Divide and Rule

Demerger: 
Introduction

The concept of the demerger was not new to the Indian corporate world, one good example we can give is that of Ambani Brothers managed Reliance industries Ltd.
Meaning of Demerger
A De-merger is the results of transfer by a company of one or more of its undertakings to another company. The company whose undertaking is transferred is called the De-merged company and the company (or the companies) to which the undertaking is transferred is referred to as the resulting company. 

Definition 

The term “Demerger” has not been defined in the Companies Act, 1956. However, it has been defined in Sub-section (19AA) of Section 2 of the Income-tax Act, 1961. According to the said Sub-section, “demerger” in relation to companies, means transfer, pursuant to a scheme of arrangement under Sections 391 to 394 of the Companies Act, 1956, by a demerged company of its one or more undertakings to any resulting company.
According to Sub-section (19AAA) of Section 2 of the Income-tax Act, 1961, “demerged company” means the company whose undertaking is transferred, pursuant to a demerger, to a resulting company. 
 Resulting company, according to Sub-section (41A) of Section 2 of the Income-tax Act, 1961 “resulting company” means one or more companies (including a wholly owned subsidiary thereof) to which the undertaking of the demerged company is transferred in a demerger and, the resulting company in consideration of such transfer of undertaking, issues shares to the shareholders of the demerged company and includes any authority or body or local authority or public sector company or a company established, constituted or formed as a result of demerger. 
The definition of ‘resulting company’ has clearly brought out three important requirements while establishing its relationship with demerging company. They are – 
1. Consideration for transfer of undertaking would be by issue of shares only by resulting company.

2. Such consideration would be paid only to the shareholders of demerged company.

 3. Resulting company can also be a subsidiary company of a demerged company. 

How does it unlock Value for the shareholder:-

The de-merger brings about greater liquidity in the market and unlocks value for the shareholder, these companies tend to get rated by the capital markets on the basis of the larger business segment. In the process, the remaining business is assigned little or no value despite possible surplus assets like real estate or investments in associate companies, it is a matter of concern when different business segments are under separate price earning regimes or growth potentiality. The sum total market capitalization of these resulting and demerged companies increases significantly once all the companies get listed on the recognized stock exchanges.  
For example the share holders of Reliance Industries after demerger had direct exposure to various businesses such as Reliance Energy, Reliance communication, Reliance capital venture, etc. 

Steps involved in Demerger 

1. Preparation of scheme of demerger
(i) Prepare a scheme of demerger in consultation with all interested parties (As per section 391 interested parties are creditor and members) and have the same approved in principle by the Board of Directors of the company at a meeting.
(ii) Appoint an expert for valuing the shares to determine the share exchange ratio.
(iii) Engage an advocate for the preparation of scheme and for appearing subsequently before the High Court. 
(iv) In case of listed companies, the stock exchanges where the shares are Listed should be intimated. 
2. Application to court for direction to hold meetings of members/creditors 

3. Obtaining court’s order for holding meetings of members/creditors 
4. Notice of the meetings of members/creditors 
5. Holding meeting(s) of members/creditors 
6. Reporting the result of the meeting by the Chairman to the court 

7. Petition to the court for sanctioning the scheme of demerger 
8. Obtaining order of the court sanctioning the scheme 
9. Court’s order on petition sanctioning the scheme of demerger 
Conclusion 
Thus, like British policy i. e. DIVIDE AND RULE, in demerger also works to have the better control over the work and to get better results (enabling maximization of the wealth).
