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N C0'iPARATIVE HISTORY, EVOI, UTI01`: AD CURRENT ýJ}? ýý i; OPPI1Eý: rý' OF 
THE 30 LEADING U. K. T. iERCHANT BANKS 

1) ANSBACHER H. 

Established in 1894 as a firm of stockbrokers and in 
1949 it transformed 

_its stocking business to merchant bank- 
ing. Today Henry-Ansbacher operates as a wholly owned subsi- 
diary of Henry Ansbacher Holdings Ltd. (a new holding company 
restructured from Fraser Ansbacheýr Holdings Ltd. in 1979)" 

2) ARBUTHNOT LATHAM 

It has its origin in the firm of Arbuthnot & Latham 
(1833) and is closely identified with the sale of Indian 
merchandise in London, the Sri Lankan tea trade as well as 
sisal and coffee production in East Africa. From the mid- 
1960's, the bank diversified from its commodity based opera- 
tion into new financial services of modern banking like 
domestic lending, banking, corporate planning, portfolio 
management, corporate finance, etc. In October 198`1, it merg- 
ed with Dow Scandia. The shareholders in Dorr Scandia are 
Dow Banking Corporation of Switzerland. (52 o) , Sundsvallsban- 
kenof. Svieden (16%), Bank of Helsinki (16 0) and Forretnings- 
banken of Norway (16%). These banks have combined assets of. 
approximately E. 214.1"92 billion. 

3) BARCLAYS MERCHANT BANK LTD. 

It started off as a wholesale money market-operator 
in 1967 and then shifted to merchant banking. in 1976, it 
changed its name from London & International to Barclays 
Merchant Bank and currently operates as a merchant banking 
subsidiary of Barclays Bank, one of the leading clearers in 
the U. K. BMB attained its distinction under the chairmanship 
of Sir Charles Ball, the takeover specialist who resigned aft- 
er policy differences with the present company. The two 
principal activities of BI'IB are banking (provision of term 
loans and acceptance credits) and corporate financial advi- 
sory servic-es 

4) BARING BROTHERS & COMPANY LTD. 

Founded by Francis and John Baring in 1763, it holds 
the distinction as the oldest established house in the 
'City'. From merchanting in wool, the firm's reputation in 
banking, soon became established world . de; ;t assisted in 
the Louisa-na purchase of 1804, and subs-pq_uen tly became 
bankers for the U. S. Government in 1818, = Furthermore, it 
acted as "Iondon financial agents for the imperial. Russ! an Government in 1846, issue of bonds for the Chinese and . ýapa. - 
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nese imperial Government andv,:, instrumental for the econc- 

nomic expansion of Argentina and Uruguay in the second : iai 
of the nineteenth century. through the bank's experience in 
i nternat-i onäl trading, financial activities and contacts, 

Tbig forned the basis of its contemporary multinational mer- 

. chant banking role. Today, Barings is involved in all facets 
of international banking, finance and investment management. 

5) BRA SHIPLEY 

Formed in 1810 in Liverpool as William. Brown & Company 
it changed its name to Brown Shipley & Co. in 1839. In 1863, 
it moved into London and soon after, its Liverpool business 
ceased and by the middle of the nineteenth century, it had 
become established as an international bank. In 1918 because 
of corporate divestment, today its American operations flour- 
ish separately i. e. Brown Brothers Harriman & Co. (New York) 
and Alexander Brown_& Co. (Baltimore). In the contemporary 
banking environment, Brown Shipley still finances trade but 
has gradually gone into sophisticated and specialised finan- 
ce catering to the needs of industry, commerce, government 
and operates as a subsidiary of Brown Shipley Holdings (con- 
stituted in 1960). 1- 

6) CHARTERHOUSE JAPHET LTD. 

mraci rig its ongi n to - J. S., Japhet in 1880 j. was 
acquired by the business conglomerate, Charterhouse Group 
in 1954. Today, Charterhouse is an established investment 
and banking group with shareholders' funds of £70m and capi- 
tal employed of £105m(1979) and its other subsidiaries are 
engaged in development capital, manufacturing, insurance 
broking, distribution and North Sea oil 

production. 
In July 

1980, it acquired. Keyser Ullman, another member of the AHC. 

7) COUNTY BANK 

County Bank dates back to 1862 - in 1934 it assumed 
its present name (Manchester. & County Bank as previously 
constituted). Owing to the banking merger of National 
Provincial, ýýestminister & District Barks in 1970, it then 
became. the merchant banking arm of the National Westminis- 
ter Barik, one of the largest commercial banks in the world 
with assets exceeding ä20 billion. It is a member of the 
Issuing Houses Association and its current emphasis is on 
providing corporate finance services emanating from its 
parent barme'n domes c; and . l'Liter. nation branches 8eß ; ring a 
wide spectrum of companj. es, listed and'--unlisted, local and Woo. ddwide in addition to" its lending and investment manage- ment operations. 
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8) DAT NDA i DAY 

Incorporated in 1928, Dawnday Day was subsequently 
acquired by the Indus trial Finance & 

_Investment 
Corporation. 

In December 1979, Rothschild Investment Trust through its -, 
wholly owned subsidiary, Hume Holdings successfully effected 
a takeover bid for the bank and subsequently, the Dawnday 
Day Group (the immediate holding company) has been restruc- 
tured into three-main operating divisions, namely, life in- 
surance (Target Life) unit trust and financial services 
(Target Managers and Dawnday Day & Co. Ltd. ) and industrial 
interests (Dawnday Day Holdings). 

g) GRAY DA4v'ES 

Its origin dates back to 1865 when it began as a part- 
nership trading with the Far East. It became a public com- 
pany in 1958 and received recognised status as a merchant 
bank in 1971 from the Bank of England. As a result of the 
implementation of the Banking Act in 1980, the Bank of Eng- 
land subsequently conferred full banking status and as a re- 
sult, it changed its name from Gray Dawes & Co. Ltd. to 
Gray Dawes Bank and operates as a fully owned subsidiary 
merchant bank of the Far Eastern trading cgngloinerate, the 
Inchape Group. Its activities centre around corporate finan- 
ce, export financial services, commercial banking and port-- 
folio management. 

f 

10) GIBBS ANTONY 

In 1808, Antony Gibbs in partnership with his sons 
(George and William) founded the bank in London. In the 
early stages of its banking development,. Antony Gibbs is 
closely associated with trading with Spain, Rortugal and 
Latin American (especially Chile and Peru). By 1881, it 
had extended its business to Melbourne and in 1948, the 
companý. ttransf'med from a partnership to a private limited 
company and became public in 1972. In 1973 the HKSB manaed 
to acquire a 20% equity holding in the group and in June,: ' 
1980, it successfully took over the whole company in order 
to develop its merchant banking business here in Europe. 
Antony Gibbs has its own offices in South America and Aus- 
tralia and through its association with the HKSB and its 
subsidiaries, especially the British Bank of the Middle 
East, it has access to a worldwide network of merchant 
banking contacts and expertise with special focus on the 
Middle and the Far East. 
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11) GRINDLAY BRANDTS 

It is a founder member of the ARC during the early 
cart of this century and -is 

ýoriiierl y know as tizrt Br_ andt 
rounded in 1805, by the brother of Wilhelm Brandt who was 
involved with import/export business with Russia. In 1972, 
Grindlays Bank (a subsidiary of Grindlay Holdings) took 
over-the bank from the Brandt family after buying out the 
family holding in one of London's oldest merchant banking 
houses. Its business was adversely. affected by the `fringe' 
financial crisis of the early 1970's and it had to be 
subsequently expelled from the AHC. Today, the merchant 
bank has been restructured . It is seeking to remould it- 
self as an international merchant bank by exploiting and 
strengthening its international services in India and the 
Far East. 

s2ý GUINNESS MAHON 

The genesis of this Irish-merchant bank is attributa- 
ble to the partnership between R. R. Guiness and J. R. Mahon 
in 1.836 in Dublin. In 1973, the holding company of the bank, 
Guiumess Mahon Holdings merged with Lewis & Peat Ltd. to 
form the present day Guihress Peat Group (GPG) . GPG, as it 
is constituted in its present day form is a very diversified 
multinational engaging in merchanting, commodity, chem: ical. s, 
financial services, investments and property services, in- 
vestments anc property, international projects, insurance 
broking and international merchant banking. 

13) GRESHAiM TRUST 

Gresham Trust is the merchant banking subsidiary of 
Gresham Investment Trust, a publicly quoted company estab- 
lished in 1959. It is small in comparison to the other ac- 
cepting houses but its merchant banking focuses around ý: en- 
ture capital and over the past 15 years it has invested in 
around 90 companies. Added to the aforementioned, it also 
offers corporate finance services, investment management, 
leasing and property development finance. 

14) HAJV1BROS BANK LTD. 

The banking business of Hambros has its roots in 
eighteen century Ooponhagen4 The London merchant oan 

was established by Carl Joachim Ham'oro. It became a public 
company in 1920 when C. J. Hambro ý SGw merged the 
Bank of Northern Commerce. Ixe 1970, under. a private Par] ;. a- 
nmeritary Act, Hambros Bank Ltd. becAm e 'the main rnerchýý-j-t banking arm of Hambros i, td; as a result of corpora .e ý-- organisatiun 

. Today, it operates as a family co ý? O ? 
_ý:; 
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non-ban ý. ng quoted company involved In both banking and 
actisVi ti es like merchant banking (Hambr. os) , insurance (Ha. m- 
bro life), property (Berkley Hambro Property), advertising 
iVolleVV Dickensee Pearce/ acid diamonds (I. 

Henning 
& Co. 

). 

Over the past few years, Hambros has become vulnerable to 
publicity because of. its involvement with the Reksten ship- 
ping companies. 

15) HILL SAMUEL & CO. LTD. 

In 1830, M. Sarnue1 & Co. was established to exploit 
the East-West trade between England and the Far East by 
Marcus Samuel who also became the first chairman of Shell 
Transport Co. in 1897. In 1907, `STT'merged with Dutch dil 
interests to become a new company, the Royal Dutch-Shell 
which today, is one of the world's leading oil majors. In 
1920, M. Samuel & Co. became a limited company and through 
rapid growth strategy of early twentieth century, it spawned 
off another company, Philip Hill & Partners and acauirec; } g-- 
ginson & Co. In 10,59, it merged with Earlangers Ltd.; 
another merchant bank. The contemporary Hill Samuel Co. Ltd. 
is derived from a merger between Marcus Samuel & Co. and 
Phil--D Hill, Higginson, Earlangers Ltd. in 1965. As one of 
U. K. 's leading multinational merchant banks, Hill Samuel 
operates worldwide in. America, Asia-Pacific region, the 
Middle-East, Africa and Europe in commercial banking, in-- 
ves bient banking ; corporate finance, ship-ping, portf of _o 
management, p±'o j ect management and other related financial 
services. There i strong market speculation tha t in the 
1980's, Hill Samuel would merge with a major American invest- 
ment-bank, possibly Merrill Lynch. In 1980, Philip Hill In- 
vestmaen t Trust whose. chairman is 

. 
Lord Keith, disposed of its 

16.0 ýj shareholding in the company. 

16) ICFC 

Founded in 1945, ICFC is a fully owned subsidiary of finance for Industry, a holding company which itself came 
into being as a result of the merger between Finance Corpora- 
tion for Industry and Industrial & Commercial Finance Corpo- 
ration both established ixe . 1945- Today, ICF O as part df FFI 
maintains its leading position in the U. K. market as an in- 
vestor in small and medium sized companies. Mergers, take- 
overs, rights issues and general financial advisory activi- ties are undertaken by ICFC Corporate Finance Ltd. 
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17) KLEIN ORT BENSON 

Its beginning dates back to the Cuban sugar trade 
business founded by . games Drake ;n 1792. He was i a-ter joi? 

ed by Alexander Kleinwort from Schleswig-. Holstein who was 
responsible for developing the banking business. The Klein- 
worts then acquired the business interests of the Drakes. 
In 1961, Kleinworts merged with Robert Benson, Lonsdale 
(this company is. in fact a result of an earlier merger be- 
tween Robert, Benson, & Co. and Lonsdale Investment Trust in 
1947) to form KleinwortL Benson, Lonsdale Ltd. Kleinwort 
Benson, the main merchant banking vehicle of the group then 
acquired Sharp Pixleyiin 1966. In the U. K. merchant banking 
scene, Kleinwort Benson as presently constituted, is the 
largest merchant bank and operates worldwide offering the 
whole range of modern multinational merchant banking. ser- 
vices. Over the last decade it has expanded rapidly into 
the Asia-Pacific region. 

18) KEYSER ULLMANN 

Keyser Ullmann Ltd. has strong linkage with another 
established traditional house i. e. Samuel Montagu. In fact, 
the partners of Samuel Montagu founded A. 'Keyser & Co in 
1868. In 1908, it became an independent merchant bank acti- 
vely involved in money markets in Paris, Oslo and New York. 
In 1962, it merged with Ullmann and Co, 'another 'another City mer- 
chant bank tot become Keyser Ullmann. Its parent company, 
Keyser Ullmann Holdings Ltd. , obtained a listing in the same 
year. In 1980, it merged with another member of the A_HC, 
Charterhouse Japhet. 

19) LAZARDS 

Lazards is related by historical and barking affilia- 
tion with Lazard Freres et Cie (Paris) and Lazard Freres & 
Co. (New York) although there is no shareholding links. These 
links are traceable to 1848 when three brothers, Alexandre, 
Simon and Lazare move] from France to New Orleans and later 

to San Franciscos their business branched into New York, 
Paris and London. The English merchant banking business 
flourished when Lord Kindersley (later to become a director 
of the Bank of England) ,a stockbroker joined the company 
in 1905. In 1920, it became a private limited company at 
which time, S. Pearson & Son, (today, a diversified indus- 
trial conglomerate) acquired a major interest and currently, 
it iiI. the main merchant banking arm of the group (listed 
in 1969) with its merchant banking, services centering 
around co, -m-ner cial banking, corporate , inanre and portfolio 
management. In May 1981, Lazards diverst. f ji_n d Otto commodities 
by acquiring Gardner Lochmann, a Lc. ndon' coITmodA i ty banking 
firm. 
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20) LLOYDS MERCHANT. B ÄI 

Lloyds merchant bank dates back to 1765 when Taylors 
and Lloyds established a partnership in Birmingham. A cen ry 
later, the partnership merged with Moilliet & Sons to form 
Lloyds Banking Company Ltd (a joint stock company) and by 
1884, it had, established itself at Lombard Street in the 
City. Today, apart from a 25% stake. in National & Grindlays, 
Lloyds also has an investment in BOLSA (Bank of London 
South America). To compete with the other clearers in the 
provision of comprehensive merchant banking services, in 
August, 1978, Lloyds Bank recruits( Mr. David Horne (ex- War- 
burg) and Mr. David Anslow to develop its embryonic merchant 
banking activity located with--tthe international division of 
the banking group. At the beginning of 1981, Lloyds Inter-- 
national (the Australian merchant banking arm) took. over 
David Block & Associates, a move which will make it the 
leading merchant bank in Australia. 

21) MORGAN GRENFELL c& 00. LTD 
The origin of this famous merchant bank dates back to 

1838 when George Peabody of Massachusetts openalhis office 
at 31 Moorgate in London. By 1854, he had built up a mer- 
chanting business and incorporated a new partner, Julius 
Spencer Morgan, a fellow New Englander, who ws responsible 
for the development of three worldwide banks, viz, Morgan 
Grenfell, Morgan Guaranty and Morgan- Stanley. On Peabody' s 
departure fron the IT. K. (he re Ured in 1864 and returned to 
the U. S. to continue his nhilantrophic work) the business 
then operated tunder the name of J. S. Morgan. In 1904, Ed- 
ward Charles Grenfell joined the bank and became senior part- 
ner and six years later, in 1910, Morgan Grenfell & Co. 
replaced the old business's name. J. S. Morgan died in 1890 
andalas succeeded by his son, John Pierpont. From 1914 to 
1920, the bank achieved great success when all British 
Government purchases, loans and financial deals were chanel- led through Morgan Grenfell & Co. (London) and J. P. Morgan 
(New York). At this time, as a result of non-payment of debts 
owing to the bank and other houses from Germany and all her 
allies, the AHC came into being and Morgan Grenfell is one 
of its founder members-. Furthermore, the Glass-Stegall Act, 
1933 resulted in more changes in the Morgan houses. Normal 
relationship between i . P. Morgan & Co. ceased but the former 
still retained one third of the equity of its London busi- 
ness. The expansion of the company's business in the mid-JO's 
and 60's led to the incorporation-of Morgan Gxrenfell Hold- ings Ltd. in 1971. (Morgan Grenfell & Co. is still its most important subsidiary). In addition to its more traditional 
areas of operations, in 1970, the bank pursued an active policy of exparipion into international markets in the Middle- East and Asia and in 1975, achieved. distinction as the first merchant, bank to receive the Queens Award to in- 
dustry for export. In May 1081, Morgan'ýcuara. nty Trust Coýý- 
pany which is the largest single sha. reh'Ider in the bank decided to reduce its 33 stake in the company by placing the equity with selected British institutions. At the same time, Morgan Grenfell established Morgan Grenfell Inc. in New York to expand its international corporate from. e äjus 
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ness to compete Sc1ir^rl rs .e) Court (Rothschild c-) -nd 
l'erhurrr Poriha. g Baker ": hr are a11 "ýrorn nnnt in AJat"r YnrL_: 

22) MANUFACTURERS HANOVER LTD 

One of the newest merchant banks in London, `NHL" 
started operation in January, 1969 and its principal share- 
holder, Manufacturers Hanover Trust Company (through its Edge 
Act subsidiary) owns 75% of the equity. In April. 1979, it 
received permission from the Federal Reserve Board to acquire 
the 2555 interest owned by Rothschilds, Riunione Adriatica di 
Sicurta and the Long Term Credit Bank of Japan in order to 
facilitate the co-ordination of its merchant banking activities 
on a worldwide basis. in addition to its London operation, 
"MHL" also operates a merchant banking subsidiary in Hong 
Kong. The bank deals in Eurobond issues, project finance, 
corporate financial advisory services and portfolio management. 

23) ROBERT FLEMING 

This merchant bank owes its foundation to Robert 
Fleming of Dunrdee. After his 'business tri : to America, he 
returned home to form the first ever Scotti sri 'ýme ri can 
fnvestmont Trust for his clients. With the rapid gro:: týh of 
this business, ho then moved to London and formed a partner- 
ship. He subsequently became the director of many Scottish 
and English investment trust companies which at that time 

Biere instrumental in the early part of this century in finan- 
cing the growth of the North American economy especiail J in 
cattle, oil and railroads. In 1932, the partnership trans-- 
formed into Robert Fleming & Company. The traditional 
activity of the bank i. e. investment trust managements remained 
the core activity for the next twenty years but in the 1950x, 
the bank established a number of unit trusts and played an 
instrumental role in the establishment of Save & Prosper 
Group which is now the foremost UK unit trust institution. 
Due to historical reasons, America is still the bank's major 
overseas operation. But since 1970, the company had diver- 
sified along with other leading UK merchant banks into the 
Far East especially Japan, Hong Kcng and Singapore. For 
instance, Jardine Fleming formed in 1970 in partnership i'i1-Llh 

Jardine i"Iatheson is today one of the leading British merchant, 
banks in ý! e SFa East, To cater to the needs of its rani d 

diversification programme, a new holding company, Robert 
Fleming Holdings Ltd has been created to oversee the salient 
activities of its two main subsidiaries, namely, Robert 
nI Crain Cf. t. "ompany lban'sinü and corporýate 11. i1an ej C+. i1+1. RoI e 

Fleming Investment ; "iana ; elment Ltd (i6,3estment bus_ne s), In 
1980, Robert F le Fleming joined sitz? Aece J 41: 11;, sHoi: se Ci_. itt cs 
its neý_Tes member since tie expuý sion of Grind! try +ý-'_ -sn 
Antony Gibbs from the Committee. 
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2 4) REA BROTI ERS 

Rea Brothers, one of the smallest accepting houses, 
owed its creati on to Re 

, 
['_larren & Iý: c 7 ernnan L" td in 1919, 

at the end of the First World War. In 1947, this company 
subsequently changed its name to Rea Brothers Ltd and 
three years later it acquired another bank, Walter H. Salo- 
mon & Co. and consequently became a publicly listed merchant 
bank in 1960. The bank's main operations are commercial 
banking, corporate finance, portfolio management, insurance 
broking supplemented by. a travel business. 

25) N. M. ROTHSCHILDS & 'SONS LTD (f! 
_ ti 

f_ 

"NMR", the famous English merchant bank owes its exist- 
ence to I-layer Amschel Rothschild, a German Jew who -first started a money lending business in Frankfurt in the middle 
of the eighteenth century. One of the five sons of Mayer, 
Nathan Rothschild migrated to England in 1878 and in 1810, 
established N. M. RQthschild & Son, his own bank bearing the 
same name that is internationally known today (at the same 
time, the three brothers were developing the family's busi- 
ness in Germany while another built up an equally famous 
merchant bank in Paris). The bank's evolution is very well 
documented and during the 43 years Lioneltheaded ITINIR (he 
succeeded Nathan in 1,936); It is said that Rcthsch lds ra. is-- 
ed over £1 billion in foreign loans for Brazil, Belgium, 
Egypt, France, Holland, Greece, Portugal, Prussia, Turkey, 
USA, Russia, etc. Lionel's son, -Nathaniel became the first 
Lord Rothschild': In 1961, Mr Evelyn de Rothschild inherited 
the family business on the death of his father, the third 
Lord Rothschild. In order to reassert MIR back into the 
forefront of British merchant business, he enlisted his 
cousin's help. His cousin, Jacob, was instrumental in creat- 
ing a new corporate finance department as well as a new 
public company, Rothschild Investment Trust (RIT). in Sep- 
tember 1980, o; Ung to family differences between the cou- 
sins, Jacob (chairman of RIT) resigned from the Board of 
Rothschilds Continuation, the holding company of the merchant bank. Moreover, he had to change the name of RIT to RIT Ltd 
but was permitted to create a new company, J. Rothschild-in- 
ternational Investments to look after his international busi- 
nesses. This decisive corporate restructuring allowed Jacob 
to use the family name in a part of his business, but not in the title of . 

the main holding company. On December 1980, 
Sun Alliance Insurance. Group acquired Jacob's 11.4% stake 
in Rothschild Continuation (aýo; 

ar rrom members of the Roths- 

child family and their companies, the only shareholder in 
Rothschild Continuation until this share purchase had been 
Eagle Star which brought a 7.5c holding in early 1980). With 
Jacob's departure in Marc. - l 9Q1 E__^ tyt Y-; _ " -- - -I - 

_" I- e1 
.Lv, LIY GýV11 l/1. (Gll ýe C. 1,1; 1 L. YI, I k/11a-- 

. 

Richardson of Cazenove (the leading ckbro1: er) in to 
head and expand the corpora t 1i11ä ce itepar V1 en t. 

* One of the sons of Mayer Amschel 1t--t child. 
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26) SINGER FRIEDLA! 1DER 

Incorporated in 1907 as singer & Co. the bank changed 
its name to its present title in 1920 and then operated as 
a private company until 1957 when it became a quoted mer- 
chant bank. In 1971 Singer & Friedlander was taken over by 
C. T. Bowring and in 1980, the ownersip of the bank once 
again changed hands when its parent company was acquired by 
the large American insurance company, Marsh & McLennan. With 
the approval of both the Bank of England and Lloyds, control 
of the merchant bank was then transferred to European Ferries 
(in order for it to retain its AHC status) who currently is 
the main shareholder with 92.5% of the banking group. 

27) SAMUEL MONTAGU 

Of the five subsidiary merchant banks of the clearers in the UK, Samuel Montagu is the most active in the inter- 
national market. Incorporated in 1853 as Samuel and Montagu, 
it operated as a private limited company until acquired by 
iiidland Bank (1973) and then reconstituted as Samuel Montagu. 
& Co Ltd (formed from the amalgamation of two other busines- 
ses as well as, viz, Drayton Corporation Ltd and Midland-Bank 
Finance CorporationLLtd). As a member of the A_HC and a %rhol- ly owned subsidiary of Midland Bank, Samuel Montagu's mer- 
chant banking business operates through five main divisional structures, namely, UK Banking Division, Corporate Finance 
Division, investment Division (Drayton Montagu Portfolio 
Management Ltd), International Banking & Finance Division 
and International Dealing Division. With the departure of Mr 
P. Shelbourne for BNOC, Midland Bank then brought, 'Nr Staffan 
Gadd to assume the chairmanship and also to strengthen and 
expand its international corporate finance business in Asia 
and New York. 

28) STANDARD CHARTERED MERCHANT BANK ("SCI-1B" 

SCMB originated as Standard Bank Finance & Development 
Corporation Ltd to provide development finance in Africa. In 
1973, as a result of corporate re-organisation, it changed its name to Tozer Standard & Chartered Ltd - (joint mer: chasi t banking venture between Tozer Kemsley Millbourn & the Stan- 
dard Chartered Banking Group). In January 1977, Standar. A 
Chartered Bank Ltd successfully acquired the 49% equity hold- 70 ing of its joint partner and then recharged the bank's name to Standard Chartered Merchant Bank. Affiliation with this 
major overseas banking group had allowed SCMB to fully ex- 
ploit the Group's 1,500 offices worldwide. Over the last 
decade, the bank had actively expanded in o "on- K&ng . 5 : alaysia and Singapore as well as ATriýa in the development 
of project fing-4 ce and o. o internatl c± al merchant 
activities. 
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29) SCHRODER VIAGC tJ. H. 

Like Kleinworts, Hill Samuels and Rothschilds, Schro- 
del. Y, a g, an ARC member is another lei di i : interna U ional 
UK merchant bank. Founded in 1804 as J. Henry Schroder, it 
changed its name to Schroder successors Ltd in 1956. Two 
years later, the bank was acquired by J. Henry Schroder & 
Co. Iýtd. and in 1957, ownership passed into the control of 
the current holding company, Schroders Ltd. The present bank 
came into being in 1962 through the amalgamation of J. 
Henry Schroder & Co. Ltd and Helbert Wagg & Co Ltd. As an 
international and consultant merchant bank, J. Henry Schro- 
der Wagg & Co. Ltd operates through 6 main operational 
divisions, viz, the banking division, the investment divi- 
sion, the company. finance division (corporate finance), 
project division, reserve asset management group and the 
business analysis/strategy group. 

30) S. G. WARBURG & CO LTD 

Or-i ginally -founded by Sir 
_S 

i pnund G. Warburg in 
1934 and operating under the former name of New Trading Co 
Ltd, in terms of historical development, S. G. Warburg (name 
derived in 1934) is comparatively young compared to most of 
the traditional houses. Nevertheless, over the past six de- 
cades it has developed an international reputation, chiefly 
enhanced by its French and American affiliations. On the 
French side, Warburg is linked with th the owor. ful Part b%as 
Group through' a new company, Paribas-Warburg S. A. in which 
Warburg- has a 0% stake. In. exchange, Paribas owns 25% of 
the equity of S. G. Warburg & Co.. Ltd. In America, Warburgs 
allies itself with an established American investment bank- 
ing house, A. G. Becker & Co. Inc. It operates its merchant 
banking business through Becker Warburg Paribas Group Inc. 
These two associated investment banking and securities firms 
in America have Progressed well especially in the develop-, 
ment of WPB' s corporate finance business. Warburg' s business 
is currently affected by two major changes in 1981, firstly, 
the natianalisation of French banks by the Mitterand Govern- 
ment and secondly, the divestiture of its metal and refining 
subsidiary, Brandeis Goldschimdt. & Co Ltd. As part of its 
international diversification, it has teamed up with Aetna 
Life & Casualty Company which is one of the largest non- 
mutual insurance companies in the US to provide investment. 
management for" Aetna which has assets of S36 billion and 
manages a pension fund portfolio of over S3 billion. Mer- 
cury Securities operates as a holding company (it has exist- 
ed since 1953 when Warburgs acquired Central Wagon and con- 
verted it to Mercury Securities). 

C0 
ýa p -1 e 

-1 1 
from: 

3 Annual Dop-"{ Q. ; -ý ecia1 Brochures ii itvvi 

(merchant banks) 
b) inýnciy 1c) 

YInvestorýi, 
uc, `-_ wn -- a d) the Ba r. k n ., l1 o 7981 a 
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PART II: TRANSCRIPTS OF INTERVIEWS 

(MERCHANT Bt NKERS AND STOCKBROKERS). 

4 



- '{ ?- 

v . NICOI, L 

11A1 AGER 
BARING BROTHERS 

TRANSCRIPT 

Q1: Is a pre-bid stake critical to the outcome of a contest- 
ed takeover situation? 

A: Well, every circumstance is different and the reason 
that it is different is that you perceive at the start 
whether the takeover is going to be hostile or unfriend- 
ly. There are many instances where a takeover won't. hap-- 
pen if the target company is not in. agreement and in 
those circumstances there is no point in building up a 
stake for your client as it is expensive and a waste of 
money. If on the other hand, your intentions are agres- 
sive, it may be that you would take a stake. But of 
course, if you develop a small stake that doesn't neces- 
sarily help and you are going to have the effect of put- 
ting up the price against you. It depends. Sometimes, 
it is a very thin market and in order to get a decent 
stake you have to disclose it at 5% anyway. So, even 
to get 5% in some companies they may put up the market 
price against you which means you have to pay more in, 
the end perhaps. In this business, you have to realise 
that each circumstance is examined on its merits and 
we try to make a strategy which seems right for that 
case. 

What about the structure of the share holding? 

As It can do especially in small companies where you have 
large or family holdings, you know there are a lot of 
institutions. The bigger the company, the wider the 
shares, the more the number of institutions there are. 
It is usually easier to build a bigger stake where there 
are a number of bigger institutions because there is 
a much bigger market under those circumstances. 

Q1 What are the main parameters-that you normally explore 
with your clients regarding acquisition planning? 

A: That is'a very difficult question because you know it 
depends on the circumstances. if it is a client we know 
very well, there may be a lot of discussions before we 
get to the stage of deciding whether the acquisition 
is right or whether the particular acqu i ý: z on _JS 
right. In some cases, we are asked to look for companies 
but in other circumstances the client actually say, "We 
want to burr company X and how should I go about it? " 
You know, some ema ias arc :s ry er at ý... cýt_ o.. w, 

_ope., , ý; pLicnced au Uhis 
arid therefore, it is very much mor, e g question and we Lmno, v . 

heir: very well and. therefore, ti .e discuss 
oJn is 

not exactly a start and therefore, i- is almost continu- ing and there are other circumstances when the client 
comes in and say, "I want to buy a company. Can you 
help me? " It is obviously very difficult to -do that 
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unless you can narrow the saof companies he ., rants 
to buy and it is very difficult -f somebody wants to 
do a takeover but he doesn't know what he wants to buy. 

Q: Having assumed you have agreed to a mandate for takeover, 
how do you go about structuring the takeover assignment? 

A: Well, one would obviously look-at the circumstances of 
that particular company; -where situated, what was known 
about it? Is it a public or private company? How many 
shareholders are there? You try to look at the share 
register and you try to find out as much information 
as possible about the company. You do a lot of work and 
then you evolve the strategy. 

Q: How do you react to a hostile offer? 

A: Again, it depends to'some extent whether you have had 
a lot of discussion about that possibility before, 
whether it is a new client or long standing client or 
Whether the bid is expected or unexpected; Then basical- 
ly, you look at your client; its position, why is it 
attractive? The price being paid. What defences you 
have got? You have got a profits forecast you can make 
in n-a coming year which will make the company more attrac- 
tive but obviously you can't put out a forecast which 
is not realistic. One has to look at the company and 
assess whether the shareholders knew about the follo. %- 
i -that L' 1LtL`L, " ng year sp Iah Lyon li capi tula lre qui lie so easily c 1 
You have to look at the Properties of the company and 
other assets to see whether they are properly valued. 
You have to look at the shareholders to try to convince 
them that the company might be better if they stay inde- 
pendent. You have to examine whether in your view the 
attempted takeover makes sense or indeed perhaps it is 
a good thing. The view pf the management can possibly 
be very important because one does not only advise the 
directors but one tries-to look at their position, their 
arguments, and again, we have to make up our minds 
whether the offer is a fair one or you are going to re- 
fuse it and then you are going to try and get more money 
because the idea is a good one or you are going to fight 
off completely. If it is more money, then it-is a dif- 
ferent strategy and is it is independence, you may have 

. to see what defences you have got including public re- 
lations; shareholders relations, future management... 

Q: How would you then describe defensive strategies? 

A: I mean, obviously, there are the basics. What the share- 
holders look for in the company. They look for the money 
th3y pu . in so that is prof) vý : u'Zd üv.. -i-r. and P_ 

1 ýý. ; _a ýý aýý I dam Lnds 
all Those are looked at. Yes, you ärp if you like, fight- 
irg a battle. if y are doin an aggressive ta; toz er. 
or a defended one, you have to use what weapon seems 
appropriate Co that case. There are obviously, a number 
of common denominators for otherwise it wouldn't be 
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possible to bo a export in the field. and, of oourr e, 

we are very constrained by the Takeover Code, the take- 
over rules about; 'This thing should be fought and how it 
can be done and so indeed, when you do things, how you 
can do them. things like profits forecast, assets re- 
valuation they are really constrained by the Code, So, 
frankly speaking, you are right. You can't say that there 
is a finite set of possibilities, you have to see what 
other possibilities can be devised. 

Q: Do you indulge in forward_plan ning regarding how best 
to defend those clients of yours who are vulnerable to 
takeover? 

As Absolutely! Like all these things. If a client comes 
to you and he already has an offer there is. really 
nothing else you can do, it may be too late, you know. 
Basically, the only real long term plan, unless you have 
got a big shareholder is to make your company so attrac- 
tive to its existing shareholders that the price some- 
body else has to pay isn't worth it. If we have a client 
who comes to us regularly with whom we talk about gene- 
ral problems because hopefully, in this business you 
have a relationship which is-quite close and doesn't 
necessarily depend on a particular job that you are-do- 
ing for them, you know we di. scuss with them things they 
might be doing to make themselves less vulnerable. 

Q How do v ou defend a company with poor figures? 

As Well, figures are not the only thing, of course. It 
depends. The company may have very substantial assets 
and the price being paid was considerably. below assets 
or indeed, the poor figures were temporary. Basically, 
you can try and defend somebody like that but it is 
not going to be easy and One of the defences is to try 
and persuade your shareholders that the figures are 
temporary and there is in practice a stra"eegy that has 
been entered into which will rescue those figures be- 
cause in fact a good time to buy a company is when it 
is doing at the bottom of the cycle and many takeover 
attempts are made at that stage and, of course, it is 
the time when the chairman gets the least money for 
thbir company. So, it isn't always the best time to 
sell but it is difficult to persuade the shareholders 
that the cycle is going to turn up. 

Q: Is timing important to the bidder? 

A: Well, it depends to some extent whether if he is using 
paper or whether he is using cash. If he is using shares 
it is. very important, that his share price remains sere 
because if it becomes weak the value, of the currency he is offer. ing becomes less 

. and timings very impor v ; _I an 
on his side as well but the timing on his side may not 
alwaz, s be possible to determine, I mean ci rcumst -, c ý,. s 
will dictate that he makes an offer now or not at all. The biddee has no option of timing- at all. Ideally, 
of course, you want to make an offer when the circums ; an- 
ces are right and I think in a nu Baer of oases where 
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there are a lot of 
bably want to make 
Lo make, here they 

ta_keozi ers that a company will ro 

but there may be one or wo he wants 
may be planning for a long time. 

Q: What about accessing major shareholders? 

AI It is something . which you can 't say, you would do nor- 
mally or you won't normally because it comes under a. 
number of constraints because under the Code, you can't 
go to a lot of people without making an announcement. 
The difficulty you get is, when you are contemplating 
an offer and you want to get as far down the road as 
you can without making an announcement especially if 
it is an aggressive one because you must be-prepared 
to organise before you make an announcement. To approach 
a lot of people means a lot of shareholders, obviously, 
it would probably leak out. and they may have no parti- 
cular reason not to talk about it although not the same 
reason as the bidder does. If there are only one or two 
major shareholders,. maybe there is no. poin_t in making 
an offer without them. So again, it depends on circum- 
stances. You can't approach a lot of shareholders under 
the Code but obviously, if you have one or two important 
shareholders with 30% or 40% for instance, perhaps, you 
might as well talk tQ them first. But if they won't-sell, 
there is no point in making a bid. So here, it is more 
of a negotiation with the major shareholders. 

Q: What about driving up the market price as a defcnsivo 
tactic? 

A: Well, one of the things you want to do is to make your 
companies as expensive as possible. There are two things 
- points in defence; one is to get as much as possible 
for your shareholders, that clearly, it is to get the 
best value for them. On the other hand, you say, drive 
the price up in a normal bid situation, 'the-bidder can 
buy shares in the biddee but the biddee can't buy his 
own shares and if we know that a bidder is about to 
make a bid, we can't advise anybody else to buy them 
because of the 1980 Companies Act relating to insider 
dealing. So, if I know that somebody is about to make 
an offer, I can 't tell anybody to buy the shares. So, 
it is not that easy to drive up the price. 

A: What bearing does shareholding structure exercise on 
your strategy? 

Q: In defence, it is easier to defend if there are more 
individual shareholders because they are more loyal to 
the board. On the other hard, institutional shareholders 
are much less loyal and more likely to taue Nr ofi ;; s. 

Q: Which particular time of the year ar .. you reluctant to -cr incorporate a profits ' forecast? - 

A: 114ell, immediate -, %, T after the first three or amour months 
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of the year. One of the things about prof i"ts forecast 
is that you have to produce the "thing to very high sten- 
dard, you know it has got to be pretty accurate. The 
longer the period of the year you are actually renne - r-- 
ing, the more difficult that is because clearly so much 
can happen. You know, it is not possible to be entirely 
accurate. So, the longer the period before the end of 
the current year, the more difficult to make a fore- 
cast. In fact, if their accounts have just come out 
(after all, accounts are not usually published about 
three. or four months after the previous year) one 
wouldn't necessarily feel the necessity to make a de- 
tailed forecast but that depends on what you feel the 
next year has got of course. -You know, the general 
strategy is that you can't say you wouldn't do it but 
basically, one would loathe to do a forecast at an 
early part of the new year. 

Q: Are there industries which constrained you from making 
a forecast? 

A: Let us face it, at the moment in the recession it must 
be very difficult for a lot of industries to make a 
forecast. They simply don't know what the level of their 
trade may be for the rest of the year and that makes 
it very"difficult. I think forecast is something one 
tries to avoid unless one has to. - 

Of is it fair to say that you pace your forecast as aLn iY_-- 

tegral part of your defensive str a: egy? U 

A: Obviously, I don't want to get involved in how one goes 
about it but in any kind of battle or war, you need to 
have some powder, some reserves and basically, in a 
takeover situation you try to say as little as possible 
but at the same time try and persuade your shareholders 
to support you. It is not a question of saying as little 
as possible but you don't want to give th¬m every thing 
ön the first day and be left with nothing to come out 
with later, So, it is a very important part of the 
strategy how you time what particular circular. 

Q: How crucial is the press in times of mergers and take- 
overs? 

A: I would say very important. Certainly, institutional 
investors are influenced by what they read in the in- 
fluential press especially in the "Lex Column" in 
"Financial Times" than what you see in the small papers. 
I think public relations which Include the press is 
very important and we certainly make an effort to make 
sure the press understand w at is happening and we are 
always ready to talk to the p es5, ` , 
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Q Does a low accept.: ices lo-ve_ doter you from going your 
aggressive bid? 

A: I think you need to decide whether it is going to suc- 
ceed at that particular level or whether you have to 
increase your offer and under those circumstances, of 
course, you already are public and you can probably 
go* and talk to some of the big shareholders and you can 
increase it accordingly to that level but if you do not 
have any acceptances then you can't go on ultimately. 

Q: What changes would you like to see associated with pro- 
fit forecasts? 

A: The danger is we are asked to report on it. Certainly, 
the wider the assumptions the more difficult it would 
make, but basically, to some extent, we have some con- 
trol over that because we report on that and we can 
legiimately if we are not convinced that the assumptions 
are reason-able then, we are not going.. to make our report. 
So we do have some control over them: i think that 
changes that one, would make I don't really wait to com- 
ment on that or make a. particular suggestion because if 
one wants to see changes,. they have already been done 
and we have some control to make sure that it happens. 

Q: How do you go about breaching a tightly held company? 
A: 

That 
is a very good question and i (t 

iS a quo: s li oii I 

would -LikeI to ask myself. You. may feel that in practice; 
there are members of that family who like 'U *o sell Miene- 
as-around the table they may say, they won't sell but 
when they have time to digest the offer or if the bid 
becomes public and the press say, "What a good offer" 
and you may feel that this would weaken the resolve of 
some members or, you can create dissension within the 
family to get the majority on your side, you know, you 
do take those considerations into account. 

Q: Following the logic of your arguments, what level then 
is critical to the outcome of a contested bid in decid- 
ing where the bidder actually gains control? 

A: The critical thing is to have in your hand the control 
or the ability to control votes in your hands at a gene- 
ral meeting which have a majority and that is 50 % plus 1 share and that includes shares you own yourself, you buy during the id situation, acceptances that you re- 
ceived and anybody who is acting in concert with you. So, when somebody has 50% they can control the conmany 
and it may be worse to be a minority in a company really 
controlled by somebody else t; i=i; 11 t:,,. accept that bid on the assumption that you cannot gelt; -,!, '. bet better deal. For 
the g0, ß. acceptances level, it is 90ýa :o7: the shares that 
he is makjn the offer and it is not`90 of the s? i 

J 
capital. lt` is 90% of the share 

ffe 
s for which he is c-ý'r- Ing. So, if he already owns 25; Z, it is 90; % of the 75; x; 
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' h, 't: ihl äc because i-Jy ýu get- 0,00%, you can ,y the 

balance compulsorily and it doesn't include shares you 
purchase in the market either. So, it is only shares 
that you acquired with the offer and there are a number 
of instances when you take control with 50, but when 
you can't get 90j. in which case you might accept a 
lower percentage. 

Q: How closely you work with the Takeover Panel and what 
do you think of self-regulation? 

A: Very closely and I speak to them regularly on the phone. 
The real advantage of self-regulation, of course, is 
it enables-the regulations to be adapted in accordance 
with changing circumstances, for instance, we go and 
discuss with the Panel and put forward our point of view 
and the other side is advised to do the same, then the 
executive of the Panel makes a ruling which both sides 
can accept if they wish. If they don't accept it, they 
appeal to the to the full Panel who makes a hearing and 
. 
decides. If 

, 
it was legal, it would mean. that every time 

you have a point of difference you go to court and and 
you have to involve legal counsels arguing about legal 
minutae. In self-r gulation; the whole of this area is 
conducted swiftly to the advantage of everybody. 

Q: What parameters guide your corporate fees? 

A: Size, responsibility, time, exposure. 

... Z. 
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IviICHiy!, L. CODE. 

HEAD, CORPORATE FINANCE 
SOCIETE GENERALE 

TRANSCRIPT 

Q: Could you tell us something about your merchant banking 
set up? 

A: I should tell you that firstly , we have two banks, namely 
a commercial banking operation and the. merchant banking 
operation. We have six people and we work on two main 
areas, firstly in acquisition and secondly in capital 
market. We advise British groups on acquisitions in 
France and vice versa. Now, we (the merchant banking 
operation) were established in 1972 when the EEC became 
a reality and the Head Office in Paris decided that 
French companies would be expanding very fast into the 
U. K. and they want us to work here in London and that 
pröve to be toc optimistic. ü Je, French are very reticent 
on acquisition and also reticent on Britain and secondly, 
as a nation we don't like acquisitions. So, we, rench 
have a very different approach to company takeovers---. 
a non-financial approach whereas the British have a. much 
more financial approach. So, having found out that. the 
French were not very keen on acquisitions; we then work 
in the opposite direction. We advise British companies on 
French acgiisitions and the bulk of our business is on 
that. It is only recently that the French are becoming 
more interested in acquisitions here. They are very export- 
minded and they must have some sort of presence in England 
before they make some acquisitions here. - 

Q: Do your subordinates work in teams or individually; in 
takeover-transactions? 

A: We tend to work very much as individuals and I supervise 
the whole department. The individuals do intermingle and 
exchange ideas but they don't actually swap portfolio. 
One thing we do is to have regular meetings and discuss 
all the operations going on at that particular time. 
During the meeting, they would state what the prospects 
are, what the problems are, and obviously other people 
contribute their ideas. So, everyone is aware what the 
other is doing. Also, to a limited extent, say if olle of 
rely colleagues is working on a French company who wants 
to sell, and another, working on a British company in 
that sector, then obviously, they will work to ether. 

Q: Do you find it easy to compete with tl`: e British mc-rclýý. rt banking community here in Tondon in MS busines, ? 

A: As a French bank here in Lonnnr, (: we ha', e "neen he .rJ 
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least 100 years iwe don't have a captive clientele like 
the British merchant banks with their own clientele list 

and they guard it very jealously so much so that some- 
times you have instances in ill 11 he same merchant 
will find itself as the merchant banker advising the bid 
and also the banker to the company receiving the bid! So, 
we don't have captive clientele. That to a certain extent 
is a good thing because British merchant banks find it 
difficult to talk to new people whereas we can talk to 
anyone in the'country and none of them has the merchant 
bank in France doing the work we do. We are the only 
French bank with the biggest number of staff committed 
actively to corporate finance activities here in the U. K. 

Q: How do you approach an acquisition? 

A: Say, if a French company is interested in buying a British 
aerosol company. Now, we are not specialists in that area 
but nevertheless, we have contacts and we will talk to 
people who are in this particular business and then col- 
lect all the available data. We then start with a princi--" 
ple that we prefer to buy a company within a group rather 
than a family business because there are far fewer emo-, 
tional ties involved, and more important still, a sübsidi- 
ary company is more professionalI3run as it has got proper 
accountants and it is run by professional managers. So, 
if we decide that a particular group has a subsidiary 
which is the right size and what we wanted; use then ap- 
proach its +chairman and say that we have got a. client 
who wants to buy a company in that particular sector. We 
usually get a reply and then an invitation for discussion. 

Q: What about acquisition criteria? 

A: As I have said earlier, the 
vis-a-vis the British who ar 
ing at the balance sheet. Th 
in looking at what the marke 
are distributed and they are 
ness is not very profitable. 

French are not. acquisilLn minded 
e much more interested in look- 
e French are more interested 
t is like, how the products 

not too worried if the busi- 

Q: How do you package the financial terms? 

A: British companies buying French companies always do it 
for cash as they are suspicious of French equity. As to 
how the cash is produced, they can either borrow in a 
third country, for example, in the U. S. A.. or Germany and 
they can cover exchange risk by borV,, wing in i; uro-iiancs. 
Oh the other hand, it is much easier '. 'for a French company 
buying a British company because the, Stock Fxcha: ' ge ri 
well . organised and statistics are available on any rector . So, you can see what sort of yield is quoted, the P/E 
multiple and you can also see what sort of disco unt of 
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premium over assets. We then look at the re]a;. a ̀ ive strer.,.. ths :.,... 
of both companies. What we try to do is always to gei.: 'die 
vendors to state the price. When they have indicated a 
price to us we always ask for half and then it always ends 
up somewhere in between. There is a lot of horse trading 
going on. 

Q: Do you assist your client with a loan facilitation in 
completing the acquisition deal? 

A: We always assist in the acquisition financing. If a com- 
pany whose financial situation is extremely poor, vie 
would normally try to insist that on the acquisition side 
that we at least be allowed to help in the financing. We 
are not interested in equity participation. Sometimes, 
we do it on a very limited basis but with a guaranteed 
exit. The company or its shareholders may buy back from 
us after six years our stake in the investment and even 
with that, we work on a non-profit making basis to avoid 
C. G. T. So, what we do is that we pay k for your share 
and when you buy it back from us you will pay the'cost 
of our financing, the cost of acquisition plus margin. 

Q.: Do you time your takeover? 

A ideally, tr}e best time to make an offer is when the 
results have just been published. 

Q: What advantages and dysfunctions do you perceive as part 
of a larger banking group? 

A: The advantages of being part of a big financial group... 
well, Sir Charles Ball was a big star at Barclays Merchant 
Bank and he left because he had a big row with the parent 
company. Our problems tend to arise on the question of 
lending as we run side by side with our commercial bank- 
ing operation here in London. We use their contacts and 
vice versa and inevitably, we get clashes and differences 
of' opinions on lending policies and as a subsidiary mer- 
chant bank, we are very much controlled by the parent 
company. On the corporate finance side, they tend to 
leave us very much alone, first of all because we are 
specialists. You don't try to tell Sir Charles Ball how 
to run his business! 

Q:.,. hat gives you the distinction as arncia advisers v-- 
a-vi s British merchant banks as advisers oporai in_; J- 
4- nei. r own ' quire Mile '? 

n: Because of the following factors, we have the , nuscJ_e 'co 
execute big transactions as we have a prestigious name. 

e are he third name in Prance and sixth or- seven t'rz 
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demonstrate our specialty in this field. Although British 
merchant banks are very good on domestic acquisition "ousi- 
ness when it comes to overseas business, they can't cover 
everything, whereas we are doing this everyday. In this 
department, we have British E-nd. French staff and we have 
a tax expert, a foreign exchange expert and so on. 

'=%, 
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VICE-PRESIDENT 
GOLDMAN SACHS 

TRANSCRIPT 

Qs How is your corporate finance department organised here 
in Europe and in America? - 

A; Well, in America and here we are organised very much 
along the same line.. The corporate finance... let's 
put it in context and call it the investment banking 
department which cönsists of two divisions, the corpo- 
rate finance division and the investment banking ser- 
vices division. The investment banking division is the 
marketing arm of our corporate finance activity. Again, 
I belong typically to the Investment Banking Service 
Division, IBS for short. My function is to talk to 
clients and potential -clients and we have to make sure 
that our clients know what we have to offer and we have 
to know what they want. Whenever the lBS is given a man- 
date to execute any corporate finance transaction, it 
could be financing, it could be an acquisition, then we 
go to the second department of the izriestment banking 
which is corporate finance which is really an execution 
arm and we have specialists in. all areas so that we can 
bring these people into the transaction and the IBS 
person will remain overall co-ordinator and will be 
responsible solely to the client so that he can use the 
backup of people who have spent all their time on this 
particular kind of transaction. * So, typically, if I am 
calling ' on French. company , XYZ, and in the course of 
that relationship they say, "Well, we want to acquire a 
company in the U. S. ", and I'll be talking with them 
how to do it,. what sort of mandate, we expect and when 
we have that sort of mandate, I will form a group in-- 
eluding specialists in our Merger/Acquisition Department 
here in Europe to work with me on a specific transaction 
and so really solicitation is IBS and execution is cor- 
porate finance. 

Qs Do you rely on teamwork to see through your transaction? 

As It really depends. I hate to give you a glib answer as 
sometimes it is three, sometimes it_is much larger, 
sometimes it is one person and eYen,, a merger transac- 
tion we can... certainly there will be the IBS person or 
the accounts officer as it is called in commercial bank- 
ing that's one, there will be one or two merger special- 
ists butthera they are inter-changeable for if one is 
not available, I can always get the other, At times, we 
might bring other talents to bear on the transaction 
like our arbi Vage special=Ls i,, or, 1 it is a public 
tender offer in the U. S., somebody f om the bank- 
, depart-ment, somebody who t` oically : Arork with the SEC or some- 
one from our research depa_ tment at some stage in the 
transaction. So, it depends on where we stand in the 
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most banks don't like companies who don't know their 
objectives. So, if a company comesto us-and say "Vle 
want to make a 3lOOm acquisition in widgets control 
in the U. S., first we want to know how much it fits 
with their own global strategy. We want to know how 
much commitment there is from their senior management 
to actually commit the amount of money to the U. S. in 
that field. We don't think that once we are satisfied 
with the commitment then we should go out and hunt 
for a td 

*"pt control company. They should really tell 
us which one out of five companies best meet their re- 
quirements. They should know their market. We usually 
advise them to take consultants who can do a better 
job than we can in the first stage i. e. identify your 
targets. We dOn't think that bankers are very goodd, at 
that. You know, we can produce a list. We have got every- 
thing on computer. If you tell me that I-want to know 
every company that produces that widgets, in five 
minutes I can give you all these companies but so what? 
That is a list. How can you go from there. How do you 
tell these people that they have a good product, that 
their market share is good, that their suppliers are 
happy with them, that they have got the kind of dis ; ri- 
bution that they are seeking? We cannot really provide 
a quality judgement other than a financial quality 
judgement so we shy away from taking on an assigment 
where the client expects us to identify the target. 1.1o 
believe that the client has an internal capability, a 
better cat, ability than us and if he doesn't have that, 
strong capability then we would recommend one of seve- 
ral consultants in the U. S. who can do that job. We 
will work with them stayed involved even in the initial 
stage but what we are saying is that they should pursue 
a jump seat first before assuming a. drier seat. 

Q How do you then go about devising your acquisition 
strategy given the mandate to do so? 

A: Okay. If I couldn't answer that question I mean, it 
would be easy to be in the Vierger &-Acquisition busi- 
ness. You know, we are going to look at each case at 
its own grounds but let us assume getting back to my 
example. Say, you are the client and you told me that 
you want to buy a widget control company. I understand 
what your business is, I understand what you want, we 
discuss management questions, do you need management 
in the U. S. ? Do yoiD have spare management? How rauch do 
you want to pay: You prefer minority or majority inte- 
rest? I feel, at this stage what you really want is 
when you have identifi&t the targets you have done 
your homework, and you are satisfied that these com: pari ca 
really fit your bill, not only y ojkr size but they "- 
the reputation in the market. the i; 

ght 
kind of t>ro- 

ducts, now we are talking how to get them loose 
Because these companies might not be for sale. How 

. re 
we going to get them loose? Well, we probably knovr all 
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hard and fast rule about how many people. 

Q: What is the head of your corporate finance division? 

A: Well, Goldman Sachs is a partnership and we don't like 
titles very much but the head of corporate finance, 
there are two heads who nlnk. pari rassu, and one is.. . 
and both are. partners who are on the executive commit- 
tee of the firm. The executive firm has nine partners 
and two of them are. on the executive committee. The 
background of one is very much corporate finance of 
investment banking and the background of the other is 
the service side of investment banking so that you 
have marketing versus execution, that's the way it 
works. We have two chairmen and both of them are on the 
executive committee. 

Q: Is your clientele traffic mainly American firms seeking 
acquisitions here in Europe or is there a balanced re-- 

. verse flow? 

A; Let's say 90f of our business are occasionally European 
companies who Will come to us and give us a mandate to 
sell the company in which case we approach both European 
and U. S. buyers . When I say European, I mean interna-- 
tional as we will approach foreign companies too. You 
know, if you want a proper job for selling companies 
you have got to have access not only to the U. S. buyers, 
but also, "to the Japanese buyers, the German Bayers, 
the Hong Kong buyers, the whole lot. 

Qs What is the typical background of your corporate finance/ 
investment divisions personnel? 

A: Mostly, the people who join Goldman Sachs, I am not 
suggesting that Goldman Sachs is typical in this res- 
pect. It is just the aspect we would like to run our 
own business. Most people who join these two divisions 
are MBAs and they are fresh out of school. We like to 
form them ourselves. You know you have them before 
they form bad habits somewhere else. 

Q: Are you in favour of being given a blind mandate in un- 
dertaking a acquisition assigment or would you rather 
favour your client to do the homework? 

A: Again, it all depends. What we don't like is people 
who Come to us and say, "We would like to make an acqui- 
sition, so go ahead and make an acquisition for us". 
i think we should separate your question into two.. One, 
we don't like to be given a blind mandate like some of 
vise European com-44n i es who say, "r Yd; i, go and make an 
acquisition, do ne negotiation for' U. s as we don' :: ter to appear'. The second aspect to your question is tha! 
we want our clients to know; ihat :e are able to 
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yearin the U. S. whichever company that earn more than 
a million dollars after taxes. We are going to know 
the shareholders; is -there a trust department? Is there 
a widow? Is there an estate? Is there a family who con- 
trols XO or a number of institutions? We will know all 
about these. We will know some of the top directors of 
the board so we are going to find how to get these com- 
panies interested. Is it by talking to management? Is 
it-by talking to one or several of the shareholders? 
So, we are devising the strategy as there is no unique 
strategy. I'think what we can bring . to bear is a know- 
ledge of that particular company, it, - shareholders mix, 
have they tried to file a secondary. Offering of equity 
in the market in the-last two years and the market 
didn't accept it. So, we know somewhere there is a 
seller stock and he couldn't get his liquidity. So, we 
are going to do now our homework - as we are going to 
ascertain what makes the company tick. We may devise 
an approach in which we talk to the officer of the 

. trust department of the bank that owns a very large 
block of stocks that company on behalf of some estates 
or we may go and talk to the CEO and we have to devise 
that strategy but it is not going to be rigid. it is 
going to be each time different, possibly different 
to get that company interested in talking to us because 
that company may not be for sale at all and you have 
to find the little something to get them interested in 
talking to us. 

Q: Which shareholding structure 
_ 

facilitates your acquisi-_ 
'tion process? 

A: Well, we like to... again, I should say that Goldman 
Sachs has a policy not to do unfriendly takeovers and 
we don't usually get associated with unfriendly trans- 
actions. In summary, most of our clients in the U. S. 
are medium to large companies and we have. 
clientele in the 100 to 750 largest corporations. These 
are target companies for unfriendly takeovers so if we 
side with the rapists we would lose a lot of our vir- 
gins! -So, first, it wouldn't be perceived very well 
with what is the nucleus of our industrial clientele 
in the J. S. Then, we learn by experience that it was 
very profitable to be on the other side of an unfriendly 
takeover i. e. to defend the raidees is just as good business as that is just to defend the raiders. So, we learn the business and we develop a niche for ourselvea becoming the firm that was most known for defending 
people which are attacked. Now, for this reason, we 
prefer to look at companies with a controlled block 
because that bloc: is the key to the sale of the com- 
pany. If you talk to someone with yr, of the equity, 
whether a founding entrepreneur, an. ", bstate or t6 ati t u- tions, get that 30%) to talk to you then you are in good 
shape for the remaining 70%. So, we prefer that as a 
rule because if we don't have that, all we can do is to 
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talk to the management and if management wants to stay 
independent, the only alternative is to go unfriendly 
and we don't want to do that. Te may do a'teddy bear 
huj, you know, tell ý- anagement, you know, it is pretty 
difficult. We. are talking about real values for the 
shareholders of the company and you do not want to do 
anything not to your liking but we will put pressure 
on them that they had better talk to us. 

Qi What about the art of negotiation? 

A: People, totally people, absolutely; solely people. When 
you buy a company, you are not buying intangibles. I am 
sure you häve" heard from all the people you have inter- 
viewed saying that merger is really'90% about people. 
You know the structure, the price, all these are impor- 
tant transactions; but why are you going to put a cer- 
tain value and why are you going to structure a deal 
is to please people, to make people wanting to deal with 
you. It is solely knowing how to handle situations deal- 
ing with people that makes you a good negotiator or not. 
There is no hig secret. Surely, we want to be sma-rt, to 
be good at making DOF, good at dealing with the tax as- 
pects, s: ccoun ring aspects, management aspects. How are 
you going to provide incentives? Who for? People to--work 
with you? I mean, you have to structure the transaction 
very carefully but in a sense you can do all these but 
let's say, the client is not behaving himself as you 
would wish, or, taking care of the people as he should, 
or, he is not putting his own senior people in the pic- 
ture by not showing his own commitment and you may have 
done all the right thing on paper, but you don't have 
a deal because 

. 
the chemistry is not there yet or your 

client has failed to create the cbemistry: So, it is 
terribly important that when you engineer -these trans- 
actions, always find the right balance of. exposure be- 
tween the parties. We will program our client; we will 
tell hirn what to say, we will tell him what strategy 
he should have in mind to conduct the meeting and part 
of our strategy may be telling him that we don't want 
to be there. It is a very personal type of business. 
Sometimes, in the office i1 is not very well understood. 
You don't go and buy a company the way you buy a piece 
of machinery. 

Q: How do you go about devising the terms of offer? 

A: Well, that is a comhinatalon of many considerations. 
You have the tax aspects, I am talking primarily of 
the U. S. and I am sure it is true in many other coun- 
tries. We look at what kind of CGT, what kind of 
tax that have to be supported by both parties of the 
transac :, ion. We will look at the ac punting factors; 
should it be a pooling of interests r; Purchase tra: nsac- 
tion? Should you buy assets or stockfs? Are you going 
to step up the basis of your assets which appreciate 
afterwards? . -: seat access to the sources of capita. do 
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actions? What kind of currency risks does the buyer want"; 
to take? So again, here you would want to look at a nvin- 
ber of things, tax accounting and financing. 

Q: What are the main defensive strategies that you opt for? 

A: I mean, let's face it when a company is raided usually 
its objective-is to stay -independent. So what do we 
achieve is defending them? We try and get a better price 
for their shareholders, better value for their share- 
holders and we try to find a more suitable partner for 
management. If management or the company considered that 
it is raided, - f here are basically two objections; one 
that it is not fair value for this company and two, we 
do not like you people who are trying to swallow us. 
What can we do really except that up the price and it 
is usually up the price with someone else. Now, every- 
thing else is delaying tactics. You try and buy time. 
It takes time to find a white knight to come in and pay 
a higher price and if you look at the statistics of . raids, you will find that few companies remain indepen- 
dent once a raid has been launched, very few, but seve- 
ral get swallowed by the initial bidder at a higher 
price and quite a lot to another company than the initial 
bidder at a higher price than the initial bidder and 
quite a few get swallowed by the initial bidder at a 
higher price than the original. bid. I don't have the 
exact figures but we have ran a study for this, but ý: ýy 

hunch would be that your 10, x. remain independent, 140ro- 
50% get sold to someone else and 50% goes to the initial 
bidder but at a higher price. There are a number of pre- 
emptive things-you can do. I remember... you know these 
things are evolving very quickly, because you find the 
tactics and the opposition find the-counter-tactics and 
you have to devise new tactics plus legislation is 
changing all the time. Most companies in the U. S. feel 
that they have a vulnerability in some sort of way be- 
cause of the structure of their shareholding or their 

-shareholders, or they are cash rich, or their stock is 
under-valued, you know. So, they are natural targets. 
Most of these companies will get a team on board, with 
a lawyer and investment banker to really work on the 
problem, -not necessarily taking action, but at least 
review what they are going to do if suddenly they were 
being bid for so that instantaneously, they are on the 
telephone to talk to their lawyers, their investment 
bankers and in the next two hours the whole team is to- 
gether fighting. I mean, all these are prepared. Some- 
times, certain other things are being done to prevent 
this happening. Say, the company may need equity capi- 
tal as o;; posed to doing primary of erinv, they may do 
private placement; in other words, lfý; would come to you, 
a nice, foreign corn any and ask you t; p subscribe 20 70 
of my shares because I need equity co. Dital and. 1 like 
a friendly shareholder and there a lots of things we 
can do together, commercial, industrial sort of things. 
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You become a 20clýv shareholder, si na pi< ce of paper 
which is a "standstill agrewilent" but you are not going 

to buy my company for the next ten years. So, if a raider 
has to acauire that 20j'o, he is not going to put in a bid 
that is going to step up this 20% because a'standstill" 
really works on your way because you can approach the 
20% holder and say, "You are the natural white knight! " 
Or, I will find some. reason to ask for an injunction 
on the basis that there are anti-trust situations, or 
misrepresentations and there is an enormous arsenal and 
as -I said they are getting out of fashion quickly. You 
can't rely on tactics that are valid a year ago. You 
have to invent tactics. You have to look at each situa- 
tion and say, "Where am I going to find the weakness? " 
The same way for the attacker who is going to do a lot 
of takeover planning. 

Qs So, beyond the basic tactical arsenal, one has to look 
at a wider canvas? 

At Yeah, again, I am not familiar with this detail of our 
business but I can bet that in our checklist we have 
35 or 135 items that are possible defences, sort of 
things that vie-keep in mind constantly when we are 
advising people on pre-emptive tactics. We are review- 
ing these sort of things; can we do this? Can we do 
that? Should we do that now? There are certainly basic 
rules but there are an enormous amount of them and that 
doesný t mean that if you stich- strictly to those ; rin. 
ciples, yoJ. will be successful because if we have a 
real case in our hands, the question is what is the key 
öne out of 135? 

Qi How big is your organisation? 

As Gosh, I should be able to answer that question; Goldman 
Sachs has approximately 1,800 people worldwide. Then, 
besides corporate finance, we have a very large group 
in trading, arbitrage (that is, probably about half) 
and roughly in the corporate finance, I would call it 
investment banking there are 300 to 400*professionals. 

Qt How closely do you work with the British merchant banks? 

A: We don't like as much as possible to be involved with 
other people but sometimes it happens Sometimes, it is 
people business urhigh is referred to us, take the U. S., 
through an accounting firm or legal firm. The same thing 
may happen with a British merchant bank. Perhaps, their 
client company A is looking for an acquisition in the 
States and will look to their merchant bank and the 
merchant bank will usually approach. aU. U. S. investment 
bank. They will introduce us as wel , as a few others 
'Co their client and they will like stay in the back- 
-round but they expect to. get a portion of the f er's. We don't object to them getting a portion of the fees 'but 



31 

ri @ would object L- jai :. t .. rte Vi t 1L`ii V1i, il( i Guý 2ý- I get- tf 
sibility. 

What gives you the distinction in the States as one of 
the leading "Merger & Acquisition" investment banl3? 

A: The U. S. is our market. We know the companies. We are 
used to dealing with them. We know all the legal and 
accounting conventions and it is a different market and 
it has its own characteristics. I think we are probably 
better known in the U. S. than the best of British mer- 
chant banks, You know when you go and talk to companies 
and mentioned "Goldman Sachs", they would say. "We know 
them". We have_a track record of completed deals and 
we have people who have spent several years of -their 
lives doing just that and we know the industrial fibre 
of the U. S. inside out. . 

4- 
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MANAGER, BANK OF AMERICA INTERNATIONAL j-jTll. 
(BAIL) LONDON 

TRANSCRIPT 

Q,: Could you tell me something about the background of "BAIL".? 

A: Well, basically American-merchant banks are subsidiaries 
of American banks and they tend to focus on traditional 
merchant banking functions but they are not investment 
banks in the sense of Wall Street investment banks be- 
cause they are prevented from conducting certain busines- 
ses because of U. S. regulatory requirements. The main 
functions of American merchant banks in Europe on the 
international side will be very much the same as done by 
the U. K. accepting houses, -and on corporate takeovers 
our merchant banks focuses on cross frontier transactions. 
We are the centre for international mergers and acquisi- 
tions headquartered here in London. We have offices in 
Tokyo, Paris and we also have a large unit in North Ameri- 
ca based in New York in the present time. Our clientele 
obviously come from banking relationships within our 
group and we are specifically looking to assist our 
clients with merger and acquisition services, market fund 
raising and general banking advice. The main aim is to 
complement the overall spectrum of financial services. 

Q: Do you merely advise British companies on American acqui- 
sitions or is the acquisition. activity a two way traffic 

A: We advise both . sides of the transaction i. e. buyers or 
sellers. The major trend at this moment is for Europeans 
moving into the U. S. A. and that is why we have a substan- 
tial corporate finance unit in America which is identify- 
ing situations suitable for potential European bidders. 

Q: Is your marketing approach to corporate clientele similar 
to that of British merchant banks? 

A: Because of commercial banking, we have very good contacts. 
We have a comprehensive coverage of the corporate sector 
in Europe and England, in particular and in the course of 
of their (commercial banking) business discussions with 
their clients, the merger and acquisition topic would 
come up and we also- have a programme of training cum 
educating merchant banking execu ti. v es to understand what 
t,? e acquisition process is all about so that they are able 
to present that neatly to the corporate clients. We then 
evaluate the various enquiries which come from different 
corporations and then carry on the :.,; _ol i ow , up ac L; on re- 
quired. So 

,a lot of this flow throü li the exisiin_; 
banking network. `! hen, of course, within the group itself, 
we will ma i ntain a number of valuable contacts w_ th 'Lhos e 
corporations who axe known to be acquisition-minded and 
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be up to date with 'their acquisition criteria throug 

frequent contacts. 

Q: Who normally generates the acquisition idea? 

A: It is certainly a mixture of both i. e. the bank and the 
client. 

Q: How do you go about your acquisition search and what 
criteria do you adopt in sizing up potential target com- 
panies? 

A: Obviously, the important criteria will be the main nature 
of the business, what kind of. product, what kind of dis- 
tribution outlet and then generally what we will try to 
do is to spend a lot of time with the client on working 
on exactly what he wants to achieve with his acquisition. 
Is it a question of finding new outlets for his products in his home country? is it a question of spreading the 
corporation" s investments or assets more geographically? 
Is it a question of acquiring new technology? Or, is it 
a question of finding new earning sources? So, there is 
a variety of reasons why the 'company wants to expand.. You may. have the one-product company who wants to expand 
domestically or world wide or you may have the holding or investment type corporation and obviously, their criteri'a 
will be financial by nature and we will give four or five 
i:: ä i1 lii: eät Oi`ý businessec toi the client to choose. 

Q: Having been given the mandate to act for your client, how 
then do you approach the takeover? 

A: Basically, the client would say, "I want to spend U. S. 
SlOm in buying an European company". He then delineates 
the parameters and we will commence with the acquisition 
search. We will go through the screening df the industrial 
sector and identify companies that will fit our client's 
criteria and we will then compile a list based on all the 
information that is available to us. Then, we will approach the senior management of the target company and then say that we are acting for a client. Now, it all depends very 
much onsvha, the target colapany's share pattern is like; 
whether-it is a privately owned company or a publicly listed company. If you have a manager whose owner is the 
family which is not very much interested in the business 
you probably have to decide between those two because the 
manager probably doesn't want to be taken Aver by somebody 
else because he is in a very comfortable position or if 
you go to the fý: mily, they probably for sentimental 
reasons would never dream of selling the business either. The manager, on the other hared, migIt be dying to get a big brother to look after hi??. If they don't seem to be 
very interested we il try to present arguments which will make- busi giess sense to the o her and why his company 
should be associated with our clients. Regardless of what 
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negative response you get, ii you don't have any option 
i. e. they are the only company that fits your criteria, 
then obviously we will spend some time working on it 

pursuing it now and come back six months or a year later. 
What you should do here is to establish some sort of rela- 
tionship but in my experience most clients would agree 
to sell later on. 

Q.: How do you structure your terms of consideration? 

A: For foreign companies acquiring American companies, it is 
advisable to go for cash transactions simply because it 
is very difficult for non-American companies to go for 
equity. Debt instruments are slightly easier on the other 
hand. For American companies buying U. K. companies, it all 
depends on whether they have been here and their paper 
is listed and traded in the market. If it is so, you may 
find that paper is equally acceptable. I think the exchan- 
ge of paper in a cross-frontier transaction would only 

. 
take place with large corporations. 

Q: Do you enter into contested bids? 

A: We, as a matter of policy don't advise on contested bids 
simply because we provide a wide range of services and 
we don't want to be seen as the sharpest thing in the 
market. The other thing is that the overall kind of bank- 

t--Len i 
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t1v12St11. p is too wide-- it e8. d, the chance of WI 

ping into conflict is too great and as I have said before, 
there is enough creative business around. As I see it, 
the way of dealing in this game is by convincing somebody 
and not by forcing somebody to sell their. corporation. 

Q: How is your merchant bank organised for acquisition 
work? 

A: 
we have corporate finance 
and we will also draw and 
people within the bank as 
contribute their commerci 
Normally, in a corporate f 
one or two merchant banki 
we will also use two or t 
officer(s) who perhaps ha 
Sumer durables industry i 
London offices. For insta 
year and'part of the merg 
by one of our investment 
cisco who knew this indes 

I think -it varies from bank to bank. In our merchant bank. 
executives who work in teams 

ise-the expertise of other 
a whole to the extent they can 

il and banking knowledge. 
[nance transaction we will have 
zg offices assigned to it and 
tree or one commercial -banking 
re the experience in say, con- 
1 the U. K. because they are .1 LUr 
ace, we had a transaction last 
ar investigative work was done 
nanagement groups in San Fran- 
bri a? sc c for varv wall and w:, s 

there ore best equipped to do a sp ial study on J. ".. ü'ie 
are the largest international bank ä? c1 as such, we are : veH 
pieced to exploit our international iTet;: rork and talents. 



Q: What kind of relationships do you have with your Large 
pottrolio of clients? 

A: Obviously, tv; e have closer relationshi s with some ccrpora -- 
tions than others because we aim to develop an ongoing 
relationship on the corporate finance side. American 
merchant banks in the U. K. are still relatively young 
and currently most of us are in the process of building 
up a portfolio of corporate clients. The reason why we 
don't want to compete with the British merchant banks 
in their home ground is because they provide good services 
to their own clients-and I don't think there is much 
merit in trying to. duplicate their services. But at the 
same time, we won't say no to a corporate client who ask 
us to advise them in the U. K. The acquisitive U. K. com- 
panies would not only talk to their traditional 
U. K. merchant banking houses when considering acquisition 
because, the more professionals they have working on their 
behalf, the better they can cover the very big market we 
have in the U. S. A. One bank is not going to be able to 
cover the market as well as five. 

Q: How involved are you with British merchant banks in the 
area of acquisitions? 

A: We work very closely with them -- same as with the invest- 
ment banks in the U. S. When we are looking for target 
companies i. e. selling situations, we would also contact 
other merchant banks who are in the position of advising 
vendors and we tap on them to see whether they have any 
interest or suggestions. The corporate relationship be- 
tween banks, I should emphasise is as important as per- 
sonal relationship and the individual contacts that you 
have. 

"1 
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IST. RICHARDSON 
EX-SENIOR Y \J T NE RI, CE, ̀ EI'VO E 
(Currently, Head, Corporate Finance 
Rothschilds). 

_ 
TRANSCRIPT 

Q. What is the title of your head of corporate- finance depart- 
ment? 

A: Well, he Is a partner, he hasn't got a title. There're 
four partners in this department. One, I think, you call 
the department head simply deals with the Stock Exchange 
and all the companies that we're brokers to. On top of 
that, four or possibly five, one partner goes out to the 
companies and actually get the business in. So, it is 
really split into two parts. The five partners who_basi- 
cally do nothing else but corporate work. It has one part- 
ner who is in charge of the department and four top grade 
assistants who are solicitors or accountants and theme there 
is the secretariat consisting of four girls and two men. We've got a'very big corporation business and our chaps 
are fully extended. 

Q: Could you describe your department staffing? 

A: There are two accountants, two lawyers, twelve analysts 
in the firm whos job is to keep in touch with all the 
companies that we act as brokers. Therefore, you could say 
that they ire in the department, reut we don't consider 
them to be in our department. The analysts have a partner in charge, and work totally. separately, and all the cor- 
porate department want, is that, ever; company has the 
name of the partner who is looking after the corporation 
side, has the name of the analyst looking after the com- 
pany against that. 

Q: Do you work individually or in teams? 

A: That is a difficult question. I think we mostly work indi- 
vidually. On this basis, therets a partner, a specialist 
and an analyst that are responsible for each company, but 
quite often, the analyst works individually and only comes 
on to the picture when the partner feels he should be in- 

-corporated. 

Q: What are the functions of your ccrporate finance depart- 
ment? 

A: Simply to give corporate finance information to the com- 
panies :; e act as brokers. Corporate Finance is a very wide 
subject... You know, they ring us up for corporate advice 
of endless sort, whether it is for :jai sing money, takoo ýrer battle, dividend they should pay,.. ~:; tis really the full 
stretch of corporate advice. 
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Q' How involved are yo i ýi zhe mer. chan t an communit7r 

. in merger and acquisition work: 

A; We work very closely. Of the seventeen AHC, or better 
still, of the eight largest merchant banks, we're the 
actual brokers to seven of them. If 
burg", Morgan Grenfell", "Lazards" or "Rothschild" do 
anything, we're their brokers. and therefore, we get a 
lot of their corporate business from them. But we also 
deal with them as individuals on their corporate side. 
A large part of our. commission business, and a very 
large part of our part of our corporate business comes 
from merchant banks. We would guess that we work more 
closely with merchant banks than any other brokers, and 
the only broker near this. will be "Rowe & Pitman". The 
merchant. banks bring a lot of their customers to us. If 
you like, to take the big, new business that we're go- 
ing to advise next year is the denationalisation of 
government stocks, IMMOS, BNOC, etc., and I would guess 
that 3/4 of the customers that are going to be dena-. 

. tionalisca have already asked us to be their brokers, 
And all these come from merchant banks. So, a great. 
deal of business comes from them. 

Q: How often. do you structure a bid or get into a contest- 
ed bid situation? 

A: We will work always with a merchant bark.. for C. -ample, 
all this morning I spent with "Warburgs" advising 
House of Fraser in their battle with "Lonhro'; and -the 
whole of yesterday there: What we do is, we work wý__k)h 

-the merchant bank on giving corporate advice to their 
client on the, brokiig end, but we try to work as a pair 
with the merchant bank. As for contested bids, we're in 
an embrassing position because we've got so many custom- 
ers that we act as brokers and quite often, we get two 
of our customers wanting to have a battle, in other 
words, "Dalgety" wanted to takeover "Spillers" and 
we're brokers to both customers. Always in that case, 
we will withdraw from both customers. We never defend 
a company against another one of our own customers,. 
or attack one of our customers for another company 
which we act as brokers. Besides the conflict of inte- 
rest, if we act for Spillers and lose the battle, then 
we lose Spillers for all time but more than that, we 
just. feel that we are adviser and are very close to 
these companies that we have specialised so far in for 
so many years. We're crazy if we've failed to pull out 
when the two are locked in a takeover battle. 

Qs What is the nature of your involvement with merchant 
banks in mergers and acquisitions? 

ki We will be very involved in our mex er%acquisiti on business. For instance, in fact las ," week we Von L'h 
votes in GI'-"I/Li, -,, -et affair -int± that took u; a --rea-t deal of time. There have been more tal: eovers/mer_crs than the year before, and The ma on t'i o_" the bi . on-, is 
we would " expect to be involved in. dui t; e orten; w- e 
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weren't the "House of Fraser" brokers but then this 
battle came along. They asked us to defend the, We 
will never do that unless we felt the case was good. 

Q: chat screening process do you adopt before consenting to become financial adviser to a new client? 

As We will go for quality business and we will turn down 
as many business as we take on. We find that the more 
business we turn down, the better business comes to 
us. in the days of "Slater Walker" and the other pirates 
of the last five years, we refused over the years to 
act for them, at any time because we felt they haven't 
got a viable business and they wore the stair's carpet. 
out in coming here to ask us to act for them, but irre 
never did, because we know that they haven't got the 
quality business. We look into enormous details and 
this is the reason over the last few years, and during 
the last few years, and during the '74 collapse, we 
had only one company out of all companies that went 
down and that was "Ceda" and that was eventually saved 
and bought. So, 

_ 
we're very thorough, for otherwise, we 

would lose all our business. 

Q: How would you go about devising your acquisition? -- 
A; Every single case is totally different. Every single 

case you need to look at to see where the company is 
weakness is (the companir you want to acquire) to find 
out where, the Dest to attack, we will always advise 
people to see whether they could bring about a friend-" 

. ly merger. First of all, its always cheaper and less 
aggravating in the. long run. When it comes to the at- 
tack, we would normally look for the weakness in the 
opposition. But there is no exact steps and procedures 
that you can follow. If this was an exact science, 
there will be hundreds of people who will play a hand 
and they will do it very well. The fact that itis 
rather like a boxer going into the ring. Your second 
can tell you before hand how you should box, how . you 
should fight, but once you're in the ring, you've got 
to do it yourselves. 

Q: What factors do you take into account in formulating 
the terms of consideration? 

A: Again, that depends on the amount of cash that the 
company has. If you're advising "GEC" you wouldn't sug- 
gest that they issue shares when they have got a cash 
margin of 4.750 million! On the other hand, if you're 
advising say a highly geared company, take "Grand INie- 
tropolitan " after they bought "Rigget" when they will 
be 60 geared1 r'ou could only advisp them to issue theiI' 

paper. ý=:, 
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A: Always, but a profit forecast needs an accountant to 
agree to it. We seldom use a profit forecast in our 
first defensive document. You know, there's usually 
two or three when we're attacking. We usually use it 
at a later stage so it doesn't give the attacker room 
to manoeuvre but we pretty well have it up our sleeves. 

Q: Do you perceive any conflict of interest arising from 
your dual capacity role? 

A: No, we don't... The reason for that is the corporate 
finance department is totally different with a sepa- 
rate room, with a separate staff, and in fact, if you 
take "Land Securities" yesterday in which we raise a 
£120 million, none of_the-people in the stock market 
world knew anything about that until. late last night 
and they would have been still buying the shares. We 
have a door which is closed between them and neither. 

-side speak to the other. We're very, very careful be- 
cause we would destroy our corporate business if our 
stockbroker business made use of it. In other words, 
if we've been selling "]. aid Securities" shares two or 
three days before this, the market would know that-we 
were cheating, they would know that we were dealing 
as an insider. 

Q: What distinctive factors favour you as finäncia. l advi- 
sor? 

A: I don't, tthere is any because we don't act as a corpo- 
rate advisor without a merchant bank. We always work 
jointly with them and we think we've got more business 
and a better list of clients by doing that. If dual 
capacity came into the Stock Exchange, and if a mer- 
chant bank bought a stockbroker company and took us 
on on our-business, I just say, "We'll act for those 
without a merchant bank'". But while the situation is 
at this moment, we would try and not to trample on 
their feet and let them not trample on ours, but if 
we did take it with our client list, we would have a 
pretty good starb 

Q: Do you foresee a merger of a merchant bank with a 
stockbroking firm? 

A: I think that they probably won't. But I think, what 
might happen is that, the big merchant banks might 
turn themselves into investment banks like what they 
have done in America. Once "Salomon Brothers, ' "Morgan 
Stan] eJs " "Go. i_dýman Sac' ', "Merrill will - rý Lynch", etc. ., try to come into the corporate- dank-inF' business side 
here-- qnd if they do that, then, I think merchant banks here wi 11 

. 
try and buy as yockhroki ng firm. Tree' 11 

always try and remain totally separate because most 
of our- business comes from merchant barks, and we be- 
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lieve that we would provide a much better service for 
customers and for our clients and for merchant 's antis 

if we didn't link with any merchant bank. If we were 
to give it_a name "Warburgs", we would lose the busi- 
ness from "Samuel Montagu" and all the merchant banks. 
And therefore, we think that we'll always remain a sepa- 
rate entity even though we might be dual-capacity. We 
job as well as broke, but we don't think we would ever 
line up with, any merchant bank because if you look at 
"Crawfords", and you see to all the companies that we 
act as brokers, each one of. them has a separate mer- 
chant bank. And though we have some merchant banks that 
we're close to than others,. it is pretty widespread over 
all of them. And therefore, we-didn't dare to link with 
one merchant bank because we would-lose 3/4 of our busi- 
ness! 

'. t_. 
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DEREK BULLIAN 
IJERCHANT BANKING ANALYST 
JANES CAPEL O 

. 
CO. 

TRANSCRIPT 

/DB: It is quite strange that business-school seems to be 
interested in merchant banking as we receive. on an ave- 
rage 4 or .5 

letters a year from people regarding this 
subject-Recently, there was this chap from Oxford who 
rang me up and informed me that he was interested in 
looking into the profitability of merchant banks and he 
was willing to pay for my service. I told him that he 
was wasting his time as merchant banks reveal very lit- 
tie in their balance sheet 

Q: Why does the term, "merchant bank" lacks precise defini- 
tion? 

A: The merchant banks arose because they were raer chant; in 
the old days and they got into banking because of their 
trade business. but I think it was a description you use 
loosely to describe any kind of banking which i. s not 
clearing banking, not hire-purchase finance houses but 
still doing a big trade-in settling trade indebtedness 
in import and export business but they have gone into 
other businesses as well. So; it is just a convenient 
label which have hung around for no better reason that) 
that,. and as the Bank of England has just pointed out 
that undgr the new Banking Act, many top quality mer- 
chant banks don't have. "bank". in their name, like Klein- 
worE Benson, S. G. Warburg, Hambros, Hill Samuel, etc. 

Q: In this present age, is it still important for a me=- 
chant bank to be accepted into the fold of the elitist 
AHC? 

A: Well, you know, membership of this committee entitle 
them to have the best rates for dealing in their bi. ls 
with the Bank of England and the Bank of England would 
not let them go broke. I think that it means less now 
than it used to especially as they go into the scope of 
widening their bills which are deemed to be eligible to 
be discounted with the Bank of England. Being a part of 
the AHC means that their members must be able to run 
their services efficiently and unaffected by direct--Ion 
from outside sources, in other words. Grindlay Brandts 
had to get out because :C rindlay Bank has to sort it 
. oAt. Antony Gibbs had to go because 'HKSB' took it over, 
'Samuel Montagu ' doesn't have. to go-because 'Midland 
Bank' doesn't interfere-although there is a grey area 
there but, i don't honestly think, I mean it is an aco- 
lade, a quality symbol and many merchant banks trat as- 
pire to be good merchant banks must obviously hope to 
get that recognition. 

Q: In your opinion, who are the leading U. K. merchant banks? 

A: Obviously, it is the large acceý-pting houses tha ; have to 
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be included as leading and successful but you possibly 
have got to be a little careful u o- mall of ;, heia arc 
parts of much bigger groups and people tend to forget 
that they have other activities; Hambros has a merch=irnt 
bank but has also got other wheeling-dealing interests 
as well and although the merchant bank is a large part, 
it is by no means the whole and the bank of Hambros has 
been relatively unsuccessful these few years especially 
in shipping and we don't think they are out of the blues 
yet and"Hill Samuel Group" has plenty of problems in 
banking_but the bank itself is doing well now. "Warburgs" 
is very good and certainly being the most successful in 
terms of growth over the last few years although it has 
come from behind but it is still snall. I would regard "War- 
burgs" as being leading and successful but by no_means 
the biggest in terms of balance sheet but very good on 
fee earnings and that sort of thing as you know. "Klein- 
wort Benson" has to be included. "Lizards" is also a 
leading bank but they are highly secretive, "Barings", 
the "Rothschilds" of course (hardly anybody knows any- 
thJrg about them but has to be included as leading and 
successful) and "Schrodcsr` "all belong to this top 
league. 

Q: All the U. K. Clearers have gone into merchant banking 
but what dictated their diversification into this-area? 

A; All the Clearers are interested in any way they can to 
diversify their business away from the clearing bank func- 
ti on because the-0- can't get any more growth from retail 

banking, ' they can't -, e' anymore market share so they have 
to think of other services they can provide or buy busi - 
nesses around the country. Sometimes, banks like"Barclays 
Merchant Bank" get into some medium term lending which 
the parent bank would not otherwise do. They generally 
do some corporate financial advisory work and currency 
swaps and things like that. As you know, Charles Ball 
left "Barclays" because he couldn't get his own way. 
"Midlands" has got a fully fledged merchant bank and nitkoujh 

, doesn't interfere.; there have been one or two occa- 
sionsniconfli. cts of interest. If you are really keen on 
this, it was about four or five years ago, there was a 
client c<" Samuel : vMontagu" which "Midland" was the banker, 
and the 

_ company got into difficulty and the bank wants 
to skew it one way to the bank's advantage but the mer-. 
chant bank was advising it to resist "'Midland' s" ' request, 
and it was something else and there was a big-bust up 
and "Samuel Monta u" had to resign because it was advi- 
sing that roteres . _But when it comes down to the very 
top quality advice like mergers and takeovers, if you 
want top quality advice which will cover all the angles, 
the clearers merchant banking subsidiaries are honestly 
not in that grade at all, and big companies would be 
well advised the more established accepting houses 
which have E,., ot much more e pýrien e and in the main, 
bet LFr quali .y mann ement. 
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Q; Since we are on this point --if the Clearers owning mer- 
chant banking business, the : K: SB seems to be in hot nur-- 
suit of the RBS. Do You perceive any strong underlying 
current for this move? 

A: Probably, they ought to be in Europe and probably London 
is the best place to be. Don't forget that HKSB has many 
branches in this country and-an-enormously posh office 
in the City but why do they need the RBS? Maybe they 
want to get bigger but, have they got the management to 
make the changes that they think they should make? They 
say they don't want to change anything in Scotland and 
even offer a_partnership, a minority interests with Scoý- 
tish institutions but I think that it's true. I heard, 
but I can't verify, that over half the shares in the 
RBS Group-are held south of the border and it is not 
such a Scottish bank after all (it is not so much Scot- 
tish owned as they think it is although a lot of RBS 
business is in Scotland). On the other hand, "Williams &: 
Glyns" is tiny in England and I think SCB will win, that's 
what the market says and "HKSB" hasp bid for something 
else. 

G: How important is corporate finance activity to the merr 
chant banking community? 

As It is important to some than others. ''Kleinwort Benson" 
will always tell you that it is never more than the icing 
on the cake, that's what they tell you but the fees, again 
one can gyt�ver"y litte information on the fees they 
charge on corporate finance work but they are success-- 
fui, they do charge very high fees and I think for most 
merchant banks, it is quite significant and a lot goes 
on that is behind the scene that isn't publicised and I 
think quite a lotfde. ls are done with private companies 
which of course aren't publicised and these deals are 
important even after the salaries and the overheads people 
who are doing it and they form quite an important contri- 
butor to most merchant banks. Well, (Ithouyh"I say important, 
it is rarely more than 25% and sometime, over a period of 
12 months and a bank can have quite a lot of rights issue 
and they don't show it, so, -that they can tuck it away 
and don't show it in the profits but there is precious 
little information on their earnings. 

Q: What about the fact that corporate fees have been very 
high? 

A: I know that Weinstock has refused to pay "Sc'nrod r6k2j for 
defending "Averys" but apparentiy"Schroder Lj1a, say, 
"Forget it" and they didn't sue and they just swallowed 
Their pride and wrote it off. You see, when you are in a 
takeover situation, the board of Z company is obliged 

. to take expert advice and the mere i n`=Aknows as much of 
that company as anybody does and it* knc,; rs the mar the bidder, or the 04-her side and ine top executives : _are 
to weigh the thing up and take a decision and that ec 
sion they will be s tuck with it whe ther right. or WrOII and 
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they can have Very high responsibility in those dccisim,; 
but it probably takes them 10 minutes to decide whether 
the decision is, literally. I know because when 1 was in 
auditing, I dii a bit o. "Keyser Uilmalyi for a couple of 
years and the managing director was advising "Vehicle & 
General insurance" I think at the time and they come to 
them from some other merchant bank and he said they 
charged £100,000 for those fees but it took them only. 
10 minutes to decide what the advice had to be but it's 
the responsibility. That advice enables the board to do 
what it wants to do and everything hinges on that advice 
as they can't do without that written advice but it is 
worth a lot-of money at that time then.. It is worth even 
more or nothing with the benefit of hindsight. 

.I 
think 

in the "GEC`Averys"incident, merchant banks ought to say 
what their fees ought to be.. In the-old days, in a take- 
over situation where the defence isn't successful the 
merchant banks might not charge a. fee at all, or a very 
small one, but their fees would be much bigger if it was 
successful. So it was almost successful payment by re- 
sults. I think, nowadays, the fees are charged regardless 
and settled in advance before-hand what the charges are 
going to be by some sort of board minute which will bind 
the board to pay it. 

Q: Do you- as an established stockbroker firm pose serious 
competition to merchant banks in corporate finance acti- 
vities? 

A: I think we can be a slight threat and in some cases 
there can be. A few years ago then "Lloyds Bank" rights 
issue was handled by "Hoare Govett" and the brokers did 
the underwriting themselves and it was cheaper for the 
bank, but you see, merchant banks are so powerful that 
they can very soon teach you a lesson if you try to 
muscle on their preserve and they can very well stop 
the comission flowing faster than it was to you, very, 
very, easily but you see, we all hear of deals coming 
our way or new issues to be made or some thing and we 
can introduce companies to a merchant bank which we 
think is best suited-to them and of course that works 
to our benefit and frankly, it is much more sensible for 
us all concerned to push business to them and for them 
to push it back to us in one way. I tell you where the 
threat lies - in fund management, ! "Philips & Drew" have 
developed a large fund management side on the basis 
that they don't apparently charge any fee for 'managing 
the funds and-they do it all for the commissions and 
share dealings, and therefore, have got such a. '-lot of 
business from local authority pension funds that the 
merchant banks were extremely upset about it and gene- 
rally made sure that it gets very little business from 
merchant i yanks. They are ge tt i rig:; enough to ensure that 

they can do research . work but onlq;. just, but it hasn't 
deterred' "Philips & Drew! " 



1L ý, _ 

On its own, stockbrokers seems to be doing very litt e 

takeover transaction. Am I right in saying this? 

As That's quite right. Technically, we are quite capable of 
doing this but it is the merchant bank's seal, for exam- 
ple,. if "Rothscýlýds" say or if any of-the big names say 
that's their name, ý. is_all true that's enough to make people 
feel safe and that's what they are-charging their fees for. 
If you look at "Lazards"_ and "Fairey", obviously, it is 
a hot potato there and you do_remember that years ago 
when "GEC" bought "AEI" they were pretty upset by the wild 
profits forecast. I suppose, companies could sue the mer- 
chant banks for negligence but you must remember that it 
is the board who makes the forecast and although the mer- 
chant banks sanction it, you have to prove that they were 
negligent if you take them to court but, I suppose, it 
depends on each case. I suppose people are more prone to 
sue these days because the losses can be quite huge. 

Q: Do you see a possibility of a business linkage or merger 
between merchant banks and stockbrokers in the future? 

A: Well, we have to change the stock exchange rules to start 
with as we are not allowed. It would have happened al- 
ready if they could be on"the hand if a merchant bank 
merged with a stock broker, it wouldn't get the research 
from the other stockbrokers and I personally think there 
is a very great deal to be said for about the status quo, 
about dual capacity of stockbrokers and dealing with every- 
body at arm's length. 

Q: Do. you see a c_onglemeracy of merchant banks in the 1980's? 

A: No. Quite honestly, i think they will continue in their 
own sweet way. "Hill Samuel" has always been a potential 
takeover situation, They try to merge with a big property 
company before and at that time Sir Kenneth Keith, now 
Lord Keith reckoned they have got to be big in balance 
sheet berms - the only sway you can be big in sort of ba- 
lance sheet terms was to do a bloody big takeover of some 
asset situation like investment trusts or property company, 
flog the properties and put the bloody money into the 
bank and that was perfectly correct thinking but you know, 
he was ahead of his time, I think. Subsequently, they have 
been trying to build their capital base up because in in-' 
terna tional bannn'k-ng, the balance sheet size counts a hell 
of a lot. These banks tend to blow themselves up as large 
as possible just to-impress people and they had vision to 
expand into Europe and other parts of the world. 

Q: Are you in favour of hidden reserves? 

A No, I don't think so as it is a hia3, Jrical tool used by 
the clearing banks, public confidence being the main 
reason behind it, and the fact that,, s`Qne merchant banks 
coinmodi ty side do have very big fluctuations and that 
goes for discount houses as weil, profits fluctuate enor- 

v- 
an c'u+üc y'u u, i_ would r; $ -II 
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they didn't unless there is good _iustýficatlon at all but 
so far as the need is concern ed"1ýlast year brought ou 
£10 million published reserves for the sake of re-assuring 
the world at large who don't know-, about this thing that 
they are not too stretched and "Union Discount" did the 
same thing. They will. show as much as they need to show, 
but no more,. but again, I like to see them show but I 
don't think it will. "Hambros" was in favour of showing 
before the shipping crisis.... " 

ý 1 

* Kleinwort -Benson. 
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SIR CHARLES BALL 
EX-CHAIRI\IAN, 

- 
BARCLAYS 

(Takeover Specialist) 
;; "ERCHANT BANK 

TRANSCRIPT 

Q; Sir Charles, before you agree to take on a corporate 
finance transaction pertaining to a bid or undertake the 
defence on behalf of a pötential corporate client, what 
are the normal steps and procedures that you would adopt 
in your approach? 

A: First of all, I must meet the chairman of the board and 
then know possibly a little bit more about the company 
and I'll look at their trading record and ask what 
their prospects are and I shall have to find out what 
their immediate reactions are to the bid. In some cases, 
they will fight it off at all cost and I will say that 
I could defend them if it is right in the interest of 
shareholders t1hat it should be fought but, the very fact 
that someone makes a bid that does not necessarily mean 
that it is the best price and so, therefore, by saying 
no, it may well mean that it is part of the tactics to 
increase the price of the bid maybe. There are all sorts 
of ways of looking at it but I want to see that the board 
are prepared to act in the interest of shareholders. 

Q: Assuming you have been given the mandate to act for your 
client, ho:; do you go abou putting together a corporate 
finance team to tackle the. irapo Cant assignment? 

A: If it is decided that we act for the company and fight 
off the bid, well, that is something Ttgot to choose 
but not necessarily at the first meeting. The client will 
want to meet the senior director involved. At those meet- 
ings, they would want to know that there is a team to 
call on and the responsibility is placed with the senior 
person. The size of the team depends on the size of the 
job. But the client always want to meet number one so 
that he wants to know that there is a number two, and 
as the number one, I want tos, ""' hat there is a number two 
and number three to do the donkey cork and also if you 
get a battle going for weeks and sometimes months to 
allow for absences. 

Q: If you are suddenly faced with an important defence trans- 
action, how do you go about mobilising your defence team 
within the constraints of' time? 

-A: It may be even the bid has n. t been announced. Well, ini- 
tially, the first thing is to decide the reaction of the defence, in other words, are we going to say we 
reject the bid and we assume that ik, the case for the 
purpose now. Then, i have got to teJ :. the company that, 
1 need the figures, profits, forecasts for as long s 
period as they can give them. I have got to get in touch 
with the accountants who will have to look at the f or e- 
cast and L^, y own staff wi t haVo to check 'Vie- forecast as 
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Well; but; the first tiling is to try and delay the various 

activities for as long as possible. Sometimes, it may 
the bid is announced before I was even pulled in but, 
the bidder still has to post. the documents and unless he 
has got hold of the list of the shareholders already, 
you delay the posting of the lists the longer you have in 

preparing the defence. So, time is important. 

Q: We have now come to the stage when you are in possession 
of the shareholders' list; having analysed the share 
pattern, how do you perceive which particular sharehold- 
ing component offers'you a sound basis to fend off the 
unwelcome bid.? 

A: If the board and their families have large holdings and 
providing the family hold together which is not always 
the case and providing they hold together that is obvious- 
ly the best. Sometimes, -people think that if you get a 
lot of institutional shareholders they are easy meat. Not 
in practice! The better defence is when you have got lots 
of individuals because they will support the board as. 
the institutions will see if they make a profit. Many of 
the nominees in my experience you can identify who they 
are but under the 1976 Companies Act, you can ask the 
nominee company who is the beneficial owner. 

Q; Could you kindly comment on the list of defensive strate- 
gies which I have in front of me? 

A: I would scýy when I have been asked by a company how do 

they stop a bid and I say,. "Make more profits: " That 
is really the crux of it. The 

_question 
of asset values, 

that depends who the purchaser is, what he is going to 
do with the assets in different ways as to w1hat you are 
using them. Revaluation of assets may rm? ean raising the 
value but it also shows that the biddee company maybe 
has not been making a proper return on its. assets, so, 
by raising the assets I can look like a weakness to 
some extent. And to some, extent, if the asset value is 
more than the bid and it is a good argument to say if 
the bid is 50p and the asset is 60p then the bidder 
must pay more but the bidder is going to be looking at 
profits primarily because it is the profits which affect 
the market value. You can't do sale of corporate assets 
or capital reconstruction without going to the share- 
holders because the shareholders own the company and it 
is not for the board to change the nature of the company 
without the shareholders' permission. If the profits are 
there you can increase the dividend and when we have 
dividend limitation this was one of the ways which was 
allowed to increase in the normal manner. But if you 
have a bid you. could increase your dividend which meant 
the market price went up and that is a good way of stop- 
ping the offer. Bonus issue/scrip ';? _psue doesn't really 
affect the case because to take a simple case, if - affect 
have a1 for 1, 

. 
double the number of-' shares it car. ' tech- 

nically make it more difficult for the bidder beca. us, 
those new shares are not on the register and he has 
more difficult-w, but to do that yo , will have to o 
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to the shareholders again. Tt the issue i ,. q going to in- 

crease the total capital, it won't necessarily do so 
because the market prit e will go-down in porportion to 
the size of the issue. Lodging shares with a friendly 
company... ah... there is-no such thing as a friendly 
company. In the same way shares are sometimes placed 
in so called friendly hands i. e. to an institution and 
the institution will take a decision according to the 
merits of the. case. To mount a bid against another com- 
pany before a bid comes, that certainly increases the 
size of the victim so, to that extent, it makes it harder 
for the other company to bid, tecct is, if you are bidding 
shares. Here again, - it makes it in pra; ice a little more 
difficult because the new. shares of the issue are not 
on the register, therefore, the bidder has more difficulty. 
I don't favour mud-slinging because institutions don't 
like it. I have known cases where the other side has 
been mud-slinging and a*letter went out using rather 
extreme language. In one particular case, where I have 
said this, it proved right. The institutions were wed up 
with mud-slinging because if that was the only argument 
they had there wasn't a very good argument! Making counter 
bid by buying shares in the bidder company, it doesn't 
happen here because there again you are weakening the 
position to a large extent because the shareholders-and 
the press sufficiently experienced and they realise this 
move is supposed to evade rather than producing a posi- 
tive case. I rather prefer to be positive in my defence 
than negative and run away. 

4 
Q: Besides the defensive strategies that we just discussed 

are there other defensive options that you favour in a 
contested battle? 

A: Well, 
-first of all, what I always say to a company when 

I first meet them, I say, There are four answers you 
can say to a bid; you can say yes and in some cases, 
: the figures may be such you have to say yes, it is un- 
likely for the first round, Secondly, you can say a 
straight no and thirdly, you can say no but if we get a 
higher price it may be yes or fourthly, -you can look for 
another bidder who may pay more. Now, the last three 
are all different ways of saying no but events will 
change in the course of the bid and you may change-from 
one to another. For example, you may look for another 
bidder. but once you have done that it means you lose 
your independence besides either bidder number one or 
bidder number two is going to win. It is unusual to be 
able to fight off two bidders. Going for a higher price 
is showing that you don't oppose the bid in principle 
but the price is wrong or you can say a flat no which 
means that your options are completely open. So, my 
first reaction would be assuming that we have got some 
cards to play in the defence, is tö say a straight "No. 
The bid is unaccautabJ. e". If you sa -" that it is ir_ade-- 
quate,. it means that you are prepared to say yes at a 
higher price, but, if you say that it, is unacceptable 
that means that you have got your options open, then, 
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you let events take them' course. In fact, in the i'ýrst 
defence letter or announcement, you may say the bid i_- 
unacceptable and we shall give our reasons after the 
bid is posted, so in other words, playing for time. 

Q: How do you counteract against the sighting shot'strategy 
adopted by your merchant banking opponent? 

A: It depends on the circumstances. In some instances, the 
bidder will have a sighting shot to draw out the defence 
and then come in with a higher figure. Occasionally, it 
may be they vir mt their first price to be so high in re- 
lation that the press will think that this is a good 
price and it is all over and therefore the defence 
might as well cave in. But even though you show'a high 
price you almost always have to put up a little bit more 
just to give some guide to the defence directors to show 
that they have done something for the shareholders. 

Q: What is your opinion of the role of the financial press 
in a contested bid situation? 

A: The press can be important if they take a view at the 
beginning that you haven't got a case. If, on 'the other 
hand, when the bid comes in or you have received no 

from the other side, you talk to the press and 
say, "This is nonsense, this is unacceptable". Generally, 
the press from the first day is going to' say that this 
is alsighting shot'and therefore the market price is go- 
ing to linger above the Md price, then,: fore 

, 
ti e bid e 

cannot buy the market unless he increasos his bid. 

Q: What other trump cards should one put up one's sleeves 
in a con ý"es ted battle to ensure a better chance of suc- 
cess? 

A: I m-en oned profits as the basic answer... depending on 
the first bid as to the price of the offer as to whether 
you need to bring out all your ammunitions - if the bid 
is very high you have to bring out more, if the bid is 
not too high then you talk about current profits or may 
be talk about current assets. or say you're going to 
have a revaluation which will take a bit longer and then 
you try and keep some ammunition back for the second bid. 
But the-takeover rule do say that the shareholders got 
to have all the information, so, youb-got to be very 
careful in keeping too many cards back because the share- 
holders haver `i got the information. Now, I have a num- 
ber of case N've sent out what I called the first defence 
letter, this is the first long one because lots of short 
ones go out early saying that when you get the documents 
don't do -anything because a lot of shareholders are go- 
ing-to sign the first piece of paper they get. In your 
long defence, yout, got to decide with, -. -, the board as to 
how much you are saying, how strong you put your oints, 
because if you put all , your . cards or. _the table the-first, 
time, they have only to raise by lop or 20p and the: you hQw 
had it. 



52_. 

Q: What factors bear upon the choice of defensive strate- 
gy? 

A: I think you have got to consider what is the objective; 
is there a chance of total independence? In which case 
you may play your tactics one way. Is it a case that 
once'the bid has started you may feel that you have 
lost your independence, how can we do the best deal? And, 
in some cases, of course, you don't know what the out- 
come is going-. to be but so often I have said to companies 
fearing a bid: "The objective is to stop a bid starting! " 

Q: What other factors apart from price would you advise your 
client to accept the bid? 

A: As far as the shareholder is concerned the price is what 
matters. If on the other hand,, if you are being offered 
shares of another company, one way you can fight back 
is to cast doubt on the value of the other person's shares. 
I have frequently said that I wouldn't dream of accepting 
certain company shares but if they offer cash that is an- 
cther matter! But, if they offer cash I would say, "I 
want shares to avoid CGT! " 

Q: How do you go about structuring the right financial pack- 
age for the right deal? 

A: If I feel we are going to lose independence we might as . 
well do the best deal we can. Therefore, we use the lever 
of the recommenda pion to make the bidder pay as much 
as possibl . liemember a case where the share of the defen- 
der wcs I think at 24p, the first offer was about 32p, 
the. second one was k0p, and in each case there was under- 
writing of shares for cash. For the recommendation, they 
paid L8p and I insisted on cash because I*did not trust 
the paper and as it turned out later I was right. 

Q: What is your view of the relevancy of profit forecast 
in defence? 

A: A profit forecast is certainly relevant because it is not 
last year's profit which we are selling or last year's 
profit that the bidder is buying, and, if one can produce 
figures that are reliable that is the best thing. In some 
cases-,, owing to the timing you car: ' t produce figures 
owing to the nature of the business. For example, during 
a strike, it is very difficult to produce figures because 
you don't know when the strike will be over. Even if I 
can produce figures I would try to have sufficiently 
wording to imply that the purchaser is buying future 
profits and not the last one and it is an opportunity 
which we are giving up, An example would be if you have 
considerable capital expenditure. in recent months or a 
year or two. if you are really fi get ins for your i ndepen_- 
dence, yoti . got to be prep: -red to li-ve with what you said. 
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Q: If I may steer the conversation from a defensive posture 
to an offensive stance, how would you advise a corpora ;. C 

client who has identified his victim and reyuir your 
professional expertise to consummate the L-ansac ion? 

A: First of all, I would question his reason for the bid 
and I often say. -it-9 a-bidding chairman, "Every time you 
shave in the morning, why are you doing it? " Just to 
make quite sure that there is'a good reason! If there 
is a good reason then you are more likely to justify 
to the shareholders of the victim that 2 and 2 makes 5. 
In the case of diversificat on, I would advise them to 
make it an agreed bid because if it is not an agreed 
bid, they may lose the management of the other company, 
the experience of the other company, because, if you 
get the mud-slinging it does not make life easier after- 
wards. If on the other hand, you can convince the victim 
that they can join the family happily because it is diver- 
sification, they will continue as before and they will 
have the strength of the parent behind them and one or 
two of them may join the top board, and in the meantime, 
the shareholders will get a premium over the market. If 
you can get a friendly reaction then you can build up 
for the future and there are many big groups which have 
expanded out of diversification and there are many big 
groups, where the present management has been found 
from some of the victims which is an incentive to the 
victim because, this will give the victim's management a 
bigger scope. I will emphasise that. You got to get the 
bidder to write in Such a way to `et the victim's curio- 
sity for meeting. Once you have a meeting you can 
broaden the scope. 

ý.: at is your view on `dawn raids that ? 

A:. I don't approve myself because the small shareholders 
don't have a chance of participation. 

Q: In your experience, is a merger list important to your 
corporate finance work? ' 

A: Some companies will go to a merchant bank and say, "Fine, 
find me a victim". I prefer to say to the company, "You've. 
got to manage it in the future, you ought to find your 
own victim but if you want more information about a 
certain company, I can help you on that, but it is better 
that ycu, the company, find the kind of target that you 
want to see that it makes sense commercially. "Some of 
the big groups have lost money buying the wrong company. 

Q: In pitching your own bid price do you incorporate a high 
premium? 

A: You start off by saying, what is ',, he market, price and 
as a general point ý. You d say you -'rave got to be ex- 
pected to pay something be weep 30o 'to 5051'7* of the mar- 
ket. Then The bidder has ; ýo-t to do 

. 
his si ms to 

whether it is worthwhile to pay the sum o ruione' ;.? ' 
he is paying cash for : nst? n: _ _ will the 
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cient in the future to service the sum involved. sf he 
is paying for shares, there may be dilution in earnings 
and you can accept a certain amount of dilution if two 
and two is going to make fi But having decided what i 
the fair price depending on the approach to the company 
on the assumption that you are making a bid out of the 
blue, 'then you will expect the first offer. to be suffi- 
ciently over the market but not necessarily your top price. 

Q: Would you kindly describe the background and'process re- 
lated to the structure of an offer? 

A: The offer document has to contain a large number of items 
under the various regulations and most of that can be drawn 
up in advance of any bid. The commercial justification has 
got be done with the assistance of the company and there 
are paragraphs like that in which I would invite the com- 
pany to prepare the first draft and I would tell the kind 
of things that I am expecting but most of it is formal. 
Depending on the company and the adviser, it may be writ- 
ten by the bank or a little bit of both, but, the docu- 
ments of the. bid although long are relatively straight- 
forward because they have to comply with the rules. The 
defence letter has much more freedom for individuality 
and here the merchant bank would almost certainly pro-- 
vide the first draft and would explain to the company 
the tactics they are adopting, in other words, what sort 
of strengths and weaknesses they are talking about. Some-. 
times for instance, you may purposely have the first 
defence letter looking rather weak, so that your bidder 
raises a li'ttie bit more and then you bring out your real 
ammunitions later when the bidder has raised his offer 
and says, "That is my final, final offer". Once he has 
said that, he can't increase that again under the rules. 
So, you then trap the bidder into saying that is the final 
offer. This is the kind of thing on the defence. You have 
more freedom to decide which way to do it and if you are 
going for flat out independence as opposed to another 
counter offer or a higher one. In some caseq, people just 
go for all guns firing all the time. 

Q: What factors affect the timing of the bid? 

A: You time the bid vzlien it suits you best and suits the 
other man least. For instance, if the victim has just 

--produced some figures half-annual or half yearly and said 
that they have got a difficult time coming. So, many bids 
are made at a time when the victim has shown signs of 
weakness. 

Q: In your experience have you discovered that a long stand- 
ing client is much easier to defend than a new client? 

A: I have found that in many of 
cd in the last moment and in 
hea d Oi the company t before. 

my def ces I have been call- 
some causes, I never even 
You can"improvise very quickly. 

Do you subscribe to the proposition companies should adopt 
defensive measures in advance of any Rending bid 
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A; Only if it is in the interests of Z1: ß s; hareho i der be- 
cause, if you take action to prevent a bid you weaken 
the company then you are making a bid more easy. 

Q: Would you care to comment on the statement that in losing 
a defence you only lost the battle but not the war? 

A: Oh yes, that example I gave you where the price went up 
from 24'p to 48p, although we have lost the defence, I 
think the shareholders did very well. The press do tend 
to say sometimes that so and so lost the battle because 
they went down but if you ask the shareholders then I 
think you won the-war. 

How do you normally go about approaching family controll- 
ed business? 

A: You have got to encourage the family or the chairman 
that he can get more marketability through holding your 
shares or cash. if he stays where he is , he is going 

. 
to be locked in forever and here is the opportunity to 
spread his family risks. There are many companies where 
the family has a strong holding. They haue decided that 
this was a good opportunity for getting out... at a high 
price particularly when you have trustees involved,. the 
trustees may feel that they ought to spread their risks 
because if the trustees have all the assets in one hold- 
ing, that may be unmarketable and then they ought to 
sell some of their shares in any case in order to get 
some iiiark table securities. 

Wü are the most important factors that determine whether 
a lid is successful or not? 

A:. Fcice obviously. 

. 
Q; In view of the substantial professional fees charged by 

the big merchant banks for services rendered, in your 
view does that necessarily drive the smaller and medium- 
sized companies into the folds of the smaller merchant 
banks? 

A: To that extent the smaller company may feel that they are 
going to be smaller if they go to a big merchant bank, 
I don't think that is quite true. I think some of the 
big merchant banks specialise in smaller companies and 
give them just as good service, but, the smaller merchant 
banks may, of course, give us a selling tactic that they 
are better able to look after the smaller client, but 
the smaller ones are going to say that because, they 
can't look after the bigger ones! The bigger ones vary 
as to how much they specialise in the smaller companies; 
some are very glad to deal with the smaller companies 
and others say that they don't ware . to deal with the 
smaller ones. 



0: In my course of conversation with the various merchant 
banks in the City, I am led to understand that the 
existence of mergers and acquisition divisions in some 
big multinational corporations meant that there is a 
tendency to reduce the role of merchant banks in this 
arena to mere "rubber stamps" if I may use this phrase. 
Do you think that is a healthy sign? 

A: I came across that once-someone on the other side (a 
big company and a merchant ban1ý) In that particular 
case where I thought that the tactics were being done 
by the big company, not the -merchant bank, I think that 
thay have suffered because of it. But, even big companies 
with their acquisition departments, they should rely on 
merchant banks, the tactics as to how they are going to 
succeed, what is the right price, etc. 

Q: Why should companies seek'the financial advisory servi- 
ces of merchant banks and not say, stockbrokers or cor- 
porate lawyers in the City in the field of acquisitions? 

A: This was because merchant banks saw that there was a 
gap in the market and before the war, the accountants 
did much on the deciding of the price regarding friend- 
ly mergers. Then after the war, there was more takeover 
battles and the accountants don't want to be involved 
in the battles. As the merchant banks were exempted 
dealers, they therefore did not have to submit documents 
through what was then the Board of Trade so that gave the 
nmercha t yaniis the adva t -es. S tcCiiüi cker can ä .. ii. 
that, but on the whole, stockbrokers prefer not to get 
involved in all this because they regard this as a dif - ferent expertise. 

Q:. There is a general conception that merchant banks thrive 
on their shroud of secrecy in order to perpetuate their 
corporate strengths. Do you see a significant departure 
from this traditional practice in order for them to Sur- 
vive into the 21st century? 

A: Merchant banks have an aura about them which they have 
built up successfully and as long as they continue to 
be successful, well, they will do this business. It may 
be alright for companies A and. B to get together but 
the shareholders of company B never get the opportunity 
of something else which is better still, either with C, 
or A, could be forced to pay more. So, the merchant banks 
were used in their poker playing in getting the best 
deal for their clients. That, I -think, is the great dif- 
ference between merchant banks and other professions - that you are trying to get the best deal which is just 
enough, and I think there is a subtle difference ih ere. 

`=ý:, 
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SIi, i0N MAC LACHLAN 
CORPORATE LA')YER 
CLIFFORD--TURNER 
(. ending firm of City Solicitors) 

TRANSCRIPT 

What is the nature of your involvement with mergers and 
acquisitions? - 

A: Well, I think it is fair to say that there are two ways 
which we solicitors are involved. One is in consideration 
which is directly with our client before perhaps the mer- 
chant bank appears on the scene. The second and rather 
more common involvement is where a bid is already being 
organised, or at least in some form by a merchant bank 
and then the lawyer will become involved in the legal 
aspect of such an operation for instance, vetting the 
bid documentation to ensure that Section 209 procedures 
were going to work, that the stamp duty liabilities have 
been minimised, that the convertible loan stock rights 
have been taken care of and that the j'. Amorandum and Arti- 

cles didn't contain anything which creates a problem - 
or, those sort of questions which are essentially legal 
in nature as well as to review the various circulars to 
see that they comply with the various regulations like 
the Prevention of Frauds Act, Licensed Dealers Rules, 
the Stock Exchange and the Panel rulings. The lawyers 

ion and would be epected to go through the documental, 
satisfy themselves that each paragraph had been dealt 
with and asked a question if it had »'t been. The size of 
the merchant bank will indirectly affect the involvement 
of solicitors in mergers and acquisitions. 

Q: From interviewing a substantial number of merchant banks 
we gather that in some cases in addition to its own lawyer 
the corporate client is advised to consult an established 
firm of City lawyers regarding takeover transactions. Why 
is this so? 

A: They do because takeover is a specialised field. The ave- 
rage solicitor does not have the knowledge and the exper- 
tise about the various legal rules, let alone about the 
extra legal rules like the Takeover Code which as far as 
the City are concerned, effectively, they have the force 
of ? aw and the client nedds. to be advised that he must 
not overstep any of, those rules as he goes along and of 
course)the introduction of things like insider dealing 
legislation is going to mean that there are more legal 
issues, moi¢" complex legal issues than there were 
before. 

o: On this point of insider trading, dts;, you consider that 
the proposed legislation would cover: all the legal loop- 
holes adequately? 

A: llo) T=T tbý ý]Z; the f ,c that there i_a criminal off'-nn ce 
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Should make people sit up. I feel that the problems qre. 
going to be complex and difficult to interpret and may 
apply to a lot of transactions which have traditionally 
taken place which everybody has thought as unobjec; tiona- 
ble. 

Q: On the question of nominees, do you think that they con- 
stitute a brick wall to financial advisers in times of 
contested bids? 

A: I personally never come across anything where nominees 
rarely create a problem but there are companies who are 
concerned about the number of shares in the nominees and 
wonder who they are, which is a concern. 

Q: On this controversial aspect-of "dawn raids", does it in 
any way infringe on legal rules. governing takeovers? 

1ý : Here, you have got to take the view that if there is a 
market place then those who are nearer to the market place 
are always going to gain some advantages from it, almost 
always. The idea of taking a large equity stake to facili- 
tate a takeover bid seems to me a good thing, but I think 
the small shareholders would suffer for. they can never 
be fully protected and that is a fact of life. 

I R: For the 1980's, are you in favour of self-regulation or 
the imposition of an SEC model in the U. K.? 

"A: The way in which the U. K. authorities regulate the market, 
the informality of the regulatory system I think does 
mean that we are more flexible than the SEC. The difficul- 
ty is where you get to a stage when the transgressor is 
prepared to dig his toes in and not take any notice. The 
whole thing then begins to crumble. If there was a system 
whereby in those circumstances as it were, it could be hand- 
ed over to a statutory body which would therefore take 
the difficult cases, then)there might be merits in having 
a SEC model. Regarding the problem of obtaining evidence in a non-judicial proceeding, there are times when the 
Takeover Panel decides that evidence just ist available, 
whereas in a proper judicial system that will become 
available. In aller to get it, of course, the timing may go 
much longer. I still think that we are still learning. 
At the moment, I believe in balance, the current self-re- 
gulatory system is working but inevitably, if vie get too 
many St. Pirans, people will have to accept that in he 
end, self-regulation is not good enough. 

Q:: Current documentation seems to be tön complex for the 
general public especially the small i ves ors. As such, do you favour a simplistic approach? 

A: I think they are getting more complex which is a di_sadvan- 
tage. 1, would like to should evol as: 

t . ". ' vrintica 
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meant the main parts and the important parts of the 
document, are in big print and as a small print for 
the professional analysts and journalists to pick up. 
Three points are of ten significant. But i would haie 
to see a system like the American system, where your 
prospectus has become so complicated so that you have 
to send out your red herrings in advance, which is a 
different document simply because I think nobody bothers 
to read the other one, which to a certain extent, implies 
that the first five pages of your takeover document con- 
tains the stuff that really. matters, and that the rest 
is there so that if there are things hidden, or which 
should be brought forward, the Press and the analyst 
can find them and make comments about them. I think 
that is the best compromise. 

Qt On this point of structuring" the offer and the document, 
are you required to attend all the meetings chaired by 
the merchant bank? 

A: It depends. We normally would find ourselves attending 
it when the document is being considered as a type of 
drafting. We would not attend the meetings at which the 
assumptions relating to the profit forecast were being 
discussed .; - or the working of the cash flow statement. 
In relation to the rest of the meetings, we would expect 
to be present, that is the later meetings. At the first 
two or three meetings, the lawyers would not often be 
present. 

Q: What is your view on the responsibility and reliability, 
if any, of merchant banks in profit forecasts? 

A: I think that is a difficult issue. The standards which 
merchant banks apply to their vetting of profit fore- 
cast does vary. Some take the view that all they really 
do is to ensure that the report on the profit forecast 
seems to make sense, whereas others feel that they 
should do an in-depth inquiry into, for instance, sales 
forecast. I always advise directors who are recommending 
an offer to actually send out their recommendation letter 
with the forecast or without, separately to their own 
shareholders on the grounds that the only people who can 
then be said to be accepting responsibility are their 
own shareholders. If they allow it to go into a recom- 
mendation document there is a stronger argument that 
they are allowing their recommendation of the forecast 
to be part of the material which the bidder company has 
looked at to make its bid, and therefore, might give 
themselves liability in that respect. It is an area which 
we see some law emerging shortly. The question of who 
owes a duty to whom, I think, is quite a complex issue. 

Q: in Scotland, we understand that solicitors are allowed 
to send out an offer document. Could-ha transaction of 
this nature be effected by English lawyers? 

A: In Scotland, solicitors are permitted to send out offer 
documents and we are not permitted to send out o fer 
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documents: We would be prohibi_ wed by the Law Society 
from doing so even if we were allowed to by la, -r, be- 
cause, we would be writing to people who are not cýients. 

Q: It is quite common nowadays for multi-national corpora- 
tions to have their oz, rn mergers/acauisitions. department, 
Do you see this development as being healthy? 

A: I think very few of the merchant banks would like to 
think of themselves as "rubber stamps" and act only in 
the documentation for these merchants, and I think, ap- 
propriately, the actual art of putting together offer 
documents and handing them out is constantly changing 
and unless if it is an international company which is 
doing a lot of it, you know, even if they do one every 
six months, probably they will be out of date with the 
latest requirements and thinking, and that is where i 
think, the merchant bank would be valuable. The same 
applies to their internal legal department. Very few of 
the major companies internal legal department would be 
familiar with the every day routine of takeover bid 
because it-is obviously something that their company 
doesn't do very much. 

Q: We understand that solicitors exercise a critical role 
in the 

. marke of merchan t; banks, would you care to-ela- 
borate on this aspect? 

A: Two ways really. One, when you have your family company, 
or a. qc t MThez it has gro: s, n'_ t up tý the stage T nevr mp. 7 

. r: ý t.. 
to 

..,. ýC ý v. heY'. _-- it needs a merchant bank. And also for overseas clie? ýt; 
particularly Americans, an overseas American client com- 
ing here for the first time do-esft't necessarily have an 
investment or-merchant bank here, but their lawyers 
would have been in touch with us. 

Q: What are your distinctions w corporate legal advises? 

A: I think a lawyer is more able to take tho client's point 
of-view (subject to him not doing something illegal) 
than a merchant bank. Whereas a lawyer would say to a 
client, "If you want to reject this bid, you must con- 
sider that you might ultimately be criticised for doing 
it, but on the face of it, as long as you genuinely be- 
lieve that it is not in the interest. of the company, 
you can do so and you are not doing anything illegal 
and therefore, we will assist you legitimately. to sight 
this bid" 1 he merchant bank will always be concerned 
about his reputation of whether he should allow a client 
to do that because he is much more publicly exposed and 
much more publicly identified with the client than a 
lawyer. I think that you Imow it is a distinction which 
applies, and the bank is more constrained by things 
like* the Takeover Code than lawye z. are. 

Q: Do you think that for the 80. 's, En 7_i sh companies w _k 
1 

be more litigious like their_ American counter-par 1.1 in 
defending themselves against unwanted. bids mid yak r, ov s? 
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A: I don't think the merchant banks would be keen on it 
simply because, they feel uriders mdably, iha LIL 
moves the centre of the transaction from the finance 
aspect into really what would probably be the side-issues, 
and they have little ability to predict the way in which 
judgement would come down. Also, I think that the number 
of members of the Bench who really understand takeover 
bids is really, very, very small, if not, negligible, 
and that is one of the defects in my view about separate 
professions because it is a field that members of the 
Bar don't really know much about, and. therefore, you 
get a judiciary that is only picking it up second-hand. 

Q: Does 29.9% constitute control and is this figure near 
enough to. trigger off a bid? 

A: It is effectively, usually control, but in the Lonhro's 
case, it has been shown that holders of that couldn't 
control the board, but in most companies, you would find 
that holding to be very persuasive. 29.9% is not a man- 
datory figure for triggering a bid. I'm not sure the 
'figure is 7lightly too low in the sense because that is 
a protection for people who take major stakes and not 
make a bid because the other shareholders are very happy 
to have: them in, you know, they can get it approved by 
the other shareholders and the situation doesn't arise. T 
think we may well see more situations in the future, 
where they will be stakes in excess of 3Q4rwithout man"- 
datöry bids, particularly with the financial climate 
at the moment, a number of customers would need support, 
and I think the support of major shareholders. 

Q: For the future, do you see yourself exercising a bigger 
role in this field? 

A; I see in the UK, a number of mergers and acquisitions 
over the next 18 months in the face of the recession, 
largely defensive reasons, for companies that are short 
of the necessary money to survive another 6 months. After 
that, I would expect to see it slowing down. I don't see 
any dramatic change in the role of lawyers. The merchant 
banks are able to market their services in a way in 
which we are not. They have"got money to buy shares in 
bid situation for their clients when we don't and there- 
fore, ±or that reason, they would still be re#. ined by 
their clients. I think that possi bly, irtithe U. S : 'ý'td'reater 
reliance upon lawyers in the takeover bids may encourage 
customers with U. S. connections to think more about 
using their lawyers than they have done over the last 
10 years. 
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T'ý'', TER J. GORLE 
DIVISIONAL DIRECTOR 
METRA CONSULTING GROUP 

TRANSCRIPT 

Q: Who generates the idea. f or acquisition and how different 
is your approach from those of merchant banks? 

A: I think normally the client generates the idea for acqui- 
sition but there are occasions when we do strategic plan- 
ning or market planning for a client which results in us 
recommending an acquisition or a joint venture or another 
course of action that he should take. So, 80 percent to 
90 percent of the time, it's the cl'ient's idea. 

Q: Having been given the mandateto act for your client in 
an acquisition search, -how do you go about it? 

A: Let us say straight away that in our business, it is 
very clfferent to that of a merchant bank and to some 
extent, we're critical but at the same time, we admire 
merchant banks. We would use several starting points and 
from there, we'll start ringing around these companies, 
major point in that bütsiness, major users of the business, 
etc. Let's take food processing in Germany which is a 
project we actually did, We started by talking to the 
companies in the basic company list and then we went to 
the local. food -orocessin_g association saying that "We are 
looking fora very good company to do this or that". 
They would come back with a few names, then we would ring 
them, talk to them and say, "Okay, we are looking for a 
joint venture in this area or that area". So, eventually, 
we're a very good picture of the main companies in the 
market and some of the main companies we imrinediately re- 
ject because they were part of a big group and expanding, 
or a small group, or whatever, and so on. We gradually 
short list, and short list, talking to the. client until 
we come to 4 or 5 companies. Then we pop the question 
and some of them would say, "Sorry, not interested". While 
some of them say, "Yes, let us talk more". You see, I 
would say that acquisition is only one way into a market. 
There are cases where I'll advise the client to go for 
joint venture even though they came in and said to me, "I 
only want on acquisition". 

Q: On the point of turnaround situation, by virtue of its 
very definition and compounded by the fact that you're 
advising clients on intenna-dorsal acquisitions, how do 
you allay the fears, real or unreal of your corporate 

in this sort of situation? client 

Ar It is always very clear, whether the cli nt has manage- 
ment resources to tage a turnaround si tuition or not 

and if he hasn't got the resources, We would always 

advise him against it. A turnaround situation in a dif- 
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fei e_it coi. retry is a disaster i ou haven' T, got the 

language, the knowledge and so on. 

Q: What about the nature of your clients rather than new 
clients? 

A: Most of our clients are existing clients and if you 
consider that we do something like 100 projects as a 
whole from London, and we the projects for clients 
once very two years, so we cover the Times Top 1,000 
pretty thoroughly every five years or so. 

q: Do you screen a new corporate candidate thoroughly like 
they do in merchant banks? 

A: No, I would say we don't, and' I' would doubt some merchant 
banks do it although they say they do it. Of course, we 
will make sure that the client knew what he was doing. 

Q: Have you ever advised a client of years against an acqui - 
sition? If so, on what basis? 

A; Many times... that the criterion that they are using is 
not the right one for the market, that is the general 
reason. We would seldom get involved in the same way 
merchant banks would, in their financial resources, and 
in this way, we usually use a merchant bank for the 
financial side of the business. My only complaint about 
merchant b asks is that they don't think seriouOly enough 
about the Uersornel and market side of the business which 
is often a bad thing. If you looked at the record of 

. 
mergers/acquisitions (there are various studies done on 
that), I think the record is not too good and very often, 
the company that didn't merge grew organically and har, 
done quite as weil as the company that-merged. So, that 
comes into the original thing which I've said earlier, 
that is, acquisition is only one route and because we 
are paid different, our introduction is n_o to push our 
clients into acquisition in the way that a banker does 
because he gets his money as a 

. 
percentage of the deal. 

We get our money for the work that we do. So, at the 
end of the study, we can say to our client, "Acquisition 
is not the route. Get an acquisition, do a joint venture, 
do a know-how agreement. Don't do an acquisition", and 
we still get paid for saying that, but whereas if the 
merchant bank were to say that, he doesn't get paid. 

Q: How do you normally approach the target companies? 

A: Almost always directly. The target company could be either 
listed or unlisted but we'll always try "and get financial 
details and so on before got to 4he stage of approach- 
ing. In some cases, it is difficult'-o get financial in- 
formation and therefore, we've to app "oach the board for 
details, in which case, we merely identify them; they a- re 
respected in the market or, the head of the company is 
about to retire or, whatever the reason is we consider 
them good for the client. 
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Q: v°dnai about a negative response-: Are you deterred by ýni;, ": ' 

A: it all depends very much on the situation. Every 
man has his price. If you are really determined, there 
is no reason why you should not continue. 

Q: Do you normally incorporate an exhaustive market study/ 
survey in your acquisition study? 

A: That again depends. For example, we did the packaging 
industry in Germany, 

.a study for a British company. 
You see, there are various levels you get involved in 
these. In this case, the company had already decided on 
the company they thought they wanted to acquire . and their 
acquisition to us was the company they wanted to acquire 
was a family owned company with a very dominant father 
and two sons, one of whom was in charge of production, 
and one of whom was in charge of sales and marketing. 
Their acquisition to us, if this became owned by an 
overseas organisation from U. K., would it still work? 
Because there is a sudden loss in motivation, sudden loss 
of the status of the boss and sons would they no longer 
be majority shareholders? So, that is a human factor pro-- 
blem which we resolved by setting up a plan, by which 
the boss became a board member of the British company 
and that one of the other sons, became the managing 
director. The other son was actually put into a new de- 
veloping role because, we didn't think he was quite 
right in t? -hat position he was doing at the mocnen i;. Othe 
management changes were made within the company to 
strengthen the gap that we perceived. Family controlled 
business is a dangerous one to takeover because there 
is always, very often, the man who started the business 
has a very stro hold over the business and this is 
lost when an oufsider comes and takeover the business. 
So, -you've the question of paying and keeping him or, 
sack him and put him in a new manager right away. - 

Q: Do you assist your client with loan facilities? 

A: We could because our main shareholder is a French com- 
mercial bank. So, we could but in general, a client 
has his own merchant bank who does it. 

Q: Have you ever been involved with merchant banks in doing 
acquisitions? 

As Yes, from time to time, Very seldom from step one, but 
usually, in parallel and the client will use us sepa- 
rately from the merchant bank. We'll call the bank in 
when we've identified the best company or companies, 
and sometimes vie' ll then work toget? -zpr with them,. but 
usually, again because of the way ware paid, we 
Will qt that stage remove ourselves. "if it is a con- tested si ua tion, then it is not our problem, It be- comes the problem of the client to do something about i t. 
Our job is to identify and recommend.; ant' iVs o>>r 
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client's job to do it. 

Q: What are the main acquisition criteria normally sought 
after by your corporate clients? 

A: It depends on the situatinn, but I would say under the 
general heading that we look under management facilities, 
market position to the share image and finances. If you 
are looking for a recovery situation, you probably will 
be... I can't generalise. You might be looking for some- 
body with very good management facilities but no market. 
The client might feel' that he can bring in market or he 
might be looking for somebody with very poor management 
but very good market and the client will bring in market 
skills. There is no general rules. We'll certainly look at 
simple figures on financial performance but no-t in great 
detail. We'll belooking for trends-rather than for 
great detail. So, we wouldn't be looking for accuracy. 
We've some checklist but they're never quite applicable, 
to be exact, in the situation you're in. 

Q: Do you entertain. requests for buy-outs? 

A: Very unusual. Yes, that happens sometimes but I would say 
that it is very uncommon. - 

Q1 How distinct do you see your work as being different 
from-those of merchant banks! 

A: To some extent we get involved with men: iart bankers, but 
usually we don't. Our approach-is starting from zero, 
to find the best company for the client's situation. The 
merchant bank starts-from square two where he says, "Okay, 
within the financial limitations, these are the ones 
available. The merger bi-oker starts from square three 
where he says, "We've a list of 60 companies. Ohyes, we've 
got one here, we've got one there... " 

Q: Your client list reflects "Who is Who" in the U. K. in- 
dustry but, do you serve also the lower end of the cor- 
poratp market, I mean, the smaller companies? 

A: We seldom serve small companies. It is always medium- 
sized or big companies. It is not because we cost more 
but, we request money first whereas the merchant bank 
requests its money on completion. 

Q: But surely, working *most of the time for the big compa_- 
nies with their retinue of corporate planning/merger 
departments, surely it meant that at some stage, one 
would be reduced for lack of a better word to a 'rubber 
stamp'? 

A: What the merchant banks doesn't see 'xs that corporate 
planning departments of companies use--P. ietn for the 
donkey. work and then go to the merchant bank saying "This is the one that I want. Find it. Buy it or what: 
ever". 
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Q How 1 on- does it on average tcakc , you to le 't7 vc 
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assigment? 

A: Outside six to eight weeks but to actually do the acqui- 
sition, may be another six months but our job is actually 
quite quick. We do perhaps four or five acquisitions per 
year. One of my great sorrows at this moment is that we don't get enough business from U. K. companies because U. K_. 
companies at the moment are too cautious and worried about 
spending money for the future. 

Q: In this particular business, do you stress on the people 
side of it? 

A: Yes, I think it is very important but we get less invol- 
ved in the people side of it than merchant banks. We 
are more analytical and. scientific in our approach. So 
we've less of a City approach which is good and bad and 
there are many situations where the only way to get a 
deal is to have a very good dinncr, a good glass of port 
and so on. I would say in the international business 
that there are often situations where that doesn't go 
well. 

Q: Do you see yourself competing4merchant banks in this 
lucrative business? 

As Generally not. I think we are complementary to them. 

Q: What do yöu perceive to be the strengths and weaknesses 
of merchant banks? 

A: I think my criticism of merchant banks as a whole is 
that they tend to work more on hunch and more on whom 
I, e know than on carefully researched facts. I think that 
is a very broad criticism which many banks could refute. 
We've just done some work on the way Japanese business 
has succeeded in t "Iestern-Europe, and I would say it 
absolutely bears out our approach to business problems 
because the hallmark of Japanese success, is before they 
do an,: thing, they find out and they really get to know the 
market, who is in it, what market shares, how they suc- 
ceed and so on. I think there is a danger that we stay 
far too long the old boy net. There is a severe danger 
that you'll suddenly wake up and find that the business 
is gone. One of the successes of Japanese management has 
been that they have read management-books and they did 
what they have said whereas most Europeans and Americans 
read the management books and do something different! 

Q: For the 80's do you see your company getting more -invol- ved in this business? 

A: I don't think it would affect us very much and I think 
in many situations, I would advise against acquisit ons because I don't think that they are necessarily success- 
ful. As I have said before, it is only one of the routes 
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and often it is not the best route. Often, it is better 
to buy a distribution sett up or join them rather than 
take them over. If the company goes to a merchant bay J, 
the merchant bank has strong incentive 'moo make him buy, 
that is the best reason I can give you but, if he comes 
to us, he pays his £10,0.00 and gets the best advice. If 
our conclusion was "Don't buy", we still get the money 
and may be that will-save the company, millions and 
millions of pounds. So that is the fundamental diffe- 
rence. Many of our things start as acquisition projects 
but they don't finish as acquisition projects. They end 
up as something quite different. 

Q: What gives you the distinctive advantages as corporate 
financial advisor? 

As Let's say that as corporate financial advi ssz-,, merchant 
banks have strong advantages over us-because we are not 
in that business, but as a basic corporate strategic 
advisor, vie have certain advantages because, we are 
working all the time in the management field, the mar- 
keting field and*so on. So, we are better able to choose 
the strategic route I would say than merchant banks. And 
that's a different approach. 

"ý=, 
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PROF. CEIVE SCHI. 'lIITTHOi F 
EDITOR, JOURNAL OF BUSINESS LAW 

TRANSCRIPT 

Q: Do nominee companies still constitute a vehicle for control 
by stealth? 

A: Section 172 of the 1948 Companies Act gives the DoT power 
to ask the registered shareholder to disclose who the shares 
of the beneficiary is, or whether, he is acting as the nominee 
for another beneficiary. If the latter is the case, he must 
disclose the beneficiary and his address. Now, cases have 
happened where the nominee or the registered shareholder as 
a nominee has not done so because the beneficiary lives 
abroad and there are no possibilit: of compelling the per- 
son out of the jurisdiction like in jersey or in a foreign 
country to comply. with the DoT to find out the true owner 
of the shares. In fact, one'of these cases has come to the 
court. Here, we are talking about the disclosure of shares 
of the beneficial owner and where he has transferred his 
shares to a nominee which cannot or will not disclose the 
real beneficial owner because-he lives abroad, then the trans- 
41 1 fer- of shares and dividends can ba suspended. 

Q: Do you subscribe to the adoption of a British SEC model to 
replace self--regulation 

A: This question arose lately in connection with dawn raids and 
concert party. I think the existing system has worked quite 
well and we have had it for almost 20 years now. .L 

do not 
think that we should introduce a system similar to the SEC 
rlodel but what we can do is to strengthen the law and the 
hands of the T. P. and the CSI by giving them some statutory 
powers because there are some companies who do not comply 
with the orders of the T. P. 

Q: What are your views on profit forecasts? 

A: Well actually as you know, in the U. S., profit forecasts 
are prohibited but here in the UKW, the T. P. raonitors profit 
forecasts and if the forecast does not meet with the actual 
situation, then the people responsible for it are asked for 
explanations. I think that profit forecasts should be 
expressed in very general terms because there are so many 
elements which may influence a forecast and 1 would not be 
unhappy-if we adopt the American practice in which a general 
statement which is expressed in very ; cautious, vague and 
general terms may be adrdissablc as a -forecast. 
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A: Well, control is very difficult to define. You will Lind 
a definition in Section 15'; of the 194C Co.: ipanies 
connection with dealing with subsidiary companies and there,. 
if you have 51, ) of the equity share capital, it gives you 
the power of control over the board of directors even if 
the company holds one share. Another definition of control 
in the 1967 Act is that if you have 10; { of the share capital 
then you are'an associated company and must therefore dis-- 
cloae this fact in your balance sheet.. .j think it is 
impossible to say that a definite figure constitutes control. 
It very much depends on the individual company. However, 
there is one thing which is certain that we distinguished 
in law between positive and negative control, namely, if 
you have more than 25,0, ' of the equity capital, you can create 
a passing of a special resolution and that constitutes ne- 
gative control. And then-what constitutes positive control 
will depend very much on the financial situation of indi- 
vidual company. The figure of 30, in the Takeover Code is 
quite arbitrary - it is a general measure and does not quii; ý 
apply to all cases and 29.9% (alluding to Jonhro°s share- 
holding in the HoF) does in my view constitutes positive 
control. 

Q: Are present law adequate in ensuring that company directors 
act in the interest of shareholders in connection with 
bid situations? 

A: Under the rules of the Prevention of Frauds Act, 1958. the 
directors are obliged to advise the shareholders ei' the 
target company whether the offer for iiieir shares is adequate 
and in that respect, they owe a duty to shareholders. But, 
I am aware that numerous complaints have been made but I 
don't think that the new Companies Act of 1980 or 1981 can 
really add to that and if there are cases where company 
directors have abused the Companies Act, then i suppose the 
shareholders may bring action against the directors but 
such cases have not arisen yet. 

Q: On this point of EEC, do you see it exercising 'a considera- 
ble influence in corporate mergers and acquisitions in the 
1980s 

A: I-lost decidedly. I think that day All come. In fact, 
there are already five EEC "Harmonisation Directives" 
which have been accepted by the Council of Ministers, one 
of them relating to internal mergers and takeover bids 
and this does not d 

. 
ffer greatly from UK law and in my vie,,,,, 

this does not re ; wire UIrl l ccislation but I do think that 
EEC law will have considerable influence for takeovers and 

mergers in the future particularly the consultation of emplo- 
yees or the position of employees after the acquisition. 

Q: In vie: "r of the stoma 
of UK institutions ; tions for corporate 
porate sector since 
V Vi 411 Lit Ji 11r Vhct 

: ig concert ratio . o2 shares in the hands 
wh ' do You perceive to be the i p, -. i ca- 

and aciu1s tiof, s sr 1,1, o c cr 
this trend is in p ra ll eel with :Fi, 
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only in exceptional cases will the institutions in the UK 
interfere with the management of the companies although I 
personally believe that at the end of the 1980s, a greater 
proportion of UK equities will be owned by institutions and 
by the end of the century, probably more than 90g; of the 
share capital will be owned by institutions. Going back to 
the comparison, the position of the UK and Germany differs 
tremendously. Owing to historical reason, Germany became 
last to be industrialised in Europe and the industrialisation- 
of Germany was done by German banks a_ d since the end of the 
last century, it was the banks as the medium of financial 
institution which have a leading role in German industry. 
In the UK, as you know, clearing banks do not hold shares in 
companies. However, UK merchant banks do hold shares but 
for historical reason our institutions do not wish to inter- 
fere with managerial decisions of companies. There is only 
one case where institutions had interfered and interfered 
successfully (Prudential vs. Newman Industries) and in th _s 
instance, a major-institution had taken a strong managerial 
stance. 

Q: There have been some complaints that current bid circulars 
are too complex for the general comprehension of the small 
shareholders. Do you favour a more simplified type Of 
bid documentation? 

A: Yes. I woula like to see that. i. would like to see º %, o 
documents sent. one, the 'most important facts in which every- 
one can understand(and I am of the opinion that the same 
should apply to accounts) and then, a more detailed document. 
I think that is the proper way and the law should prescr? be 

'=ý=, 
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L. H. MEN, (RT. HON. ) 
DIRECTOR-GENERAL 
ACCEPTING HOUSES CO1.11ITTEE 

TRANSCRIPT 

Q: Mr. Cohen, Sir, couldyou kindly enlarge on the background 
of your distinguished Committee and also the benefits that 
a merchant bank may derive as a member of this established 
institution? 

A: We've all the advantages of a trade association. There 
are matters of common interests. You may wish actively 
to act as a pressure group,. so to speak, to bring your 
views in Whitehall, in individual departments of govern- 
ment, the Bank of England. The British Bankers' Associa- 
tion is being described as a whole but that would include 
the clearing banks, the foreign banks, the American banks, 
the Japanese banks, the discount houses, the Commonwealth 
Bank Association, and quite a lot of these have different 
interests, even conflicting interests to ours, such as, 
for example, the Banking Act where you have the question 
of how the burden should be shared of maintaining the 
deposit 'protecting requirement. So, that's one example. 
We are very useful as a body to government and the Bank 
of England when they want to distribute information, they 
use us to distribute it to the organisations. On top of 
that, I suppose, every aspect of life breeds its own 
bureaucracy and we have to provide quite a lot of public 
service, lbt's say the establishment of Takeover Panel 
and writing of City Code, the establishment of the CSI 
and that sort of thing. It didn't just happen. People 
were drawn from the AHC, the IH; `. and other institutions 
to do this. Every time the Panel as a total body sits 
in its quasi-judicial function, there's a representative 
from the AHC there. We've a representative on the British 
Bankers Association, Executive Committee, the Council of 
British Bankers' Association. We've certain amount of 
representation on the CBI which speaks for the employer 
organisation as a whole, which covers every industry, the 
CSI, the City Communication Centre, the Committeee of 
Exports, the Queens Award Panel, Bank of England, City 
Liasion committee, Ariel, Director of Trade, Wilson's 
Committee, etc. The Director of Trade used us to get the 
views of the Accepting Houses, then the Accounting Stan- 
dards Committee seeking to impose on business as a whole their standards all the time, and of course, banks have 
certain exemptions on the performance when they produced their accounts. Accountants subscribe to the strange be-- 
lief that nudity is beauty. They wish to indulge in full 
frontal exposure and we, bankers are even more demure. 
We used . 

the fig leaf. So, all these issues do concern 
us. That's the trade association sine. As regards to 
the benefits... shat the press would "lall, the two solid 
advantages still are that your -bills -are still disco- ed unt 
at the Bank of England at the finest rate, and this is- important to the bank business. Now, in one of these 
discussion : rwhen T re: ieý. `ed ..: to the 

ir-c. 
Bank vi- 

indicated that it wishes to reveal Arie cr tei 7a on what 
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of England will give a reference in this context, that 
XYZ is a member of the AHC,. and as such, is undoubted 
in its commitments>. l. wouldn't stress on its exact 
words, but it'is that dort of wording which of course, 
is an extremely important feeling of background provid- 
ed by the Bank of England for the AHC. 

Q: The term "merchant bank"-conjures up a thousand images 
to a thousand people. In your opinion, is there a solu- 
tion surrounding this ambiguity? 

A: It is not a term of art, merchant bank. It is an expres- 
sion that has grown up through History and the original 
merchant banks were merchants -- take Hill Samuel, for e. g. 
they were merchants out in the Far East and Marcus Samuel 
developed this important line of business by exporting 
to Singapore and Japan particularly kerosene in those 
days from the Russian oil fields and he brought back 
among other things, shells from Japan and the o1 d. depal-t -" 
meat of HS became so big and it became a separate depart- 
ment and that vra .. 

1, he growth of "Shell". Particularly, 
hook to calling oneself "merchant bank" since after 1939; " 

because it was a lovely name but (a), they wereila bank 
and (b) they weren't merchants, but there was no law to 
stop them from doing it, and anybody, I mean, Joe Smith 
around the corner could just put up a brass plate calling 
himself, "Joe Smith Merchant Bank". It is only after the 
] 9'19 Ban 1 ng Act for the first time that you ha-:; -. e col: ti of 
over the use of the name . 

"ba k" . 

How do you describe your involvement with the other regu-- 
latory bodies like the Takeover Panel, CSI, etc. which 
your distinguished Committee played an instrumental 
role in establishing? 

A: I suppose, with the Stock Exchange, all the Issuing 
Houses including the Accepting Houses all have a depart- 
ment within the Stock Exchange which manages the invest- 
ment of clients including pension funds, and so, they 
are user of the Stock Exchange services in a very big 
way. In the IHAconnection, I suppose, the body of the 
Stock Exchange which we have the most commitment is the 
New Issues Committee. With regards to the Takeover Panel, 
which is the first body developing in the field which 
you are thinking about after the Stock Exchange, that, 
was set up by the Bank of England, the M!, the Stock 
Exchange, etc. And the Director-General of the Take- 
over Panel, has in every case, being a merchant banker. 
Lord Shawcross was the first chairman of the Takeover 
Panel and he gives up in June this year. He has been a 
great force in the development of +e Takeover Panel- 
We still field one representative a F;. every meeting of the 
Takeover Panel and 1 sit on it a:, th alternate chairman. 
I would say, we in this office, we provide the whole 
secretariat of the irh, wrid we're a highly incestuous body 
in this respect! The CS!, is a later development and i t'is 
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there was quite a lot of noise developed by politicians, 
especially saying that "Oh, the Americans have got an 
SEC and we should have an SEC too" . We could have an SEC 
if we want to pay for it! The SEC is a very expensive 
body nationally and profitwise. I mean, it costs the 
government a lot of money, it costs corporations a lot 
of money and CSI was incorporated partly as an SEC, but 
it has more flexibility. It has much greater speed and it 
has a lot of advantages. I think the CSI. is doing quite 
well, and like criminal law, 'there will always be some 
fast moving gentlemen, particularly, fast moving gentle- 
men outside the jurisdiction who will keep one step 
ahead of the CSI, just as they keep one step ahead of the 
SEC, and very often, one step ahead of the criminal law, 
and there will be occasional scandals,.. which you can't 
do very much about. Of course, the CSI's total budget is 
something like £750,000 and the-last figure I saw for the 
budget of the SEC was something over US. S60 mile and 
mind you, that was the only direct cost! 

Q: In the arena of mergers and acquisitions, in the 1980's, 
how do you discern the main thrust of AHC within the 
merchant banking context? 

A: When one is talking about corporate mergers and acquisi- 
tions, you're talking about the corporate financial 
side of the Accepting Houses business and also the cor- 
p o, ýý ý 
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it is in their issuing houses capacity, that the thrust 
exists. I would say that here, you're providing a service 
to a client, a service which largely developed after the 
war.. In takeovers and mergers, and there is 

.a 
tendency to 

provide this service not only in the U. K., but you find 
it developing in the other parts of the former British 
Empire. There-is a parallel development going on in Aus- 
tralia and I wazld'i be surprised if something like this 
developed in Singapore and Malaysia, and of course, a 
number of the AHC have investments in the Far Eastern 
banks in those areas. I think it will develop into the 
existing service really, and-they will continue to play 
a very important part in the CSI, the Takeover Panel and 
Stock Exchange. 

Q: Could you kindly comment on the power of censure that 
you exercise over deviant members? 

A: Of course, your ultimate action is to remove a member 
from the Accepting Hbuses Committee. There-is the ulti- 
mate sanction by the Bank of England which is refusal to 
accept their books which will be very damaging for busi- 
ness. We try to keep an open doer :. -policy to foreign 
banks, and so long as they are oper: ing on the same 
rules as we do, we aren't afraid of ^ompetition. i eople 
often thi n1k of Imierell_tnt uanks as s . yý ''ýl. t_ ]. tL like SM. 6el J 

_Ln 

their webs, tryin to think of mergers and acq_u1. s'_`'. o .s and I think this snot t n%e. If GEC or Shell : all t: ý c 
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make some acquisitions in some particular fiel., they 
should -Imow their own business so much that they must 
really know how to focus in on their own targets, and 
I i, ould guess in the e iormous tuna jority of cases, the 
acquisition is kicked off-by the raider/acquiror and 
not by his merchant bank. In few cases, initiative is 
taken by merchant banks. Normally, 'in the real world, 
it very often is that way. As' Vesaid, business must 
know its competition, its targets much better than its 
financial advisers. The financial advisor is the expert 
on how much money should be. paid for, the financial 
consideration and the tactical way of getting the best 
price, what I called the machinery. 

Q: What about the shroud of secrecy that still surrounds the 
merchant bank activities? 

A: I think our business is much more competitive among 
merchant banks. I think up to the 1960's it was'`cone 
to approach another merchant bank's client, but noi";, you 
can poach on "Tom Tiddler' s "land to your heart' .s content. 
But merchant banks are to a certain extent, shy flowers, 
and i would also say that our clients do not like seeing 
any of their business much in the newspapers for in t!? rn, 
they tend to be shy flowers coo. And we don't have -the 
capacity of competition with the cl ea-ring banks, and 
therefore, the shopping for business is very much done 
on a personal level - at a high level to corporate 
customer. I think merchant banks as a total., do not 
find the iniLa üionary atmosphere conducive to their bank 
business. Inflation also tends to be unfavourable for 
their corporate finance activities especially for raising 
of long-term capital with high interest rates, people 
don't like it at all. 
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PETER LEE 
DEPUTY DIRECTOR-GENERAL 
THE TAKEOVER PANEL 

TRANSCRIPT 

Q: Could we start by asking you. to elaborate on the frequen- 
cy, and area of consultation by merchant banks? 

A: Our function is to administer the Takeover Code. What we 
do is to give people rulings throughout the day, every- 
day as to whether they can or can't do ornat they asked 
us about. Very often (vie do encourage it) merchant banks 
come to us long before a merger takes place. Sometimes, 
on a preliminary basis they might do it on a no name 
basis. They wouldn't reveal the name of the client but 
explain the situation so that we, in principle could tell 
them whether it-is perfectly alright and eventually they 
would come back with the names of the people concerned. 
Consultation before anything happens is really one of 
the key things. Then, of course, when a bid is going on, 
it may be straight-forward and we may have very little 
involvement with'the advisers concerned, while in other. 
cases which may lead to a full bid we may have consulta- 
tiom 6 or 7 times a day and meetings which are often ar- 
arranged at lli4ls hour notice, etc. We are visited, I sup- 
pose by merchant banks, lawyers, accountants, company 
directors, stockbrockers and sometimes investment clients, 
institutions, private shareholders, but I suppose the 
principal ýontact io the Meer eha: lt bank. 

Q: What is the Takeover Panel's view on the very controver- 
sial "dawn raid" which is the subject of great debate 
in the City? 

A: What gis happening at the moment is the CSI is 
looking at the problem to see whether something should 
be checked or regulated in some way and if so, how it 
can be done and whether it is possible to do it. I think 
at this moment I don't know what the right answer is, 
but as in all these things, there are various view points. 
Some people would say, in the Code, you have the 30% 
marker and therefore what anybody does below this should 
not really concern the regulatory bodies at all. O. K..., 
davor raids are done for a whole host of reasons and they 
may be followed by a fuller bid. So, one school of thought 
says that we should not interfere with the market forces, 
4 ure 5iieuiu ee a . free marKeU ana finis snou. la go on. -Li you examine the marxet, there is all sorts of possib'_e 

unfairness . 
Life is not absolutely fair, but it's where 

you draw the line. What you can do in this situation is 
different and has an'awful lot of technical problems. We 
could say to a buyer if you want 251: 'o' of the company, you 
should make a partial bid, but that suppose i% wouldrl' t 
be very appealing to a lot of marke`' or dawn raid err 
Another possibility i to try and see ;f it can be ei 
there not for 1 hour or 2 hours but, the whole d, 

--, ,y 
would involve scaling doom. the sale of shares to a certain f: i ure whi ch in the job eng system is vef'y difficü1Z UO 

effect. Sa, there is ; an awful lot of arguments in each 
direction and currently the CSI is -locking into this 
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matter. 

Do you support the defensive measure subscribed by some 
companies in collusion tirith t eir. merchant bank adviscr c 
i. e. the target company undertakes an acquisition to 
make itself less attractive. The contention here is when 
such an acquisition is effected without sound commercial/ 
financial rationale? 

A: In the Takeover Code as you know this is Rule 38, you 
are prevented from making any sort of acquisition of 
any size without getting the approval of your share- 
holders if you believe a bid might be imminent. How we 
would interpret that is , you maybe approached by a poten- 
tial suitor, or, on the other hand,. you may just feel 
that you are very attractive and here the Code would not 
preclude that company from making an acquisition to make 
itself larger and therefore less digestible to a poten- 
tial predator. 

Q: L' hat are your powers of censure? 

A: In a private reprimand we might say to a merchant bank, 
a stockbroker or somebody, "You shouldn't have done this. 
For God's sake don't do it again. Get it right the next 
time! " This is something we would do from time to time. 
We might write them a letter which might be slightly 
more formal, addressed to the chairman of the bank. So, 
a private telling off, I suppose, is the lowest form of 
-punishment i think T should ear this as 1w; el l. If some- 

body has done something wrong, we will quite often ask 
them to put it right and they-will comply, a sort of 
penalty . Quite often, it may be pzblicly_ azp. ent that we 
asked them to-put it right or, it may not be publicly 
apparent for example, if they put out a document on 
June 13th which is deficient iii some way, and then they 
put out another document on June 18th which deals with 
the point in question, nobody would know that ; ve_ have 
asked them to put it right. Now, as to penalties which 
are more public, in the case of insider dealing, we used 
to ask people who profited by the deal to pay their pro- 
fits to charity and that has been done quite a number 
of occasions and this is coupled by a public statement. 
So, the real sanction is the public censure of somebody 
... how much impact it has is debatable as there are 
different views about it. If the person or the group 
of people being censured is very close to the City, 
then it probably has an impact because it affects -their 
livelihood and indeed they may have to pack up and leave 
the merchant bank or wherever it may be. On the other 
hand, if they happen to be a very small company directly 
living in the North of England, it may not worry them 
too much. So it varies. Some people would also say that 
it is a pity there is not a forinaY penalty l 

if you like; 
somewhere between a private reprimähding and the -oublic 
reprimanding, because the public reprimanding is a very, 
very, strong one, a lot of people say that much stronger 
would be a fine of £l, 000 in a magistrate court, it 
could be epending on th^ that, stst "d -- _V ,,,. c ±1 yýý. S , c, ý-ice ý. ýe mos Ll 
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normal public censure meted out tc" a comp , --. My director 
or if he is a stockbroker, I might say we would ask 
the Stook Exchange to consider striking off his member- 
ship, etc., etc. Again, we might refer the case to 
some other authorities, the Department of Trade who 
might appoint inspectors to look into the company's 
affairs and they in turn might refer it to the Fraud 
Squad if they detected criminal acts, then move on to 
the nearer ultimate sanction being done., getting th; e 
market in the general sense, to withdraw its facilities 
from the particular person. 

Q: How do you compare-self-regulation versus the formal 
bureaucratic and legalistic SEC system in America? 

A: This is a debate which has gone on for years and years 
and no doubt will go on for years and years in the 
future, but the Wilson's Committee, as you know, is 
about to report in June and one of the areas it is look- 
ing at, is the regulation of the securities market and 
whether it is done in as efficiently as it should be or 
not, but all the signs are (originally, they were very 
skeptical about it), they are not as bad as they thought 
when they first started looking at it. I think the argu- 
ments for a SEC are mainly made by the lawyers although 
in some cases by merchant banks, that there shouldn't 
be a SEC but something likely, - because it gives greater 
certainty to everything, people as the argument goes, 
know much more where they stand, There is a statute and 
again, t"r ei authority hau statu Lory: power io ppr sue peopi; 
to ficke evidence on oath, to. compel the production of docu- 
ments, all thoae things that go along with a court ap"- 
proach to a particular problem. The advantages of self- 
regulation, I'think are, it is much more flexible, it 
is much quicker, and I think, it is much less expensive 
because we don't have all the paraphernalia of bureau- 
cracy and so on and I think that it works reasonably 
well particularly, if it has the confidence of the -oeople 
who are operating in that field but once it loses confi- 
dence, then obviously, it doesn't have much future at 
all. You know, if it does regulate in a reasonable, 
sensible way and doesn't try to go too far and it is 
reasonably flexible and not absolutely high bound by 
rules, O. K., you use a bit of the spirit in order to 
stop what looks like a bad operation that. may not tech- 
nically be prevented or you use the spirit like the other 
way, to allow something which is not technically allowed 
but fine, it looks perfectly alright. I think all those 
sort of things make_ it quite a workable system and 1 
do think that because you don't have statutory powers 
to compel people to produce documents or take evidence 
on oath, there may be a little loss in pursuing some 
sor-investigation after the eveit but I aift;, sure how 
much is lost, and I think that ilarbld Greed, chain an 
of SEC, was saying the other day, ýý'rhen he was In ý: ondon; 
that they got an enormous number of investigations 

_o- ing on, but the number which achieve anything at t :e end 
of the day is very, very small, so that just because ou 
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you have extra power it does not necessarily mean that 
you can go very much further. 

For the benefit of the small shareholders, is there any 
move towards simplification of documents related to 
corporate finance activities particularly to takeovers? 

A: You know, they do have my sympathy because undoubtedly, 
the documents are very long and complex. Some people 
would say whether we could somehow make it less compli- 
cated and be able to produce it in an abbreviated form, 
summarising the important financial information. I think 
the various answers and comments to that is quite often 
people still try in a way for their own benefits to read 
the front page summarising that profit is X, premium is 
Y, dividend is up, you know, the main ingredients but I 
do think that it is going to be a very difficult to make 
them shorter or less complicated. 

Q: What about nominee companies being used as a camouflaged 

vehicle for takeovers by stealth? 

A: Well, I think the answer to that is under the 1976 Com- 
panies Act, a company can ask the nominee company to 
reveal the identity of its beneficial shareholders--and 

. 
that is fine as far as it goes, but if the answer to 
that is not Mr Smith of London but ABC Nominee of Panama, 
then you aren't any further down the road because you've 
no idea who controls that company in Panama and that is 

1.1. ,. "1>>J .Lf _I. get 1. 
where tiled ri ii4': c !1S IJ LL. tcý ou can' L get behind 'Uha 

t 

nominee company. .. 
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J. R. AFSDEN 
SECRETARY 
COUNCIL FOR SECURITIES INDUSTRY 

TRANSCRIPT 

Q: Could you tell us briefly about the background of CSI? 

As The CSI-was initiated by the Bank of England. They had 
in fact, a general call for abodY such as this soinewhile, 
but we were recently put together. Having said that, we 
are totally independent and not an executive arm of the 
Bank of England or Stock Exchange. So, we are totally 
autonomous and that is very important particularly when 
the life of the CSI progresses,. we get more and more 
involved on contentious issues, the fact that we are 
producing an independent view and not just the view of 
the Stock Exchange or the Bank of England, that is im- 
portant. 

Q: Do you consider market raids to be undesirable from the 
stand- point of the target company as well as the small 
shareholders? 

A: First of all, we need to be in agreement that market raids 
do not infringe any rules, they are perfectly legal. Point 
{w 

, 
they do effectively shut out the small shareholders. 

So, really, it is the professionals and the large share- 
holders who benefit from it. Point, +_hrc, ther-e has been cri- 
ticisms that a lot of these market raids have been tied up 
beforehand4 in other words, the stockbroker has a goo 
idea whom he is going to-get the stock from. So, a lot 
of C transactions have been put through in the market but 
as 'I said, this is my personal view, really. I thing the 
next point to mention is that it is difficult to do any- 
thing about it, to come out with certain rules to satisfy 
all parties for a. variety of reasons; one, the sheer prac- 
ticality of it all, secondly, the market place is a free 
place, thirdly; the American tender system is very expen- 
sive. The most widely canvassed one is the bidder standing 
in the market for a period of 3 days to a week announcing 
his intention to buy such and such a stake at a given price 
and the possibility there would be the amount required. 
Let's face it, market raids have been taking place for a 
very long time now, not just over the last year. At this 
moment, the market is relatively depressed, but if you 
take a long term view, many people view this as a good 
opportunity to pick up stakes. 

Q: On this point, due to the loopholes existing in the corn- 
pany laws on disclosure especially nominee companies, 
foreign companies have been exploiting this weakness 
to build up a strategic stake or creeping control on 
some major U. K. companies. Does this shortcoming warrant 
the attention of the CSI in taking ; edressi ve measures? 

A: Following the removal of exchange control, the difficu? tics 
of policing non-resident companies stakes Ln U. L. co_.: . ý- 
ies particularly keeping control of acquisition of This 
kind of size, that kind of facility has been removed. You 

will hear f 
. om the T k. eover Panel that they ar'e worried 

about it. Non--resident outside the ; urlsdic Üion of ý. i 
. __. 
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above would be able to accumulate this stake without any- 
one knowing it. I think it is very disconcerting to a cOlri"- 
pany just to find that someone can walk in and purchase 
25% or 27o of its equity in half an hour and it remains 
to. be seen whether a lot of these are stepping stones to 

a full bid. 

Q: Do you discern a problem of identity regarding foreign 
nominee companies, I mean, the brickwall situation? 

A: I think that bxickwall is a very good description. The 
Takeover Panel has"a very good relationship with over- 
seas companies and their regulatory authorities. Peter 
Lee, the Deputy D-G, is the expert on Singapore. As I 
understand, their contacts with overseas market in Hong 
Kon. gcrASingapore ¢re. very good and receive good co-opera- 
tion from them. But,. if'the end of the trail ends up 
with a Swiss company, then 99.9% of the cases, it is 
the end of the road. I would have thought certainly the 
nominee problem could be of relevance to dawn raids but 

* it hasri' t been, I. think I'm right in saying until the 1CGF` 
act has-been revealed, you could have said there was a 
problem of identity there and there was. But generally, 
in market raids there ha:: been no problem in disclosure. 
Since the earlier type of market raids, the situation has 
improved on the small scale as'now, you'll find that the 
bidding broker displays on the TV screen what he-i doing, 
what his -price . 

is, etc., so it'is there for all to see. 

Q: What are your powers of control and censure over reccelci- 
trant companies? 

A: CSI operates on the undertaking of commitments given to 
it, its rulings, its objectives by which each of the 
member associations referred in the Annual Report on it. So, 
in the context of your question referring possibly to 
the "St. Piran" case, we operate very similaz- to Takeover 
Panel. Like them, we've the power of censure which in fact 
is very effective. That's the first one and you might 
say, "Well, that's not strong enough". You should look at 
Mr. Raper of St. Piran, not only has there been statements 
censuring his behaviour, you then extend that to the 
Stock Exchange by forbidding any dealing by Lir. Raper. 
That is a good illustration of the degrees which you can 
then take withdrawn facilities from the securities market 
to an individual or what have you. The ultimate, all 
members of the associations could withdraw facilities to 
the individual and this , %ould include the Stock Exchange, 
licensed dealers; merchant banks, clearing banks, every- 
body close rank. The other interesting point is that in 
the context that you talked earlier regarding disclosure 
of nominee companies, one possibily. could be that c, om- 
panies amend their Articles of Asso6 atiön to provide dis- 
enfranchisement of shares where nom±r- ee shareho -L& rs re- 

is fused to disclose the beneficial owner behind it. Platt 
a possibility. 

Consolidated Gold, Fields. 
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Q: There is still the odd voice or so advocatint; for -1'i1! 
implementation of the SEC model to replace selr -regula- 
tion. Could we have your comments on this? 

A: Our chairman just came from America to the SEC. SEC in 
a nutshell, I think you'll find out is extremely complex. 
It's extremely overweighted on the legal side and it 
reminds. me in fact of the exchange control side of 
things, they used to have a continued basis of making 
new rules to amend more other rules and then a loophole 
was found and you make another rule and you just keep 
on and that to me is the main disadvantage of it. I 
think the question can be best answered by turning 
it the other way around. What are the advantages of self- 
regulations? Basically, it is flexibility and speed. 

Q: In conclusion, how would you sum up the role of CSI? 

A: The Takeover Panel as I see it deals on a case basis. 
It deals with current cases . We're much more or-Len ta, - 
ted in the theory and the policy side. We don't get 
involved in day-to-day cases but if a complaint comes 
up, of course, we do that. We're all the time looking 
at current practices, commission structures, riglh. ts 
a. ssue; DoT investigations, current accounting standards 

. and see how improvements can be made for the futare. 
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C. H. FRYER, ESQ. 
HEAD, QUOTATIONS DEPT. 
(TIC: STOCK EXCHANGE) 

TRANSCRIPT 

Q: Could we start off the discussion by asking you to relate 
the main objectives of the Quotations Department in rela- 
tion to mergers and acquisitions? 

A: Well, with regards to takeovers, the department is con- 
cerned with disclosure, making sure there is information 
for investors to decide whether or not to accept an offer 
and it is the disclosure of information which underlies 
the confidence which the whole market is based.. 'Now, how 
much information would depend upon each bid situation but 
the skeletal basis of the information can be found in the 
provisions of Frauds and Investments Act (1960), the Take- 
over Code and the Stock Exchange "Yellow Book" particular- 
ly in chapter 5. If you take those combined, it gives you 
the basis, but each situation is diýferent, so that, when 
it comes to -a judgement by investors as to whether or not 
to accept another company's cash or paper, or whether, 
other considerations from the offeror, for-example, to 
know what is the current situation of the company's busi- 
ness, that may mean spelling out additional information 
which obviously can't be foreseen when laying down the 
recommendations. 

Qs From i ri tervi ewi n_c v pious merchant ýC'. anks 

understand that in a bid, it is absolute 
to submit all their documents 

- 
to you for 

cial sanction. Could you kindly elaborate 
this process 

in the City, we 
Ly crucial for them 
vetting and offi- 
on the nature of 

A; Perhaps, I've just said that in context to you. You see, 
the Takeover Panel which has a number of sponsors or others 
who are underlying the Panel of whom the Stock Exchange is 
one,, and the Issuing Houses is another, and there are many 
other bodies. Having laid down the provisions in the City 
Code, there is no relationship between the City Panel and its 
executives of the Panel, and, - the offeror, in any bid situa- tion, he could be an individual, or, it could be a company, there is no relationship where the Takeover Panel can say 
under some edict to an offeror, or potential offeror, that "When you get to D-Day minus 20, you must make proof document and having submitted it, we will vet it".. ' rortu-t 
nately, for the Panel, the Stock Exchange was already do- 
ing this kind of work and has been doing it for many years 
and we, therefore, have very close liasion with the Take- 
over Panel. Now, what happens is that . if a listed company 
sets out to offer for another company, then the offeror is obliged under the terms of the listing agreement (it 
used to be called "general undertak? gs") 

to submit proofs of all documents that they are going; -co send to all share- holders and we have said, more recently, in chapter 5 of the "Yellow rook" that in respect of offer situations, the 
company should also send to us, proofs of documents 
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are going to shareholders of other companies. There i_;; a 
well established procedure, and if a listed company did 
not submit the documents, we would not be very pleased. 
But it is a very well understood procedure. the merchant 
banks in the City understand this, the brokers, and the 
consequence is that we can see that the documents 
comply with {ha requirements for disclosure in takeover 
situations based upon Licensed Dealers Rule, the "Yellow 
Book, " Takeover Code and anything else who applies from 
time to time, and all those documents are submitted through 
the brokers to the offeror and are returned to him with 
comments that we make. There is then the obligation upon 
the offeror to re-submit an amended proof, taking into 
account, the comments and indicating any changes that they 
have made with their own initiatives, which again, we'll 
vet. So, the procedure goes on until the document is 
agreed by us. During the course of this checking procedure, 
we will have regard to the City Code, and the most we are 
likely to do is to comment on the document that rule 16 
on profit forecast should be complied:. with. 

Q: What about defence documents? 

A: The same procedure happens with any document whether it 
be offer, the reply, or a subsequent document, or an adver- 
tisement. 

Q: We know that the Panel has laid down very comprehensive 
guidelines governing profit forecast. But, due to inherent 
complexities and technicai. problems associated with it, 
many financial advisers regard it as a "grey area". Are 
there any plans for the Stock Exchange and. the Panel to 
review this subject? 

A: There is very little excuse to regard it as a "grey area" 
as you mentioned. It arouses"controversy, They are all 
highly conscious of the fact that the Stock Exchange took 
the-initiative of issuing its own views of what constitute 
as forecasts ... It was done in conjunction with the Take- 
over Panel, in that, we discussed with the Panel what we 
proposed to say, but, we took the view that it shouldn't 
simply rest on the question o- figures. The question of 
what words you used can be just as indicative of what's go--. 
ing to happen in the future. The reason why it is such a 
controversial area, is because, when a party to a takeover 
especially one which is contested, are in the thick of the 
fight, then they wi]_l want to use all the armour thay have 
available, to win the battle on behalf of their client, 
whether it is the offeror, or the defending offeree, so 
that, in those kind of circumstances, it is not surprising 
that people would want to come up with profit forenasv or 
the other, even though they don't mount to figures. That 
is why, there may be controversy abýiAt it, and why some 
of the banks possibly. resent the di sc. iplines which have 
been imposed. The Takeover Panel and "the Stock Exchange, 
do go over the figures that are published after the take- 
over situation is all over, to see whether forecasts that 
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are made have in fact, been met, 
discrepancy, a lot of questions 
Panel or the Stock Exchange. 

and if, there is a wide 
vii il be asked by the 

Q: On the above point, in view of the fact that the board 
of directors are directly responsible for the profits 
forecasts itself with their financial advisers incorporaI d 
merely in the sanctioning process, don't you think that 
the company is equally reliable? 

A: The responsibility rests with the directors, that is abso- 
lutely true, but merchant banks must make sure what the 
directors are saying are said after proper care has been 
taken. It is important for the financial advisers to be 
around, to hold their hands when thay are making state- 
ments that cannot be supported the time they are made. 
It is no good looking 3 or 6 months later for justifica- 
tions to statements. It-must be able to justify it at 
the time. That is why, the Takeover Panel has incorporated 
in the Code, Rule 16 that certain disciplines have to be 
observed-chiefly by accountants and the review by the 
merchant bank". Just imagine, a company whom a bid has 
been made by two competitors, the bid has now been going 
on for 3,4 or. 5 weeks. The Takeover Code allows 60 days 
as the maximum period for. an offer. So, it has been going 
on for several weeks and each of the competing oýferor 
has 40% of the company and that leaves 20% in the hands 
of the public, which means that one of them must be the 
first to get 1.1% out of the 20%. You can imagine that 
there is " 4, great temptation to , rake remarks to 5. nduc V 1V great temptation 

JVtA l 
to 

a1C 1 1. J>'J V> 

people to sell. That is why, forecast is so pertinent as 
the public are toldilhAprofits will be doubled o' the 
assets involved will-be doubled. 

Q: Could we have your comments on market or' daw n' raids? 

A: Leaving aside the words, market raids for the moment, 
any person or party can set out to buy a stake in a com- 
pany, say 10% of a company. There is nothing to prevent 
them from doing this in the market. Of course, you then 
look up the register and you find the number of people 
who might, or might not be willing to sell. But, just 
accepting the level that is prescribed in the Code, then 
it is perfectly free and not thought unduly unfair for 
someone to go out and buy up to the 30% threshold. 

Q: As a guardian of price-sensitive information, how do you 
go about. ensuring that secrecy is maintained during a-bid 
situation? 

A: Let us say that the chairmen of the companies could have 
their meetings in an arrangement so that they we not 
noticed or seems to be too pointed. The problems do arise 

rý, and they we now being taken care 4 'ý by us where, havi. -. 
set terms between the two c ompÜnies , ý, the offeror may then 

want to go and talk to certain shareholders in the ofi ree 

company because without their going along with the thing 
there is no point in coming out with the document, They 
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obviously must have some indications that they are going 
to receive some support, and at this stage, you then open 
the wings beyond the board and assuming that it is not 
lon before this, they have settled the terms or doeldod 
that they can't proceed, ' they should have a short sus- 
pension of listing. We, and the Panel issued a statement 
in November 1977 to cover these situations and since 
then the procedure has been used hundreds of times. Nor- 
mally, a merchant banker or a stockbroker comes to us and 
say, "We have been instructed by so-and-so to request for 
suspension of their listing" . We would not be very happy 
about if a company approached us to request for somebody 
else's listing. We normally suggest to companies not to 
suspend their listings for not more than 48 hours. 

Qs What sort of control and monitoring systems do you have 
with regards to the market? 

A: The department has staff who are watching market movements 
in newspapers, in market reports, investment service 
branch, our own official , 

list, dis-oosal of prices, we have 
our own antenna sensitive to any information which may 
come up in the market directly-from the jobbers or through. 
the brokers or even the merchant banks. These are all 
taken in to our sum total of -knowledge and then assessed. 
Share dealing investigations is another of my province 
and it arises partly from the work that I have just men- 
tioned i. e. the watching of the price and publication of 
the news, coupled with the fact that of course, we are 
aware of what is going on or, ;h ýa t about to o on or , ". wV. v Vlt V 

what is about to go on through the proof documents or dis- 
cussions that vereheld in confidence. For example, if we 
had a meeting with some people about a situation they had, 
in confidence, -and two days later, if the. price starts 
moving about, we can telephone the people and say, "We have 
discussed this thing but we see the price moving about, 
Shaati't_ there be an announcement? " Right, so we get an 
announcement but the price moved, n the mean time, we 
sort of follow it up and it may lead us to having a look 
at the dealings in which case we look at the market, the 
scale of the trading, the nature of the trading and then 
take it from there. - 

Q: Like the Takeover Panel, do you have the power of censure 
against . companies or financial advisers who have flouted 
Stock Exchange rulings relating to mergers and acq_uisi- 
tions? 

A: 
. 

Cert? A nly, it is available. Well, you must be careful in 
using the word "censure". If, it is a matter which deser- 
ve discussions_or public statement because of the general 
public interest, then one would use that. One wouldn't 
just use, certainly the- Stock Exchange wouldn't use public 
statement just to have a go at some ady. 
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(.: For the benefit of the small shareholders, would you like 

to see more simplified documents relating to acquisitions 
and mergers? 

A: Well, of course, things are getting more complicated. 
In part, it is because there are certain matters which 
need to be brought out to the public. They are infor- 
mation and people must have that information.. But the 
reason chiefly why they become more and more complicated 
is, because a few instances have risen where advantage 
has been taken of the market, freedom of the market. 
Advantages have been taken of that very often for per ona 
ends and very often for financial rewards and if it 
is thought that other cases where unfair or undue advan- 
tage has been taken at the advantage of the public, then 
something must be. done about it and that is why a lot 
of regulations are there in case... the only consolation 
is that we aren't running the securities market of this 
country the way the Americans are, starting from the 
basis of a legislative background. The misuse of the 
system is curbed by regulations and the regulations get 
more and more complex and give rise to avoidance industry, 
and lawyers and ' others try to find ways around the regula-. 
tions, which then brings into force an anti-avoidance re- 
gime to try and stop people running rings around the re- 
gulations. That-is what makes it so complicated. 

Q: What about nominee companies being used as a cloak for 
stealth by some ccm. panies? 

A: Yes, this Is a risk that. nomi-nees will be used as a cloak 
to conceal a potential takeover, In fact, it is a problem 
encountered by the regulatory bodies over the world. I 
think there will be attempts to try and ameliorate the 
situation but if there is undue regulations they will be 
driven underground. 

Q: There is still some odd voices here and there advocating 
for the SEC model to be . transplanted here, Do you see 
any merits in their advocation? 

A: If we have an equivalent of SEC, we could have a prospect 
of having to provide for virtually. every conceivable 
situation, and if you have got 4,000 companies, you will 
have 4,000 situations, if. not, 8,000 situations. But each 
one is like an individual, like a gene, a package of genes 
and you could start off with 4 identical conpanies. We 
are prepared to wager with you that after 3 years the 
44 companies would become separate unless you ta3e the 
drastic step of keeping them identical. 

Q: With the Wilson's Report expecting to come out at any 
moment, in retrospect, how do you see the main thrust of 
your department and the Stock Exch ge in the 1980's? 

A: I would like to thi nk'thä± there wily be a wider reali- 
zation that we have already reached a stage, ediere 
things are complicated enough, and that what we should 
avoid, is to make it more complicated. - 
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Tab1C' 5°2' Comp-,. r ativo Ll-*La nc 1 ; 'h1 ; t5 of - le jai 
U on, 

BAl n 
WmAF-F 

`AVERAGE 
NO. ) 

NnrJ-trig 
:, r_r ILI%ý ES 

N0. -'ß 

mnm AT, 
ASSETS 

(gym) 

DT-, r; -r. n>ý ýn 
i; i, i 

PROFITS(& rt 

Kleinwort, Benson 1,074 19 2,713 19.0 
Schroder wagg 909 18 1,845 7.8 

. Hambros Bank 1,509 16 12640 15.3 
Samuel Montagu -" 11 1.580 c. 0 
Hill Samuel 3,7,56 20 1,44'; 11 3 
Morgan Grenfell 713 18 1,288 7.2 
S. G. Ltarburg 'i , 394 10 1" 50 12.3 
Lazard Brothers 456 3'- 735 5.6 
IT. i'l. Rothschild 568- 15 603 - 
Baring Brothers 41 12 7 489 - 
Charterhouse Japhet -- 4 485 4.0 
Guinness Mahon - 4 332 1.8 
Singer & Friedl andere - 5 283 4.1 
Robert Fleming E 34'1 y 5 278 7.3 
Brown Shipley 530 4 252 1.5 
Arbuthnot Latham 886 4 206 2.5 
Rea Brothers 188 3--ý 109 

ýYS 

0. "? 

ý J. fý 
* Including subsidiaries and.. reprasen aluive off ice . 

iSýIll't` 
_ 

i+i +: y Sources: compiled £ 1. ''Oil '''ý}"ýa t' ý,: f= u st 931 and ö. 
accounts/reports (1980/81) o merchant banks. 
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. 
'1ý, ý r3LE 3: Ct7Yý'ýRýý'lIVE ýiý11I, iSIS G J'ºIývýiýä=ilr 

AHC 
hi RCUANT BANK ADD F, SS CHIEF EXECUTIVE STATUS 

Ansbacher Henry London 
b ýý o Str 

London EC2V ? JH Sir S. Goldman - 

Arbuthnot Lathan 
3? + Queen Str. 
London EC4R 1BY C. J. Pridoaux M(r) 

15/16 Grace- 
Barclays M. D. (DIMB) church Str. D. V. Weyer 

London ECSV OBA 

Baring Brothers & 8, Bishopsgate The Rt. Uon. J. ri 
Co. Ltd London EC211 4. AE F. H. Baring 

Founders Court, Kt-Hon. I, ord Brotur Shipley . Lothbury Farnham London EC2R ? HE 

Charterhouse 
1, Paternoster 

'Japhet Row, St. Pauls M. H. W. Wells H 
London ECM 7DH 

11, Old Broad J. A. Zeighton- 
County Bank Str. Boyce London iC2N IBB 

Dawnday Day 
31, Groshani Hse, E. P. Hatchett - 
London EC2V 7DT i 

Gray Dawes Bank 40, St. Mary Axe, Rt. hon. Ear1 of 
London E03A SEU Inchcape } 

3, Frederick's Sir P. Gibbs Antony P1ace, Old Jewry, Zulueta M(r) 
London EC2R 8HD 

Grindlay Brandts 
23, Ponchurch 
Str, H. J. Robson tI(r) 1. 

London EC3P 3ED ý 

32, St. Mary-at_ 
Guinness Mahon Hill, 

London EC3P 3AJ Lord Kissiii M 

Gresham Trust Barrington Use 
Greahan Sj-r. M P. G.;, roford 

H 

Lon on E N 7HE . M.. 
P1 member, ICI (r) = membership removed, M(n) new 

member s`- 
ource: Annual Accounts/Repotts (Merchant Barrs) 1979/80 
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STRUCTURE OF THE 30 UKMERCHANTr2�NKS 

is MAJOR SHAREHOLDERS ULTIMATE HOLDING CO. 
Associated Metals & Minerals Corp. 38.7; 
Grand Metropolitant Ltd 16.7% Henry Ansbacher Ltd 
Barclays-Nominees 9.9% 

London Trust Company 11- 5 Dow Scandia Banking . 10: 4, ICFC ; 
Birmingham & Midland Counties Tst. 10.1% Corporation 

R. G. 5.3% 

Barclays Bank Ltd 100.0% Barclays Bank Ltd 

Baring Foundation -I Baring Foundation 

Duncan Lawries Investments 7.4% 
Prudential Assurance 

, Co. 6.6 , U. S. Debenture Corporation 5ý8% Brown Shipley Holdings 
Pearl Assurance Co. 1 5.2% Ltd 

Charterhouse Group 100.0; 6 Charterhouye Group 

National Westminster Bank 100.0% 1 National Westminster Bank 

Hume Holdings Ltd 100.0% Rothschilds Investment 
Trust (RIT) 

The Inchcape Group 100.0% Inchcapt Group'- 

Antony Gibbs Holdings 
Ltd 100.0% Hong Kong & Shanghai 

Bank (HKSB) 

Grindlay Bank 

Aer Linäus Teoranta 
Compagnie de Occident S. A. 

Gresham investment Trust 
rM° a"` Ltd 

100.0% 1 Grindlay Holdings Ltd 

6ý7% Guinness Peat Group 

100. O; ä Gresham Investment Trust 
Ltd 
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CHIEF EXECUTIVE S, T ,ýTU, 33' 

Harabros Bank +1, . Uis opsga o 
London EC2P 2AA J. U. Harýbro M. ganbr 

Prude, 

Banks 

Hill Samuel & Co. 
100, Wood Str. 
London EC2P 2AJ K. Keith lnsur 

Phili 
i4td Indiv 

Other 
The S 
BAII 
Natio 

Industrial & 
Commercial Finance 

91", Waterloo Rd , 
London SE1 8XP Lord Seebohm 

Barcl 
- Midla 

Corporation Ltd Bank 
(ICFC) Lloyd 

Royal 
Bank 

20, Fenchurch 
'KKicinwort, Benson Str. R. A. Honderson H Klein 

London EC3P 3DB 

Keyser Ullmann 
25, Milk Str. 
London EC2V 8JE D. E. Wilde N Keyse 

Lazard Brothers & 21, Moorfields I. J. Fraser N1 
-Co. Ltd London EC2P 8HT White 

Lloyds Merchant 40-66Queen Str. Sir. J. F"Zorse -- Lloyc Bank (Corp. Pinance London EC4P 4EL 
Division) 

23, Gt Winches J. P. 
Will, 

Moro-an Grenfell ter Str. Lord Catto N 
U K. London EC2P 2AX . Dire, 

Manufacturers 8, Princess Str. J. F. 
Hanover Ltd London EC2P 2EN McGillicuddy Manu 

Robert Fleming 8, Crosby Sq., 
London EC3A AN W. R. Morton M(n) Robe 

Rea Brothers 36-37 King Str. 
London E02V 8DR W. H. Salomon pq 

Scot 
Scot 
W. H. 

Rothschild. N. M. New Court, St. 
Swithin's Lane Egel do sc M Rotl 

& Sons Ltd London EC4P 4DU hild Roth 

Singer &.. 20, Cannon Str. A. N. Solomons M Eure 
Friedlander London EC4M 6XE Dir, 

114, Old Broad Mid 
Samuel Montagu Str. 

T 
Staffan Gadd N 

T. ndon 
' 33-36 Gracechurc ;= Sta 

Standard & Chartere Str. P. A. Graham - a1 
i., ierchant Bank enden EC3V OAX O ne 

120, Cheapside Rt. Hon. Earl Vin M Schroder Wagg J. H. London EC2V 6DS of Airlie ' Bax 
30, Gresham Str. Lord 

en M Warburg 
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MAJOR SHAREHOLDERS ULTIMATE HOLDING CO. 

Hambros Trust Ltd 14.8% Hambros Group 
Prudential Insurance Company 9.5% 

Banks & Nominees 24.5% 
Insurance ö& Pension Funds 21.0% 
Philip Hill Investment Trust 16.3% 
Individuals 16.0% Hill Samuel Group 
Others 9.1% 
The Samuel Family 8.0% 
BAII 5.1% 

National Westminster Bank 23.6% 
Barclays Bank Ltd 18.8% 

8 0 Midland Bank Ltd 1 . % 
Bank of England 15.0% Finance for Industry (FFI) 
Lloyds Bank Ltd 13.7% 
Royal Bank of Scotland (RBS) 7.5% 
Bank of Scotland -3.1% 

Kleinwort, Benson, Lonsdale 100.0% Kleinwort, Benson, Long- 
Ltd dale Ltd 

Keyser Ullmann Holdings Ltd 100.0% Charterhouse Group 

Whitehall Trust 100.0% S. Pearson & Son 

Lloyds Bank International 100.0% Lloyds Bank Ltd 

J. P. Morgan Overseas Capital Corp. 33.3% 
Willis Faber i1td 23.4o%, Morgan Grenf eil Holdings 
U. K. institutions 22.5% Ltd 
Directors and others 21.8% 

Manufacturers Hanover Trust Company 100.0% Manufacturers Hanover 
Corp. 

Robert Fleming Holdings Ltd 100.0% Robert Fleming Holdings 
Ltd 

Scottish Cities Investment Trust 6.9% 
Scottish & Mercantile Investment 8.3% Rea Brothers Ltd 
W. H. Salomon 10.6% 

Rothschilds Continuation - Rothschilds Continuation 

European Ferries Ltd 
Directors and Staff 

92.5`' 
7.5% European Ferries Ltd 

Midland Bank Ltd 100.0% Midland Bank Ltd 

-:, ' Standard & Chartered Bank Ltd 100.0% Standard ; Chartered Bang: 
Ltd 

7 "Une Four y- 'ive Trust L Vincitas Ltd 
% 

15.8; Schroder Ltd Baroness Schroder 5. Od. 

, 
Paribas International S. A. France 6.6% Mercury Securities Ltd 
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Table 5.4: Comparative Analysis of the Worldwide Geographical 
Locations of the 30 Major UK Merchant Banks. 
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- .1r, 
J 

Code 
Merchant 

Ba. nI; 

Merchant 
Bank Asse ta 

Parent 
; Assets 

cmil 

, 61B 1) Ansbacher Henry 47.7 same 
NIB 2) Arbuthnot Latham 124.9 205.2 
NB 3) Barclays Me--r. Bank 833.6 30,332.0 

B 4) Barings 474.5 same 
MB 5) Brown Shipley 240.2 same 
`SIB 6) Charterhause Japhet ( 211.5 n/a 
; MB 7) County Bank (646.6 28,946.7 
MB " 8) Datwnday Day 10.3 164.3 'NB 

9, Gray Dawes 87&5 303.5 
MB 10) Gibbs Antony 259.0 .2 7,364 
P'; B 11) Grindlay Brandts 207.9 3,362.5 
MB 12) Guinness Mahon 1 383.7 n/a 
TSB 13) Gresham Trust 14.7 17.0 
MB 14) Hambros Bank 1s511.2 same 
FHB 15) 

B 16 
Hill Samuel 1,412.3 same j 

N N ICFC Corp. Finance 335.9 977.7E ! MB I Kleinwort Benson 2,373.9 same 
1113 18) Keyser Ullmann 274.0 same 
MB 19 ý ýrd'Ga. ý ý15 729 

0I 
* 

1 - l'iB 20) Lloyds i'ier h 
-. 
äj Bank 6,977.0 17,45- 

, 
01 

orE : wren ell ; 1,205.1 same MB 22) i; an_ufacturers II. L. { 17508 23.837.8! 
': B 23) Ro;,. -ýr rl aýý nrr 

214.6 same 
MB 24) Rä . Brothers 111.2 same i, 

PUP, 25) 
1MB 

25) 
2ö 

Rothschilds 552.9 
6 

same 
4 1 B ) P'lB 27) , ̂, iIler &r riedl.. 

S l; t 
.8 31 
4 1 368 

2. - 1,3 
3I 20 205 

. amuo on agu , . , , MB 28) Standard Chartered 17.6 91 369.2 ! 29) Wa J. H. Schroder 1,816.7 same 
MMB 30) 'Warburgs 997.6 1,156.5 

Table 5.6: Comparative Balance Sheet Highlights of 
the 30 UK Merchant Banks & their Parent 
Organisations. 

* Balance sheet of Lloyds Bank International 
ed. in which the merchant bank is sit 

Source: Annual Reports. 


