
Equity
The value of the shares the business has issued. Equity finance means 
investing in shares. From a company’s point of view, it’s a safer way 
to raise capital than bank borrowing.

TROUBLESOME TERMS

Corporate governance
How well the directors steer the business between the demands of 
shareholders and the wider interests of stakeholders. If the news media 
run stories about excessive pay at a business, or poor ethical standards, 
the finger will be pointed at the firm’s corporate governance.

Cultural mismatch
The realisation that the established cultures within two organisations 
are incompatible. Perhaps one business is methodical and cautious, 
the other entrepreneurial and daring. Occasionally mismatches are 
recognised in advance, causing a merger to be cancelled. More often 
the mismatch emerges after the takeover/merger has gone through.

Demerger
The reversal of a merger, usually by the stronger business selling off 
the weaker party in the merger. Sometimes demergers happen at 
huge cost to shareholders, with hundreds of millions in value wiped 
out when an expensively constructed merger is followed by half the 
business being sold off cheaply. Demergers are often the result of 
cultural mismatch.

Hedge fund
An investment business that is allowed to sell shares as well as buy 
them. So-called ‘shorting’ of a company’s shares is a bet that the 
share price will fall. This can act as a ‘hedge’ (protection) against a 
stock market where prices are thought to be rising too rapidly.

Initial public offering (IPO)
The term used in the USA for what the UK calls ‘flotation’. An IPO 
offers shares to new, outside, perhaps small shareholders in a 
business that was previously owned by the founders and/or venture 
capital investors. An IPO means the shares can now be bought and 
sold on a stock market (see BUSINESS REVIEW, Vol. 27, No. 4, pp. 6–10).

Joint venture
An agreement with a separate company to share ownership and 
control of a subsidiary. Used mainly as a way to break into a 
foreign market, e.g. Burberry’s original joint venture with a Chinese 
retail chain to ease its brilliantly successful move into China. Since 
then, Burberry has bought out its joint venture partner, giving it 
100% control.
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Leveraged buyout
When managers buy the business (or a portion of it) from the 
shareholders. These deals are usually financed by debt, so the business 
becomes highly leveraged (American for gearing).

Non-executive director
A board director who is not an employee of the business, just attends 
board meetings, perhaps once a month. Should act as an independent 
check on top management decision-making, but failed companies have 
often been let down by unquestioning ‘non-execs’.

Paper bid
Takeover bids usually involve a great deal of debt, i.e. much of the 
finance is borrowed. But a paper bid means offering shareholders in 
company B a share swap, e.g. three company A shares for every five 
shares in company B. If A’s shares are on the stock market at £2 each 
and B’s are 90p, that swap could appeal to company B shareholders. 
In this way, A buys B without the need for cash or borrowing.

Reverse takeover
When a smaller business buys a larger one. This can usually only be 
achieved with huge borrowing, so the combined business will be 
highly geared, making it financially unstable.

Private equity
An investment fund that buys public companies and brings them 
out of the limelight, into private hands. The new owner (the private 
equity business) recoups its investment by borrowing against the 
assets of the company it has bought. The subsidiary business is now 
loaded up with debt, with high interest charges being paid to the 
private equity owner. This is the Glazer family’s model of ownership 
for Manchester United football club. 
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Divorce of ownership and
control
Shareholders own the business, but the directors have day-to-day 
control over the company’s actions. Those in control of the business 
may pursue their personal interests rather than those of the 
shareholders. This is a divorce of ownership and control.

Share buy-back
When a company decides to hand cash back to its owners 
(shareholders) by buying back perhaps a quarter of the shares issued, 
perhaps 25% in exchange for £500 million. Instead of investors putting 
money into the business, the company is handing cash back. Why? 
Perhaps because the directors can’t see a profitable use for the cash. 
This should never happen in a fast-growing, healthy economy.
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Shareholder revolt/rebellion
When shareholders vote against the recommendations of the board of 
directors at the annual general meeting (AGM). This might be due to 
concerns over executive pay, or suspicions that climate change goals 
are being ignored.




