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Introduction

A literature review reveals that little empirical work has been done so far to
measure the implications of merger and acquisition on stakeholders.
'Stakeholders are the resource of the company that makes a company
profitable and lead to success and if company does not take care of their
stakeholders, they can legitimate claims on companies as they bear risk on the
behalf of companies. This article examines targeting company's stakeholder's
related practices pre and post merger.

Literature Review

“Good stakeholder practice serves a source of competitive advantage for the
finn7’

Barney in his research in 1991 and 2001 has proposed Resource Based View
(RBV) and argues that competitive advantage can be gained by companies
that have rare, valuable, non — imitable and non — substitutable resources.
Recent work on companies' stakeholder and environment practice indicates
that corporate responsibility (CR) in operationalised through stakeholders
practices which result in no loss in financial performance but rather they help
to get some minor gains (Margolis and Walsh 2001;2003)..

Some believe that stakeholders are company's foundation stone or bottom line
perspective (Donaldson and Preston 1995). While other believe that
stakeholder practices represent ways of developing sound long term
relationship with other stakeholders' group that are integrally based on
normative or ethical consideration (Freeman, 1999) and should not be
separated into instrumental, normative or descriptive rationales.

When referred to Mergers and Acquisitions (M&A), it is disruptive, change
and absorb management, takes control of management decisions and create
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significant transition and transaction cost. Sometimes it may be
possible in the process of merger and acquisition, acquiring firms'
shareholders and other stakeholders may benefit less or experience
neutral returns because they incur the costs of acquisition,
problems of integrating the target firm and servicing debt
(Davidson 1989, Ahuja and Katila2001).

In contrast, proponents of Mergers and Acquisitions claim that
merger benefits society and stakeholders as they create more
efficient markets and improve managerial performance.
Additionally, Mergers and Acquisitions (M&A) occurs to achieve
or to reduce competition or excess supply in market (Town 2001).
Whereas, acquiring firm believe that it can improve the
performance of the target and acquire innovations and unique
resources leading to competitive advantage along with better
stakeholder related practices which may emerged in smaller, less
bureaucratic and more innovative firm.

The present study examines the implication of merger and
acquisition on stakeholder by taking a case of Reliance Industries
Limited (RIL) who has entered into the merger with its subsidiary
Reliance Petroleum Limited (RPL) on 2™ March 2009 after orders
sanctioning the same by the Hon'ble High Court of Judicature at
Bombay and the Hon'ble High Court of Gujarat at Ahmedabad.
This study focuses on three categories of stakeholder practices
related to different stakeholder groups representing both primary
and secondary stakeholders namely: Shareholders, Employees and
Government.

Research Methodolgy
Objectives of the Study:

1. Tostudy the financial implications of mergers and acquisition
undertaken by RIL

2. To study the implications of mergers and acquisition opted by
RIL on shareholders,

3. Tostudy the implications of mergers and acquisition opted by
RIL onemployees

4. To study the implications of mergers and acquisition opted by
RIL on Government.

5. To suggest the strategies to overcome ill effect of merger
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strategy adopted by RIL
Scope of the Study:

The scope of the study is limited to examine the implications on
stakeholders of merger strategy adopted by Reliance Industries
Ltd.

Research Design

The present study is exploratory research in its initial stage
followed by descriptive research.

Sources of Data:

This study is primarily based on the collection of secondary data.
To analyse the implication of merger and acquisition, financial
data both before and after merger of the company and published
annual reports of company is used. The published Annual Reports
of Reliance Industries Limited (RIL) have been collected from the
corporate office of RIL. To know the perceptions of shareholders
and employees on this merger researcher conducted the
unstructured interviews of them. Other information is collected
from website, magazine and companies' media releases.

Sample Design:

The sample size of the present study is 'Reliance Industries
Limited' (RIL) and its stake holders i.e. employees and
shareholders. To know the implications of this merger researcher
has conducted unstructured interviews of 20 shareholders and
employees each.

Data Analysis and Interpretation
Financial Implications:

A positive financial impact has been witnessed of the merger of
Reliance Petroleum limited with the Reliance industries Limited
as by this merger net worth, operating profits, sales, exports,
production and revenue of the company increased substantially as
itis evident from the particulars given below---

e Impact on Net Worth: By this merger net worth of the RIL
increased by 55 percent. The net worth of the company was
Rs. 81,448.60 crore in 2008 which increased to Rs.
1,26,372.97 crore in 2009 (Refer: Appendix-1). This could
be understood properly with the help of figure 1.

Fig.1: Net Worth of RIL Pre & Post
Merger
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Prior to this merger the combined Net worth of RIL and RPL was
Rs. 94,897.50 crore which increased to Rs. 1,26,372.97 crore after
merger took place, thus, it registered an impressive increase of 33
percent. (Refer: Appendix-1)

Component wise study of Net worth (Refer: Appendix-1) has
shown positive implication of merger as evident from following

Impact on capital: After merger, capital of RIL increased from
Rs.1,453 crorein 2008 toRs.1, 573 crore in 2009.

Impact on reserves and surplus: Prior to this merger the
combined Reserves and Surplus of RIL and RPL were Rs.
86,390.51 crore which increased to Rs. 1,12,945.44 crore after

merger took place, thus it registered an increase of 31 percent.

Impact on revaluation reserves: After merger, Revaluation
Reserves of RIL increased from Rs. 871.26 crore in 2008, to Rs.
11,784.75 crore in 2009 thus registered 14 fold increase over 2008.

e Impacton Sales: A positive impact has been witnessed on the
sales of RIL after merger of RIL and RPL. Its sales increased
from Rs. 1, 39,268 crore in 2008 to Rs. 1, 46, 328 crore in
2009; and thus it registered a growth of 5 percent over 2008.
Furthermore, Reliance Industries achieved an impressive
growth of 37 percent in its sales in 2010, as its sales figure
reaches to Rs. 2,00,400 crore (Refer Appendix- II). To make
it crystal clear, the same has been depicted in figure 2.

Fig. 2: Sales of RIL{Pre & Post Merger)
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* Impact on Exports: After this merger exports of RIL
increased by 24 percent. In 2008 the exports of RIL were Rs.
88,851 ($19.76 billion) which increased to Rs. 1, 10,176 crore
($24.5 billion) in 2009.

e Impact on Profits: After this merger the profits after
taxation of RIL gone down from Rs. 19,458 crore in 2008 to

Year

Rs.15,309 crore in 2009. This is mainly attributable to higher
expenditures on raw materials which was 1.10 times more
than that of 2008, however, RIL registered a growth of 8
percent in its profits after taxation in the following year (Refer
Appendix- II. To make it more clear, the same has been
depicted in figure 3.

Fig.3: Profitof RIL(Pre & Post Merger)
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Impact on Operating Profits: Operating profits of RIL
increased from Rs. 22,432 crore in 2008, to Rs. 24,152 crore
in 2009, thus registered a growth of 8 percent over 2008.
(Refer Appendix- 1)

Impact on Area of Operation: After restructuring, area of
operation of RIL has also increased as the Jamnagar refinery
processed 8.13 million tonnes of crude in 2009 as compared to
8.01 million tonnes of crude oil processed during the
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corresponding period of year 2008.

Impact on Revenue and Growth: A positive impact may be
witnessed on the revenue growth for the refining & marketing
segment after merger which increased by 46 percent from Rs
22,328 crore in 2008 to Rs 32,587 crore (US$ 7.6 billion) of
2009 mainly due to high product prices driven by high crude
oil prices. To make it more clear, the same has been depicted
in figure 4.

Fig.4: Revenue of RIL (Pre & Post Merger)
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Impact on Production: A positive impact has been
witnessed on the Production of petrochemical products of
Reliance Industries Limited (RIL) after merger with Reliance
Petroleum Limited (RPL). Its production increased from 4.8
million tonnes in 2008 to 5.0 million tonnes in 2009, and thus
registered a growth of 4 percent.

Impact on Shareholders:

Consequent upon this merger 1 share of RIL was allotted to
every shareholder of RPL for every 16 shares held by them in
erstwhile RPL on 'record date' i.e. 29" September 2009. Thus
by this merger, shareholders of erstwhile RPL benefited
marginally. The share of RPL was traded last on 24"
September 2009 at Rs.130.85, as after this date share was
delisted at Bombay Stock Exchange, whereas on this date the
market value of share of RIL was Rs. 2104.4. Thus, erstwhile
shareholder of RPL got 1 share of RIL worth Rs. 2104.4 for
their 16 shares worth Rs. 2093.60 and thus they were

22328

Year

Fost Merger 2009

benefited by Rs.10.80 on their every 16 shares held by them.
Moreover, they became the shareholders of world renowned
company which is ranked 1*in India and also ranked very high
world over.

In the personal conversation with shareholders of erstwhile
RPL researcher came to know that shareholders of this
company were having a very pleasant experience of this
merger of which they acknowledged by citing several reasons
like the immediate one was that they started getting dividends
being the shareholders of RIL while they did not get any
dividend from merged RPL, since they made their investment
in that company (RIL declared and paid a dividend of Rs. 13
per share for the year ending on 31" March,2009) as shown in
Table-1; another reason expressed was that they now became
the shareholder of a blue chip and prestigious, worlds' no.1
company Reliance Industries Limited (RIL). Their net worth
oftheir investment was also increased.
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Table 1 showing Audited Finaneinl Resule for the year ended 317 March 2009
[1hiz statemcent shows the restnyetunng effeets on the company, erechoorys snd sharcholders™)
[Its. in croves, exeept per share data)

Sy Particulars Year Ended
31st March (Audiled)
iy M0
1 Taidd up Eouity Share Capital. Cauity Shazes of B3, 10 gach. 1.374 1,454
P Fouity Shars quspenss: il -
3 Reserves excluding revaluulion reserves 1,012,945 TLAEZ
4 Dizbenture Fedomption Besane un R
5 Karnings per share {bace value of Ks. 10)
Basic Ph R 134.2
Lilutad Ji5" 134.2
& | aitirnss Dok to Eguite Ratie 063 {44
by 1dcht Semvice Coverage Hatio 441 I
) Inmerest fervice Caverage Ratin 11.77 17.70
T Dividend per Share 13.00 13,040
] Tubdic shaveholdine [Excluding Equity Share Suspense and
including Global
Depasitory Receipis (=14%s)|
- humner af Shancs (in cromes) TR ns.il
- PPergentape of Sharchalding (%) 47,54 44,03
& Proveniers amd Promoter Group sharcholding
a} Pledged ! Encumbercd
Muimber al Shares {in crine)
= Percentaee of Tewal Promoters and Promoter Group Sharcholdiog - -
(%a)
= ercentnge of Tewal Share Capital of Company (%) = =
1) Xom = Encumbered
Dumer of Shares {in crore) ThLT TG
= *ercentage of Toral Promaoters and Promoter Group Shareholding
(0] L),y L0, i
= Pervcentage of Toral Share Capital of Company (%a) 4413 51.57

¥ - aifien vorieharing altoimens of shores i aevenhle RPT heorsehddors
{Eerce: Reliane e Auelived Finarind Statement 3107 March 2008

of remuneration of taxes as well as duties to various
government agencies.

Impact on Employees:

e RIL did not change its employee structure after restructuring,
asitconsiders the employees an asset of the firm. e During 2009 a sum of Rs. 17,972 crore ($4.0 billion) was paid

. in a form of assorted taxes as well as duties.
e RIL announced a Voluntary Separation Scheme (VSS) for the

employees who voluntarily want to separate from the e RIL has acknowledged a sum of Rs. 370 crore towards
company during the year 2009. About 430 employees opted liabilities on account of corporate guarantees issued on
the VSS offered by the Company. A sum of Rs. 111 crore was behalf of a subsidiary, being an exceptional item. In the
paid during the year 2009. previous year 2008, exceptional item of Rs. 4,733 crore
represents gains primarily arising out of transactions

e In the personal conversation with employees of erstwhile concerning RPL shares

Reliance Petroleum Limited researcher came to know that
employees were having very pleasant experience of this ~ ®  Provision for Current Tax for the year ended 31st March
merger of which they acknowledge by citing several reasons, 2009 includes provision for Fringe Benefit Tax of Rs. 57
immediate one was that after merger the employee structure crore (US$ 11.2 million).

was not changed by Reliance Industries Limited and given Conclusion

them the chance to work with the world no.l company,
whereas, since RPL was not making any profits since its
inception, therefore, there was a strong possibility that many
of them could have been thrown out of employment to
safeguard the project of the company.

It may be concluded that, the merger of Reliance Industries
Limited (RIL) and Reliance Petroleum Limited (RPL) proved
much beneficial to almost all stakeholders as well as to the
company. By this merger shareholder of the company, creditors,
debenture holders, employees and other stakeholders like
government of India, state government, suppliers, customers and
financial institutions are benefited.

Impact on Government (taxation):

Reliance Industries Limited (RIL) has becomes the India's largest
contributors to a national exchequer essentially by approach
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APPENDIX-]

Appeodix I Table showing Pre Merger aod Post Merger figures of Relinnee Industrics Limited and Beliance

Petroleum T.imited

(R, in Crore)

Particulars RIL? 2008 (Fosi RIL 2008 {Pre RPL 2008
Merzer) Merper)

Source of Funds:
Tolal Share Capilal |.373.33 |.453.39 4 499 9%
Equity Share Capital 1,373.5 [.453.39 4,490.93
Sherc Application Moncy 0925 |.GE2.40 -
Reserves and Surplus 1.12.945 44 s Y ] 948 Yy
Revalmation Reserves 11,784,753 R71.26 -
Mot Warth 1,26.372 97 81_445.61 13,445,494
Recured Loans 10L697.92 6.600,17 12,827.52
[ Imsecured [.oans, f3, 206,360 29 RTY S0 =
Total Debi 73.004.48 3647008 12,827.52
Total Liabililics 2.00.277.45 1.17.928.28 26,2760.47
Application of Funds:
Gross Block 1,49,628,70 104,220,110 223,70
Less: Aceumnuluted Deprovialion 40,285,604 42.345.47 30.74
Met Block 1.00.343.00 01, 383.63 183,96
Capital Work in Progruss Ao 043.83 23,005 81 23,0031
Irivestmmend 20260818 Mealall 243832
Invenlorics 14,836,732 14.247.54 748,17
Sundry Dehtors 4.571.38 022758 -
Cash and Bank Balance S0 3 2 224
‘Total Current Assets 19.908.23 2L642.91 750.41
Loans and Advances 13,373.15 18.441.20 1800
Uized Depasilg 2301471 560075 =
Total Current Asser, Loans and Advances 56,2980 44,743 .56 1,h65 48
Cueran: Liabilities 4266481 U178 54 108 8T
Provisions 000,90 2499262 4.73
Todal Current Liabilities and Provisio ns 45.675.71 3212116 L104.61
Met Current Assets 162238 1252270 S63.87
Total Assels 2,00.277.45 11792828 16,276.47

2Aannual Feporl ol Beliane: Indusimes Limiled as on 21
Limited as om 317 March 2003,

" Murch 2000 amd *Annuad Boepent of Belismes Pelroleum
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Appendix 11 Profit and Loss Statement of Relianee Indwosories Vimited {(Before and Afier Merger)

{Rs. in crore)

Particular Mar 2011} Mar 2004 Mar” 2005
Income
Sales Tornosver 2 LH 0, T 1,46, 328.07 1,39 265 44
Excise Duty 8,307,092 1,369.07 346368
MNet Sales 192,091,587 1.41.939.100 133,805,778
Ciber Ineome 3,088.05 1,261.03 6,595,660
Stock Adjustments 3,947 89 427 56 -A07. 10
Total Income 1,99,127.81 1,43,650.59 1.38,534.28
Expenditure
Raw Materials 1,53, 68001 1,000,254 34 L EI2 14
Fiweor and Fuel Cost 2,706,771 3,355 2052 84
Emplovee Cost 233082 2,397.50 211953
Onher Manulaewring Expenses 2,153.67 1,162.9% Fla.lw
Selling and Admin Fxpenses 375044 473060 354940
Miscellarenus lxpenses a3 1,46 a6 42 4121 &b
Fre operative Expense Capitalised -1.217.92 =3,205.05 -175.40
Total Expenses 1,66,070.69 1,18,234.17 1.09.506.10
Operating Profit 2996907 2415239 1243252
PROIT 33.037.12 2541642 1902414
lnterest 1,900.05 1,774.47 1,142,940
I'BDT 3105717 23.01.95 27 R632R
Deprociaiion 10.196,.53 5,195.29 4,817,141
COrcher Written OFF UELY .40 (100
Profin Belone Tax 2056064 18,446,686 1301814
Extra ordinary Ttems (.00 .00 4510
PIT (Post Extra-ordinary lcaims) 20.560.64 | %, 446,66 21306624
Tax 4,324,107 3,137.34 35590835
Reported o Profit 16.235.67 15,30 32 192,458,209
Toial Value Addition 12381.6% 04083 L0.675.96
Mreference Dividend 1.0 {100 (L0
Fguily Dividend 208467 1,897 .05 1,631,242
Corporale Dividemd Tux 346.24 332240 27723
Per Share Data (anoualised)
Shaves in issuc {lakhs) 3270374 5,737 958 [4,534.45
Farning Per Share (Rs.) 49.64 9728 13386
Equity Dividend F0.00 130,00 130,00
Book Vahe (Rs.) 392.51 2706 54274

Svuree: Amual Reporl ol Relianee [ndusires Limited 2008 -20080; 2009-10 and Dion Global Solutions Limiled,




