CORPORATE RESTRUCTURING STRATIGIES – HIVING OFF


One of the purpose of corporate restructuring is to have an optimum business portfolio, by deciding whether to retain, divest or diversify the business. Business portfolio restructuring can be done in a variety of ways like amalgamation, merger, demerger, slump sale, takeover, disinvestment, joint venture, foreign franchise, strategic alliances, hiving off, etc.


The ultimate choice of strategy by the organization would depend upon its growth objectives, attitude towards risk, the present nature of business and technology in use, resources at its command, its own internal strengths and weaknesses, Government policy, etc.


Presently, many organizations are restoring to hiving off. Hiving off has the inherent merit of lighten up the company, meaning thereby reducing the complexities of the company. Many companies resort to this type of strategy so that they can concentrate on their core business.

Meaning – Hiving Off


According to the world web online, the term “Hiving Off” means to remove from the group and separate. For example – a unit is hived off from its parent company, meaning thereby the unit is separated by its parent company.

Advantages of hiving off


Some of the advantages of hiving off are as below:-

· Faster growth – The division of the unit from its company would help the group to grow faster as it can concentrate on its core business and consequently more value addition can be given to the hived off unit.

· Better utilization of the resources – After the hiving off, the line of authority becomes clear as the decision making is more focused. This enables better utilization of material and human resources.

· Upgradation of skills and technology – Hiving off also helps to upgrade the management skills and technology of the parent company as well as of the hived off company.

· Beneficial for the whole company – The hiving off sometimes prove beneficial to both the parent and the separated company as they can concentrate on their respective businesses.
We can take the example of pharma industry. As the industry is becomes more and more competitive, Indian pharmaceutical companies are aggressively making strategies to de-risk their business and resorting to hiving off their R & D units. This is meant to reduce risk in the core generics business and to focus on improved and innovative investment in R & D, serving the dual purpose of achieving faster growth in the new chemical entity (NCE) business and value addition in core generics business.

Legal aspect of hiving off

· Memorandum of association of the transferor company should have a provision to sell or dispose off the whole or part of the undertaking.

· The object clause of Transferee Company should provide for the object of carrying out the business which it is acquiring through hiving off.

Some recent example of hiving off


Recently, Mahindra & Mahindra (M&M) has hived off two of its defence businesses in a move expected to attract more foreign investment. The company has transferred Land System business and Naval System business of Mahindra Defence Systems Division to separate corporate bodies or companies. 


Moser Baer, India’s largest maker of optical disks has spun off its entertainment business into a new company values at Rs.250 crore. 

Apollo Hospitals has also decided to hive off its pharma retailing into a separate company.

Difference between demerger and hiving off

There is general mis-conception that the demerger and hiving off have the same meaning in. However, there are some minor differences between the two terms which are discussed as below:

1. In Hiving-off, the payment is made by way if a lump sum consideration in case of transfer ire an undertaking. 

In demerger, the resulting company (the company which is acquiring the demerged company) issues, in consideration of demerger, its shares to the shareholder of the demerged company on a proportionate basis.

2. In hiving-off, values are not assigned to individual assets and liabilities of the company. In case of demerger, the assets and liabilities of the demerged company are transferred at the value appearing at the books of accounts immediately before the demerger to the resulting company.

3. In Hiving-off, unabsorbed depreciation/loss can be carried forward only by a transferor company (demerged company). In case of demerger, the resulting company (Acquirer Company) avails the benefit of such depreciation/loss.

4. In a hiving-off, to determine the actual cost of assets transferred, the lump sum consideration received is apportioned in fair and reasonable manner among the assets.

In case of demerger, the assets are valued at the book value as appearing in the books of transferor.

