a sizeable market share. Over
the past two years, Indian companies like Siemens India, Tata Motors, Quess Corp, All
Cargo Logistics, Strides Pharma, and Sanofi India have proposed various forms of
demergers with broadly similar objectives.

Demerging allows every business to cater to a specific sector, derive benefits from the
various existing growth cycles that it encounters in the course of its existence, and maintain
exclusive focus. It is observed that in the case of Raymond, the demerged businesses such
as catering to lifestyle and other sectors will help attract investors with matching knowledge
and appetite, expanding its area of operations. Similarly, Vedanta’s demerged businesses
will individually focus on their respective sectors' strengths like aluminium, oil and gas,
power, base metals, and steel and ferrous metals. As these sectors have their ups and downs,
the separation of businesses will provide them with greater exposure and opportunities to
grow and perform.

Conclusion:

In the present competitive and dynamic corporate environment, where alertness and focus
are extremely crucial for companies aiming to grow unabated, demergers have proven to be
a potent financial tool for companies across the globe that seek to enhance shareholder value
and create returns. By allowing companies to concentrate on their core strength and
competencies and thus create a more focused business entity. Demergers in a sense facilitate
effective management, improve operational efficiency, and thus increase profits
phenomenal. As Global Inc. continues to embrace this strategy more frequently, the
shareholders stand to benefit from the significant value that gets unlocked through these
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carefully planned and executed restructuring processes. Far from just being a passing trend,
the surge in demergers reflects a strategic evolution that aligns with the needs of modern

businesses and their stakeholders, ensuring sustained growth and increased profitability in
a competitive market.
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Questions for Learning:

01.Why do companies adopt Demerger as a reconstruction strategy?
02.How is the ratio of exchange decided by the company?

03.What happens to the price after the demerger is completed?
04.How are the divisions of TREL linked?
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