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SUMMARY OF PH.D. THESIS BY J.B. TABB

The earlier part of the thesis investigates the reasons for the
considerable increase in take-overs within Britain during the 1950's.
The most important of these reasons was the section of the Companies
Act 1948 which enabled take-over bidders to by-pass the directors of a
company and appeal directly to its shareholders. This new opportunity
coincided with circumstances which made shareholders more likely, than
was previously the case, to accept offers for their shares. These
circunstances are discussed together with other events, such as fiscal
changes, which affected take-over activity.

Once the possibilities provided by the new situation became
realised, companies were taken over for a large number of different
reasons so one chapter is devoted to classifying these reasons, with
examples of each,

Because a noticeable feature of take-overs has been the often
substantial discrepancy between the value of the offer and the stock
exchange price prior to the bid, a chapter has been devoted to
considering factors to be taken into account when evaluating an offeree
company .

Bidders have problems such as financing the take-overs, winning the
acceptance of shareholders and coping with possible counter-bidders so
one chapter mentions these difficulties and the techniques evolved for
overcoming them. Directors not wishing their companies to be taken
over have developed a variety of defensive measures, these have been
classified and divided into two main groups, steps taken before a bid
has been made for the company and ad hoc measures to stave off an actual
offer.

The final chapter deals with some of the results of 20 years of
take-overs, together with conclusions which have been drawn. The
author's contention is that the effect of post-war take—ove;s has been
mainly beneficial though there are still some abuses which require

remedying.
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INTRODUCTION

Take-over is here taken to be the acquisition of a significant
number of voting shares in a company, either by another company,
or by one or more individuals. This thesis, however, has been
restricted to cases where an offer has been made to the ordinary
shareholders for their shares. In some cases the bidder did not
own any shares in the offeree company before making his bid, in
some cases a controlling interest in the offeree company had been
purchased privately prior to making an offer for the remaining
shares, while on some occasions the bidder was a holding company
offering to buy the minority holdings in its subsidiary. There
were also cases where the bidder did not seek control of the
company, but a substantial interest, or simply sufficient shares
to enable him to become a director. All these have been treated
as take-overs if the bidder succeeded in his object.

The thesis has been limited primarily to the years 1945-1965
because take-overs did not assume such importance or attract public
attention until their great increase in the post-war period. The
investigation has also been concentrated on offeree companies which
were quoted on a stock exchange because information concerning these
companies was obtainable from The Stock Exchange Official Year-books.

But the Stock Exchange did not, until 1966, begin to keep a
record of take-over bids made for quoted companies. Details of the
bids traced by the author are therefore included here. Appendix A
lists the quoted companies taken over in the years 1945-1965 while
Appendix B lists unsuccessful bids for quoted companies in the same

period.
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CHAPTER ONE

THE HISTORICAL BACKGROUND

A. TAKE-OVERS PRTOR TO 1945

This thesis is an investigation into take-overs in Britain during
the years 1945-65, a2 period of merked increase in take=over activity. (1)
Although ;ake-overs occurred in Britain at least as early as 1835 and
there were numerous others subsequently, it was not until the 1950's
that tﬁey became sufficiently frequent to attract public attention.
One reason for this is to be found in the formidable difficulties
which faced the esrlier take-over bidders. There wes no statutory
provision for a bidder who had obtained most of the shares in a company
to acquire compulsorily the remainder and there were usually no means
whereby a successful bidder could remove directors from office before
the completion of their contractuel term which, in some cases, was
for life. There was also a tendency for shareholders to heed their
directors' advice more readily than is sometiﬁes the case nowadays.
This often made it difficult to take over a company against the wishes
of its board. Such obstacles were progressively removed between 1929
and 1948, paving the way for new take-over technigues but prior to the
Companies Act 1948 these were restricted to four basic types. In order
to appreciate the changes in the 1950's it is worth studying these

four classes of bidding techniques used prior to 1945.

1) THE TAKE=-OVER OF A COMPANY BY BECOMING CHATRMAN, WITHOUT MAKING

AN OFFER FOR THE COMPANY'S SHARES. This was the technique of
George Hudson, the nineteenth century Railway King who achieved his
most important take—overs without making asny offer for the companies!
shares., His method of agproach was to select a railway company with
declining profits, purchase shares or stock in the company and attend
a general meeting where he would expound 2 scheme to increase the
company's profits if the shareholders would replace the existing board
by himself and his friends. For instance, Hudson acquired»contr01

of the North Midland Company in 1842 by promising, if given control



TABLE ONE: BIDS TRACED FOR COMPANIES INCLUDED IN THE STOCK EXCHANGE YEAR BOOK 1945 - 65.

SOURCE: APPENDICES A AND B

YEAR NUMBER OF SUCCESSFUL BIDS NUMBEER OF UNSUCCESSFUL BIDS TOTAL

1945 2 1 53
6 7 7
7 19 19
8 14 1 15
9 16 1 17
1950 12 12
1 23 ) 27
2 12 5 17
3 53 15 68
4 L6 11 57
5 63 11 4
6 99 4 140
7 135 L2 177
8 118 % 3 149
9 206 66 272
1960 143 X 174
1 112 31 143
2 88 13 101
3 ie 23 102
L 97 19 116
L 1 14 105

1435 360 - 1795
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of the company, to reduce the line's working expenses from £4),000
to £27,000 a year. (2) We ere told that "When at last he sat down,
‘2 babel of voices was at once heard, from shareholders moving all
kinds of fiery resolutions in favour of his plans". (3) The
majority of the North Midland boerd resigned a week later and Hudson
assumed control.

Similarly, dissatisfied shareholders in the Eastern Counties
Railway elected Hudson to their board after the compeny had cut its

(&)

interim dividend to only one per cent. Although Hudson obtained
absolute control of these companies he did not meke an offer for their
shares, and when forced to resign as Chairman he lost control over
them.

It is an interesting feature that Hudson's example has been
rarely followed in Britein though this technique for take—overs has
been widely used in the United States. It seems that in Britain the

custom of staggering the election of directors has been an obstacle,

making this kind of take-over a lengthy process.

2) THE TAKE-OVFR OF A COMPANY WITH THE APPROVAL OF ITS BOARD. Such
take~overs, which were really absorptions, were the most common type
prior to 1950. Sometimes the merger was mutually advantageous, some-
times it was a case of an unsuccessful firm being willingly taken over
by & more profitable rival, and on occasion the consent of the offeree
company's directors was obtained by paying them generous compensation
for their loss of office.

For instance, there were numerous mergers and take-overs in the
brewery industry between 1900 and 1939 but the firms absorbed were
reletively unsuccessful ones operating costly plant, or making a less
popular brew or losing business through population shifts. In most
cases they were acquired by their more successful competitors wﬁo
wanted, not the breweries, but the tied houses. This was because
steadily declining beer consumption in Britein since 1900 had creatéd
an excess of productive capacity in the breweries as a whole. There

were l,500 breweries in Britain at the beginning of the century, by



1950 there were less than 600. (5)

There were numerous take—overs in the motor industry during the
1920's and 1930's but these, too, mostly comprised the absorption of
failing companies by their rivals. For example, the taking over of
Bentley Motors by Rolls Royce, B.S.A.'s take-over of Lanchester, and
Morris's buying of Riley can only be explained as the desire to acquire
the name of a pioneer in the industry with its consequent goodwill. (6)

Similarly, most of the take-overs in the flat glass industry were
the result of the absorption by Pilkington Brothers Ltd. of firms
unable to keep up with technological change. It would appear the reason
for these acquisitions was to prevent the companies falling into the
hands of American or Belgian competitors. (7)

Banks used take-overs as a means of geographical expansion since
the first half of the nineteenth century. Netional Provincial Bank
started in the 1830's ecquiring the North Devon Bank in 1835, then
Skinner & Co. in 1836, Husband & Co. in 1839, Harris & Co. and the
Dover Bank in 1840, Coke Holroyd & Co. in 1842 and Bideford 01d Bank
in 1843. (8) National Provincial continued to expand by take-overs
until 1924. (9)

The banking firm which later became known as the Westminster Bank
absorbed Young & Son in 1849 (10) then the Unity Joint-Stock Bank in
1856 and the Middlesex Bank as well as the Commercisl Bank of London
in 1863 (1 1) continuing with take-overs until 192, (12)

Lloyds Benk acquired Stevenson, Salt & Co., Stafford 0ld Bank and
the Warwick % Leamington Banking Co., all in 1866 (13), then a series
of others which ended in 1923, (1A)

The predecessor of the Midland Bank did not begin its take-overs
until 1883 when The Union Bank of Birminghem was absorbed (15) but made
further acquisitions until 1910. (16) Other bank take=overs were
Barclays' absorption of Birmingham District and Counties Banking Co.
in 1916, London, provincial & South Western Bank Ltd. in 1918 (17)
and the District Bank Ltd.'s acquisition of the Lancester Banking Co.

in 1907, and Manchester and County Bank in 1935. (18)



In the case of Scottish banks prospects for their growth
within Scotland were somewhat restricted but they eventually expanded
into England by means of take-overs. For instance, The Royal Bank
of Scotland acquired Drummond*s Bank in 1924, Williams Deacon's in
1930, then Glyn Mills and Go. in 1939, (19)

Most of these were sbsorptions of smaller banking firms by larger
ones 2nd there appear to have been no instances of opposition from
the offeree companies' boards.

Take-overs in the steel industry were initiated for a variety of
reasons. ‘hen Purness Withy and Co. took over the Moor Steel and Iron
Works in 1898 and also acquired the Stockton Malleable Ironworks it
was to secure sources of supply. By 1910 Furness Withy had also
absorbed the Cargo Fleet Iron Company, the South Durham Steel Company
and Palmer's Shipbuilding and Iron Company. (20)

Bell Brothers, with a paid up capitel exceeding £1,000,000, was
taken over by Dorman Long in 1902 and in the same year Guest Keen
absorbed Nettlefolds which was the most important British menufacturer
of wood sorews. 2!} The Chairmen of Guest, Keen snd Nettlefolds
reported in 1905 that the company had meintained its markets despite
strong foreign competition and the amalgemation had been an important
factor in resisting this competition,

John Brown and Company in 1905 purchased the Clydebank Engineering
and Shipbuilding Gompany for the opposite reason from Furness Withy's
acquisitions; whereas Furness Withy wanted to secure a source of supply,
John Brown by ecquiring a shipbuilding company hoped to secure an
outlet for its steel production. Vigkers also expanded by take-overs,
acquiring the Naval Construction and Armement Company as well as the
Maxim-Nordenfelt Guns and Ammunition Company in 1897; %hen the Mossend
Steel Works in 1905. This last take-over was to guarantee Vickers a
supply of ship and bridge plates. (22)

In thg tinplate industry, after World War I, there were a nﬁﬂber

of teke-overs by steel companies. "Some of the tinplaté works absorbed .

.



were very out of date and inefficient and were bought meinly for

their goodwill and as a basis to claim quotas in the event of

agreement for output regulation in the trade = a much discussed subject."(ZB)
Another motive was no doubt the desire of steel-makers to control

additionel outlets for tinplate bars as these were less profitiable

to manufacture than tinplate. Between 1919 and 1923 Grovesend Tinplate

Company 2cquired the Gorseinon Tinplate Works, the Bryngyn Steel and

Sheet Works, the Cambria Tinplate Works, the Duffryn Steel and Tinplate

Works aund the Mardy Tinplate Works. Then Grovesend itself was taken

over by Richard Thomas and Company. (2u)

3) A THIRD PARTY PERSUADING THE BOARD OF THE OFFEREE COMPANY TO
ACCEPT THE OFFER. There were cases where the offeree compeny's

board accepted 2 bid because of pressure exerted by a third party.

On one occasion the third party was a trading bank, Dorman Long having

made a bid for Bolckow, Vaughan and Company which was rejected by the

latter's board because the directors, despite their inability to pay

2 dividend since 1921, were reluctant to lose the firm's historic

identity, Barcleys Bank in 1929 compelled acceptance of the offer by

making the renewal of Bolckow, Vaughan and Company's overdreft

conditional on their merging with Dormen Long. (25)

Further take=-overs of this type were the result of Montagu Norman's
policy of rationelisetion at a time whon he was Governor of the Bank of
England.  Duping the 1920's the steel industry incurred serious
financial difficulties causing it to become increasingly dependent on
banks, eventually the Bank of England became involved. Sir Henry Clay
states that Norman, who feared Government intervention in industry,
turned to rationalisation as a means which would relieve the Government
of the necessity for intervention. (26) Rationalisation, the current
panacea, was based on the theory that a large, well-organised firm could
achieve economies of scale and that the competition of small industrial

units was westeful.  Tn practice it usually meant concentrating production

in the most efficient factories while closing down the least efficient. (27)



The first of the take-overs resulting from Norman's policy was
that of Armstrong-Fhitworth. Armstrong=Yhitworth deelt with the
Newcastle branch of the Bank of England which had provided finance not
only for its main business of building capitel ships but also for new
ventures such as commercial shipbuilding and a2 pulp and paper
manufecturing plant in Newfoundland. This diversification was intended
to reduce the company's dependence on capital ships but when Britain
stopped building these after the Washington Naval Conference in 1921-22,
Armstrong-Whitworth was deprived of its main source of income before it
had time to develop the new ventures to 2 profitable conclusion. (28)
When Armstrong-thitworth's indebtedness to the Bank reached £6,500,000 -
Norman decided that some form of reorganisation was necessary as
competition in the shipbuilding industry was uneconomically severe.
Feeling that the Bank could hardly wind-up such a large business, and
afraid that the Government itself might interfere, Normsn began in 192}
to study possible alternatives 2nd by 1927 had obtained Vicker's
agreement to take over Armstrong-Whitworth if the Bank of England
provided the requisite financial support. Vickers thus absorbed
Armstrong=¥hitworth and the Bank accepted Vickers-Armstrong shares in
exchange for its £5,00Q,000 of debentures in Armstrong-Whitworth,

Again, when Partingtons, 2 new steel company, approached the Bank
for assistance in 1930 Norman decided such assistence should form the
basis for the rationalisation of the iron and steel industry in South

(29)

Lancashire. The Bank of England, it would seem, was prepared to
sponsor further schemes for rationalising the steel industry as 2 whole
but where the bank's influence was slighter these schemes were
apparently not carried out. (30)
The banks also beceme involved in the problems of the cotton industry
when severe competition from Japan and India in the 1920's forced the
British cotton mills to cut their prices below cost. The mills!'
difficulties were aggravated by their high gearing. A high proportion

of the mills had been formed on the basis of half their capital in shares,

the rest being short term loans and bank advances, leaving these
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companies with commitments for large interest payments. (31) Further,
it was usual for these companies to call up about one quarter of this
capital initially (52), the balance being used as security for over-—
drafts. As the position of the cotton mills, particularly those
spinning American cotton, worsened this unpaid capital was called,
during 1930 for instance 81 cotton mills made calls involving more than
£3,000,000. (33) It was reported that some shareholders were prepared
to part with their shares without payment in order to avoid the

1iability for these calls. (5h)

Mortgagees who put up one comparatively
modern mill for auction did not receive even one bid. (35) By 1929

the situation had become so serious that Norman had to bring the Bank

of England to the essistance of those banks which had granted overdrafts
to these companies, The assistance took the form of Bank of England
financial backing for the TLancashire Cotton Corporation which took over
the majority of the mills most heavily indebted to the banks. (36)

In the shipbuilding industry Norman also pledged support for a
scheme of raticnalisstion. He also advocated that the Government should
withhold tariff protection from the cotton and shipbuilding industries
unless they agreed to rationalise. (37)

Another series of take-overs resulted from intervention by the
Government. After 1919 the railway companies encountered a new form

(38)

of competition, that from buses and heavy lorries at the very time
the railways were committed to heavy expenditure on replacements far
the equipment which had been subjected to unduly heavy wear and tear
(39)

during the war. The Government, which had been responsible for
this undue strain on the equipment, was expected to render assistance
to the reilwey companies so decided to strengthen them by ending
uneconomic competition through a programme of mergers. The Railways
Act 1921 obliged most of the main-line railwsys to merge into four
groups, sometimes by the larger companies taking over their smaller
competitors.

Taking just one group's absorptions as an illustration, in 1922

the Great Western took over the Cleobury Mortimer and Ditton Priors Light,



Penarth Harbour, Port Talbot, Princeton, and Swansea Bay, the Brecon
and Merthyr Tydfil Junction, Burry Port and Gwendraeth Valley, Lampeter,
Aberayon and New Quay Light, Neath and Brecon, Ross and Monmouth, Vale
of Glamorgan, West Somerset and Wrexham and Ellesmere companies and
then a further four companies were taken over in 1923, (40)
The intention of the four main groupings was to compel the
financially stronger lines to take over their weaker neighbours and
it was believed that as a result of these mergers unnecessary
duplication of services would be reduced, enabling the merged lines to

(1)

reduce expenditure, but, to ensure this did not lead to monopoly

profits a Railway Rates Tribunal was set up to determine standard rates

for different classes of goods; (42)

4) OVERCOMING THE OPPOSITION OF DIRECTORS. There were some take—overs
before 1950 which involved making an offer for a company's shares to
obtain control of the company so as to remove the board against its
wishes, but these tended to be exceptional cases because the bidder had
to overcome the board's opposition by offering s consideration so far in
excess of the company's current value that the directors could not
possibly say the bid was inedequate.

For instance, in 1845 when George Hudson heard that the directors
of the Hull and Selby Railway were going to amalgamate with his rivals,
the Manchester and Leeds Railway, he decided to guarantee the position
of his York and North Midland Railway in by-passing the directors and
offering the Hull and Selby members £112 10s 0d for every £50 share. (43)
This was such an attractive bid that it was accepted despite the
objections of the directors. In the same year another of Hudson's
companies, the Newcastle and Darlington Junction Company bid £250 for
each £100 share in the Great North of England Reilway, a price which was
so generous 28 to overcome the opposition of the Great North of Englend's
board to such an extent that the Chairmen said "it would be absolute

madness any longer to resist", (hh)



Another who used generous offlers as a means of overcoming
directors' opposition was William Tever, though he did not turn to
take=overs until other methods had failed.

In 1906 there was a fall.in real wages and because housewives still
regarded soap as a semi-luxury, sales fell drastically despite the
manufacturers' increased advertising. But, at the same time, the
mergarine trade entered into competition with the soap manufacturers for
fats, raising the price of vegetable oil considerably. In these
circumstances Lever decided that the only course left to him was tc pass
these increased costs to the consumer by raising prices, reducing
advertising, and accepting the consequent lower sales. To implement
this it wes essential to have agreement among manufacturers. Lever
therefore tried to form a combine by means of the soap firms exchanging
one another's shares. But the combine was unsuccessful, mainly because
of the sustained opposition from the Northcliffe newspapers so that
Lever realised any sudden attempt to form another combine was bound to
provoke public resistance. (45)

After 1906 Lever accordingly sbandoned 2ttempts to persuede his
competitors to a common course and instesd graddallytook them over. (1*6)
One of the 1920 take=overs, that of John Knight Ltd., illustrates the
exceptional generosity of the consideration which Lever was willing to
pay to gain acceptance. The Chairman of John Knight Ltd. said of the
offer for his company: "Notwithstanding the very strong and satisfactory
position of the Company and its prospects, T feel it is my duty to
point out to the ordinary shareholders that under our existing
constitution it would be difficult, if not impossible, for us to pay
a dividend of 25 per cent on the ordinary shares ... " (h7) He then
recommended the shareholders to accept the offer which virtually
guaranteed a return of 25 per cent.

These bidding technigues had one thing in common; none of them
involved a protracted struggle between the bidder and the offeree
company's board for control of the company and the comparatively rare

occasions when companies were taken over despite the objection of their

boards entailed the bidders paying considerations which were recognised
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as exceptionally generous. It was not until the passing of the
Companies Act 1948 that bidders were able, on a2 large scale, to wrest

control of companies through by-passing their boards.

B. THE POSITION WHICH HAD BEEN REACHED BY 41945

DICHOTOMY BETWEEN MANAGEMENT AND SHAREHOLDERS. In the early days of
companies there was a much closer relationship between directors and
shareholders. For instance, the shareholders in the first railway
companies frequently took a personal interest in the policy and the

(48)

management of their railways, For example the Great Western

Railway proprietors were able to decide new solery scales (19) and

prevent the directors undertaking further cxtensions or amelgamations. (50)
But this shareholder participation gradually lessened because of a number
of factors.

Firstly, sharcholders took more interest in annual meetings in
the days when dividend rates frequently fluctuated, somctimes drasticelly,
from year to year with profit cheanges, being perhaps ten per cent one
year and nothing the next. The introduction of the principle of
withholding 2 proportion of a company's earnings so as to enable
dividends to be paid at a future time when profits might f211 lessened
shareholders' interest in annual meetings and ended the incentive to
appoint investigating committees to report on the directors! actions.
8s the joint-stoek compenies grew in sisze they alsc tended to draw
their shareholders from wider geographicel aress so that a larger
proportion of these absentée owners found it inconvenient to travel
to company meetings. Inheritance of shares meant that larger holdings
sometimes became broken up into smaller, less significant lots and
the beneficieries often did not have the same interest in the company
as the originsl owner of the shares.

While the shareholders were losing their desire to participate in
company policy making, a countervailing influence was being exerted on
the directors which led to a weakening of the links between boards of
directors and the general body of the shareholders. Management has

sometimes appeared anxious to emphasise the fact that legally the

company is a separate entity from its shareholders, pérsuading’&ireotorsf u
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that they must consider interests additional to those of the
shareholders. There is also a tendency for some executives to desire
the expansion of their company, hoping that this will provide promotion
opportunities, more security and increased status for management.
At the same time company executives have become more influential
as companies have grown in size and complexity and in some cases they
have achieved a position of influence with the directors which matches
that of the shareholders. The result of this countervailing pressure
can be seen in those cases where boards have stated, when giving
their recommendation regarding an offer, that they were taking into
account the interests of employees as well as shareholders. (51)
Another cause of the widening gulf between shareholders and
directors was the directors! not infrequent policy of reducing the .
power of shareholders to overrule boards' decisions on questions
affecting the management of companies. Although initially shareholders
usually had the power to overrule their directors this situation was

changed as a consequence of nineteenth century legal decisions such as

Flitoroft's Case (O2) in 1882 where the Court held that directors

were personally liable to refund any dividends, paid on their
recommendation, which involved a reduction of capital. Directors

as a defensive measure therefore inserted clauses in their company's
articles giving themselves the right to manage the company without the
possibility of being overruled by.shareholders, and the Courts have
upheld the provisions of such clauses with increasing emphasis. 1In

Automatic Self-Cleansing Filter Syndicate Company v. Cuninghame in 1906 (53

the Court held that the directors were not agents of the shareholders
and so could ignore a company resolution instructing them to affix the
compeny's seal to a contract to sell the company's assets. This

(54)

principle was confirmed in later cases until the stage was reached
in 1943 when the Court decided that a2 provision in articles authorising
directors to manage the company without interference from the share=

holders prohibited the shareholders from appointing a firm of

accountants to investigate the financial affairs of the company and
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(55)

prepare new accounts if they thought it necessary.

Boards have also become less dependent on their shareholders
as they have found alternative ways of raising new capital. here
directors approach their shareholders for further capital they have
to explain the purposes for which this is required, usually justifying
the request with details of the company's recent performance. This
is also true of new issues to outsiders. However, if money can be
obtained from another source the explanations will be given to the
provider and not the shareholders, so that the position has been
reached where a firm operating on overdraft usuelly provides a great deal
more financial information to its banker than to its shareholders.

A new firm, with its future in doubt, will have to rely mainly
on risk capital, that is equity shares, but when a firm becomes
established end can offer substantial security a wider range of sources
becomes available, For instance, debentures, insurance company loans
and bank overdrafts are zvenues of finance which do not usually require
the agreement of shareholders. In fact, really large firms do not even
need to provide security but can raise funds by issuing unsecured
loan stock. Another source of capital is retained earnings. Retained
earnings represent the investment of further capitel in the company by
shareholders but, usually, boards do not have to ask the shareholders!'
permission for this re-investment as the articles of most compenies
provide thgt shareholders can approve a dividend rate less than that
recommendéd by the board, but not a rate which exceeds the recommendation.
This ability to raise funds without having to obtain the ordinary
shareholders' consent has, therefore, further strengthened the
independent position of directors.

Some boards have been able to limit the power of ordinary
shareholders in further ways, such as reising fhe bulk of the capital
through preference shares, non-voting shares, or limited voting shares
while leaving voting control with a minority of shares thet have full
voting rights.

By 1945, then, it was firmly established that directors had the
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undisputed right to manage a company's affairs and the shareholders
had no place in the making of policy decisions. The shareholders
only remaining power was to replace directors but this was a difficult
business, particularly as most elections for directors were staggered
so that it could take seversl years to change the composition of the
board. Shareholders had, therefore, by 1945 been reduced, on the
whole, to 2 rather passive role. This more detached attitude of

the shareholder towards his company made him more willing to accept

sn offer for his shares but bidders were not able to take full
advantage of this situation because there was little point in obtaining
control of the majority shareholding in a company if its directors

had long term service agreements with it. It was the Companies Act
1948 that provided an opportunity to exploit the divorce between
shareholders and management.

OBSTACT.ES WHICH WERE REMOVED By 1945 some of the original obstacles
to successful take=overs had been removed. An initial difficulty was
the liability for ad valorem stamp duty on any increase of capitel.

If the offerer company issued its own shares as consideration duty

had to be paid on this increase of capital. (56)

But the Finance Act
1927 provided relief to the extent that where a company increased its '
capital with a view to acquiring not less than 90 per cent of the issued
capital of any particular existing company then the amount of the
acquired company's share capital could be offset against the offerer
company's inecreased capital for ‘the purposes of computing stamp duty. (57)
As the stemp duty on any increase in cepital is calculated at the rate
of 10s for every £100 this relief is substantial where the acquired
company is a large one.

Another problem facingtake-over bidders initially was that a bidder
who had obtained the accgptance of nearly all the shareholders in a
compsny had not powers until 1929 compulsorily to acquire the shares of
dissenting shareholders. This meant that a person intending to acquire
a company so as to improve its profitability faced the prospect of

sharing the results of his success with a small number of people who
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would be contributing little of the capital and none of the
menagerial skill but would share ony increased dividends.

The Companies Act 1929 provided that where the holders of 90
per cent of the share capital in a company had accepted en offer for
their holdings then the successful bidder could compulsorily acquire
the shares of the dissenting minority on the same terms as those

(58)

accepted by the majority. This was Jjudicially examined in 1933

in re Hoare and Co. (59) where the Court held that the dissenting

shareholders' shares could be compulsorily acquired even though they
would suffer a reduction in income as a result.

By 1945, then, it had been esteblished that a bidder obtaining
acceptence from the holders of 90 per cent of the shares in a company
could acgquire compulsorily the remaining 10 per cent. This made
possible an importent type of bid, as described in chapter 4, namely

that to obtain 100 per cent of the ordinary shares.

STATE OF ACCOTUNTING INFORMATION. Take=over bidders were further
helped by the fact that shareholders often did not fully comprehend
the basis on which a company balance sheet is prepared. & balance
sheet is not intended to show the current worth of the company, it is
a statement of its sources of funds and the disposition of those funds,
Fixed assets are therefore usually shown et cost price regardless of
their current market value so, during e period of inflation, the market
value of a company's fixed assets may exceed the bslance sheet figures
by a considerable margin. Where shareholders are not aware of this
they éay be prepared to accept an off'er which represents less than the
cepital worth of their shares.

There is also a tendency for company profits to be estimated
conservatively so as to provide for unforeseen contingencies. This
has been permitted by 2 chain of legal decisions since 1839 when,

in Lee v. Neuchatel Asphalte Co. (60) TLindley, L. J. stated that the

calculation of profits should be left to the commercial world and what
was to be put into a capital account and what into an income account

should be left to men of business. (61) Some managements carried this
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to the extent of deliberately understeting profits by transferring

some earnings to secret reserves. This policy was alsc accepted

62)

by the Courts, beginning with Newton v. Birminpham Smell Arms in 1906 (

where it was decided that "The purpose of the balance sheet is primarily
to show that the financiasl position of the company is 2t least as goal-as the:
steted, not to show thet it is not or may not be better". (63)
The situation was also confused, prior to the Companies 2ct 198,
by the practice of some companies which classified as reserves what
were in fact provisions for depreciation and doubtful debts, then
submerged the amount in =2 global figure "creditors and reserves",
The intention was to leave creditors guessing as to the financial strength
of the company, but the sharecholders were equally puzzlede
The accounting practice of showing fixed assets at their cost
price meant that some older companies! balance sheet valuations were
only = fraction of the market value. TFor instance, as late as 19.5,
the Manchester Royal Exchange balsnce sheet valued the company's land
and property at the cost price in 1912. (6A)
Other glaring examples ~f dlscrepancies between values as disclosed
in the accounts and current market worth are to be found in the
treatment of trade investments. Por instance, The Times in 1938 was
eble to point to two noticeable valuation understetements in this
regard. Associated Portland Cement Manufacturers' trade investments
in British Portland Cement Manufacturers appeared in the Associsted
Portland balance sheet at a figure which was £5,000,000 less than the
(65)

current market wvalue, and The Burmah 0il Company's holdings in

Anglo=Tranian Oil, which appeared in the books of Burmah 0il at
£5,343,000, had 2 market value more than four times that. (66)

There were, therefore, many companies which calculated their
profit on a conservative basis and stated their fixed assets at an
historical cost figure considerably less than their current market value.
2t the szme time there were many shareholders who believed that the
(67)

balance sheet was a guide to the net asset value of their company.

This combination of circumstances was mot only of major assistance to
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take=over bidders, but, particularly during a period of inflestion,
it provoked bids.

Another accounting difficulty in regard to take-overs was that
of consolidated accounts. Tt took time for accountants to master
the problem of incorporating into the purchesing company's accounts
the assets and earnings of an acquired companye. For instance, it
was not until 1938 that Imperial Chemical Industries Litd. included
a consolidated balance sheet in the accounts submitted to shareholders, (68>
though that was ten years before it was legally required.

By 1945 then = situation had been reached where some of the
obstacles to take-overs had been removed and the divorce between
management and shareholders established while the accountants'
conservative policy of valuing fixed assets at their historical cost
meant that even before the war balance sheets did not always provide
shareholders with an accurste estimete of the current worth of the
companies because they were not meant to. These were factors which
could be exploited by bidders and by 1945 take-overs were no longer
novel. They had been used on numerous eccasions in the past 100 years
and many of the relevant tactics of bidders had been developed so that
the take—over was a well tested method of achieving a variety of objects,
Hudson used take-—overs to forestall competitors, Lever resorted to
them in order to maintain prices, Nuffield to obtain skilled management (69)
General Motors and Procter and Gamble as a quick way of establishing
themselves 2s British manufacturers, while Pilkington Brothers Ltd.
used take-overs to keep out such foreign competitors. The banks used
take=-overs to strengthen their financial position by geographical
éxpansion to spread risk and some steel firms used them as a way of
securing a source of raw materials or to obtein a new customer.

In 1938 there were apparently eight quoted companies taken over, (70)
this fell to only four (71) in 1939, a year disturbed by war preparations,
and the war was probably the reason there were only two quoted

companies taken over in 1945. (7?) But the impression gained from a

study of the situation existing in 1945 is that conditions had been
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created where take-overs would become much more numerous if only

a successful bidder had some means of removing an unwilling board

after obtaining control of a company. This power wes provided by

the Companies Act 1948, . Other events, such as post-war inflation

and the Government's fiiscal policies, provided means whereby take-over
bidders could take advantage of the situation reached im 1945. These

events are discussed in chapter 2.
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CHAPTER TWO

THE TAKE=~OVER REVOLUTION

A. THE FACTOR CAUSING A MAJOR CHANGE IN TECHNIQUE

The major reason for the development of the new take-over
technigue, removing a board by appealing directly to the share=-
holders despite the directors' objections, is to be found in the
Companies Act 1948. New provisions in this act made it necessary
to disclose any sums paid to directors of an offeree company by
the bidder, so ending the possibility of gaining the directors'
approval for a take-over by paying them undisclosed amounts as
compensation for their loss of office. This ended one form of
take-over technigue but 2t the same time another provision in the
1948 Act, making it possible more readily to remove directors,
provided the opportunity for a new approach, the by-passing of the
board.

Prior to 1947 one technique for taking over a company was to
gain the consent of its board by paying substantial compensation
to the directors. As this compensation did not have to be disclosed
shareholders were not always aware of the reason for their directors'
recommendation to accept the offer. The Cohen Committee reported
that this practice was not uncommon and on occasion abused, (1) 50
recommended that such payments should be disclosed to members of the
company and sanctioned by them. These recommendations were
incorporated in the Companies Act 1948, section 191, which requires
that payments made to directors, whether as compensation for loss
of office or in the form of & price for their shares which exceeds
the price paysble to the shareholders, shall be disclosed to the
shareholders and approved by them. But the 1948 Act not only ended

as staled above,
this take-over technigue, it elso provided the opportunity for a

new and more important method, by=-passing a board.
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Before 1947 this was not always practicable because it was
impossible to remove, during their tenure of office, directors
appointed for a definite period, unless the artigles gave power
to do so. (2) There was little attraction in bidding for a
company if the directors could not be replaced until the expiry of
their term of office of, say, ten years or even life.

The Companies Act 1929, Table A article 80 made provision for
the removal of a director by extrordinary resolution but the real
change came in 1947. The Cohen Committee recommended that directoré
should be removable by an ordinary resolution of the company,
notwithstanding anything in the articles to the contrary. (3)
This recommendation was incorporated in the Companies Act 1948 which
provides that a company may by ordinary resolution remove a director
before the expiration of his period<of office, notwithstanding
‘anything in its articles or in any agreement between it and him.

But this provision does not apply to a director of a private company

(&)

who held office for life on 18 July 1945. These provisions made
it possible for the first time for a bidder to appeal directly to the
shareholders, thus making possible a new bidding technique, offering
to buy the shareholders' holdings then after gaining control of the
company dismissing the board, even though the directors may have a
fixed term of office, either by service agreements or by provisions
in the articles.

The Companies Act 1948 was more revolutionary in its effects than
has perhaps been realiseds The most noticeable thing about take-overs
prior to 1948 is that there does not appear to have been a single
contested take=over. In those cases where a bid succeeded the
directors either recommended the offer or else felt that it weas so
generous they could not successfully oppose it. Before 1948, in

those cases where the directors of an offeree company expressed

opposition to a take-over the bidder immediastely withdrew his offer.
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But this was not the case after the passing of the 1948 Act,
for the first time bidders were able to appeal directly to the
shareholders, regardless of the offeree company's board, so that
take-overs became much more numerous in the 1950's and the contested
ones attracted considerable public ettention. Perhaps the major
reason for this considereble increase in take-overs during the 1950's (5)
was that the revolutionary change in technique, from negotiating with
the directors to appealing directly to the shareholders, occurred
in a period when circumstances made shareholders more inclined to

accept an offer for their shares than had previously been the case.

The next step, therefore, is to examine these circumstances.

B. EVENTS MAKING SHAREHOLDERS MORE INCLINDED TO ACCEPT AN OFFER

Some events created a position such that bidders were often able
to offer shareholders a higher price for their shares than they might
reasonably expect for some considerable time. One of these factors
was the suppression of dividend increases in the 1950's, partly the
consequence of inflation and partly resulting from the Government policy
of dividend restrainte.

With replacement costs rising steadily during a period of inflation
most directors came to realise that accepted depreciation rates were
insufficient to provide for the replacement of assets and, ss it was
difficult to estimate what the provision should be, prudent directors
tended to retain as high a proportion of earning as possible. An
illustration of the size of the prolem facing directors was provided
by the Chairman of Renong Tin Dredging Ltd. when he stated that a
tin dredge which cost £150,000 in 1938 required £300,000 in 1956 merely
for re=-equipping. (6)

Obsolescence was another factor to be considered. There was
considerable technological development during the war which became
applied in the postewar years, making much equipment obsolescent before
its normal time for replacement. Some managements retained cash in

the business to provide for this possibility as well.
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There was also the problem of replaciné stock in trade during
inflation. When a trader buys goods costing £2,000 and sells them
for £3,000 he is regarded as having made a gross profit of £1,000
even though some of this is the result of an inflationary increase
in prices. If this inflation increases the trader will have to pay
higher prices for his replacements so thet he may have to spend £2,400
to replace the goods which he has just sold. This will require an
additional £400 working caui‘ngéah:u:ont;em:rggiitor;eﬁlgfo; racv)dt};?r Siihee
consideration for this andAwill have to find the extra £400 out of
his tax paid profits with the result that his net cash gain will be
less than his accounting profit after tex. During the post-war
inflationary period, therefore, company managements which realised
that there was a gap between net cash gain and the profits shown in
their accounts quite rightly retained an additional proportion of
their company's earnings in order to cope with this situation.

As a consequence of this uncertainty caused by the effects of
inflation many directors adopted a cautious attitude towards dividend
rates, being reluctant to risk allocating to increased dividends, cash
which it might be later realised was required for replacements and
increased working capital., For exemple, when Mr. Charles Clore bid
for J. Sears & Co. (True-Form Boot Co.) in 1953 the Sears' dividend
of 221 per cent was covered five times by the company's available

earnings. (7)
share
companies'h?rices, being in the 1950's based on dividend rates, did

In such cases the dividend restraint meant that these

not rise as rapidly as their increased earnings, thus providing bidders
with the opportunity to take advantage of this gap by offering an
apparently attractive price for the shares in these companies.

Another factor causing dividend restraint was Government fiscal
policy in the 1950's. After the war the Government replaced the
National Defence Contribution with a discriminatory Profits Tex, where
the distributed profits for the year were less than the total profits
of the business for the year the profits tax would be reduced by an

amount equel to fifteen per cent of the difference, (8) while
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conversely if the distributed profits in any period exceeded the
profits earned during that period then the profits tax was increased
by an amount equal to fifteen per cent of the difference. This
differential was changed in successive budgets so that by 1956 it
had been increased to the extent that the prqfits tax on distributed
profits was 30 per cent but on retained earnings was only three per

(9)

cent. As a result of this discriminatory fiscal policy the
ﬁritish companies which increased their profits after the war found
it difficult to raise their dividend rates, end the freezing of
dividend rates froze share prices 2lso. The Finencial Times index
of leading ordinary shares which was 100 in 1935 was still only 105
in 1952 because share prices in the 1950's apparently tended to be
based on dividends rather than earnings. The retained earnings

of course increased the capital value of the companies which
accumulated them but this was not reflected in share prices so bidders
were able to make offers which exceeded stock exchange prices by
attractive margins but were nevertheless below the companies' capital
value,

Realising that their retained earnings would probebly not be
distributed until the end of the period of Government enforced
dividend restrsint meny shareholders were prepared to accept any bid
whigh exceeded the market price for their shares by a reasonable
margin. In the circumstances these shareholders were quite right
because acceptance of an offer enabled them to receive at least some
of their withheld dividends in the form of a tax~free capitel gain,

Another reason why a bidder was sometimes able to offer mor
than shareholders had expected in the near future was that the bidder
often had a more accurate estimate of the company's worth than did
the shareholders, and on occasion even the directors. For instance
there were numerous retail stores which had suffered reduced earnings
during the war. As a result the market valué of their shares was
depressed and their property, shown in the balance sheets at pre-wer

cost price, was sometimes far less than the current market value,
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The shareholders two main criterie of share valuation, earnings and
book value were therefore both unreliable guides in the post-war
infletionary period when profits recovered and shop sites became
increasingly valuable. Bidders based their valuation not on the
depressed war time profits of the retail stores but on potential
earnings, realising that there would be an improvement during the poste
war boom. Some bidders also were aware that shoppers were changing
their habits sc that more people were tending to shop in town centres
rather than their village stores, making the High Street sites
increasingly valuablc. Many shareholders were not aware of the
significance of this chenge and its importesnce was not always realised
by the directors, either. In such cases the bidders were able to
offer consideration which was apparently generous but nevertheless was
far below the value of their acquisitions, as shown in such cases as
Clore's take-over of J. Sears. (10)

Again, companies were sometimes worth more to particular bidders
because they intended different, more profitable uses for the companies'
assets. For instance, in 1953 Mr. Harold Samuel became interested in
the Savoy Hotel Ltd. because he calculated that one of its subsidiaries,
the Berkeley Hotel, which was earning very small prafits as an hotel,
would be considerably more profitable if converted into offices. (11)

Also there were some companies, called "shells", which had greater
value for others than for their shareholders. These "shells" were
mostly created as a consequence of World War IT. When the Japanese
invaded Malaya and Indonesia they took control of English owned rubber
plantations and in some cases granted them to locel individusls. After
the war meny of these companies s0ld their estates to Chinese in Hong
Kong or Singapore rather than resume operations themselves because this
would have involved eviction of the squatters. Quoted companies in
this class were left with only two assets, cash and their stock exchange
guotation which was of no value to the shareholders in these circumstances.
But the quotation had definite value to others for a variety of reasons.

As explained in Chapter Four some firms sought a quotation to reduce
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their shareholders' liability for death duties, while others desired
a quotation as a means of avoiding a surtax direction. There was
another and more important class of company seeking quotation, the
expanding firms anxious to raise more capital which realised that it
would be easier to dispose of share offers if they had a stock exchange
quotation. These companies could, of course, have zpplied to the
Stock Exchange for a new quotation but this was sometimes a lengthy
business and the Stock Exchange Council usually required far more
information from a firm seeking a new quotation than they did from a
quoted company whieh had been taken over then changed its type of
business. Apparently by 1961 there was a recognised price for a
stock exchange quotation so that bidders were prepared to pay a2 premium
of £15,000 over and above the net assets of a"shell™company. (12)
Bidders were also able to make offers exceeding the current stock
exchange price if they wanted a company for the purpose of diversifi-
cation. Tt has been stated that company law consists of a row of
locked stable doors, each lebelled with the name of a famous, but
departed horse. One instance of this was the case which gave rise to
the ultra vires rule. After the South Sea Bubble, where the Hollow
Sword Blade Company had sbandoned the objects specified in its charter
in order to become banker for the South Sea Company, Governments were
determined to prevent future ocourences of this kind of abuse.
Company legislation, therefore limited British companies to the types
of business explicitly permitted by the objects clauses in their
memoranda of association, and such objects could not be altered without
the Court's consent. The Cohen Committee, however, reported that the
concept of ultra vires no longer served a useful purpose and recommended
that a company should be enabled to alter its objects without the
necessity of obtaining Court sanction. This recommendation was
incorporated, with qualifications, in section 5 of the Companies Act 1948,
facilitating company diversification at a time when its advantages were

becoming realised.
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There were some firms which were so convinced of the rewards to
be reaped from diversification that they were sometimes willing to pay
higher considerations for companies in fields different from their own.
For instance, it has been suggested that sophisticated managements
use diversification as a meams of reducing their cost of capital because
investors will regard a diversified firm as being better able to weather
business recessions, so will be willing to pay a higher premium fa
issues of new shares in such a company, thus reducing the company's
cost of raising additional funds. (13)

Where a company has surplus funds e profitable investment can be
the aoquisition of a firm which has sttractive prospects but whose
development is restricted through lack of cash. Such bidders can
offer more than the market price for the shares of one of these
restricted companies because the bidders' valuations will be based
on the potential earnings which they hope to achieve through investing
the necessary cash. Certainly in the later 1950's the acquired
companies seem to have had a liguidity much lower than the average

(124)

for quoted companies, and this may have been because the easing
of the uvltra vires rule enabled companies with surplus funds to seek
out firms that were restricted in their expansion through shortage of
cash.

The circumstances were thus created for a substantial increase
in take-overs during the 1950's. The Companies Act 1948 provided the
opportunity to by=pass boards and appeal directly to shareholders at
a2 time when other events made shareholders more inelined to accept offers,
For instance, the divorce between msnagement and shareholders had reached
the stage where directors in some cases failed to inform shareholders
of major policy changes until after they had been mede. One example
is the case of British Aluminium Ltd. where the directors in 1958
arranged to sell all the company's unallotted shares to Alcoa, giving
the United States firm one third of the company's ordinary capital .
‘The shareholders were not informed of this until the desl had been

negotiated and only the intervention of the Treasury prevented British

Aluminivm becoming virtually the subsidiary of an American concern
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without the shareholders having an opportunity to e xpress their
wishes. (15) This dichotomy between directors and shareholders meant
that shareholders, not knowing their directors and not apparently
having any way of influencing them, owed them no loyalty, and as
investors, not part owners, there was no reason why they should not
make a profit on their investment by accepting an attractive offer

for their shares.

This coincided with events which made it possible for bidders to
make attractive offers. Where bidders had a better awareness of the
current value of 2 company's assets or envisaged other, more profitable
uses for them they were able to offer consideration which appeared
generous to shareholders who were basing their valuations on dividends
and balance sheet figures. The Government unwittingly helped bidders
by imposing 2dditional taxes on dividends while allowing any profits
mede 2s the result of accepting a take—over offer to be treated as
tax—free capital gains,

But a generous price was not the only inducement a bidder had to
offer; it was a novel and pleasing experience for shareholders to be
canvassed for their support. The take-over bidders courted share-
holders with an intensity, and in some cases an amount of information

(16)

about their company, never provided by their directors. At a
$ime when some Chairmen were treating shareholders as a nuisance, in
some cases even refusing to answer their questions at the annual

(17)

meeting the bidders revesled the shareholders as the real owners

of the company, giving them 2 chance to exert a power they had almost
forgotten existed.

The remaining chapters are concered with the results of this
coinciding of the opportunity to adopt the new take=—over technique with
circumstances making acceptance of take~over bids more likely.

Chapter 3 deals with the great increase in take=over acitivity which
took place between 1945 and 1965, while later chapters investigate the
problems raised by this development, such as valuing the offefee

company, examined in chapter 5, the tactics used by bidders to



overcome opposition, mentioned in chapter 6, the defensive
technigues adopted by some boards, chapter 7, and some disquieting

features raised by both of these, discussed in chapter 8.
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CHAPTER THREE

DEVELOPMENTS TN TAKE=-QVERS 1945-1965

FLUCTTATIONS IN THE INCIDENCE OF TAKE~OVERS. ~ During the 21 years
1945=1965 take=overs increased in both number snd size of the
average company acquired but as can be seen from Chart 1 (1) this
growth was not a steady progression. Moreover, there is no noticeable
correlation of take-over activity with any of the normally accepfed
indieces of economic trends such as Gross National Product or the Index
of Tndustrial Production. But there does seem to have been a
relationship with changes in the rates of profits tax snd the holding
of general elsctions. Tn those years when profits tax on distributed
profits was inereased proportionately more than the profits tax on
undistributed profits, take-over bids increased and when this
differential was reduced the number of bids for listed companies declined.
Por example, the differential rate was increased from nothing in 1946
to 15 per cent in 1947 and during thét year there were 19 bids for
listed companies compared with the previocus year's seven. The
differential was also increased in 1949, 1951, 1955 and 1956, years
during which bids were more frequent than in the previous twelve months.
The years when the differential was reduced, namely 1952 and 1958, were
year% when bids were less frequent than in the previous twelve months. (2)

There may have been two reasons for this relationship. When
profits were increasing while dividend increases were discouraged by
the profits tax differential, shareholders would be more likely to give
a bid favourable consideration because increased profits, if not
distributed as higher dividends, would not réise share prices and so,
for shareholders, the acceptance of an offer that exceeded the market
price of the shares would represent a way by which they would receive
their company's undistributed earnings. Secondly, if the cash which
would have been paid as dividends was retained iﬂ the business as cash
or readily marketable securities this would attract a2 bidder seeking
extra funds.

Rlections were heid in 1950, 1951, 1955, 1959 end 1964; with the

exception of 1950 during each of these years take-over bids for listed



TABLE TWO. CLASSIFICATION OF THE LISTED COMPANIES TAKEN OVER 1945 = 1965

SOUBRCES: APFENDIX A AND THE STOCK EXCHANGE OFFICIAL YEAR BOCKS

Total 1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965

Food, Confectionery, etec. 92 1 1 1 L 1 L 3 b 4 18 12 7 6 L 9 13
Breweries, Distillers etec. 113 1 1 2 8 3 3 3 10 5 7 5 &6 12 17 1 6 6 3 6
Hotels, Restaurants 37 1 1 3 L. 2 L 1 1 5 3 L 2 2 1 3
Wholesale and Retail

Distributors 150 2 1 4 1 8 L 2 10 7 5 10 44 7 290 13 13 8 8 10 2
Textiles, Clothing 14,8 2 3 1 1 3 2 5 8 8 9 11 8 12 9 11 10 1 19 12
Chemicals and Allied Industries 48 1 1 1 2 1 3 3 6 8 7 4 3 3 5
Steel, Engineering 173 2 2 1 3 1 5 3 13 10 19 16 25 14 15 14 9 10 11
Electrical Equipment and

Gas Appliances 31 2 1 1 3 6 3 1 3 5 6
Vehicles 3l 1 2 1 2 6 1 L L 3 3 1 2 L
Paper, Printing, Publishing 53 3 2 2 L L 1T M L 5 6 5 2 L
Transport other than Shipping 7 1 3 1 1 1
Shipping and Shipbuilding 26 ey 4 11 11 2 4 [ N 2 o
0il Producers and Refiners 13 1 1 2 2 1 1 2 3
Mining and Quarrying L4 1 2 3 2 2 3 3 L L L. 2 L 1 3 3
Contractors and Contractors!

' Suppliers 37 2 1 2 3 & 7 3 ® 5 2

Rubber Plantations, Tea
Estates, Ranches, etoc. 160 5 1 1 1 3 2 15 21 15 41 26 12 5 1 10 1
Dormant Companies (Shells) 71 1 1 2 5 15 22 10 8 2 2 1 1 1
Property, Cinemas, Theatres 9L t. b y PR 3 N 2 2 5 7 B 10 -6 9 5 1 558
Banks, Insurance 27 2 2 1 3 & 4 3 1 1 1 3
Holding Companies, Investment

Cozganiei : % 1 1 L 2 6 2 10 2 1 3 L 5
Miscellaneous 39 1 1 1 3 2 2 6 7 1 2 & & =8

3% 2 7 19 % 16 12 23 12 53 L6 63 99 135 118 206 143 112 88 79 97 A




TABLE THREE: THOSE CLASSES OF BUSINESS TO WHICH AT LEAST 50 PER CENT OF THE ACQUIRED COMPANIES BELONGED EACH YEAR

SOURCE: ADAPTED FROM TABLE ONE.

Year

1945 Breweries, Distillers (1)
0il Producers and Refiners(1)

1946 Wholesale & Retail
Distributors (2)

Textiles, Clothing (2)
1947 Rubber Plantations etc. (5) Property, Cinemas, Theatres (L)

1948 Wholesale & Retail

Distributors (4) Breweries, Distillers (2)
Steel, Enginecering (2)
Vehicles (2)

1949 Breweries, Distillers (8)

1950 Wholesale & Retail

Distyibutors (8)
1951 Wholesale & Retail Breweries, Distillers (3)
Distributers (&) Textiles, Clothing (3)

Steel, Engineering (3)



TABLE THREE: Continued

Year
1952 Wholesale & Retail
Distributors (2)
Textiles, Clothing (2)
Banks, Insurance (2)
1953 Wholesale & Retail Textiles, Clothing (5) Food, Confectionery ()
Distributors (10) Steel, Engineering (5) Holding Compenies )
1954 Breweries, Distillers (10) Textiles, Clothing (8) Wholesale & Retail
' Distributors (7D
1955 Steel, Engineering (13) Textiles, Clothing (8) Vehicles (6) 7Vmolesale & Retail
» Distributors (5)
Breweries, Distillers(5)
1956 Rubber Plantations ete. (15) Wholesale & Retail Textiles, Clothing (9)
istribut
Dormant Companies (ShellsX15) B atEIIIeE (10)
1957 Dormant Companies(Shells)(22) Rubber Plantations ete. (21) Steel, Engineering (19) Wholesale & Retail
Distributors (414)
1958 Steel, Engineering (16) Rubber Plantations etec. (15) Property, Cinemas, Theatres (15) Dormant Companies
(Shells) (10) Textiles,
Clothing (8)
1959 Rubber Plantations Ete. (41) Steel, Engineering (25) Wholesale & Retail Food, Confectionery (18)

(21)

Distributors

6<



TABLE THREE: Continued

Year
1960 Rubber Plantations Ete (26) Breweries, Distillers (17) steel, Engineering (14) Wholesale & Retail Food,
Distributors (13) Confectionery (12)
1961 Steel, Engineering (15) Wholesale & Retail Rubber Plantations Etc. (12) Textiles, Clothing (11)
Distributors (13) Breweiies, Distillersg11)
1962 Steel, Engineering (14) Textiles, Clothing (10) Wholesale & Retail Food, Confectionery (6)
Distributors (8) Breweries, Distillers(6)
1963 Textiles, Clothing (14) Property, Cinemas, Theatres(11) Steel, Engineering (9) Wholesale & Retail
Distributors (8)
1964 Textiles, Clothing (19) Rubber Plantations Ete. (10)
Wholesale & Retail
Distributors (10)
Steel, Engineering (10)
1965 TFood, Confectionery (13) Textiles, Clothing (12) Steel, Engineering (11) Breweries,Distillers (6) Electrical
Equipment  (6)
1945
to
1965 Steel, Engineering (173) Rubber Plantations Ete. (160) Wholesale & Retail Textiles, Clothing (148) Breweries,

Distributors

(150) Distillers (113)

3



TABLE FOUR: FACTORS WHICH MAY HAVE AFFECTED THE INCIDENCE OF TAKE-OVERS 1945-1965

gdjgvadil |

(a) () ©) - (a)
FINANCIAL TIMES ORDINARY BANK RATE PROFITS TAX DATE OF NUMBER OF
SHARE INDEX Differential BIDS FOR
THER 1935 = 100 Fercentage ;. for High for on Distrib- on Undistrib tex on Distrib CHERAL  [rermcoup-
Low for year High for year for year the year the year uted profits uted profits uted profits ELECTIONS IES IN THE YEAR
1945 2 2 3
6 2 2 7
7 2 2 25% 10% 15% 19
8 2 2 15
9 2 2 30% 5% 25% 17
1950 2 2, 23 February 12
1 2, 2z 50% 10% % 25 October 27
2 103.1 124.5 4 2z L 224% 2% 20% 17
3 113.9 131.5 + 8% 3z b 68
L 131.1 184.0 + 40% 3 >z : " 57
5 175.7 233.9 + 27% 3 b 27%% 21% 25% 26 May 70
6 161.5 203.6 - 15% 4% 5% 30% 3% 27% 140
7 159.0 207.6 + 2% 5 7 : 177
8 1544 225,5 + 7% L 7 10% 10% NIL 149
9 212.8 338,7 + 50% L IR 8 October 272
1960 293.4 2.9 + 1% L 6 124% 1244 NIL 170
1 284..7 365.7 + [ 5 7 143
2 252,8 310,2 - 18% Wi 6 101
3 279.6 2,7.5 + 12% b L% 102
L 322.6 377.8 + 9% L 7 15 October 116
5 313.8 359.1 - 5% 6 6 105

SOUBRCES: (a) The Pinancial Times (b) The Economist Diary (The Economist Newspaper) 1965, p.30 (c) Finance Act 1947 s.30,
Finance Act 1949 s.1, Finance Act 1951 s.28, Finance Act 1952 s.33 (2), Finance Act 1955 Pt.II, s.2. (d) Chart 1.

ALISEIAIND
071314434
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TABLE FIVE: EXPENDITURE OF THE COMPANIES INCLUDED IN THE BOARD OF TRADE SURVEY 1949 - 1960

SOURCE: Economic Trends, April 1962 page iv.

Expenditure of Total Expenditure Percentage of Total

Year Companies on acquiring of the Companies Expenditure spent on
Subsidiaries each year each year Acquiring Subsidiaries

£ millions £ millions £ millions

1949 47 662 7e1%

1950 35 916 3.3%

1951 32 1366 2. 3%

1952 36 619 5.8%

1953 82 798 10, 3%

1954 114 1059 10. 8%

1955 97 1366 - T4%

1956 119 1384 8.6%

1957 128 1423 9.0%

1958 121 1010 12,0%

1959 277 1699 164 3%

1960 338 2249 15.0%

"The companies quoted in this analysis, numbering about 3,000 are those engaged mainly in the United Kingdom in
manufacturing, distribution, construction, transport and certain other services. Companies whose main interests

are in agriculture, shipping, insurance, banking, property and those operating wholly or mainly overseas are not included.

In most cases the companies are public companies whose shares were quoted on a United Kingdom stock exchenge ..." 5

Economic Trends, April 1962, page x.




CHART- 1W0. COufPARISUN OF NUMBER OF QUOTED COMPAI\ILS TAYLN OVER WITH THE FINANCI_AL TIMES INDICVS 1945~ 2
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companies were more numerous than in the previous twelve months.
Three of these years, 1951, 1959 and 196) also represented peaks, that
is there were more bids for listed companies in those years in each
case than both the preceding and succeeding twelve months. (3) There
does not seem to be any reason for this except that The Financial Times
Index of ordinary shares shows a similar tendency to rise during
election years. As can be seen in Chart 2 there were rises in the
Financial Times Tndex in the election years of 1950, 1951, 1955, 1959
and 1964 and, what is more, there was a correlation between the changes
in the F. T. Index.and the annual number of take-overs in most years,
with the notable exceptions of 1961 and 196358)

There were also changes in the type of businesses taken over.
Table 2 (4) shows the types of businesses conducted by 1435 listed
companies which were acquired between 1945 and 1965. Table 3 (5),
using this information, shows the most important types of businesses
acquired each year, that is the classes which accounted for half of the
successful bids in each year. From this it can be seen that whereas
breweries and distilleries accounted for a high proportion of the firms
taken over in the earlier part of the period, in the last years steel
and engineering firms had become the largest class of acquired companies.
Another change was the increase in the range of types of businesses
acquired. At the beginning of the period 2 few classes in each year
accounted for half the take-overs in that year but the range of types
of businesses was progressively extended, as shown in Table 3.

There was a minor increase in take-over bidding during 1947, =
year when the differential profits tax rates were introduced,
discriminating in favour of undistributed earnings. (6) Another minor
increase occurred in 1951. During that year the profits tex
differential was increased from 25 per cent to 40 per cent. (?) Also
this was the period of the Korean War and there was a general ehgetion
in October 1951.

The first substantial increase in teke-over bidding was in 1953.
It is significant that the lergest class of companies acquired that year

was the wholesale and retail distributor group (9) because the rapidly
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increasing property values after 1945 probably influenced many of the
early take=over bidders. At a time of dividend restraint share prices
rose slowly while the property which the companies owned was appreciating
in value quickly so that bidders were particulerly sttracted by companiés
with cheins of shops. If these companies could be acquired far a.
relatively low consideration then the new owner could sell the valuable
shop freeholds to an insurance company, retaining control by leasing

the properties back. Another factor for the big increase in 1953 was
probably the Companies Act 1948. Tt would seem that by then the full
implications were being realised of the opportunity provided by the Act
for replacing an unwilling board after a successful bid.

There was a further sharp increase in the bidding for quoted
companies in 1955, another election year. The profits tax differential
was increased from 20 per cent to 25 per cent (10) end for the first
time a large proportion of the acquired companies was in the engineering
and vehicles classes. (11)

A furtﬂér increase in take=-overs of listed compenies during 1956
coincided with a further increase in the profiits tax differential from

25 to 27 per cent. (12)

But it is signifiicent that two important
classes of companies acquired that year were those engaged as rubber
plantations and the dormant, or shell, companies. (13) During 1956
the Bank Rate was raised to 5% per cent, the highest rate since 1932 (14)
which indicates that funds were scarce and more expensive to borrow and
so "shells", that is companies with all or most of their assets in cash,
became attractive as a source of available and comparatively cheap funds.
An alternative form of acquiring funds was to take over a rubber
plantation or tea estate. These compenies' share prices were depressed
because of the difficulties of operating in the East after World War II,
so it was possible to take-over a plantation company for = modest
consideration and then sell its estates to Chinese in Hong Kong or
Singapore for a substential cash profit.

From 1947 shareholders of companies controlled by five persons or

and
fewer,atherefore, if they withheld from distribution more than a



~

reasonable proportion of profits, liable to surtax, were excused from
paying this if they refrained from increesing their dividend rates.

(15)

But in 1957 this "Chancellor's Umbrella" was removed so that some
unlisted family companies found it advantageous to tske over s listed
company end then transfer their business to the listed company as an
insurance against a surtax direction. This probably accounts for the
large number of "shells" acquired in 1957 though it is not always possible
to tell which were taken over for their listing and which for their cash.
There was 2 slump in take-bver activity during 1958, a year when
the profits tax differential was abolished and bank rate reduced to four

(16)

per cent. The réduction in the bank rate may be the reason why
the bidding for rubber plantations and shells declined that year.

1959 was an important year for take-overs; +there were several
influences responsible for this. It was en election year, the
Government exerted pressure on the aircraft industry to merge through
take-overs, share prices rose dramatically during the year so that the
- Financial Times Ordinary Share Index increased 50 per cent from a high
of 225.5 in 1958 to a high of 338.7 in.1959 and bank rate remained
constant throughout the year at the comparatively low figure of four

(17)

per cent, encouraging industriel expansion. Also during this yearl'”t
there was a large increase in the number of ascquired companies belonging
to the rubber plantation class; 15 of the 1958 companies were in this
class but there were 41 in 1959. (18)‘
From 1960 to 1963 bidding for listed companies declined, coinciding; ;;

with 2 reduction in the number of offers for plantation companies and

e

shells. The decline in bidding for these classes of companies in 1962'%

and 1963 is probably the result of the iniroduction of a cepitel salns
tax in 1962. This was chargeable on profits arising from a dispoadl;x

of land within three years of acquisition, or, in the case of other

assets, within six months after the acquisition. (19) This had t,;*Hv

duel consequence for take-overs. Henceforth when an acquired eonpaﬂy

8 T T n»*rne‘.«

was ligquidated any resulting gein became taxnble and assentlng shardholde i




CHART 3: EXPENDITURE BY THE COMPANIES IN THE BOARD OF TRADE SURVEY ON ACLUIRING OTMER COMEANIES 1949 - 1963__

SOURCES: Economic Trends, /pril 1962, page iv; Economic Trends April 1963, p.ix; Economic Trerds MNovermbor 1765, ;.xxd
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receiving cash in exchange for their shares also became liable for
any short-term profit they made througﬁ accepting the offer,

The Board of Trade has analysed the accounts of some 3,300
companies and extracted iﬁformation about take—overs. Although the
Board of Trade group of companies is a different sample 2and the -
information compiled on a different basis the trend for the development
of take-overs is similar. Thereas Chart 1 is compiled on the basis of
quoted companies which were acquired between 1345 and 1965 both by other
companies and by individuals, the Rourl of Trade survey, summarised in

(20) . . :
Chart 3, includes only those companies taken over by the memberg of
its group and of the 1,905 companies acguired by this group only 655
{21
of them were quoted, *7 - Plsc, Chart 1 iz compiled on the number
of bids mede per year whereas the Board of Trade figures represent the
Vaiue Ol exipenditure in acquiring subsidiaries.

Despite these differences the two charts indicate similer sherp
rizes in 1953 and 1959 then a decline in the early 1960's.  The
inereased expenditure on acquiring subsidiaries was partly the result
of a greater number of take-overs but was also the consequence of the
absorption of progressively lerger companies. The average consideration
in the earlier years was £1,000,000 per guoted company acquired but
by 1961 it was £3,500,000 (22) and as a consequence teke—overs became
an increasingly important part of these companies' expension. For
instance, the emount spent by the Board of Trade companies on scquiring
subsidiaries in 1949 ceme to only 7.1 per cent of their total expenditure,

but by 1960 the proportion had risen to 15 per cent. (23)

MAJOR TAKE=QVER BTDS

1953

)
THE SAVOY HOTEL The Savoy shares stood at 27s 101 (24) when Mr,

Harold Semuel became interested in the possibility of converting one of
the company's hotels, the Berkeley in Piccadilly, into 2 block of offices
and showrooms. Semuel started buying Savoy shares on the market but

by the time he had purchased 20 per cent of the equity the price had

(25)

risen to 50s as a result of the buying of Savoy shares by another
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potential bidder, Mr. Charles Clore, who had acquired about 10 per cent
of the total. Clore had also reslised the opportunity of converting
the Berkeley, which, though valued at £190,000, was averaging only
£5,950 per year as profit, a return of less than 11 per cent. (26)
When they became aware of the take-—over intentions the Savoy
directors tried to forestall them by announcing the formation of the
Worcester Building Company (Lpndon) Lt?. with an ordinary capitsl which
had been allotted to the trustees of the Szvoy Group Staff Benevolent
Fund and their intention of selling the Berkeley Hotel to the Worcester

(27)

in return for that company's preference shares. Under this
scheme the Savoy was to lease the Berkeley back for fifty yeers with a

covenant tkat the Berteley would not, without the consent of the

(23

S

Vorcester Company, be used otherwise than as an hotel during that oeriod.
Tt was later disclosed that the Savoy Stafi Benevolent Fund was set up
three days after the agreement between the Savoy and the Worcester
Puilding Company had been executed. (29)
Since even a successful bid would not now gain cont?ol over the
Berkeley, there was little point in either Samuel or Clore continuing

but the %Yorcester scheme attracted so much adverse publicity that

Semuel was able to make a profit despite his failure. He contended

that it was only fair that the directors who had frustrated his plans
(30)

shoild personally buy his shares in the Savoy for 62s 63 each.

(3)

When the directors denounced this as an "excessive price", Samuel
declared his intention of asking for a Board of Trade investigation into
the Vorcester Building scheme and he also threatened court proceedings. (32)
The Savoy directors paid Samuel his 62s 6d per share which brought him
a profit. estimated to be between £150,000 and £300,000 (33) though the
precise amount is not known since Samuel a2t one stage bought Clore's
holdings at an undisclosed price.

One of the conditions which Samuel attached to the sale of his
Savoy shares was the absndonment of the Worcester scheme, leaving its

(3u)

legality untested. But Mr. Thorneycroft, President of the Board of
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Trade, appointed an Inspector to investigate the incident, particularly
the Worcester Building scheme, as this would hsve removed one of the
company's principal assets from the control of the shareholders without
their consent. The Tnspector reported that, in his opinion, the
Worcester scheme would have been an improper use of the directors!

35
powers. (35)

1955

TINTON=CASTLE - The £100,000,000 teke=over of mion-Castle Mail

Steamship attracted attention nartly because of the size of the merger
and partly because of opposition to the bid by some nion-Castle share-
holders. Tn most cases opposition to 2 bid comes from the directors
of the offeree company but in this instance while the "nion=Castle
directors accepted the terms, a group of shareholders found them
unsatisfactory.

The take-over was to be accomplished by forming a new company,
British Commonwealth Shipping Gompany, to acgquire the shares of both

"nion-Castle and Clan Line Stesmers: the objection was raised that

Union-Castle shareholders were to receive only 4O per cent of the British

Commonwealth equity although contributing 58 per cent of the total assets

(36) The terms of the offer,

and 52 per cent of the combined profits.
eight British Commonwealth ordinary for every three Clan ordinary shares

but two ordinary and one preference share in British Commonwealth far

every five Union-Castle ordinary shares, meant that the Cayzer family,

which controlled Clan Line, would be given contrel of British Commonweszlth.

Whet purported to be a merger was actuslly a take-over of Union-Castle

by the Cayzer family on terms which were unfavourable to the Union-Castle

shareholders.

The unfairness of the terms was revealed in the market reaction;
Clan Line shares rose from 142s 6d per share to 170s ‘hen the terms of
the merger were disclosed but nion-Castle shares moved from 27s 64 to
only 30s. (38) Lord Rotherwick, chairmen of Clan Line, replied to
criticism of the merger terms by stating that he regarded the matter
primarily as the uniting of two great shipping companies rather than

(39)

a financial transaction.

(37)
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Eventually the preference share element in the bid was dropped
and the terms amended to increase the share in British Commonwealth's

equity which the Tnion-Castle shareholders received from 4O per cent

to 47 per cent. (MO) ¥hen the dissenters accepted this the arrangement

became the largest British take-over till that time.
1956

TRINIDAD OIL In June 1956 the Texas Company bid 80s 34 per share for
(u1)

Trinidad 0il Company, more then twice the market value. There
was strong opposition to this bid, worth £63,000,000, from the
Opposition members of Parlisment ho believed it would be a» mistake to
permit such a large British company to pess into the control of a foreign
firm. (h2> The Government, h i issi >

» however, gave its permission for the take-
over when the chairman of Trinidad 0il said he #as recommending
acceptance of the bid hecsuse Trinidad 0il lacked the enormous sums
required to compete with the major oil companies which were able to obtain
Middle Zest 0il at a cost of 35 cents per barrel, one third of the cost
of Trinidad's supplies. (43) Being unable to raise the £25,000,000

needed to build a new refinery, Trinidad 0il had sought the Texas Company

of'fer,

SOTTH WEST "FRICA COMPANY Further concern about American acquisitions

was aroused later in the year by a similar circumstance, the bid of
Tsumeb Corporation of S.%. Africa, an American controlled company,

for the South West Africa Company. When this bid was announced in

November 1956 Labour M.P.'s pressed the Government to stop it since the

South ‘est Africa Company owned the only vanadium mine in South West

Africa. As vanadium was essential for alloy steels used 'in high speed

tools and the turbine blades of jet engines transfer of the company

into foreign control would represent the loss of control over an important

source of a raw material. (AA)
Before the bid South West Africa shares were 71s 3d (45) so the

(46)

offer, worth 90s, was attractive. To prevent its acceptance three

British firms, New Consolidated Gold Field s, Anglo-American Corporation



EIGHTEEN BIDS BY CAMP BIRD LTD. ON 26 SEPTEMEER, 1956

Name of lMarket value Camp Bird's Net Book Net Liquid
Offeree Company per share at Bid per share Assets per Assets per
Date of bid worth Share Share
Chenderiang Tin
Dredging Ltd. 15s. 0d 118 94 28s 714 15s 104
Gopeng Consolidated
Lta. 11s 9d 9s 9ia 6s 7xd 5s 12d
Hongkong Tin Ltd 6s 0d 5s 54 7s Lid 2s 134
Ipoh Tin Dredging
Ltd. 27s 94 2s 144 38 9d 31s 9d
Kent (F.1.S.) Tin
Dredging Ltd. Ls 3d 3s 84d 3s 10%d 38 134d
Killinghall Tin Ltd. 8s 04 7s 024 9s 3d €s hzd
Kinta XKellas Tin
Dredging Company Ltd. 6s 3d 5s 8d 6s Lixd 3a
Kinta Tin Mines Ltd. 17s 64 158 234 138 64 9s 9d
Malaysiam Tin Ltd. 183d 1s 04 5s 10d 1s 1044
Meru Tin Ltd. 734 7%d 15 15d 3d
Pengkalen Ltd. 158 Lid 13s 1024 15s 04 14s 94

Cogtinued

(49



Name of Market Value Camp Bird!s Net Book Net Liquid
Offeree Company per share at Bid per share Assets per Assets per
Date of Bid worth Share Share

Rambutan Ltd. 24s 6d 19s 534 225 04 19s 0a
Renong Tin Dredging

Company Ltd. 13s 0d 10s 11Z4d 145 9d 13s 64
Selagyang Tin

Dredging Ltd. 1s 94 15 13d 2s 0d 1s 94
Sungei Kinta Tin

Dredging Ltd. 17s 64 158 23d 25s 94 4s 6d
Tanjong Tin :

Dredging Ltd. 23s 94 20s 04 128 1024 10s 124
Tekka Ltd. 6s 6d 5s 534 17s 1044 Ls 1%d
Temoh Tin Dredging

Ltd. 8s 0d 5s 8d 7s 1044 3s 9.

SOURCE: The Economist 29 September 195€, page 1082,



of South Africa, and the British South Africa Company made 2 joint
offer of 100s per share for two out of every three shares held by each
South West Africa shareholder provided that they would agree not to

sell the third share. ‘h7)

The South West Africa directors stated that
their company, lacking capital for development, had asked New
Consolidated Gold Fields Ltd. for financial assistance. Tsumeb, in
which the South West Africa Company was a large shareholder, also offered
help and as 2 result both Tsumeb and New Consolidated Gold Fields

submitted bids. (AB)

The joint offer from the three British firms,
together with an appeal to the shareholders' patriotism, was acceptled

end the Tsumeb offer was withdrawn.

CAMP BIRD The realisation that many shares were underpriced on the
market, providing opportunities for substantial gains through take-overs
was brought out into the open in September 1956 when Camp Bird Ltd.
mede a simultaneous bid for eighteen companies. In large advertisements
in The Economist and The Times (49) Camp Bird made offers, in its own
shares, for eighteen Malayan tin mining companies, pointing out that
these companies had between them liquid assets of over £2,250,000 while
the market value of all the eighteen companies was only £4,AO0,000.
Camp Bird undertook, if the offers were accepted, to use the cash to
improve the profitability of the group. The directors of the tin
Companies opposed Cemp Bird with two defensive techniques; they made
cash distributions to their shareholders and they gave their own estimate
of the real worﬁh of thec shares.

Rambutan Ltd. distributed 7s 63 cash per share to its shareholders,
Kent (7.M.S.) Tin Dredging Ltd. distributed 1s per share and Tekka Ltd.

distributed 2s 63 per share. (50)

In each case the board said this
was not designed to stave off the Camp Bird bid but was the natural
development of financial policy.

The directors of the tin companies also gave some indication of the
current worth of their companies' assets. Tanjong Tin Dredging Ltd.'s

board stated its ore reserves were worth £, 500, 000 (51), Renong Tin

Dredging Ltd. announced its liquid resources were £4,00,000 even though



cra (52)
it had just reconditioned a dredge at a cost of £300,000, ‘-

The Chenderisng Tin Dredging TLtd. directors assessed the company's ore
(53)

regerves 2t £%,000,000 ‘ 80 the ore reserves of two of the 18
companies were alone worth £7,500,000, exceeding the market value of =211
the companies without taking into account the dredges or even the cash.

The chairman of Renong Tin Dredging Ltle explained that tin
dredging companies needed large cash reserves to provide for replacements
in times of inflation, illustrating with the case of a tin dredge which
cost £16,000 new in 1910, was replaced in 1938 for £150,000 end was

, (54)

re-equipped in 1956 for £300,000.

But this need did not deter the tin corpanies' boards from their
policy of making cash distributions to their shareholders as Gopeng

Consolidated Ttd.'s board recommended a capital repayment of 1s 6d per

share »nd Pengkalsn Ttd.'s board recommended the distribution of Ls per

55)

N~y

share only one week after the Renong chairman's statement.
None of Camp Bird's eighteen bids was successful but the venture
did focus attention on the fact that market values had been depressed
vell below their asset backing. This is of particular importance when
it is realised that in four of the eighteen cases the market value of
the sheres at the time of Camp Bird's offer was actuslly less than the

(56)

amount of net liguid assets per share.

1958
BRITTISE ALTMINIT  The most important take-over of the year started

in November 1958 when Reynolds Aluminium of the United States and Tube
Investments jointly bid for British Aluminium Company TLtd. Tt was
not only the size of the bid, £35,000,000 which attracted attention dbut
also the acrimony which developed between the bidders and the British
Aluminium board,

In October, when the British Aluminium shares were selling at 47s 6d
each Reynolds Metals and Tube Investments told the British Aluminium

)
(57' The British Aluminium

directors they intended to bid 78s per share.
board responded with the information that they had almost completed

arrangements to sell all of the £,,500,000 unallotted capital to another
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fmerican firm, Alcoa, for 60s per share and were awaiting only Treasury

(58)

consent for the deal. They did not, therefore, see any point

in submitting the Reynolds-Tube Investments offer to the British
Aluminium shareholders. This raised several important matter regarding
the rights, or lack of rights, of shareholders. The directors had not
informed their shareholders of the deal with Aloca until it had been
negotiated although the result of the allocation of the unallotted capital
to Alcoa would have been to make British Aluminium the subsidiary of an

Americen firm. Moreover they had denied the shareholders even the

chance to consider the alternative, much more attractive, offer from

(59)

Reynolds.
The Government intervened when the Treasury deferred the granting

of Treasury consent to the deal with Aloca until the British Aluminium

shareholders had been given an opportunity to consider the Reynolds'

(60)

of fer.
The British Aluminium board announced their intention to raise their
dividend from 12 per cent to 17% per cent, bringing it up to the same
rate as that of Tube Investments (61) then claimed that the Reynolds-Tube
Tnvestments bid of 78s was far too low as British Aluminium shares were
reslly worth 120s. (62) But this left the directors open to the
criticism of why they had not so informed their shareholders earlier
;n the year when British Aluminium shares were selling st 37s (63)
and why if the shares were worth 120s each, £),500,000 of them
(representing one third of the company's paid-up capital) were being
allocated to Alcoa for only half that price.
To avoid questions of this sort a consortium of fourteen City

(6n)

insitutions came to the support of the British Aluminium board

with a Jjoint counter bid, using the technigue which had proved successful
in the South West Africa-Tsumeb affair. The consortium appealed to the
shareholders' patriotism by asking them to not sell their shares to the
'wrong' American company, to reject the Reynolds' bid and to endorse

the British Aluminium board's arrangement with Alcoa which would leave

the existing directors in control. For those who desired cash the
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consortium offered to buy one half of their holdings for 82s per share
on condition that the sellers did not part with the other half before

65)
the end of March 1959. (65)

Purther, the consortium claimed that
"important" holders of more than 2,000,000 shares (of 2 total of
9, 000, 000 issued) had promised they would not accept the Reynolds-Tube
Tnvestment bid even though it had been raised to 33s per share. (66)

But the consortium provoked some resentment. ts one commentator
pointed out, the consortium which was 2ppealing to British Aluminium
shareholders to reject the bid in the "national interest" included
one bank, Morgan Grenfell, which wzs founded 2znd still controlled by
an American parent, while a fair proportion of the other members of
the consortium were firms founded in Englaend by immigrants who had
taken edvantage of o concept of international financial freedom which
their successors now sought to deny to Reynolis Metels. (e7)

Reynolds did not reise their bid immediately but, on the advice of
S. &. Yarburg, commenced buying in the market on a large scale, pushing
the price of British Alurinium shesres above the consortium's offer of
82s to 84s. (68) tt this market price the institutional holders
apparently sold; their promise to the consortium had been to not accept
the Reynolds' bid which did not preclude their selling on the open
market even when Reynolds was known to be the major buyer. Reynolds
on acquiring 4,000,000 shares announced 2 highcr offer of 855'16 per
share, pointing out that they were very close to control with 45 per
cent of the total and that if the remaining shareholders thought they
could do better by waiting for = yet higher offer they should consider
the fact that once Reynolds had obtinined control "future dividends paid
on B.2. Ordinary stock would be consistent with =2 prudent financial
policy determined by ascertained results". (69

This was sufficient to induce the remaining sharcholders to accept
quickly so the struggle ended in complete defeat for the British
Aluminium directors and the consortium. As a result the City, or a
pert of it, lost prestige and the issuing houses which had hitherto

been virtually immune to criticism, being regarded as experts in a

highly specialised field, were shown, on this occasion, to have acted
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inexpertly. Faced with 2 choice between meking a substantial profit

by accepting the Reynolds' bid and supporting a board which did not

even bothcr to consult them before making a mejor change in the company's
ownership the shareholders, despite the consortiums intervention, had

chosen the Reynolds' offer,

—

250

(70) 4wt

HARRODS Tarly in June 1959 Harrods' chares stood at 96s 94
three weeks later the House of Fraser made an apparently generous offer
which was the equivalent of 122s 63 (in virtueslly non-voting shares)
for each Harrods' ordinary share. Debenhams made 2 counter offer of
130s 64 (71) which was recommended by thc Harrods' directors as
preferable, partly because it was in voting shares. United Drapery
then made a still higher bid of 138s 3d. (72) A week later Fraser
raised his bid to the equivalent of 154s (73) making the offer still
more attractive by giving full voting rights to his "A" shares.

Proser eventually won the acceptance of the Harrods' shareholders

but only after six bids and counter bids, his last offer being worth

237,000,000, making it one of the largest take-overs in Britain.

THE JASPER AFFAIR In 1956 Mr. H.H. Murray, the Managing Director and

Secretary of the State Building Society, wished to lend State Building
Society money to a property owning company called Stevenson (Westminster)

Ltd. in which he had a half interest. (74)

As the Registrar of Friendly

Societies did not approve of this proposal, Murray mede =n arrangement

with a solicitor, Mr. F. Grunweld, whereby the latter would buy a

suitable "shell" company to which the properties of Stevenson (Westminster)

could be transferred. Then "there would be nothing that the Registrer

could say". (75)
The company chosen was the "near—-shell"™ Cotton Plantations Ltd.

2 successful offer was made; the company's land in Swaziland was then

sold, some of the Stevenson properties were transferred to it, and

the name changed to C.0.P. Investments Ltd. This company, which

retained its Stock Exchange listing, was not easily identifiable with

Murray who proceeded to lend State Building Society funds to it.

Subsequently Murray, with Grunwald who was 2 partner in the legal



firm acting “or the State Building Society, devised 2 scheme to tak
advantage of tlis situation. Murray offered interest rates for money
deposited with the State Building Socicty considerably higher than the
grezat majority of well-established building societies and spent five

: v ae . : - €) :
times the average for building societies on advertising, attracting
deposits ol betwcen £100,000 and £200,000 per week so that the State
Building Society's assets increased from £3,000,00C in 1255 to over

AN AAD Y QEQ (77)
£15,000,000 vy 1957,

It was Grunwald's Jjob tc find investments for this money, invest-
ments which had to be sufficiently profitable to cover the high interest
being paid by thc Society. Grunwald in fact used the funds to finance
a series of take—overs, mainly of companies owning property which they
were not

t fully utilising, including Capital and Provincial News Theastres

1 173 . 78
Ltd., Temperance Billiard Halls Itd. and Wational Model Dwellings Ltd. (73)

® 7]

It hes been estimatec

¢

that by selling off the properties of these compsnies
after take-over Murray received a orofit of £198,000 and Grunwald one

(70\
of £400,000. ‘77

o

The method developed for paying the assenting sharcholders in

thesc take-overs has been described as "the art of living backwards”. (80)
After a successful bid the State Building Society would issue cheques
to Grunwald for the smount of the consideration so that he could pay
for the shares. This money was supposedly advsnced on mortgage,
gsecured by the assets of the scquired company, but in most cases the
application forms for the mortgage were not completed until several
ever made for the 2dvance. (81)

Recause the annuel sccounts of a building society, at that tjae,
had to set out mortgages exceeding £5,000 and particulars of any one
borrower where there was more than one mortgage end the totzal debt
exceeded £25,000 (82) Murray and Grunwald, to avoid disclosing their
activities, formed‘a succession of companies, each of which borrowed
less than £5,000 and each with 2 friend of Grunwald's, Mr. H. Jesper,
as a director. It was later remarked that Jasper had been the

(83)

director of 451 companies.
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2t one stage in 1959 Murray told Grunwald he had £3,000,000 of
State Building Society money to invest. Grunwald, therefore, offered,
throuzh H. Jasper and Compsny Lt ., 24hs per share for Lintang Investments
(q)i) . 1 . 7 T

which owned the Dolphin Square Flats and Hyde Park North
Estate. The Jasper offer was worth about ©5,250,000 but in the
meantime Tintang itself took over R. F. Jones TLti. which owned eleven
hotels, including the Piccadilly Hotel in T.ondon, thereby increasing the

: - (85)

value of Lintens by another °2,650,000, to & totzl of almost
£3, 000, 000.

Grunwald was not, in fact, able to raise sufficient money to

meet this total. The State Building Society could provide only

86)
£3,255,500 ('6’ and despite additional millions borrowed from other
(87)

7 é -
soureces he was unable to pay all the assentine shareholders in
pay g

Linteng. Grunwald and Murray were subseguently convicted of fraud=-

o

ulently using money belonging to the State Building Society for their

88)
take-overs and each was sentenced to five years imprisonment. (88)

E.V. INDUSTRIALS LTD. In February 1959 a bid worth £1,300,000 for

E. V. Industrials Ltd. succeeded. The new directors proceeded to sell
some of their newly-acquired shares to the public but their behaviour
was puzzling. For, at a time when the market value was 29s 63 per
share, Camp Bird Ltd. bid 40s but the directors, still controlling the
majority of the shares, rejected this bid as well as one the following
month for 35s from the Bank of Alderney. (89)

As a result of complaints by some shareholders that there had been
"outside manipulation" in ®. V. Industrial share dealings (90) the City
Fraud Squad investigated the dealings in these shares during the month
of November. During this investigation the ®.V.I. chairman stated he
had joined the board "under a certain amount of pressure from a joint-
stock bank", (91) because the bank had provided the bridging finance
for the take-over in February with the E.V. Industrisl shares as security,
To repay the bank losn the new directors had commenced a selling
campaign for the shares but the Camp Bird and Alderney bids arrived in

the middle of their operations. 1In order to sell the shares 2t 2 good



price the directors had circulated optimistic, though unspecific,
forecasts of the profits being made. Both bidders were attracted by
these forecasts which they interpretated as being £800,000 per year
although in fact the actual profits were less than half that.

Then the bidders asked awkward questions, such as the Alderney
request to see the firm's books or Camp Bird's seekinz of a specific
estimate of the yesr's profits, the E. V. Industrial board had either
to reveal the true profits, thus depressing the market value of the
shares, or to reject the bids as "inadequate in the light of the

9
(92) Tf the directors chose the

potential earnings" of the company.
first option they would be unsble to sell enough of their shares

sufficiently quickly to repay the bank overdraft: - ther thus fell
back on the second alternative, which they regarded as the lesser

embarrassment, and thereby incurred the dissatisfaction of the minority

shareholders.

CROSSE AMD RLACKNELL On the 8 December 1959, Crosse 2nd Blackwell

shares stcod at 55s but during the day rumours of an impending bid
from Nestle caused the shares to rise to 71s. (93) Nestlés British
subsidiary denied that any bid was forthcoming but this was contradicted
a few days later when Nestle did bid 72s for Crosse and Blackwell. (9A)
In reply to criticism of their subsidiary's misleading statement
Nestle explained that their British subsidiary had been kept in
ignorance of the negotiations while they were waiting for Treasury
approval of the deal. Fisons counterbid 32s per share, to which Nestle
successfully replied by raising their bid to 8Ls, a total of
£10, 000,000, (95)
The problem of the British subsidiary of a foreign company denying
any intention of a bid shortly before the parent actually made an offer

was to recur the following year with PFord.

1960

BRITISH DRUG HOUSES In Februery 1960 Fisons had offered £11,000,000

for British Drug Houses, their bid of 29s 3d per share (9€) being
almost 50 per cent more than the market value of 20s 6d. (97)

But the British Drug Houses' directors staved it off by doubling the



dividend to 24 per cent and announcing that an important new research

development would increase future profits substantially - this was an

(98)

oral contraceptive. However the new research development failed
to produce the promised higher profits so the market value of British
Drug Houses' shares slipped back after the failure of the Fisons' bid

(99)

and they were as low as 12s 94 in 1963.

WATRRLOY AND SONS LTD  TIn July 1960 Purnell and Sons Titd. bid the

equivalent of 45s for each Waterlow Deferred Ordinsry share when the

(100) ts Waterlow had suffered a net loss of

market value was L1s 6d.
£236,000 the previous year, the directors were unable to use the common
defence of increasing the dividend; instead they announced their
intention of selling the company's head office building for a capital
gain of £150,000 some of which they would diéfribute to the shereholders.(101:
The Vaterlow directors also gave their asset valuation of the Deferred
Ordinary shares as 126s each, (102) greetly in excess of the 45s bid,
but all this achieved was to reveal that the firm, for the last decade,
had been making a mere 2} per cent return on its assets.

Further, the directors claimed that the Waterlow losses had been
ended and the company had made 2 net profit of £91,500 in the six
months to the end of March. MNevertheless, Purnell's bid succeeded and
it was then the Purnell directors discovered that the Waterlow profit
forecast had been the result of some unorthodox accounting. The
£91,500 included £29,200 transferred from reserves, and, according to
the auditors, these reserves instead of being reduced should have been
increased by another £100,000. Tn 2ddition Waterlow would be called
upon to meet 2 loss of £40,000 in connexion with its Belgisn subsidiary.

Thus instead of making the stated profit of £91,000 for the six months,

the company had actually made 2 loss of £77,000, (103)

FORD MOTOR COMPANY Tt was also during this year that there occurred

the puzzling case of Ford Motor Corporation's take-over of its British
8ubsidiary. In July 1959 Ford Motor Company's shares were selling

for 69s when rumours started that Ford Corporation intemded to buy out

(104)

the L5 per cent minority interest. A spokesman for Ford Motor



63
(105)

Corporation categzorically denied that his company had such an intention
but the rumours persisted as the Ford Motor Company shares continued

to rise steadily to 113s. The chairman of TFord Motor Company felt
impelled to sgy, "Ford Motor Company is not now purchasing shares

. . (106)
of Ford Motor Co. of Dagenham, England, and has no plan to do so".
But the rise in Ford shares continued so regularly that during the next
six months Ford Corporation denied its intention of bidding for the

{107)
07 at which

minority shareholdings no fewer than twenty-five times,
stage The Times said "Now the company has once again stated categorically
that it has no knowledge of any move. How long will these rumours

: 108
persist?" ( )

The rumours ended five months later when, in November 1960, Ford
Motor Corporation bid 145s cash for esch ordinery share it 1id not
- L - (109)
already own in its British subsidiary, a total of £129,000,000

making it the largest bid in Britein up to that time.

1961

ODHAMS PRESS Early in January 1961, when Odhams shares were selling

110
for 32s 64 ( ) the directors announced a merger with Thomson
Newspapers. When Daily Mirror then bid the equivaelent of 55s 134 per

(111)

share the Odhams' board opposed it on the grounds that, if
successful, it would give the Daily Mirror 2 near monopoly in the
magazine field which would not be in the public interest and might provoke
Government intervention. (112)

At the same time the Odham; directors doubled their dividend to
27. pcr cent, thereby raising the morket value of Odhams shares sbove

(113) S . :
y * but Daily Mirror raised their offer to

the bid price to 57s 64
the equivelent of 63s 43, making it rorth a totsl of 837,000,000, (114)
Daily Mirror's bid wes accepted.

Among the lessons to be learnt from this take—over was that
substantial profits could be made by anyone with inside knowledge of
an impending bid. TPFor, in the week prior to the Daily Mirror offer,

Odhams shares rose from 32s 63 to .0s (115) which must have been the

result of a leaka.



COTRTATTNDS The vear finished with the largest bid ever made in

Britain, the £200,000,007 offer of Imperisl Chemical Tndustries Lt3,

for Courtaulds Lid. This bid, the eguivalent of Lis per share when

(118) |

compared with the market orice of 30s eemed attractive until

the Courtanlds'! board cast doubt on thz value of the T.Z.T. shares.
They claimed that the nrices chearged by T.0.T. for most chemicels were
considerably higher than those charged by Furopean send fmericzn firms and
that the regson for the bid was Courtaulds' decision to buy their raw
materials in future, not from I.C.T., but from these cheaper foreisn
suppliers. In consequence T.C.T., they claimed, was {rying to buy

e tren o (117)

Courtaulds so 3s to make it 2 captive custorer. ° ’

Only 37 per cent of Courtanlds® shareholders accepted the offer,

which mesnt that T.C.T. suffered defeat.

WHITEHZAD TRON AND STREV, COMPANY TTD Tn December 1962 Stewsrts and
(113)

‘ more then twice the market -rice of

113yﬂg bid 70s per SLHPC,
31s 3d, for ¥hitehesd Tron ani Steel Company. The reason was thought
to be that Mhitehead, which was the largest re-rolling firm in Britsin,
was importing Canadian steel to re-roll at e time when Stewarts and
Lloyds was operating at only 70 per cent of capacity.

Richard Thomas snd Beldwin T.ti., which had not been denationalised,
made a counter offer of 72s 643 stating that they could not allow
Whitehead, which had been one of their best customers for many years,

(119)

to pass into the control of 2 rival. Richard Thomas also told

institutional shareholders in Thitehead that they would match any

higher offer which Stewarts and Tloyds might meke. 120

This proved effective ¢nd even thoush Stewarts end Lloyds raised

(121)

their offer to 85s cash, vorth a total of 0,625,000, Richard

Thomas »nd Baldwin's bid wes aceented.
As Richard Thomas and Poldiwin wes Government owned 2 degree of
resentment was erxpressed on the groundis thst 2 State owned concern was

(122

using Government funds to outbid s private firm.

196

W. BARRATT L™ There were two importent, contested take-overs in

1964, in each case shareholders accepting the lower of the competing
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offers. Tv August 1964 S. Phillips Shoes Ltl. bid 13s cash for each

ordinzry shere and 16s for each "2" (non=voting) share in ¥. Barratt

(1f7:\ .
T.t4. “/ when the market value of these shares was only 12s 3d and

%s €3 respectively. This bid, worth 23,600,000, was soon surpassed

by two others. The first bid, by Stylo Shoes, was the eguivelent of

(124) ;.

?21s 24 2nd 19s 94; vas immediately accepted by the Barratt

directors who controlled 40 per cent of the votes. s the staff
nension fund owned a further 17 per cent of the voting rights success

for the Stylo bid secemed assured. The following day, however, Clore's

. ; . . 25)
firm, British Shoe Corporation, bid 22s and 21s 6d cash for the shnres.(1 o

Clore, having pointed out to the staff pension fund trustees their

duty to obtain the best price for their beneficiaries, asked them to

(126)

state the lowest price they would accept for their orucial holdings.

The trustees, however, immediately accepted the Stylo offer even though

(127)

it wes less than Clore's, giving control to Stylo.

Clore then requested the Stock Exchange Council to refuse
permission to deal in the new Stylo shares which were to be issued as
consideration because "an attempt i1s being made to deprive the majority

of Barratt shareholders of an ¢pportunity of receiving for their shares

(128)

a price which is clearly in excess of the value of the Stylo offer".
The Council did not sccede to Clore's requesta
When making their offer, partly in sheres, the Stylo directors had

predicted a profit for the coming year of £275,000, when in fact this

turned out to be only £168,000 the Stylo shares slumped on the market.
Thus in reality the Stylo bid was worth only 14s 7@ per ordinery share

and 12s 9d per "A"™ share compared with Clore's cash offer of 22s and

(129)

s b6d. The trustees of the staf'f

pension fund had, therefore,

cost the fund 7133,000 by accepting the Stylo offer. (130)

GEORGE OUTRAN 'MD OOVPENY  Tn September 1964 Lord Thomson's bid of

(13
20s per share 1 1) for George Outram and Compeny Ltd. was well above

the market price of 1L4s 103d. The directors, however, opposed the bid
(132)

and persuaded Sir Hugh Freser to make a counter bid, first of 23s 11d



and then of 28s (133) in order to keep control of the company in

Scotland. Fraser's offer, worth £7,300,000 was surpassed when Thomson

z
28 (1’b) but the Outram

\ N

incressed his bid to the equivalent of

-

shareholders found the appeal to their patriotism even stronger and

accepted the lower offer from Fraser's Scottish and "miversal Investments.

1965

e

TATT, PAPER MANTFACTURERS LTD In February, 1965 Courtsulds and Reed

Paper Group jointly bid £55,000,000 for Wa2ll Paper Manufacturers Ltd. (135)

The "2ll Paper directors opposed the take-over by a variety of measures,

one of which attracted attention. They snnounced that 2 revaluation

of the assets had shown them to be worth 15,000,000 over and above

the book velue although shortly before, at the annual meeting, the

chairman had stated "it would be unwise to believe that revalustion

would throw up a surplus having any great proportionate significance." (136)
Yall Paper Manufscturers was an unusual company in that The Church

Commissioners and the various insurance companies held, between them,

more than 52 per cent of the shares. Partly for this reason Courtaulds

withdrew as soon as the “ell Paper directors expressed their opposition

f'or they did not wi<h to continue in qircumstances similar to the

struggle between themselves and I.C.T. Reed Paper Group, however,

continued alone by raising their offer from 2%5s per ordinary share to the

(137)

equivalent of 30s q%d » well above the market value at the time

of the firgt pia of 20s 13a. (179

This was suffici 3
: f icient
to win acceptance

from the majority of Wall Paper shareholders.

These are not 211 the large take-overs in the period, for instance
during 1965 British Shoe forporation took over Tewis's Investment Trust
for £61,350,000 (139) but those mentioned raise features which are

dealt with in later chapters. Chapter 5 investigates the reasons for
the sometimes large difference between the value of an offer and the
market price of the company's shares, chapter 7 is the study of the
defensive techniques used by directors of offeree companies while the

Jasper Affair is an example of unsatisfactory behaviour on the part of

a bidder which is dealt with in chapter 8.



10)
1)
12)
13)
1)
15)
16)
17)
18)
19)
20)

21)

22)
23)
2L.)

25)
26)

27)
28)
29

30)

page %

Teble 4, page 41

Chert 2, page 23
Table 2, page 37
Teble £, page 41
Table 3, page 38
Table 4, page 41
Table %, pege 38

The Fconomist Diary 1966 (The Sconomist Newspaper), 1965, page 30

r

Business Mergers and Take-over Bids by R. W. Moon (Gee), 1960, page 61

Teble 4, page 41

ibid.

Table 2, page 37

Finsnce Act 1962, Section 10 (2)

pagc 47

Economic Trends, April 1963 page x; TEconomic Trends, November 1965
page xxiv.

Economic Trends, April 1963 page iv.

Table 5, page 42

The Times 10/12/53 page 2
The‘Times 25/11/53 page 15

Bid For Power by G. Bull end 2. Vice (Elek Books), 1961, page 72

The Savoy directors later admitted that in some of the previous 25
years the Berkeley's annual profit had been es low as a flew hundred
pounds.  The Times 7/12/53 page 16

The Times 7/12/53 page 16

1955 68 Harvard T..R. 1176 at 1180

The Times 1/7/54 page 9

The Times 10/12/5% pege 8



24) ibid.

32) 1955 62 Harvard L.R. 1176 2t 1181

33) Bid For Power by G. Bull and f. Vice (Elek Books), 1961, page 195
34) 1955 63 Harverd T..R. 1176 at 1132

35) Report of VNr. E. Milner Holland 7.C. on the Savoy Hotel Ltd.

(Hel%eSe0.), 1954 para. 14

N
Q
O

36) Bid For Power by G. Bull and A, Vice (¥lek Books), 1961, page
37) The Times 4/10/55 page 1L

38) Bid For Power by G. Bull and A. Vice (Blek Books), 1961, page 208

39) ibid. page 213

1) The Times 15/6/56 page 16.  Trinided 0il shares were 40s 3d on
L/6/56 = The Times 5/6/56 page 19.

)4,?,) qullanmn’far‘y Debates, House of Commons, 1956, Vol. 55, pages
1444-1503

43) Business Mergers =nd Take-over Bids by R. W. Moon (Gee), 1960,

page 142

0

4;) The Times 5/2/57 page
45) The Times 24/11/56 page 13

46) The Times 17/1/57 page 14

47) The Times 5/2/57 page 8

48) The Times 7/3/57 page 16

49) The Times 26/9./56 page 16. The Economist 22 September 1956,

o

50) The Times 9/10/56 page 16

—
=

53

(0]

Times 5/41/56 pege 15

n

A1
1R8]

e
=
a

Times 7/11/56 page 16

Times 9/11/54 pace

un
A
N p—4
-3
=
(@)

The Times 12/11/56 pa
55) The Times 19/11/56 page 13

56) Pages 52 and 53

57) The Times 6/12/53 page 6. British Aluminium shares were 47s 63 on
6/10/56 - The Times 7/10/56 page 17

58) The Accountants' Magazine, February 1959, pa



ON \n
O 0
~_ s ~_”

(O
-
LS

ON N
\ N
NP RN

N
~.s

ON
Ui
N

(83Y
N
R

-~
N
~ -

-

o

Bid For Power by G. Bull and A. Vice (Elek Rooks), 1961, page 52

The Times 5/12/58 page 19

Rusiness Mergers ond Take-over Rids by R. W. Moon (Gee), 1960,

®
=3
,J- -
3

(6]

n
O\

/12/52 page 6

ibid.

(0]

The consortium of 14 City institutions, including five of the City's

lecading merchant banks wgs: Robert Benson, Lonsdale and Company;

|

British South Africa Company; Brown, Shipley 2nd Co.; Cables
Investment Trust; Robert Fleming 2nd Co.; Guinness Vahon and Co.;

Hambros Bank; Tezard Brothers; Locana Corporstion; Samuel Montagu

Edward de

o]

and Co.; Morgan Grenfell 2nd Co; M. Samuel 2nd Co.;
Stein and Co.; and the "hitehall Trust. - The Times 1/1/59 page 2
The Times 1,/1/59 page A

(o] 6

The Accountants' Magazine, February 1959 page 106

The Times 3/1/59 pas

(m
™
-t
—

The Times 5/3/59

Lo
A~

0Q
(6]
-—N
N

The Times 20/6/59 page 11

The Times 23/6/59

L®]
)

(6}
6]
—
\n

The Times 26/6/59 page 1

g

-J

The Times 3/7/59 page 9

Investigation into the Affairs of H. Jasper ang Company Limited

(7.11.5.0.), 1961 pars 11
ibid. pera 13

ibid. para. 25

- ar \
(1.00,8.0.), 196, sara 3,
Bia . Ly o 2
The Times 202/7/

Tnvestigation into the Affairs of H. Jasper and Company Limited

pera. 101

{TT_!.n_q.O.)’ 1q61 5



ibid. pars a4

The Times 25/9/59 sace 12
The Times 9/7/59 oo 10
Bid Tor Power by G Bull il

TInvestization into the

Affairs of U.

Josver and Companv Limited
< i el %07 S .

(I!n?'-R-Oc), 1961, Dara. q?
ibid. parsgraphs 149, 150 and 153
The Times 23/7/60 page

e Times

21/11/59 page 6

31./12/59
10’/] 7'/50 page 20

= 12/12/59 page 11

9/1/60 page 14

Times 9/2/60 page 19

-

3/2/60 page 17

The Times

1/9/59 page 13, The Times 29/3/59 naape 9

. . / -
page 12, The Times 2/1 /60 page 13

10/3/60 page 20, The Times 13/2/60 page 19

24/11/59 page 19, The Times 24/11/59 page 19

The Times

The Times 12/7/63 page 14
The Times 17/3/60 page 12
The Times 29/3/60 page 19
The Times 2/)./60 page 11
The Times 23/7/60 page 15
The Times 23/7/59 page 10
The Times 21/10/59 page 22
The Times

The Times 30/6/60 sage 20
i da

The Times
The Times
The Times
The Times

The Times

29/1 /61
23/1 /61
10/2/64
10/2/61
18/2/64

i 15-'/11,/50 page 12

page 11
page 6
page 5

page 20

76

*. Vice {(Plek Books), 1961, page 273



71

The Times 26/1/61 page 10

The Times 19/12/61 page 13

The Times 25/1/62 page 16, The Times 20/1/62 page 13
The Times 29/1/63 page 8

ibid.

The Times 30/1/63 page 16

The Times 1/2/63 page 16

Parliamentzary Debates, House of Commons 1963, Vol. 670,
pages 759~762

The Times 15/8/6L page 11

The Times 23/3/6L page 14

The Times 29/8/6l vage 11

The Times 5/9/6L page 13

The Times 10/9/6L page 17

The Times 11/9/6L page 18

The Economist, 26 June 1965, page 1567

ibid.

=
()

Times 3/9/6l page 10

The Times 6/10/6L page 20

The Times 10/10/6Y page 13

The Times 13/10/6L page 20

The Times 11/2/65 page 10

The Economist, 6 March 1965, page 1053

The Times 6/3/65 page 13, The Times 11/2/65 page 10
The Times 11/2/65 page 10

The Times 12/10/65 page 10, The Times 18/11/65 page 12



72

CHAPTER PFOUR

Reasons for the Take-overs

Reasons for bidding can perhaps be divided into two main
groups, which may be termed operating and non-operating. An operating
bidder intends to contimue the business in some form after the take-~
over while the non-operating bidder has an aim not directly conneoted
with the business at all. He may want the acquired company for its
cash only, intending to liquidate the firm immediately after gaining
oontral, sell its assets and distribute the cash, or he may want to use

the take-over as a way of avoiding taxation.

Where the bidder's aim is to carry on the company's business
after the take-over he will usually try to operate the acquired company
80 as to increase its profits in.some way. This can be achieved by
introducing better management, applying new technigues, or using the
assets for a different purpose such as redeveloping a London brewery
into an office block. Sometimes the aim is to develop the business by
injeoting large amounts of cash into it.

There are also definite advantages which may be derived from
an inorease in sige. Larger units are better able to weather recessions
and find it easler to raise funds when expanding, whereas the smaller
firms have diffioculty obtaining funds during times of stringency, amd
when they do find a source it is usually at much higher rates of interest
than those paid by the larger firms.

There appear, therefore, to be many different reasons why
take-overs are made, at times the reason seems clear but sometimes the
reason must have involved a combination of factors. On some occasions
the bidders give their reasons but on others not; in some cases the
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reason given is obviously not the real one and where the intention is for
a purpose such as "dividend stripping" that is not surprising. However,
the following sections are an attempt to describe some of the reasons,

as these have been explained by the bidders, summised by financial

journalists, or inferred from the circumstances.

1.1 " SHELLS" From 1939 to early 1959 British companies
needed to obtain the Capital Issues Committee's consent before raising
capital in excess of £50,000. One way around these restrictions was

the taking over of a company which had, for one reason or another, ceased

business and converted all its assets into cash or securities.

These dormant companies, referred to as "shells" were formed
by a variety of circumstances. For instance the Ocean Salvage and Towage
Company Limited sold all its salvage boats and tugs so that when taken
over in 1950 it was a "shell" with cash and investments as its only
aasets.(l) The Burma Electric Supply Company Limited which formerly
provided power for Mandalay had its property destroyed in World War II
so that when taken over in 1959 its main asset was the £,8,140 compensa-

tion received from the British Gonment.(z)

Other companies became "shells" on ceasing business without
going into liquidation. Drages Limited, a retail store, ceased trading
in 1938 and transferred its goodwill and Oxford Street lease to Great
Universal Stores Limiteal?) while Eolipse Mill Company Limited had

ceased production as a cotton spinner when taken over in 1960.(")

There were also shells created as a consequence of a programme
of nationalisation, When S. G. Warburg and Company Limited took over
Central Wagon (Holdings) Limited in 1953 Central Wagon's assets were
mostly the cash and securities obtained when the British Tramsport Com-

mission mationalised their railway wagons im 191..8.(5 )
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But the most frequent type of "shell" was the rubber
plantation, tea estate, or tin mine which had decided against continuing
business under unfavourable conditions in Malaysia, Ceylon, India or
Indonesia. Instances of this type are Lahat Mines Limited which sold
its tin mining leases in Malaya in 1953 (6) s Bowlana Tea Estates
Linited which sold its Ceylon estate in 1955 (7), and Bruseh Rubber
Estates Limited which sold its 1,357 acres in Malaya for £78,500
leaving the company with cash as its only asset at the time of its take-
(8)

over ths following year.

The bidder, if a company, could acquire a "shell" by offering
its own shares in exchange for those in the "shell". In 1958 the Bernam-
Perak Rubber Plantations Limited board sold the company's estates for
£131,598 so the company owned cash only when, during the next year, the
Bernam shareholders accepted an offer from Apex Properties Limited of one
Apex ordinary share for each Bernam ordimry.(g) However, cash was the
most common consideration offered for "shells". If a cash offer was
not accepted by all the shareholders in the offeree company then the
bidder would obtain more cash after the take-over than was required as
consideration. Por instance, if a "shell" company had cash of £250,000
and holders of only 55 per cent of the shares accepted an offer of 20s. 64d.
for each of the 250,000 shares the amount of cash required to pay
assenting sharehdlders would be £144,375. So the bidder, by laying out
£L44,375, would obtain control of a company with £250,000 in cash, giving
him an additional £105,000.

Therefore, it did not matter whether the consideration was
peid in cash or shares, by taking over a "shell" the bidder obtained
additional cash, which may be difficult to raise at a time of credit
squeeze, and also avoided the high interest rates which even a successful

firm, especially if small, would have to bear.
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The position was complicated because "shells" were sometimes
sought for their stock exchange listings as much as their cash but,
between 1951 and 1964, there were at least 55 listed companies which

appear to have been taken over for their oaah.(lo)

1.2 "NEAR SHELLS". There was another, even larger, group which
may be termed "near shells". These companies had assets, mainly over-
seas, which they were not operating fully because of difficulties such
as squatters taking possession of the estates in Indonesia. However,
these estates could be sold to overseas entreprensurs such as the
Chinese of Singapore or Hong Kong after a take-over. There was a good
opportunity of making a substantial profit with this type of take-over
because, unlike the shareholders of a "shell" who could assess the value
of their shares by dividing the available cash by the number of shares,
the shareholders of a "near shell"™ had no such method but were dependent
on advice from their directors. As the directors of Camp Bird Limited
pointed out in 1956 this reached the position where four tin dredging
companies had market values per share which were exceeded by the liquid
assets per share. And when Premier Consolidated 0ilfields Limited bid
1ls.6d. for the National Mining Corporation Limited in 1958 the National
Mining directors dismissed this bid as being ridiculously low because

(11)

the cash and investments alone exceeded ls. 6d. per share. But

only ons month before the bid National Mining shares sold for llid.(lz)

Some indication of the profit to be made from aocquiring a
"near shell" can be seen from the case of an unsucoessful bid. East
African Estate's bid of 30s. per share for Koliabur and Seconee Tea
Company Limited appeared generous compared with the market price which
had been as low as 13s. 3d0,(13 ) but the Koliabur shareholders rejected
the offer on the promise of their directors to sell the estates and

distribute the resultant cashe This was done, the 3,100 acres in Assam
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were sold and the Koliabur shareholders received 60s. per share when

the company was liquidatod.(]'l")

Details of the profits actually made through taking over
"near shells" are less readily available but there is one instance.
In 1956 Bukit Nilai Rubber Estates Limited shareholders received an
offer of 1ls. 3d. per share which seemed reasonable as during the previous
12 months Bukit Nilsi shares had fluctuated betwsen 4d. and 8d.(15)
But the total cost of this bid was £19,556, whereas six months later,
after he had taken over the company the bidder sold the firm's 600

acres in Malaya for £26,833, netting him a profit of 37 per oont.(ls)

1.3 DISHONEST USE OF "HHELLS". The above take-overs, while
profitable were reputabls, but sometimes "shells" and "near shells"

have been acquired to obtain cash through sharp practices.

Mr. A. I. Levy gained control of Allied Produce Company
Limited when it was a shell, having ceased trading in 1960. Allied
Produce had £41,886 in cash at the time Levy bought a 57 per cent
controlling interest for £33,500 by means of a draft on A. I. Levy
(Holdings) Limited. As soon as he obtained control of Allied Produce
Company Limited Levy transferred the whole of its £4,1,886 to the bank
account of A. I. Levy (Holdings) Limited using £33,500 of it to meet
the draft. He had, therefore, bought Allied Produce with its own
money, and for no cash outlay made a profit of 88,386.(]#) This
money belonged, not to Levy, but to the minority shareholders. The
Board of Trade Inspector stated that :

"Allied Produce and its subsidiaries, since being stripped
of their assets, have engaged in no activities. After June 1961 they
Bave in effect been treated by Mr. Levy, so far as concerns admini-
stration, as if they did not exist..... No Directors' meetings have

been held and no annual general meetings. No books off account have
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been maintained and no annual accounts prepared. Nor have any anmal

returns been made." (18)

In 1966 it was revealed that a cabal of Swiss lawyers and
financiers had taken over some English shell companies as a means of
manipulating a series of deals by which they appropriated £2,800,000
from an investment company, Sempah Holdings Limited which had been a
shell company itself. The cabal obtained Bank of England permission
to transfer the cash to Zurich for "investment" where it disappeared

into anonymous Swiss Bank accounts.(lg)

1.4 TAKING OVER A "SHELL" SO AS TO CONVERT AN ASSET OF DOUBTFUL
VALUE INTO CASH. One object of bidding for a "shell"
can be the intention, after taking over the company, to transfer to
it an asset which the bidder no longer wants and cannot sell. If the
transfer is done under the guise of a sale to the company the bidder
will receive the shell's cash in exchange; by this means he has not
openly appropriated the cash though he has used his position as

director to sell the acquired company an asset of doubtful value.

In 1958 F.M.S. Rubber Planters Estates Limited was a "shell"
having sold its rubber estates and all its assets were in the form of
£527,165 ca.sh.(zo) In April 1958 Mr. V. F. Fairbank purchased 75 per
cent of the shares in F.M.S. Rubber Estates from Mr. Charlton-Thomas
for . £417,000, paying for them by means of a cheque drawn on
Richardson & Company, a firm of bankers in which he was a partner.

Mr. Charlton-Thomas deposited F.M.S. Rubber Planters Estates' cash
with Richardson & Company simultaneously with the handing over of
Mr. Fairbank's oheque,(a) so the met effect of this transaction
was that F.M.S. Rubber Planters Estates Limited had only £110,000
cash left, deposited in an account at Richardson & Company. This

cash belonged to the holders of the remaining 25 per cent of the shares
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but Mr. Fairbank, as controlling shareholder, proceeded to use this
to purchase the controlling interest in two companies owned by his
partner Mr. Lowenthal.(zz) These companies, Uitzigt Properties
(Pty) Limited and the Walker Bay Investment Company (Pty) Limited
pere property owners and developers in South Africa. After the
Sharpeville affair the activities of these two companies came to a
halt and Uitzigt became insolvent so when sold to F.M.S. Rubber

Planters Estates Limited the companies were of doubtful worth.

The Inspectors appointed by the Board of Trade in 1962 to
investigate the affairs of F.M.S. Rubber Planters Estates Limited
stated that Mr. Lowenthel had failed to help them to obtain a full
knowledge of the facts and,

"It is possible that he believed that the estates in South
Africa had considerable potential value if he could only find the
finance to re-commence their development, but if so, it is odd that
the £110,000 does not appear to have found its way there, so far as

can be judged from such subsequent accounts as we have s»en."(z3 )

2. TO MAKE A PROFIT WITHOUT LIQUIDATING THE COMPANY
2.1 TO SELL THE COMPANY IMMEDIATELY AT A PROFIT. Take-overs may

be made with the intention of making a profit, not by liquidating the
acquired company, but by selling it shortly afterwards to & third

party.

When in 1956 Fraser, through Strathblane Holdings, paid
£3%,100,000 for Seager, Evens and Company, the distillers, there was
speculation as to why the owner of a retail drapery group should want
a distillery. This was answered a few months later when Fraser sold

Seager, Evans to the American firm of Schenley Industries. For some

time American distillers had been anxious to obtain liquor stocks and
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Seager, Evans had £1,200,000 of liquor stocks. Fraser apparently
had no intention of operating the distillery himself, but forestalled

the Americans to his own profit.(z")

2020 TO MAKE A PROFIT BY SELLING TO ANOTHER BIDDER. If a person
has foreknowledge of & bid he could make a profit without actually
taking over the company and without even spending any money buying
shares. The possibility of this happening was pointed out by the
directors of British Photographic Industries Limited when bids were

made for the firm in 1957.

When Leadenhall Investment bid 5s.6d. per unit for British
Photographic Industries Limited the directors recommended this as
reasonable but Franco-British and General Trust surpassed this with a
bid of 7s. The British Photographic directors pointed out that this
was not a firm bid; it was a request for a free option to acquire
units at 7s. each if it suited Franco-British. This would leave
Franco-British with the choice of either withdrawing their offer, or
if a higher bid should be made, then exercising their option to buy at

78« per unit and selling at the higher price to the other b:ldder.(25)

2.3 IN THE HOPE OF MAKING A COMMISSION. 1In one case the bidders
lacked the funds necessary to take-over the company for which they
were offering but hoped to receive a commission from another company
which did have sufficient funds.

During 1961 the Council of the London Stock Exchange took
the unprecedented step of suspending, temporarily, dealings in Bent's
Brewery shares because of a strange offer for them. Anglasi Nominees
bid 50s. cash for each Bent's share against a market value of 425.,(26)
an offer requiring £21,000,000 in cash though Anglad Mominees had
nothing like that amount of money. Anglasi Nominees was the Burgess

brothers, operating from two rooms, who had, after a conversation with
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the Chairman of United Breweries Limited, understood that United
Breweries intended to expand into the north-west. The brothers
therefore believed that if they could arrange a take-over of the
Liverpool firm of Bent's Brewery Company Limited then United
Breweries would gladly provide the £21,000,000 and also pay them a

commission for their efforts.(27)

The Burgess brothers were prosecuted under the Prevention
of Fraud (Investments) Act 1958 as they did not have a licence to
carry on a business dealing in securities. Despite their plea that

they were not selling shares the brothers were fined a total of
625, (28)

2el TO RESELL THE SHARES IMMEDIATELY AT A PROFIT. It is possible
for the chairman of a company to purchase shares in another company
then persuade his fellow directors, without informing them of the
extent of his interest, to make a generous offer for the company in
which he owns shares. In these circumstances, by operating through

a nominee, the chairman can make a substantial profit.

In 1965 the auditors of British Printing Corporation dis-
closed that the company's chairman had made a considerable profit
through taking over a firm and then selling its shares at a much
higher price to the British Printing Corporation. Mr. Wilfred Harvey,
the British Printing chairman, bought all the shares in Chain Libraries
Limited for 25s. each. The Chain Library shareholders imagined they
were selling directly to British Printing Corporation but Mr. Harvey
bought the shares himself then sold them $o British Printing
Corporation after persuading his board that this was a company they
should take-over. The other British Printing Corporation directors
were unaware of the extent of Harvey's interest in Chain Libraries
Limited and believed the £5. 19. 0d. per share which he recommended as

a suitable offer was being paid to the former Chair Libraries share-
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holders. Harvey netted a personal profit of £288,331 on this

transaction. (29)
3. DIVIDEND STRIPPING. There were two modes of dividend

stripping, both of which enabled a dividend to be distributed in the
form of a tax free capital gain. The first type was arranged
through the shareholders selling their campany to an investment firm
then buying back their company for a lesser price after the investment
firm had extracted a dividend. The second type involved shareholders
exchanging thelr shares for redeemable non-interest bearing loan

stocke

g 5 | SELLING THE COMPANY THEN BUYING IT BACK AFTER THE PAYMENT OF
A DIVIDEND. This process is clearly explained by P. M.
Rowland and J. E. Talbot in the following :

"Let us assume that X was a successful trading company with
net assets worth £500,000 (consisting of £400,000 cash and other net
assets of £100,000), financed by issued share capital of £100,000
and accumulated taxed revenue reserves of £,00,000. Its share=-
holders sold the entire share capital to Y, a share dealing company,
for £500,000. Y thereupon procured that X, now its wholly owned
subsidiary, paid it a dividend of £4,00,000 net, equivalent to, say,
£650,000 gross. X was then put in liquidation, its net operating
assets sold for £100,000 to a newly-incorporated company, X (1954)
Limited, in return for shares, and those shares sold for £100,000
to the original shareholders of X. The latter would thus end up with
a company owning the same business and assets except for the £,00,000
cash, but they would have received this amount as capital instead of
as dividends liable to surtax. Y would have made a dealing loss of

£4,00,000, balanced in terms of cash by the receipt of a net dividend
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of equal amount; but by means of a claim under Income Tax Act,
1952, s.341, Y could recover the income tax deducted from the gross
dividend to the extent of £,00,000 at the standard rate. Moreover,
for profits tax purposes the dealing loss would rank for relief,

while the dividend would represent franked investment inoome."Oo)

3.2 OFFSETTING DIVIDENDS FROM AN ACQUIRED COMPANY AGAINST THE
PARENT'S ACCUMULATED LOSSES. Prior to 1958 if a company
with accumulated losses could take-over a shell company another form
of dividend stripping could pe performed. The parent could have
its newly acquired subsidiary pay almost all its cash as a dividend
and then this dividend could be offset against the parent's past
losses for tax purposes. As a result the parent would have made
no profit for the year and as a result would claim, under section
341 of the Income Tax Act 1952, repayment of the tax which the sub-

sidiary had paid on the profits from which dividend derived.

This is illustrated in Griffiths (Inspector of Taxes) V.
J. P. Harrison (Watford) Limited.(>')  In 1953 Harrison (Watfora)

Limited, a company with accumulated losses, took over a "shell",

(laiborne Limited, Bor a consideration of £16,900 cash of which £15,000
was borrowed. After the take-over Claiborne Limited paid a dividend
of £15,900 from which Harrison (Watford) Limited repai d the loan of

£15,000, Then Harrison Limited sold Claiborne Limited for £1,000,

making an apparent loss on sale of £15,900.

Harrison (Watford Limited then stated its trading position

for the year as :
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£
Previous losses 13,585
Loss on sale of Claiborne
Limited 15,300
29,485
£
Dividend from Claiborne
Limited
Net dividend 15,900
Tax paid on this 13,010
Gross Dividend 28,912

Because these figures showed that the company's income for the year
was exceeded by its losses Harrison (Watford) Limited was able to
successfully claim a refund of the £13,010 tax on the dividends

peid by Claiborne Limited before the take-over.

There were at least five other Court cases which involved

dividend stripping, (32

Do THROUGH A REVERSE TAKE-OVER. A good example of this type

of dividend stripping is provided by the case of the Dorchester Hotel.
Dorchester Hotel Limited was controlled by the McAlpine family, who
in 1953 took over New Zealand Crown Mines Limited, not to carry on
its business, which was dormant, but to use in a reverse take-over.
New Zealdnd Crown Mines Limited, renamed Development Securities,
proceeded to buy Dorchester Hotel Limited for £,00,000 cash (provided
by the McAlpine family trusts) and £1,800,000 of unsecured non-

interest bearing redeemable loan stocke The loan stoch was redeem-

able by sinking fund in 1977 so was obviously payable only out of
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future profits and these could come only from Dorchester Hotel
Limited. This stratagem resulted in the McAlpine family "stripping"
the accumulated profits from their company and receiving them in the

(33 ) This take-over also enabled

form of tax free capital gains.
"forward stripping", that is the 1977 redemption meant future

profits were capitalised as well as past ones.

OPERATING REASONS

A, FINANCIAL
4. IO OBTATIN CASH FOR USE IN THE BUSINESS

4.1 BY ACQUIRING A SIMILAR BUSINESS. There are occasions when the
intention of the bid is to obtain a similar business which has a
substantial cash surplus that can be used for development within the
bidder's business without liquidating the acquired company. Despite
their large cash balances these acquired firms are not "shells"
because they are still operating. For example, at the time Liner
Holdings Limited was taken over by Ocean Steam Ship Company Limited
in 1965 it had £5,000,000 in investments. But its operations on
the west coast of Africa filled an uncovered area for Ucean Steam

Stip Gompany Limiteds %)

In 1956 Elliott Brothers Limited acquired Associated
Insulation Products Limited which had £800,000 in cash and Treasury
Bills. The Associated Insulation directors stated that this money
was surplus to the requirements of the company but could be profit-
ably employed in a firm such as Elliott which had prospects of
expanding in the new field of automation in which it had been a
(35)

leader from the start.

4.2 TO BRIDGE A HIATUS. A firm may be in the position of requiring
additional cash for a short term only. As an alternative to borrowing,

the firm can take-over a company in a similar line of business which
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has almost finished its own capita} development programme and will,

therefore, soon enjoy a large cash flow.

At the time Westminster Trust Limited, a property company,
took over another property firm, William Willett Limj.ted,(36) in
1962 it was explained that Williem Willett's developments were more
advanced than those of Westminster Trust so the cash flow from
William #illett would tide Westminster over the otherwise lean time
during the hiatus until their own site at Victoria Street, London,
(37)

was developed.
5,  TAXATION

Some take-overs have been motivated by the bidder's desire

to arrange his affairs so as to avoid taxation.

5.1 ACQUIRING TAX DEDUCTABLE LOSSES. Where a company has incurred
losses these may be set off against future profits for tax purposes as
long as the profits are made in the same trade as that which incurred
the loss. (38) There is no limit to the time during which these
losses may be offset for the same company (39) so firms with large
accumulated losses have been attractive propositions for bidders who
believe they have the ability to make the firm profitable again.

This may be achieved by improving the management, investing extra
capital, or even by manipulating prices so that materials are trans-
ferred from the parent company to the subsidiary with accumulated
losses at a figure which is less than cost, giving the subsidiary

an artificial profit. But, however this is accomplished substantial
savings in cash flow can be gained by avoiding the payment of taxes on
the acquired company's current profits so long as these can be offset

against past losses.

This explains the keen bidding for companies which otherwise

seemed unattractive because they were making consistent losses. 1In
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1955 Rootes and Leadenhall Investment contested control of Singer
Motors which was currently losing £58,000 per year and seemed in
danger of liquidation. But the accumulated losses of £141,000 (40)
represented an asset to anyone who couldmake the company profitable
in the future then deduct the accumulated losses from taxable
profits. Other companies with large accumulated losses when taken
over were British Photographic Industries in 1957 with a debit Profit
and Loss Appropriation Account of £534,815 (41) and Peerless and

Ericsson with an accumulated deficit of £13h..581.(l"2)

The same result could be achieved by a losing company taking
over one making profits. The best known examples of this are
American.  Studebaker-Packard, with 120,000,000 of tax-loss carry-
over in 1958 acquired a series of profitable companies. Similarly,
Kaiser Frazer Corporation, with substantial accumulated losses, in

1953 took over the profitable W.’n.ll;,rs-Overland..("'3 )

5.2 EXCHANGING ORDINARY SHARES FOR DEBENTURE STOCK. Debenture
interest is allowable as a tax deductible expense whereas dividends
are treated as a distribution of the company's after taxation profit.
Therefore, if the shareholders in a compamy can all be persuaded to
exchange most of their ordinary shares for debenture stock they would
receive a higher proportion of their income from the company in the
form of interest and less in dividends. This would enable the com-
pany to reduce its liability for taxation while if the shareholders
each exchanged, say 90 per cent of their ordinary shares, they would
be left with the same relative share of the equity. One way of

achieving this is to arrange a take-over.

In 1966 Trafelgar House, of which Sir Geoffrey Crowther
was chairman, devised a tax-saving take~over bid for itself. A new

company, Trafelgar House Investments, was formed to make a bid of



87

three ordinary shares and one "B" share plus £1 nominal of 7 per
cent unsecured debenture stock in Trafalgar House Investments for
every five shares held in Trafalgar House. As the board said,
"The effect of this will be that, with the interest of the 7%
debenture stodk being allowable for Corporation Tax, considerably

Pigher distributions will be possible®, )

Because debenture interest is allowable as a tax-deductdble
expense while dividends are not, the net result of this contrived
take-over was that, without the company earming any more profit, a
shareholder owning 500 shares in the old company would receive
£11. 10. 0d. in dividends formerly but after the take-over would

receive £17. 0. 0de per year by way of interest and dividends. (45)

5.3 AVOIDANCE OF SURTAX. Super tax, and then its successor,
surtax, was charged upon individuals whose total income exceeded
£2,000 per annum, But there were cases where private companies
retained the greater part of their earnings, with the result that the
members each received less than £2,000 per annum from the company and

so were not necessarily liable to surtax.

To provide for these cases, powers were granted to the
Special Commissioners by section 21 of the Finance Act 1922, (now
section 245 of the Income Tax Act 1952) .(46)llhere it appeared to the
Special Commissioners that any company under the control of not more
than five persons had not, within a reasomable time after the end of
any period for which accounts had been made up, distributed to its
members, in such manner as to render the amount distributed liable
to be included in the statements to be made by the members of the
company of their total income for the purposes of surtax, a reason-

able part of its actual income from all sources for the said period,



88

the Special Commissioners could direect that, for purposes of
assessment to surtax, the company's income was, for the period, to
be deemed to be the income of the members, and the amount thereof

to be apportioned among the members.

But there was an exception to this, A company was excluded
from t he surtax provisions if the public was substantially interested
in its For the public to be substantially interested equity shares
entitling the holders of at least 25 per cent of the voti ng power
had to be beneficially and uncondi tionally in public hands and be
quoted and dealt in on the Stock Exchange during the year. "The
Economist" staeted in 1958 that some of the quoted "shell" companies
taken over by director-controlled private companies were acquired in
an attempt to take advantage of this exemption and so ease the

burdens of both estate duty and surtax. (47)

5.4 TO ALTER A PREPONDERANCE OF OVERSEAS PROFITS. As a result of
the introduction of a Corporation Tax in 1965 companies with a
preponderance of overseas incame faced a new problem. Part IV of
the Finance Act 1957 conferred exemption from income and profits tax
on overseas trading profits of a company, resident in the United
Kingdom, which quelified as an overseas trading corporation, until
those profits were distributed as dividend in some way. (18) But
the Corparation Tax legislation makes no provision for an overseas

trading corporation.(w)

The new provisions do allow relief against
corporation tax for overseas taxes suffered by a company in respect
of its overseas income, but, if the rate of overseas tax exceeds the
corporation tax, no relief is given in respect of this "overspill",
except for certain transitional relief which may be given in the

first seven years of corporation tax. (50)

When the Bowater Paper Corporation bid for Hugh Stevenson,
a competitor in the packaging field, it was remarked that Bowater's
probable reason was the desire to generate more profit within Britain,

because during 1965, 70 per cent of the company's profits were earned
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(51)

overseas. This also seems to have been a major consideration
in the take-over of Castrol by The Burmah Oil Company in 1966, The
Burmeh 0il chairman, in his 1967 Statement, when referring to the
take-over of Castrol, said: "The system of company taxation intro-
duced into this country by the Finance Act of 1965 imposes a heavy
penalty on United Kingdom companies, such as your Company, whose
trading income is derived largely from high-taxation areas overseas.
This made it very important for your Board, when considering plans

to increase trading income, to examine whether a substantial increase

of that income could be made in the United Kingdom".(sz)

5.5 TO OBTAIN A REDUCTION IN DEATH DUTIES. When a shareholder in
a private company dies the value of his shares is calculated as his
proportion of the net value of the company's assets. But if the
deceased owned

N shares in a company, other than a "controlled company"
with a stock exchange listing, the valuation for estate duty purposes
is based on the market price of the shares at the date of his dsath. (53)
For such compamies the market price is usually considerably lower than
the asset value so a valuation based on market price of the shares will
reaalt in a reduction of the amount payable as death duties. A
family can, therefore, take-over a listed company, transfer to it the
business of the family firm, then sell 25 per cent of the listed
company's shares to their friends, so keeping control of the business
while gaining a market price valuation of its assets for death duty
purposes. As long as there have been some dealings, on a recognised
stock exchange, in the company's shares during the year prior to the
death of the owner of the shares, an assets valuation of the shares

for estate duty purposes cannot be made. (54)

One example of this was the McAlpine family, owners of the

Dorchester Hotel, who took over New Zealand Crown Mines Limited when



it was a dormant, though listed, company. New Zealand Crown Mines,
using money provided by the McAlpine family trusts, then acquired
Dorchester Hotel Limited giving its own shares as consideration.

As a result the McAlpine family had exchanged their shares in a
"controlled company" for shares in a listed firm and so, while still
retaining control of the Dorchester Hotel, the family had reduced

their potential liability for death duties. (55)

5.6 TO PROVIDE CASH FOR THE PAYMENT OF DEATH DUTIES. Apart from

the amount of death duties there is also the problem of finding
sufficient cash to pay thems For a private company this can prove
most difficult as shares in a privately controlled company are not
usually attractive to persons outside the controlling family. When
a member of such a family dies, almost the only way sufficient cash
can be raised to pay his death duties is to sell the whole business,
which means the surviving members lose control. There is the added
difficulty, that in such circumstances, it is hard to obtain a reaszon-

able price for the business.

One solution is to arrange a take-over of the family firm by
a quoted company, selling the family business for the listed company's
shares which can be readily sold on the stock exchange. On the death
of one member of the family some of his shares can, therefore, be sold

without disrupting the business.

When Coats, Patons and Baldwins Limited made an £11,000,000
offer for Pasolds Limited in 1965 Pasclds advertised in "The Times"
that
"There are potentially heavy liabilities for estate duty in the event
of the death of either Eric W. Pasold or Rolf Pasold, which could
represent severe problems. Accordingly, to safeguard the future of
Pasolds, arrangements have been concluded whereby C. P. B. will acquire

56)

a controlling shareholding in PasoldSeeses” ( Under the arrange-



ment Coats, Patons and Baldwins also acquired the 1,000,000 "B"
ordinary shares held by the Pasold family, and not quoted on any
stock exchange, for 500,000 shares in Coats, Patons and Baldwins plus
£1,500,000 in cashe. (57) It would have been difficult otherwise to

sell such a large mumber of unlisted shares for a reasonable price.

These difficulties in finding sufficient cash to pay death
duties are further illustrated by the case of an Austral ian, Sir
Frank Beaurepaire. When Sir Frank died in 1956 his executors sold
a large parcel of his shares in Olympic Consolidated Industries Limited.
This was one of Australia's largest companies with an active market but
even though the shares sold represented less than 10 per cent of the
issued capital , the executors had to accept a price which was 11 per
cent below the market value. The loss on selling the proportionate
share of a smaller company would be much greater and has been estimated

as perhaps 35 per cent. (58)

6. TO INCREASE THE PROFIT OF THE COMPANY BY RIDDING IT OF A
RESTRICTION.

6.1 AS A WAY OF EVICTING A TENANT. Where a firm has plans which

involve disruption for another company then taking over that company

may be easier and cheaper than attempting to compensate the share-
holders.

In 1949 City Offices Company Limited, for £100,000, bought
the share capital of Pa}merston Restaurants Limited, one of its tenants.
Palmerston Restaurants had a long-term, cheap lease signed in 1937
which would have been irksome to City Offices if it wanted to develop
the property, s, rather than compensate Palmerston Restaurants for
terminating the lease City Offices solved the problem by taking over
(59)

its tenant.
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6.2 TO END PAYMENT QOF ROYALTIES. A firm which is paying royalties
to another company may find that these royalties are likely to be
greater than originally envisaged. In such a case it might be worth-
whole to bid for the recipient of the royalties before that company's
shareholders were made aware of the real value of their royalty

income.

When Premier Uonsolidated 0ilfields bid for National Mining
Limited in 1958 the National Mining directors rejected the bid, pointihg
out the purpose of the bid seemed to be the ending of the payment of
royalties., National Mining owned one quarter of the royalties
payable by Premier Consolidated on oil production from certain areas
in Trinidad and in addition owned a royalty of 2% per cent of the gross
proceeds of the sale of all oil and gas produced, from areas totalling
13,452 acres, by or on behalf of Premier Consolidated. The National
Mining directors asserted that this offer was an unnecessary and cumber-
some method of avoiding paying these royalties, unless the royalties
were of much greater value than had been previously realised. (60)

The bid failed.

7. TO OBTAIN A STOCK EXCHANGE QUOTATION. A stock exchange listing
gives a company greater prestige, and because its shares are more
readily marketable, a listed company has less difficulty than an
unlisted one when raising additional funds. Taking over a listed
company has represented a much easier method of obtaining a stock
exchange quotation than applying for listing. If a listed campany
was taken over the Stock Exchange did not require as much information
from the new owners as it would had they applied for their original
company to be quoteds Sometimes the acquired company was in a
similer line of business to the bidder but sometimes the acquired
company had not only ceased business, it had no assets apart from its

listing. The premiums paid for stock exchange listings incresed
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progressively from 1955 onwards until by 1961 there was apparently
a recognised price for a company's listing. According to one
person giving evidence at the investigation into the affairs of
Allied Produce Company Limited a "clean shell", that is a listed
company with a dormant business and a surplus of assets over lia-
bilities, was worth £15,000 apart from any value deriving from the

(61) However, the extent to which a company had a

net assets.
belance of unissued capital, and the size of the minority share-

holdings might also have a bearing on the price.

In 1955 Sione Tin (F.M.S.) Limited was a dormant business
which had sold its Malayan tin leases. The company had no fixed
assets and net current assets of £54,641 when taken over for a consid-
eration of £58,125 cash. (62) The £3,484 in excess of Sione Tin's
net werth must, therefore, have been paid for the company's stock
exchange listinge An even more obvious case was that of Grand Hotel,
Horrogate
" 1w v )y Limited which was left with no assets after the Receiver
sold its hotel in 1955, but Mr. Maxwell Joseph paid 3d. for each ordinary

share in 1956, (63)

There was one case where the acquired company not only lacked
assets but even had a deficiency. After Preanger (Java) Rubber
Company Limited had disposed of all its assets there was a deficiency
remaining of £500. But in 1956 the shareholders were able to accept
an offer of $d. for each of the 394,901 shares. (64) This required
£1,234 cash so, together with the deficiency of £500 this amounted to
a price of £1,734 for the company's only attraction, its stock exchange

listingo

But not all campanies acquired for thelr quotation were
"shells", some were in a similar line of business to the bidder. 1In

1957 the listed company Vantona Textiles Limited, blanket mamfacturer,
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was taken over by the directors of Everwear Candlewick Limited, an
unlisted company also making blankets. Afterwards in a reverse-

take-over, Vantona took over Everwear Candlewick. (65)

There was a further reason f or taking over a "shell" with
a similar business, tax avoidance. As past losses could be set off
against current profits if made in the same type of business, a
profitable firm could, through a nominee company, take-over a company
with accumulated losses then in a reverse take-over, the loss making
company could itself absorb the profitable one. Henceforth the past
losses could be set off against current profits so as to reduce

liability for taxation.

For instance, in 1958 Mr. Ken Wood, a mamufacturer of food
mixers, acquired Peerless & Ericsson Limited, also a mamufacturer of
food mixers, which had a stock exchange quotation and an accumulated

deficit of £134,581. (66)

Mr. Wood achieved this by first purchasing
Smaden Investments Limited "off the shelf" then himself borrowed
£165,000 from Hambros Be.nk.(67) This sum he then lent to Smaden
Investments Limited, interest free while claiming surtax relief for

the interest he paid Hambros. (68)

Smaden Investments Limited then
used this money to take-over Peerless & Ericsson Limited which, in a
reverse take-over, then gave four Peerless ordinary shares for each
share in Kemwood Mamufacturing Company Limited. The next step was
for Peerless & Ericsson to change its own name to Kenwood Mamufacturing
Company Limited. As a result of these transactions Mr. Wood obtained
a stock exchange listing for his company and two forms of tax relief,
that for the interest payable on his Hambros loan and the deficiency
of Peerless & Ericsson which could be offset against his future

pI'Oﬁtao
It is difficult to distinguish between those companies

which were taken over for their cash “and those wanted for their

1isting because sometimes both reasons appear to have been factors,



but there seem to have been at least 19 companies which were taken over

for their stod exchange quotation. (69)
8, IO OBTAIN CONTROL.

8.1 INDIVIDUAL WISHING TO OBTAIN CONTROL OF A COMPANY., In some cases
an individual when bidding for a company has given as his reason the
desire to control the company. In 1961 Lt. Colonel Scrase bid for
Oceana Bevelopment, a gold mining company, stating that when he had
acquired 51 per cent of the capital he intended to replace the exist-

ing board with himself and two associlates, (70)

Quite a few of the "shells" were acquired by individuals but
going concerns were taken over also. In 1952 Colonel G. S. Brighten
bid twice for William Whitely Limited; the second bid succeeded and
Colonel Brighten became the chairman. (/%)  In 1956 Mr. B. A. A.
Thomas took over Nantyglo and Blaina Estates Limited,(72) and Mr.

Gordon Heynes took over Quicktho (1928) Limited, a window mamfacturer.(n)

8.2 INDIVIDUAL WANTING A SEAT ON THE BOARD. An individual may settle
for something less than control, such as sufficient acceptances to
become a director. Mr. Marcel Martin, in 1961, bid for shares of Dufay
Limited saying that he desired, not camplete control, but

"A far more substantial holding before joining the board and

taking an active interest in the management of the company's affairs".(n')

8.3 FOREIGNERS WISHING TO ACQUIRE A BRITISH COMPANY WHICH HAS ASSETS
IN, OR NEAR, THEIR COUNTRY. There are some cases where foreigners
have apparently found it more convenient to take-over the British

company owning the assets which they wanted rather than to attempt to

buy the assets directly.

For instance, African City Properties Trust Limited which
owned real e state in Johannesburg was taken over by Glazer Brothers
of South Africa in 1950.(75 ) In 1964 a Calcutta firm took over Doloo

Tea Company Limited which had 4,500 acres of tea estates in India..(76)



In 1954 a Brazilian company acquired Cambuhy Coffee and Cotton
Estates Limited, which owned 137,000 acres in Brazil,(77) while
Backus and Johnston's Brewery Company Limited, operating a brewery

and ice factory in Lima, was taken over by a Peruvian company.(78)

Sometimes the take-over has been made by a firm from a
near-by muntry. -Consolidated Sisal Estates of East Africa Limited,
owning 22,000 acres in Tanganyika was, in 1959, taken over by a
Kenyan firm (79) while in 1957 City of San Paulo Improvements and
Freehold Land Company Limited, owning land in Brazil, was taken

over by a Panamanian investment company.(so)

There were at least 27 take-overs of this type. (81)

8.4 BRITISH COMPANIES TAKING OVER THE MINORITY INTERESTS OF THEIR
SUBSIDIARIES. For taxation, or other, reasons the parent company
may wish to manipulate prices or shuffle assets between subsidiaries.
While this may be in the best interests of the parent company it could
be disadvantageous to the minority shareholders in a subsidiary
affected and apart from any sense of fairness it will sometimes be
better for the parent to buy out this minority rather than face liti-
gation. "2} On the other Hand, if the luter-mamioulations wowld
result in the minority shareholders gaining an undeserved advantage

the parent company will be equally anxious to buy them out.

For instance, in 1947 the Cunard Steam-ship Company Limited
acquired the minority holding in its subsidiary Cunard White Star
Limited for £7,600,000. (83) Crompton Parkinson Limited bought
out the minority interests in its subsidiary Radi o and Television
Trust Limited during 1959, and in 1965 Crown House Investments
Limited successfully bid for the remaining shares in its subsidiary,

F. H. Wheeler & Company Limited. (84)
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There were at least 55 bids of this lc:i.nd..(85 )

9. FOREIGN COMPANIES ACQUIRING THE MINORITY INTERESTS IN THEIR BRITISH
SUBSIDIARIES. Large companies operating internationally face
problems of exchange controls and also differing rates of taxation in

different countries. For instance, in 1966 the corporation tax in
Britain was 40 per cent on all profits, whether distributed or not ,(86)
while in West Germany corporation tax was 51 per cent on undistributed
profits but only 15 per cent on those distributed.(87) By reducing
the price of components or goods sent from a subsidiary in Britain to
one in Germany the profits of the British company would be reduced
while those of the German would be correspondingly increased. This
might result in the American parent paying less tax if it wished to
distribute a dividend but it might not be fair to the minority share-

holders in the British subsidiary.

In the same way prices can be manipulated to overcome exchange
regulations. If the French government is reluctant to allow further
American investment into the country this can be avoided by reducing
the prices of goods supplied from other subsidiaries to the French one.
This will enable the French subsidiary to make a higher profit than
otherwise because of its cheap supplies; some of this profit will
represent capital remitted into France. Similarly, if a country imposes
restrictions on capital leaving the country, it can be arranged so that
the price of goods supplied to it from the mrent is increased; when
these are paid for some of the money will be capital transferred out

of the country, back to the parent.

For all these reasons foreign companies with British subsidiaries
mgy wish to buy out the minority interests in these subsidiaries. The

easiest method of achieving this is to make a bid for the minority shares.



In 1960 Ford Motor Corporation of Detroit acquired the
minority holdings in its subsidiary, Ford of Dagenham, at the cost of
£129,000,000,(88) in 1959 I.B.M. Corporation of the United States took
over the minority holdings in I.B.M. United Kingdom (89), while Techni-
color of America, in 196)4, successfully bid for the 49 per cent it did

not already own of Technicolor Limited. (90)

I.B.M. when buying out their United Kingdom minority interests
stated that,

"Recent developments, particularly in the European trading area have
shown that it is difficult to reconcile the interests of the minority
shareholders of I.B.M. United Kingdom with the necessity to integrate
the business with a world-wide organization if maximum development of
I.B.M. United Kingdom is to be assured".(91) When Timken Roller
Bearing bid for the minority holdings in British Timken in 1959 it was
commented that,

"The logic of the bid is that the United States Company wishes to
meet international competition, notably from Swedish and Continental
firms, and 100 per cent control will giwe it a completely free hand in

pursuing an aggressive sales and production policy".(92)

ﬁ ,10. COMPANIES WITH MOST OF THEIR ASSETS IN CASH, FINDING AN OUTLET FOR
THEIR CASH AS AN ALTERNATIVE TO LIQUIDATION. Where a company has

sold all, or a major portion, of its property so that its assets com-
prise mainly cash, the directors may recommend that the company be
liquidated and the cash distributed amongst the shareholders. As an
alternative the directors may attempt to establish the firm in some new
ventures and the quickest way of achieving this is to use the cash as
consideration for taking over established companies. Speed is of some
importance here for if the directors delay in finding a use for the cash

someone else may bid for their own company to obtain its cash.
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10.1 "SHELLS" AFTER SELLING OVERSEAS ASSETS. One such case was The
Bovl. ana Tea Estates Limited which sold its estates in 1955 then chﬁnged
its name to Grampian Holdings Limited.s It has since taken over a
variety of companies so that it is now engaged in engineering, publi-

shing, textiles, and property develOpmen*l;.(93 )

Dorada Extension Railway Limited sold its railways to the
Colombian Govermnment in 1956 for U.S. #1,000,000. The company's name
was changed to Dorada Holdings in 1959 when it made a successful bid
of 7s. cash for each share in E.J. Baker & Company (Dorking) Limited,

motor vehicle distributors in Surrey and Kent.(gl")

There were at least two other instances of this type of bid.(95 )

10.2 "SHELLS" BECAUSE OF NATIONALISATION. Some companies found

themselves "shells" or near shells after their major assets had been

nationalised.

Thomas Tilling Limited had their road transport business of
lorries and buses natiomalised so found themselves in 1949 with £24,800,000
in British Transport 3’ Stock but almost no other assets.(96) Thome.s
Tilling used this to diversify, acquiring ma jority holdings in James A.
Jobling & Company Limited in 1950, the largest manufacturer of household
and scientific glassware in the country, and Henry Lister and Sons
Limited, woollen cloth mamfacturers, in 1955. Tilling also acquired
all the capital of Lime-Sand Mortar Limited, the second largest ready-
mixed concrete/if;ligxe country, in 1953, The take-over of Volkswagen
Motors Limited in 1957 and Mercedes-Benz (Great Britain) Limited in 1960
means Tilling brings in far more imported cars for distribution than
any other company. Through Pretty Polly Limited, acquired in 1955,
Tilling's is one of the leading stocking mamufacturers in the United
Kingdow.'??) Tilling 1s also involved in publishing, slectrical

wholesaling and engineering.
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10.3 INVESTMENT OF CASH FROM SALE OF A MAJOR SECTION OF THE BUSINESS.

But the cash need not have been the result of the compeny selling all
its assetse. If a company has sold a major share of its business then
the directors will be anxious to replace that section of the business
with a new activity and, again, a take-over is one of the quickest ways

of achieving this.

In 1960 Fairey Aviation sold its aviation interests to
Westland Aircraft for Westland shares and £1,390,000 in cash.(98) Later
in the year Fairey Aviation used all this cash in a successful bid for

Siebe, Gorman and Company, makers of diving and breathing apparatus.(99)

1l. TQ_STRENGTHEN THE FINANCIAL POSITION OF THE COMPANY
11.1 TO ENLARGE THE CAPITAL SO0 AS TO ATTRACT INSTITUTIONAL INVESTORS.

Small firms, even when efficiently managed, are not attractive
investments to institutions and some persons because lack of size limits
the security of the investment. Also, when there are comparatively
few shares, as in a small firm, the number of share transactions will

be limited, making it difficult to dispose of shares at short notice.

Because of this, between 1958 and 1961 Highlands and Lowlands
Para Rubber Limited bid for thirteen other rubber firms, taking over

nine of them.(loo)

The reason given was that rubber companies' shares
were valued on a 20 per cent to 25 per cent yield basis because insti-
tutional and other investors would not buy shares in small companies
where marketability was restricted, even though the concerns were
efficiently manageds There were scores of such companies in the
Malayan Rubber industry so the Highlands and Lowlands solution was

to form a large holding company which, because of its size, would

have a better market for its shares. Highlands and Lowlands, already
one of the largest plantation enterprises in Malaya, with dual crops
of rubber and oil plams as well as interests in tin, made a good

basis for the holding companyo(IOl)
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11.2 TO LOWER THE COMPANY'S GEARING. When a company which has a

high ratio of borrowing to shareholders' funds wishes to reduce this
ratio, then one of the quickest ways to achieve this is by acquiring
another company with a relatively small amount of borrowing in

relation to its shareholders' funds,

When, in 1965, Mercantile Credit acquired Fitzroy Finance The
Times exp ressed the opinion that one of the attractions of Fitzroy
was its extremely low gearing which could be used to offset Mercantile

Credit's relatively high one,(loz)

B, PRODUCTION

12. ENSURING SUPPLIES

12.1 TO OBTAIN EXTRA SUPPLIES OF A MAIN PRODUCT. Where a company
wishes to ensure the guaranteed supply of a product which is vital to
its existence, it can sttempt to find new sources of the product but

one method is to take-over a company which produces the producte.

In 1960 British Petroleum took over Apex (Trinidad) for, it
was thought, Apex's holdings in Trinidad which produced 400,000 tons
of crude oil per year.(los) When Ipoh Tin Dredging bid for Renong
Tin Dredging in 1961 the Ipoh chairman said Renong was wanted for its
ore reserves as the ascertainable life of the Ipoh ore reserves was
only eight to ten years and prospecting for further areas had not been

successful. (101")

In 1961 Fitch, Lovell Limited, the largest whole-
salers of poultry in the United Kingdom, took over W. D. Evans Golden

Produce, the chicken hatchery and broiler group.(loS)

12.2 TO ENSURE SUPPLIES OF A RAW MATERIAL., Take-overs have been
used as a means of ensuring adequate supplies of, not only main products,

but other raw materials as well,

In 1958 the take-over of the London Electric Wire Company

and Smiths Limited by Associated Electiical Industries ensured A.E.I.'s
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supplies of copper rodo(los)

Similarly Stauffer Chemical Company in
1964 acquired Mountain Copper Company which owned pyi'ite mines in
California and Phosphate dsposits.(%7) In 1960 Inns & Company,
public works contractors, failed in their bid for Mountsorrel Holdings,

owners of granite quarries ,(108)

but the following year Imperial
Chemical Industries succeeded in their £&,340,000 bid for Settle
Limes Limitede I.C.I. wanted to augment their stocKs of lime, of

which there was a foreseeable shortage.(lo9)

Courtaulds' offer for Halkyn District United Mines was
somewhat similar, The take~over was intended to secure supplies of
suitable water which drained from the lead mines owned by Halkyn

Mines and could be used by Courtaulds' factories on the Flint Coast.(llo)

12,3 TO RETAIN A SUPPLIER. If a firm is dependent on a company which
manufactures an important component then the dependent firm may secure

its aipply of components by taking over the mamufacturer.

There have been several cases of this sort, such as the Ford
Motor take-over of Briggs Motor Bodies Limited in 1953(111), the Rolls
Razor take-over in 1963 of Bylock Electric which supplied motors for
Ro1ls Hazor washing machines'AL2). the Kraft Foods! BAS for Severn 01l
Company which had been supplying Kraft Foods with wegetable oil sinoce
1954 (113)  ana the British Motor Corporation teke-8ver of PressiStesl
in 1965.<m>

In 1957 there was a disagreement between Standard Motor
Corporation and lassey-Harris-Ferguson about tractor production.
Standard made both cars and tractors but the tractor side of the
business was the more important, making Massey the largest customer of
Standard. Massey wished to expand their tractor sales in Britain
which involved Standard in increasing its tractor production plant.
Standard, however, felt they were too heavily committed to one customer

so aimed to develop their car production instead. Massey-Harris,
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which already owned 19 per cent of the Standard equity, tried to
resolve this disagreement by bidding for the remaining capital; this
failed but later Massey-Ferguson bought the Standard tractor business

for £14,900,000 cash.(D'S)

Massey-ferguson's offer of 9s. 5d. per
share for the 81 per cent of the 27,710,000 ordinary shares it did

not own totalled only £10,661,l..26.(116)

13. TO EXPAND PRODUCTION
13.1 TO OBTAIN EXTRA PRODUCTION. The expansion of production can

require considerable time, especially if new buildings must first be
erected and plant installed. The taking over of an established

busi ness obviates this delay.

As far bask as 1934 Hawkers bought Gloster's to gain additional
production space,(ll7) and as recently as 1965 Rover bid for Alvis, it

was suggested, to obtain Alvis's excess engineering capacity which was

(118)

very scarce in Coventry at the time. During Acrow's 1961 take-

over of E. H. Bentall and Company the Acrow chaiman said his aim was

to increase mamufacturing capacity which was then fully stretched.(n9)

When Lobitos Oilfields wanted to increase their refining
capacity in 1960 they acquired Manchester 0il Refinery Holdings as the

Pastant and olisapest way of doing thtss 20

In 1965 the Transport
Development Group acquired Liverpool Warehousing Company which had 335
warehouses and sheds in Liverpool with a storage capacity of 1,000,000

tons.€121)

By 1966 Clutsom and Kemp urgently required additional capacity
to expand the production of its stretchfabrics. Penn Elastic Holdings
had a Leicester factory which suited Clutsom and Kemp's needs but no
agreement could be reached with the Penn Elastic management so Clutsom
and Kemp went over the heads of the Penn directors by making an offer

(122)

for the company's shares. This cost £5,130,000 because, to
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counter the opposition of the Penn directors, Clutsom and Kemp had to

raise its offer to 25s. 6d. per share, compared with the pre-bid market

value of 15s. 3d.(123)

Ushers Wiltshire Brewery, acquired by Watney Mann in 1960,
owned 900 public houses from the Thames Valley to Devonshire, but it
was stated at the time that the main attraction for Watney Mann was the
brewing capacity, at that time under-utilised, of the Trowbridge
brewery which Watney lMann could use for its own West Country tra.ds.(lz")
Similarly, when #hitbread in 1961 took over Tennant Brothers, the
Sheffield brewers, it was said that Whitbread was in effect buying

extra brewing and bottling capaoity.(lzs)

13.2 EXPANSION OF ONE DIVISION OF THE BUSINESS. The fastest and
sometimes cheapest way of expanding a comparatively small but profitable
production division is to take-over a fim which is in the same business

as the division.

In 1961 S. Smith Limited paid £950,000 for Lodge Plugs Limited,
winning against a competing bid from Morgan Crucible. S. Smith Limited,
wishing to expand its sparking plug subsidiary, K.L.G. Sparking Plugs.(126)
Vickers, already e stablished as a producer of offset machinery, paid
£7,000,000 for R. W. Crabtree Limited, mamufacturer of printing machinery
1n 1965.8327) 150, Assoclated British Foods® 196l taks-over of
Twiming Crosfield was to expand the tea division of Associated British

Foods' wholesale business.(lza)

13.3 TO FILL A GAP IN PRODUCTION. A firm planning to itself mamifacture
all the parts which it uses may reach the stage where it is self
sufficient in most components. The most convenient way of completing
the plan may then be to take-over the manufacturers of the remaining

camponentse.
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F. Perkins Limited, mapufacturer of diesel engines, was taken
over by Massey-Ferguson in 1959. Perkins had been losing monsy at the
rate of £327,000 per year but the main advantage to Massey-Harris was
the engine production which helped to make Massey-Ferguson a wholly

self-sufficient tractor producer in Britain.(129)

ko PURCHASER BELIEVES HE CAN OPERATE THE ACQUIRED BUSINESS MORE
PROFITABLY

14.1 OPPORTUNITY TO APPLY A NEW TECHNIQUE. A firm may have developed
a new technique which could be profitably used in a different type of
business. A quick way of applying the technique is to take-over a

company engaged in that business.

Beecham's teke-over of James Pascall in 1959 was probably to
apply television advertising to the sale of Pascall's confectionerye.
Beechams had been outstandingly successful in using commercial television

to sell proprietary foods, medicines and toilet goods, and Beecham's
results obtained through the television advertising of Murraymints may
have indicated the possibilities of what could be adhieved through

applying these proven techniques to Pascall's products.(ljo)

Awhen aflempting To Take
) Similarly, E.M.I. t. . over Henry Simon Limited in 1960,
explained
c1 ceildy that they had developed a rapidly expanding business in
electronic capital goods which they believed could be applied to the

industrial engineering and materials handling business of Hemry Simon.(ljl)

In the same year, Tootal, a textile manufacturer, acquired
Yates Duxbury and Sons Limited, a paper maker, for £1,646,000. 1In a
circular to their shareholders the Tootal directors revealed that the
company's research department had for some time been concerned in
investigating chemical finishing treatments for paper and that, with
this background knowledge combined with current research in allied

fields, Tootal would be able to develop Yatex Duxbury and strengthen
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: 132
its place in the paper 1ndustny.( 32)

14,2 TO PUT THE ASSETS TO A DIFFERENT, MORE PROFITABLE USE. The

directors of a firm may not be aware of, or interested in, the fact
that their fim's assets could be made more profitable by converting
them to a different use. This provides an outsider, who realises the
potential value of these assets, with the opportunity to make a sub-
stantial profit by taking over the company then changing its type of

business.

For example, the 1960 teke-over by Gresham Limited and
Charles Neale Investments of Frederick Gorringe, the Buckingham
Palace Road drapery store, was motivated by the belief that the large
rebuilding schemes around Victoria would cause a substantial increase
in the office population of the area, The bidders planned to take
advantage of this by converting the Gorringe drapery business into a

complete department store.(l33)

Samuel's plans to convert the Berkeley Hotel into a more

profitable office block were similar.(ljh)

14.3 COMPANY NOT BEING OPERATED AS PROFITABLY AS IT SHOULD BE. 1In
those cases where the shares of a company had a market value below the
asset worth, because of disappointing profits, there were opportunities

for those who believed they could manage the business more efficiently.

Firth Cleveland paid 18s. per share to obtain control of Max
Stone Limited, #adio and television retailers, in 1953, This was
almost twice the market price of 9s.9d. but ten years later Peat
Marwick and Mitchell valued the shares at 82s., each when Firth

Cleveland decided to buy out the minority shareholdsrs.(IBS)

1404 TO INCREASE PROFITS BY REDUCING OVERHEAD EXPENSES. Companies

with unduly high overheads present an opportunity for somecne who has
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the ability to reduce these after a take-over.

For example, Mr. Joe Hyman, chairman of Viyella International,
which took over eight listed textile companies between 1963 and 1965
claims the way in which he increased their profitability was by
reducing costs, particularly overheads. When he became chief exec-
utive of Viyella in 1961 he replaced niredirectors of the main board
and decided that 500 of the 550 staff at head office were unnecessary.
In North America Viyella had 28 full-time executives to sell its
products; the work of these is now done by one man. A4s a result of
these economies alone Viyella's overheads were cut by £600,000 per

(136)

year.

From 1962 to 1966 Viyella International's issued ordinary
capital has multiplied more than seven times but its pre-tax profits
have been increased nine times and the earnings per share are up four-
fold.(137) Hyman's own exp lanation for this was,

"When I took over al} these companies I quadrupled their profits
on average, partly by pushing up productivity. That has been going
up 22i% per year for the past two years because I cut the labour force
by 20% a year letting three men do the work of five and paying them the
wages of four. I improved stock control. And I also cut down the

net capital employed by these companies from £,0 million to £27

million by selling off a lot of old buildings and unprofitable tstssets".(l38 )

15. TO INCREASE PROFITS BY COMBINING OPERATIONS OF OFFERER AND
OFFEREE COMPANIES

15,1 TO OBTAIN ECONOMIES THROUGH DEVELOPING LARGE-SCALE PRODUCTION.
A firm mgy find thet certain departments of its overhead must be of a
minimum extent regardless of the level of productions For instance
the range of stock held, the number of warehouses, the magnitude of
overseas sales divisions and amount of research required may be fixed
over a large range of the firm's volume of outpute By acquiring

other companies in the same field such a fim will be able to substan=-
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tially increase production, without increasing these fixed overheads

for some time, thus lowering the production costs per unit.

For instance, when Royal Insurance acquired London and
Lancashire Insurance in 1960 for £51,000,000 it was suggested that
economies in the administration of the smaller units of both companies
would be obtained, particularly in those overseas countries where both

(139)

companies were represented in a small way.

The Central Province Ceylon Tea Company, when bidding for
Hornsey Tea Estates in 1957 stated that as the two companies' estates
were adjacent they would be able to combine them into an integral unit
and thereby manage them on a more economic basis.(u’o) Similarly,
Jokai Tea Company's explanation of its taking over of Jhanzie Tea
in 1964 was that it hoped to achieve economies by combining operations.(ll'l)
Between 1956 and 1964 at least 2ltea estates in India, Ceylon and Pakistan
were taken over by other tea estates (12,2)’ while between 1947 and 1965
at least 88 rubber plantations in Indonesia, Singapom, or Malaysia

were absorbed by other rubber plantation canpm'x:i.es.(:u"3 )

Also when Moss' Empires was bidding for Stoll Theatres in 1959
the Stoll chairman said a merger with Moss' Empires would result in

substantial economies of operation which could well come to &.0,000
(L)

per year.,

~ 152 ECONOMIES THROUGH COMBINING SPECIALISED OPERATIONS. Economies
of scale may also be obtained from taking over a company to combine with

only one section of the purchaser's business,

Associated Electrical Industries Limited acquired W. T.
Henley's Telegraph Works in 1958 for £9,500,000, Henley had assets
worth more than £12,000,000 but these were not earning the normal rate
of profite A.E.I. may have hoped, by combining Henley with its own

cable -making interests to achieve economies of large scale operation

in cable-making. (M'S)
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Similarly, the take-over of Hovis-McDougall by Ranks Limited
in 1961 was explained as offering the opportunity to obtain substantial
economies in production and selling costs through the merger of the
specialised but smaller milling and bakery firm of Hovis-McDougall with

the larger but unspecialised firm of Ranks.(lhs)

Also, in 1960 the chaimman of P. & 0. Steam Navigation said

his company's reason for bidding for the Orient Steam Navigation
Company was that,

"Before the war both companies used a larger number of smaller
ships, normally operating on rigid mail contracts, so that the load
upon the shore staffs was fairly constant and both companies got equal
shares of the profitable and unprofitable traffic. These mail contracts
no longer exist and the older shifs are being replaced by a smaller
number of faster and more costly ones. Thus the loads upon the shore
organizations of the two companies are both heavier and more fluctuating,
while the two fleets could not be operated with the maximum economy since
this might have meant that one of the two companies would have to take

the major share of either the profitable or unprofitable voyages...“.(147)

15.3 ECONOMIES THROUGH SHARING RESEARCH COSTS. As research and develop-
ment costs increase so do the advantages accruing from taking over a
similar business so as to share these costs and spread them over a larger

volume of production.

At the time Villiers Engineering was bidding for J. A.
Prestwich Industries in 1957 the Prestwich directors pointed out that
the two companies mamfactured similar types of engines and if they
did not combine would have to spend considerable sums independently
on design, development and tooling, so a fusion would result in con-
(148)

siderable economies.

15.4 OPPORTUNITY TO MAKE MORE PROFITABLE USE OF A BY-PRODUCT. A firm
which produces substantial amounts of a by-product which it sells to

others may realise that the buyers of the by-product are making large

profits by processing it. The firm may, therefore, believe that it
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would gain considerably more from this by-product if the purchasing

companies were taken over.

In 1966 the National Coal Board paid nearly £2,000,000 for
Whittlesea Central Brick Company Limited to obtain a more profitable
use for its clay. The intention was to use the clay, dug up with
coal, for making bricks. Furthemmore, these brick kilns together
with those already owned by the National Coal Board use large quanti-
ties of coal as fuel. The National Coal Board's plans envisaged it
becoming the producer of one sixth of the country's total output of

bricks. (149)

C. EXPANSION OF SALES

16. OBTAINING OUTLETS FOR PRODUCTION

16.1 GAINING NEW CUSTOMERS. If a firm wishes to expand production
rapidly or its sales are declining it may be desirable to gain new

customers quickly. A relatively quick way of obtaining new customers

is to buy them,

For instance, in 1961 Distillers Company Limited paid
£13,000,000 for British Xylonite which gave Distillers full control

of an important outlet for its plastics raw materials.(lso)

On the other hand, just after Stewarts and Lloyds started

& £4,000,000 expansion programme at Corby the steel industry slumped
to working at only 70 per cent capacity; to counter this Stewarts
and Lloyds bid £10,625,000 for Whitehead Iron and Steel Company, the
largest of fifty re-rolling firms in Britain.(lsl) Whitehead has a
sendary role in the steel industry, buying in steel billets which
they re~-roll into bars and rods. To obtain this important outlet
for its steel Stewarts and Lloyds unsuccessfully bid 85s. cash per
share (152), more than two and a half times the pre-bid market price
of 31s. 3d.01%3)  Stewarts' Chairman explained,

"Whitehead is importing Canadian steel for about 50 per cent of

its requirements. If our offer is accepted British steel from British



ore will supply Whitehead, with consequent benefit to our workers and

shareholders".(lga)

16,2 TO OBTAIN ADDITIONAL SHOPS. Building a chain of shops takes
considerable time so if a firm wishes to expand quickly it is worth

while taking over a company which has a large number of shops.

For instance, when Calico Printers' Association bid for
Stylo Shoes in 1966 "The Times" surmised that Calico Printers', already
in retail footwear through their department stores, wanted Stylo for
its 300 shops.(395)  And the £55,000,000 bid for Wall Paper Mamifac-
turers was initially a joint effort of Courtaulds and Reed Paper.
Wall Paper Mamufacturers, with 900 retail shops selling wallpaper and
paint, was an attractive outlet for Courtaulds' large paint manu-
facturing division.(lsé)
1643 TO OBTAIN ANEW TYPE OF CUSTOMER. If a firm believes that it
could develop its products more profitably if it were to expand its
market so as to include a different type of customer from its exist-

ing ones then one way to become established in that market is to take-

over a firm which has that kind of customer.

For example, Wellcome Foundation had, by the 1950's, done a
considerable amount of animal research but did not feel the firm was
obtaining the maximum benefit from this because their animal products
were being marketed through veterinarians. To extend their pastoral
coverage Wellcome Foundation, therefore, in 1959 took over Cooper,
McDougall and Robertson, which had a 120 year old vetinary business
that sold to the farmers directly. So successful was this policy
that seven years after the take-over Cooper, McDougall and Robert-
son's anmal pre-tax profits were amounting to about half the take-

(157)

over consideration.
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7. IO INCREASE THE SIZE OF THE COMPANY. Sometimes take-overs are

used as a method of enlarging the company or gaining it an increased
share of the market. This need not necessarily result in the enlarged

firm dominating the market.

For instance, during 1961 J. A. & P. Holland Limited took
over 21 firms making toffees and caramels (158), but this still did not
give Holland anything like a monopoly in confectionery making. Marriott
& Sons Limited, of Witney, a blanket manufacturer, in 1960 absorbed
another Witney blanket mamufacturer, Charles Early & Company Limited(l59),
and the following year Pontin's Limited, owners of holiday camps, took

(160) In neither of these

over Squires Gate Blackpool Camp Limited.
cases did the take-over enable the bidder to establish a monopoly

position.

18. TQ INCREASE THE COMPANY'S SHARE COF THE MARKET TO THE STAGE WHERE
A MONOPOLY, OR NEAR MONOPOLY, IS OBTAINED. But take-overs have

been used to attain a monopoly.

After acquiring A. Boake Roberts in 1960 (161)

Albright and
Wilson Limited bid £2,500,000 for Stafford Allen in 1964. The
Economist reasoned that this was an attempt by Albright and Wilson to
gain a monopoly in the essence field saying,

"A dominant position in a small specialised field is almost the

only certain way of making high profits in the chemical industry".(lsz)

Also, Courtaulds' successful bid for British Celanese, its
largest competitor, gave Courtaulds nine-tenths of the total United

Kingdom output of ragon production.(l63)

19. T0 STRENGTHEN THE COMPANY'S COMPETITIVE POSITION

19.1 TO FILL A GAP IN THE PRICE RANGE. A company which fails to
provide one of its products over a complete range of prices may find

itself at a disadvantage compared with its competitors. Expanding
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production to fill the gaps wikl require time and additional advertising
expense. A quicker, and probably cheaper way, is to take-over com-

panies which product the products in the missing price brackets.

For example, Aristoc, the second largest nylon stocking manu-
facturer in Britain, was acquired by Courtaulds in 1966 for £5,300,000.
This take-over ensured not only Courtaulds 15 per cent of the United
Kingdom nylon stocking market it also gave it a stake in each price
brackete The take-overs of Derby and Midland Mills together with
George Brittle took Courtaulds into the cheap end, by acquiring Kayser
Bondor the company covered the middle range, while the take-over of

Aristoc brought it into the top end of the market.(léh)

Also, Management Today remarked of the 1960 take=-over of
Standard-Triumph by Leyland motors, Standard was a useful addition
at the lower range of Leyland's products.
"The Leyland group then produced light lorries all the way up to
the heaviest articulated units. Standard-Triumph added vans and
cars, so extending the Leyland range two stages further down the weight
scale. It gave Leyland the largest range of vehicles of any British

motor firm".(165)

19.2 ENABLING THE COMPANY TO PROVIDE A MORE COMPLETE SERVICE. Where
a firm in a service industry does not provide a complete range of ser-
vices for its type of business some of its customers will turm to
competitors for the missing facilities. There is a likelihood that
some of these customers will transfer the remainder of their business
also to the competitor. Because of this possibility both those firms
wishing to attract additional customers and those anxious to keep their
existing ones will take-over companies which provide a specialised

service they do not themselves.



114

For instance, the take-over of Balfour Williamson and
Company by the Bank of London and South America in 1960 enabled the
bidder to provide a banking, merchant banking, and commercial service
through almost the whole length of the west coasts of North and South

America.(166)

20. O EXTEND GEOGRAPHICALLY

20.1 EXPANSION WITHIN THE COUNTRY. Improvements to both roads and
vehicles have increased the distances which trucks and tankers can
covere As a result firms have extended their market areas consid-

erably and some have used take-overs as a way of establishing themselves

in new areas.

For instance, breweries were once restricted in their
deliveries to the distance a horse-drawn dray could cover in a day.
With beer tankers the delivery distance has been multiplied and so
some breweries have taken over others in neighbouring areas to acquire
their licensed houses. One example of this was Strong and Company of
Romsey Limited, Hants., which in 1949 took over Thomas Wethered and
Sons Limited of Marlow, Bucks. Thomas Wethered owned 193 licensed

(167)

houses. Between 1945 and 1965 there were at least 91 brewery

companies taken over by other brewery firms.(168)

Another example is that of Harrods Limited, of London, which
took over John Walsh Limited, a Sheffield depar tment store, in 1946.(169)
And Kennings acquired Car Mart Limited in 1962, the Investors Chronicle
said, to extend its already extensive geographical coverage to the

(170)

London market.

National Provincial Bank took over the Isle of Man Bank in
1961€171)  then the District Bank in the following year. This was
thought to be aimed at making a break-through into the north where the
National Provincial, like the other four members of the big five banks,

was poorly represented.(172) Similarly, Trust Houses'£6,800,000 take-
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over of Grosvenor House (Park Lane) in 1963 was thought to be an
extension into the London area, where Grosvenor House was strong and

(173)

Trust Houses weak.

20.2 EXPANSION OVERSEAS. A British firm wishing to establish a
division in another country will probably find that the most convenient
way of achieving this is to take-over another British company which has

already established itself in that country.

For instance, Lloyds Bank took over the National Bank of New
Zealand in 1965.(17h) Also Twining-Crosfield, which had an important
export trade, was taken over by Associated British Foods partly for
that reason in 196L.(175)

There was one case where the take-over was stated to be,
not for the British parent company so much as for its American subsid-
iary. For instance, Tate & Lyle in 1965 paid £31,000,000 for United
lolasses in order to gain its subsidiary, Pacific Molasses Company,
and so obtain a stake in the United States which

"As an international company we have always felt we should have".(l76)

~20.3 OVERSEAS COMPANIES WISHING TO BECOME ESTABLISHED IN THE UNITED
KINGDOM. There seem to be definite advantages through
expanding into a foreign country by taking over an established business
theres General Motors acquired Vauxhall in 1928 and Procter and
Gamble bought Thomas Hedley and Company in 1930 to establish themselves
in Britain. This process has contimnued steadily since 1945. For
instance, Diamond Match Company of the United States took over Hartman

(177)

Fibre in 1956 and another American firm, Smith Corona, acquired

British Typewriters in 1958.(178)

But not all the foreign bids came from the United States.

Rembrandt Tobacco, which took over Carreras in 1958, was a South

(179)

and Thomson was a Canadian when he acquired
(180)

African firm

Also it was three Iranians who
(181)

Illustrated Newspapers in 1961.

bid £1,000,000 for James Rothwell Limited in the same year,
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Still, most bids of this type were made by American firms
such as the 1962 take-over of Lansil Limited by Chemstrand Company of
New York(182°, the 1964 take-over of Waterside Mill Company (Bury) by
Deering Milliken Inc.(183) and the £17,000,000 take-over of British
Paints by Celanese Corporation in 1965.(184)

There were at least 29 take-overs of British firms by foreign
(185)

concerns establishing themselves in Britain. It is not always
known why American companies wanted to establish themselves in Britain
but there is one instance where the reason seems clear. At the time
of Reynolds' bid for British Aluminium in 1958 it was pointed out that
the consumption of aluminium in the United States grew by 140 per cent
between 1946 and 1957; in the same period consumption in the rest of

(186) Another

the non-communist world increased by 270 per cent.
example of Britain representing a more rapidly expanding market was
revealed when the Texas Company bid for Trinidad 0il in 1956. It was
then stated that during 1955 petrol consumption increased by only six
per cent in the United States whereas during the same period British
(187)

petrol consumption rose 11 per cent.
21, DIVERSIFICATION

2l.1  DIVERSIFICATION INTO AN ALLIED MARKET. Where a firm realises
that a different, though related, type of business offers profitable
prospects the firm will want to move into this allied field as quickly
as possible. The take-over of a company in the desired business will

achieve this quickly.

For example, in 1958 the National Provincial Bank acquired

North Central Wagon Finance Company &s a way into the hire purchase

(188)

field , and when the Westminster Bank wished to get into the

ol
credit card business in 1965 it bid for Diners' Club Limited.( 89)
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Also, Martinex Gassiot had a very large stock of port when
John Harvey and Sons Limited took it over in 1961, so it was assumed
that Harvey's, primarily a sherry firm, was intending to expand into
port in a big way.(lgo) And a special form of this type of diversi-
fication was the £20,000,000 teke-over of Lobitos 0Oilfields by Burmah
0il in 1962, Burmah 0il, with a high proportion of its assets in
British Petroleum and Shell 0il shares, may have been anxious to

diversify by acquiring Lobitos's Peruvian oilfields.(lgl)

21,2  DIVERSIFICATION INTO A DISSIMILAR MARKET. There have been
several underlying reasons for the use of take-overs to implement a
policy of diversification into an unrelated field. A firm may find
itself in a profitable but limited field with few opportunities for
expansion, or, the firm may fear that its market will dissolve some-
time in the future. In both these cases the directors will be
anxious to see the firm established in some other industry as soon as

possible and take-overs represent a speedy way of doing thise.

For example, in 1961 Horlicks Limited tried to take over
Burt, Boulton and Haywood, timber merchants and paint manufacturers.(lgz)
Also, when Rubber Improvement Limited acquired Wood Rozelaar and
Wilkes, printers and carton makers, in 1965, the Rubber Improvement

chaiman said the take-over was to broaden the company's activities.(lgs)

Sometimes the diversification has arisen from the desire to
reduce the firm's dependence on a single product such as the 1962 take-
over of Expandite, manufacturer of anti-corrosive treatments, by
Castrol,(l94) or to reduce the dependence on one industry such as
Pye's 1960 take-over of Telephone Mamifacturing Company which reduced
Pye's reliance on the television side of the business.(195) Similarly
Vickers' 1966 bid for Roneo was thought to be the result of an attempt to
lower the proportion of the firm's interests in the less profitable
armaments and aircraft industries by diversifying into the growing

market of office appliances.(196)
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Amalgamated Tobacco Corporation took over London Cremation
Company Limiteat®97) in 1958 and British American Tobacco paid
£2,750,000 for Tonibell, the ice-cream manufacturers, in 1964(198),
probably in an attempt to diversify outside the tobacco industry
because after the medical studies linking smoking with lung-cancer
and heart disease the opportunities for expansion of cigarette sales

camnot be as good as formerly.

Also, Courtaulds, feeling they were too dependent on rayon,
began diversifying in 1958 when they acquired Reads Limited, can
makers, then Betts and Company, makers of foil box tops, and in 1959
Pinchin Johnson, paint manufaoturers.(199) Turner and Newall, with a
dominant position in asbestos must have found it difficult to expand
any further in the British market and in 1961 diversified by paying

£19,000,000 for British Industrial Plastics.(zoo)

(201)

There were at least 17 take-overs of this type.

2l.3 DIVERSIFICATION AS A HEDGE AGAINST CHANGE. There appear to have
been occasions when take-overs were made to establish the bidder in a

type of business which could offer major competition in the future.

For example, in 1961 Qualcast, a large mamifacturer of lawn-
mowers, took over Charles H. Pugh which made motormowers. It seems
likely that this was to provide for the possibility of motormowers
supplanting lawnmowers.(zoz) The use of cheap gas, imported in bulk
liquid form, rejuvenated the gas industry in the 1960's, making gas
appliances one of the most rapidly expanding industries. In 1965,
therefore, Thorn Electiical Industries bought Glover and Main, gas
appliance manufacturers, for £8,300,000.(203) The following year
Bambergers, one of Britain's leading plywood importers, acquired
I. Griew and Company which was also in the timber business but had

just started a plastics Department.(zoh)
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22. TO GAIN CONTROL OF CUSTOMER COMPANIES SO AS TO ENSURE THEY ADQPT
NEW METHODS OR STYLES. A firm may be in the position where some

of its most important customers, through failing to adjust to new
trends, have lost some of their share of the market to new competitors.
If the firm is not able to sell to these more successful newcamers then
it can take-over its customers so as to make the necessary changes

itself.

For instance, it has been assumed that one of the factors
behind Courtaulds' absorption of so many of its customers; taking over
six textile and garment firms in 1963, then four in 1964, was the
desire to make them more efficient and keep them closer in touch with
fashion trends so that they would use increased quantities of

Courtaulds' fibres such as Courtelle and Tricel.(205)
D. TO OBTAIN MANAGEMENT.

23.  MANAGERS. As managers may have long-term contracts with their
company the most convenient way for another firm to obtain the services
of a particular man they want is to take-over the company which employs

the manager.

For instance, as far back as the 1890's the directors of the
Savoy Hotel bought the Berkeley Hotel to obtain the services of its

managing director, George Reevea-Smith.(206)

Also, in 1952 Princes
Investments, one of Clore's companies, sought Grosvenor House (Park Lane),
making a bid of 6s. per share against a market value of only 3s. 3de

But Clore withdrew the bid as soon as the Grosvenor directors expressed
their opposition to ® ing taken over. It has been suggested that

Clore withdrew because he was acting on behalf of the Hilton Group which
wanted the services of the Grosvenor House management for their extended
London Hilton and, therefore, when the Grosvenor management expressed

their opposition the take-err lost its value.(207)
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When the Reed Paper Group bid £8,500,000 for Field Sons

and Company, the Bradford firm of colour printers, in 1964, it was

assumed the purpcse was to obtain the Field management. Despite highly

competitive conditions in the carton manufacturing industry Field and

Sons succeeded in doubling their profits during the previous five years.

It was clear that Reed Paper wanted the management responsible for this
as they announced that if the bid should be successful the Field board
would be given complete control of the whole Reed Paper Group carton

activities, a business worth £2O,OOO,OOO.(208)

24. TO OBTAIN SALESMEN, It takes time to build up a good team of
salesmen as they must usually be attracted away from other firms.
During this period of recruitment opportunities may be lost and for
this reason companies with outstanding salesmen have been taken over

as a quick way of acquiring their sales staff.

For instance, Beecham's take-over of Thomas and Evans in
1958 strengthened the outlet for their soft drink division by gaining
control of the largest door-to-door soft drink business in the

country.( 209)

Similarly, in 1963 when Reed Paper took over Spicers
Limited for £14,000,000 it was believed that Reed Paper was really
after Spicers' sales staff which was regarded as being much stronger

than Reed Paper's. (210)

25. IO OBTAIN A SERVICE. A firm amxious to start a new section of
its business may lose a considerable amount of money in establishing
ite In such a case it may be an advantage to take-~over a company

which is already engaged in that type of business.

For instance, in 1964 Pasolds,makers of children's cotton
and nylon clothing, wished to expand into woollen children's clothing

so took over Donaldson Textiles, a company regarded as woollen experts.

(211)
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Similarly, during 1965 Bass, Mitchell and Butler, brewers, took over
another brewery firm, Hunt, Edmunds and Company, probably for Hunt,
Edmunds'

"llighly regarded expertise on the food side".(212)

In the same
year when Tesco Stores (Holdings) acquired Cadena Cafes the Tesco
chairman said that Tesco had always wanted to have coffee bars in their
supermarkets and now this could be done using the Cadena expert

knowledge.(213)

26, TO OBTAIN A NEW TECHNIQUE. If a company has the exclusive right

to a process then the take-over of that company may be the only way for

another firm to acquire the process.

For instance, when Courtaulds in 1958 bid 2ls. per share
for Reads Limited, against a market price of 9s. 3d., it was thought
this generosity was the result of Reads having just arranged a "know-how"
agreement with American Cans Corporation at a time when Courtaulds was

anxious to diversify into the manufacture of beer cans.(Zlh)

27. IO OBTAIN A RESEARCH GROUP. When a company realises, belatedly,
that insufficient research has weakened its competitive position then
it may attempt to take-over a company which has an outstanding research

divisione

For example, during the Imperiel Chemical Industries bid
for Courtaulds in 1961 the Courtaulds' directors claimed that one of the
reasons for the attempted take-over was I.C.I.'s desire to acquire the
Courtaulds' research group. The Courtaulds' board stated that ;.C.I.
had not succeeded in developing any man-made fibres itself which was
why the fim was manufacturing nylon and terylene under licence. As
the nylon and terylene patents were due to expire within a few years
I.C.I. was left with the choice of accepting lower profits when the
patents ended or else acquiring a research group capable of developing

new man-made fibres. Courtaulds' board claimed their company had been
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chosen because they were the largest single producer of man-made fibres in

the world, a position they had attained as a result of outstanding researcﬁ?l

E. GOVERNMENT INSISTENCE.

Apart from the Government pressures for rationalisation of ailing
industries in the 1930's, there is the more recent series of Government
enforced take-overs in the British aircraft industry. In the 1957
Defence White Paper the Government expressed its desire for amalgamations
between aviation firms which would increase their financial and technical
resources, thus enabling them to undertake important civil projects as

private ventures and also compete effectively in export markets.(216)

This governmental desire was reiterated more forcefully in

1959.(217) The Goverrnment, as the industry's largest customer and

provider of financial assistance for new developments, was able to
enforce a series of take-overs. So, during 1959 Hawker Siddeley took
over De Havilland, Folland Aircraft, and then Blackburn Aircraft,(218)
while Westland Aircraft acquired Saunders-Roe.(219) Westland then went
on to buy the aviation interests of the Fairey Company; government
support for Fairey's Rotodyne project was delayed until the take-over

of Fairey's aviation intereste had been oompleted.(zzo)

F.__ DEFENSIVE.

In some instances a take-over bid seems to be not so much part of

-

a policy of expansion but rather a defensive measure which circumstances
have forced on the bidder.
29.  CONNECTED WITH SRLLING.
29.1 TO MAINTAIN AN OLIGOPOLY. Where a small number of firms have
complete control of a market their oligopoly could be broken if an
outside fim were to take=-over one of the group's members. Once the
outsider's bid has been announced the only defence might be a counter-
offer from the remaining members of the group.

For example, in 1960 Pye bid for Telephone Mamifacturing, a
company in the telephone ring. A defensive consortium, comprising
most of the other members of the ring, Associated Electrical Industries,

General Electric, Automatic Telephone & Blectric, Ericsson Telephones,
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Marconi's Wireless Telegraph, The Plessey Company, and Standard
Telephones, made a counter bide As The Times said,

"It is understandable, that with surplus capacity already
present in the telephone equipment industry, the existing suppliers
of equipment to the G.P.0. should view the entry of another company
with less than enthusiasm, especially as it is felt that Pye may
attempt to move T.M.C. into the field of supplying whole systems,
without Paving borne the development costs that the existing suppliers
have".(221) Pye's bid was accepted so the consortium did not wait
for the remaining member of the ring, Phoenix Telephone and Electiic
Holdings, to be taken over; a few days after Pye's take-over of
Telephone Manufacturing the consortium made a successful offer for

Phoenix. (222)

29,2 TO KEEP OUT A COMPETITOR. A firm attempting to expand into a new
area by taking over a company established in that district may cause
concern to competitors already aperating there. These competitors

may make a very high counter-offer to deter the newcomer. And if the
newcomer raises his bid so as to exceed the counter-offer his take-

over will be so expensive he may decide against further expansion in

that area.

For example there is the Bristol Brewery Georges case.
In Jamuary, 1961, the shares of Bristol Brewery Georges, which had
recently been as low as 83s. 6d., rose to 115s, 6d., their highest
value for ten years. The following day United Breweries offered
139s. per share(223) but this apparent generosity was surpassed by
a counter bid of 168s. from Courage Barclay and Simonds the following
week. United Breweries, controlled by a Canadian, Mr. E. P. -Taglor,
was well-established in Scotland and the north of England so it is
thought that the United Breweries' bid was aimed at expanding into the

south, and the counterbid was to prevent this. One comment was,
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"It appears that the southern English brewers feel they cannot
allow Mr. Taylor's first move south and his transformation into a
national brewer to go unchallenged. If Mr. Taylor's offer for Bristol

was handsomy ... Courage's bid must be considered outsta.nding".(zzh')

29.3 TO RETAIN A CUSTOMER. If an important customer decides to
purchase its supplies from cheaper, alternate sources then the only

way of retaining the customer may be to take it over.

There were speculations that one of the reasons far

Imperial Chemical Industries' attempt to take-over Courtaulds in 1961
was the desire of I.C.I. to prevent one of their largest customers
transferring its business elsewhere, Before the bid Courtaulds had
switched its purchases of acrilonitrile from I.C.I. to American
sources(zzs) and The Times showed that I.C.I.'s prices, for most
chemicals, were much higher than those charged by other European
f‘ims.(226) Courtaulds' deputy-chairman said that for some years
I.C.I. had

"hdld a pistol at our heads"(227) by charging Courtaulds high
prices for chemicals and it was when Courtaulds had attempted to
bresk free of this reliance on I.C.I. by finding alternative suppliers
in America and Europe that I.C.I. had made their offer in an attempt

to retain Courtaulds as a captive customer.

The Courage, Barclay and Simonds' bid for Bristol Brewery
Georges, mentioned above, required £7,500,000 in cash. It has been
suggested that
"in all probability Guinness played the banker"(228) because
Bristol Brewery Georges' houses sold Guinness's Harp Lager and this
market would have been lost if United Breweries had obtained control

as they had their own competing brand of lager.

Richard Thomas and Baldwi ns made a successful counter-offer
to Stewarts and Lloyds' 1963 bid for Whitehead Iron and Steel Company
because Whitehead had been one of their largest customers for mahy

years, and "The minimum cénsequences" that would follow severance of
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this connexion would involve the closing of the group's Gowerton

works in west Wales and serious unemployment at Redbourn.(229)

294 TO KEEP UP PRICES. Where a firm is being pressed to reduce
the price of one of its products the pressure will be difficult to
resist if there is a likelihood that some competitors may weaken
and reduce their pricess The firm will strengthen its position
in such a situation by taking over the competitors most likely to

agree to the price reductions.

For instance, Guest, Keen and Nettlefolds' 1963 take=~over
of Ambrose Shardlow and Company (Sheffield), the drop forgers, then
Smith's Stamping Works seemed to be motivated by a desire to resist

customers' demands for lower prices.(25o)

29,5 TO ELIMINATE A COMPETITOR. At times competition between two
firms in one line of business is so fierce that one, or both, of the
firms is making little profit from that line. When this happens
one company may take-over the other as a way of ending the ruinous

compe tition.

For example, the chairman of Qualcast, in 1957, at a time
when his company was hidding for H. Kaufmann, another lawnmover manu-
facturer, said that a merger would strengthen both companies in the
export market as

"In the past the two companies have been in the fiercest

oompetition".(231)

By 1961 Pinoya Holdings, a newcomer to the synshetic
detergent field, had cep tured a large share of the market with its
Stergene, Domestos and Sgezy, cutting heavily into the trade of
Unilever, Unilever's answer was to offer the equivalent of 27s. per
share, compared with the market value of 18s. 9d.(232)  This take-
over cost £2,500,000 but it was probably worth it to be rid of such
(233)

a competitor.
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29.6 AVOIDANCE OF RESTRICTIVE TRADE FRACTICES. The Restrictive Trade
Practices Act imposed restrictions on collusion between Scottish Cables
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