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Every step towards success


FINANCIAL ANALYSIS & PLANNING 
1. Who are the entities interested in Financial Statements Analysis?

2. What are the types of Financial Statement Analysis?

3. What are the techniques of Financial Statement Analysis?

4. What is the significance of ratio analysis in decision-making?

5. Ratios are not everything in financial analysis. Discuss. 

6. Write a brief note on use of ratios in Cash Flow Statements.    

7. Explain the computation of return on Equity (ROE) using the Dupont Model. 

8. Write short notes on Common Size Statements. 

9. Write short notes on Trend Analysis. 

10. Write short notes on Value Added Statements. 

11. Distinguish between Funds Flow Statement and Income & Expenditure A/c / P&L A/c. 
12. Distinguish between Funds Flow Statement and Balance Sheet. 

13. Distinguish between Funds Flow Statement & Cash Flow Statement. 

CAPITAL BUDGETING 

1. What do you mean by Capital Budgeting?

2. Bring out the importance of Capital Budgeting decisions. 

3. Write short notes on the Capital Budgeting Process. 

4. What are the various types of Capital Investment decisions?

5. What are the basic financial factors used in Project Evaluation?

6. How are Project Cash Flows estimated? 

7. What are the principles involved in the estimation of Project Cash Flows?

8. Write short notes on the Discount Rate or Cut-off Rate in Capital Budgeting decisions. 

9. List some techniques of evaluating a project’s financial viability. 

10. What do you understand by Payback Period? How is it determined? 
11. Bring out the advantages and disadvantages of the Simple Payback method. 

12. Outline the manner of computation of Discounted Payback method. 

13. What do you mean by Payback Reciprocal? How is it used for project evaluation? 

14. Write a brief note on Accounting or Average rate of Return Method (ARR). 

15. Explain the Net Present Value Method (NPV) or Discounted Cash Flow Technique (DCF). 

16. What are the merits and demerits of the NPV method?

17. What is meant by Desirability Factor or Profitability Index? 

18. Discuss the role of Internal rate Of Return in Project Evaluation.
19. Write short notes on the Modified Internal Rate Of Return (MIRR). 

20. Do the Profitability Index (PI) and Net Present Value (NPV) criterion of investment proposals lead to the same acceptance-rejection and ranking decisions? In what situations will they give conflicting results? 

21. Between NPV and IRR, which method is superior in project evaluation? 

22. Explain how Investment decisions are taken in a Capital Budgeting situation. 

23. How are decisions taken in case of differential project lives? 

Explain the procedure for decision making in respect of mutually exclusive investments with unequal lives. 

24. Explain the Equivalent Annual Flows Method used in project-life disparity 

      situations.   

WORKING CAPITAL MANAGEMENT 




BASICS

1. What is meant by Working Capital?

2. Bring out the importance of adequate Working Capital? 

3. What are the various ways in which Working Capital can be classified? 

4. Outline the importance of the Working Capital Cycle. 

5. What are the approaches to estimation of Working Capital Requirements?

6. Explain the valuation norms for various elements of WC for estimation purposes. 

7. Bring out the impact of double shift on Working Capital Requirements. 

8. What factors are to be taken into account while determining Working Capital requirements?

9. Write short notes on Overtrading, in the context of Working Capital. 

10. Outline the impact of inflation on Working Capital & Inventory. 
11. What are the major considerations in Working Capital Management and policies? 






WORKING CAPITAL MANAGEMENT 

CASH MANAGEMENT ASPECTS

1. What is Treasury Management? What are its responsibilities? 

2. What are the functions of the Treasury Department? 

3. What are the objectives of Cash management? 

4. What are the basic  needs or considerations for holding Cash? 

5. What are the important areas/aspects of Cash Management? 

6.   What are the advantages of good Cash Management? 

7. Write short notes on Cash Planning. 

8. Write short notes on Cash Budgets. 

9. Distinguish between Cash Flow Statements and Cash Budgets. 

10. Briefly outline the various types of floats in the context of Cash Management. What are the various sub-components of the Collection Float? What are the ways to minimize the Collection Float? 

11. What is meant by Concentration Banking? 

12. Explain the role of Lock Box System in reducing float. 

13. Outline a few measures of Payment Management. 

14. Write short notes on Cash Management Models for determining Optimum Cash Balance. 
15. Explain briefly, William J. Baumol’s EOQ model for optimum cash balance. 

16. Write short notes on the Miller-Orr Cash Management Model. 

17. What are the principles involved in selection of marketable securities? 

18. Write short notes on – (1) Electronic Fund Transfer, (2) Zero balance Account, (3) Petty Cash Imprest System. 

19. Write short notes on Virtual banking. 

WORKING CAPITAL MANAGEMENT 

                                                 RECEIVABLES MANAGEMENT ASPECTS

1. What are the aspects of management of Debtors/Receivables? 

2. Outline the importance of proper management of Sundry Debtors. 

3. What are the costs of maintaining receivables? 

4. Write a brief note on Credit Policy, Credit Period and Discount Policy. 

5. Before credit is granted to a customer, a number of factors must be analysed. Discuss. 

6. Briefly explain the various sources of Credit Rating Information. 

7. “Decision Tree Analysis is helpful in managerial decisions”. In the context of Debtors Management, explain this statement with an example. 
8. Write short notes on Collection Policy. 

9. What are the measures for monitoring receivables?

10. Write short notes on Ageing Schedule.

11. Illustrate a collection programme. 

12. Outline the innovations in Receivables Management/Re-engineering Receivable Process.

WORKING CAPITAL MANAGEMENT 




MISCELLANEOUS
1. List a few techniques of Inventory Management. 
      2.   What are the approaches of financing Working Capital Requirements?

             Discuss the risk-return considerations in financing of Current Assets. 

       3.  What are the various sources available for financing Working Capital  

             requirements?

4. Write short notes on Pledging Receivables. 

5. What is factoring? What are its advantages? 

6. What are the differences between Bills Discounting and Factoring? 

BUSINESS VALUATION AND CORPORATE RESTRUCTURING 
1. ABC Limited has employed total funds of Rs.5000000 raised by the issue of 

10% Debts (Rs. 2000000) and equity shares of Rs. 100 each at par. The cost of equity capital, ke is 15% and tax rate is 30%. The debt is repayable after 5 years at par. Find out the value of the firm and that of equity if the operating cash flows of the firms for next 5 years are (assumed life of 5 years only):
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Rs. 2000000
	Rs. 1000000
	Rs. 2500000
	Rs. 2000000
	Rs. 3500000


2. The balance sheet and income statement of Better Performer are as follows:

Balance Sheet       

	Liabilities
	Amount
	Assets
	Amount

	Share Capital
	2500000
	Fixed Assets
	5500000

	Reserves
	1500000
	Current Assets
	1500000

	12% Debt
	1800000
	
	

	Current Liabilities
	1200000
	
	

	
	7000000
	
	7000000





Income Statement 




Sales 

6500000






------------

EBIT
            1400000

-Interest
 216000



-----------

Profit before    1184000

Tax




-Tax @35%      414000





-----------

Profit After      769600

Tax

-----------

The WACC of the company is 15%. Find out the EVA of the company. 

3.  The following data is available for the acquiring firm A Limited and the target firm T 

     Limited:

	Particulars
	A Limited 
	T Limited

	Current Market Price Per Share
	Rs. 50
	Rs. 25

	EPS
	Rs. 4.00
	Rs. 1.50

	Number Of Shares Outstanding
	500000
	60000

	Total market value
	Rs. 25000000
	Rs. 1500000

	Current earnings
	Rs. 2000000
	Rs. 90000


Find out the exchange ratio. 

4.  Following is the balance sheet of T Limited:

	Liabilities
	Amount (Rs.) 
	Assets
	Amount (Rs.)

	Equity Share Capital
	2700000
	Fixed Assets
	2500000

	Reserves
	800000
	Inventories
	800000

	12% Debentures
	1000000
	Debtors
	1800000

	Current Liabilities
	800000
	Underwriting Expenses
	200000

	
	5300000
	
	5300000


There is an unrecorded liability of Rs. 250000. A Limited has agreed to acquire 

T Limited, the purchase consideration payable being:
(a) To issue 100000 equity shares of Rs. 10 each at market price of Rs. 30 per share. 

(b) 10% Debentures to be issued to discharge the 12%.

© To pay Rs. 50000 for liquidation expenses. 

The production facilities of T Limited will be in operation for a period of 10 years. The fixed assets of T Limited are expected to be sold to generate after tax cash flows of Rs. 750000 at that time. During this 10 years period, the operations of T Limited are expected to generate annual operating cash flows of Rs. 1000000. The minimum required rate of return from the proposal is 10%. Should A Limited go ahead with the proposal? 

5.  X Limited wants to take over Y Limited and the financial details of both are as follows: 
	Particulars
	X Limited
	Y Limited

	Fixed Assets
	Rs. 122000
	Rs. 35000

	Current Assets
	        51000
	      26000

	
	 Rs.173000
	 Rs.61000

	Preference Share Capital
	Rs. 20000
	------

	Equity Share Capital of Rs. 10 each
	Rs.100000
	Rs.50000

	Securities Premium
	  ------
	Rs.2000

	Profit And Loss Account
	Rs.38000
	Rs.4000

	10% Debentures
	Rs.15000
	Rs.5000

	
	Rs.173000
	Rs.61000

	Profit after tax and Preference Dividend 
	Rs.24000
	Rs.15000

	Market Price
	Rs.24
	Rs.27


What should be share exchange ratio to be offered to the shareholders of Y Limited, based on (i) net assets value, (ii) EPS, and (iii) market price. Which should be preferred from the point of view of X Limited? 

6.  Following information is available in respect of Good Limited, Better Limited and Best Limited. In order to diversify and expand the operations, Best Limited is on a look out for smaller companies. It has shortlisted Good Limited and Better Limited. Swap Ratio to be offered is to be determined on the basis of PE Ratio. 
	Particulars
	Best Limited
	Better Limited 
	Good Limited

	Number of equity shares
	90000
	36000
	18000

	Earnings per Share
	Rs.2
	Rs.1
	Rs.2

	PE Ratio
	30
	37
	23


Find out the EPS of Best Limited after merger of Better Limited, Good Limited and both. Which one would you suggest, Best Limited should go far?

7. A Limited wants to acquire T Limited and has offered  swap ratio of 1:2 (0.5 shares for every one share of T Limited). Following information is provided:
	Particulars
	A Limited 
	T Limited

	Profit after tax
	Rs. 1800000
	Rs. 3600000

	Equity shares outstanding (Nos.) 
	        600000
	       180000

	EPS
	Rs.3 
	Rs.2

	PE Ratio
	10 times
	7 times

	Market Price Per Share
	Rs.30
	Rs.14


Required:

(i) The number of equity shares to be issued by A Limited for acquisition of T Limited. 

(ii) What is the EPS of A Limited after the acquisition?

(iii) What is the expected market price per share of A Limited after the acquisition, assuming its PE multiple remains unchanged?

(iv) Determine the market value of the merged firm. 

8. Firm X is studying the possible acquisition of Firm Y by way of merger. The 

Following data are available in respect of the firms:

	Particulars
	Firm X
	Firm Y

	Earnings after tax
	Rs. 200000
	Rs. 60000

	Number of equity shares
	40000
	10000

	Market value per share
	Rs. 15
	Rs. 12


(i) If the merger gores through exchange of equity shares and the exchange ratio is based on the current market price, what is the new earnings per share for Firm X?

(ii) Firm Y wants to be sure that the earnings available to its shareholders will not be diminished by the merger. What should be the exchange ratio in that case? 

9. The Board Of Directors of Sea Hawks have proposed to take over River 

Traders Limited as the merger would diversify the operations and the EPS would increase by a good margin of 13%. A take-over bid has been proposed at 1:6. Relevant information for two companies is as follows:
	Particulars
	Sea Hawks 
	River Traders

	Turnover
	Rs. 5600000
	Rs. 4200000

	Profit Before Tax
	1200000
	1000000

	Tax @ 35%
	420000
	350000

	Profit After Tax
	780000
	650000

	Dividends
	320000
	340000

	Retained Earnings
	460000
	310000

	Number OF Equity Shares
	40000
	150000

	Market Price
	Rs. 32
	Rs. 4.50


Critically analyse as to how the EPS of Sea Hawks would increase after merger. What is expected market price of Sea Hawks shares after merger?

10. Modern Limited has shortlisted Old Limited as a possible take-over. Following 

      information is available about the market value of these companies:
	Particulars
	Modern
	Old

	Number of equity shares
	100000
	60000

	MPS 
	Rs.75
	Rs.15

	Total market Value 
	Rs.7500000
	Rs.900000


There are two options before Modern Limited to pay he price: (i) To pay Rs. 1200000 in cash to Old Limited, and (ii) To issue 16000 shares in Modern Limited to shareholders of Old Limited. 

Find out the cost to Modern Limited if the payment is made in cash if (a) the market price dos not anticipate merger, and (b) the market price includes a speculation element of Rs. 2 per share. Also, find out the cost of merger to Modern Limited in case the payment is made by issue of equity shares. 

11.  Firm A is planning to acquire Firm B and the relevant information for the two firms is as follows:

	Particulars
	Firm A 
	Firm B

	Market price per share
	Rs. 75
	Rs. 30

	Number of shares
	1000
	500

	Market value
	Rs. 75000
	Rs. 15000


The merger of the two firms is expected to bring benefits of which the NPV is estimated at Rs. 15000. Firm A offers 250 shares to the shareholders of firm B for merger proposal. Find out (i) the NPV of the merger decision, and (ii) how the synergistic benefits will be shared by the existing shareholders of Firm A and Firm B. 
12.  You have been provided with the following financial data of two companies:
	Particulars
	T Limited
	A Limited

	Earnings after taxes
	Rs. 7000
	Rs. 1000000

	Equity shares outstanding
	200000
	400000

	Earnings per share
	3.50
	2.50

	PE Ratio 
	10 times
	14 times

	MPS
	Rs. 35
	Rs. 35


A Limited is acquiring the Company T Limited, exchanging its shares on a one-to-one basis for T’s shares. The exchange ratio is based on the market price of the shares of the two companies. 

(i) What will be the EPS subsequent to merger?

(ii) What is the change in EPS for the shareholders of companies A and T?

(iii) Determine the market value of the post-merger firm. 
(iv) Ascertain the profits accruing to shareholders of both the firms. 

13.  ABC Limited is considering the acquisition of XYZ Limited. Their financial data at the time of acquisition is as follows:
	Particulars
	ABC Limited
	XYZ Limited

	Net profit after tax
	Rs.3000000
	Rs.600000

	Number of shares
	600000
	250000

	EPS
	Rs.5
	Rs.2.40

	MPS
	Rs.75
	Rs.24


Assuming that the net profit (after tax) of the two companies would remain the same after amalgamation (i.e. Rs. 36 lakhs). Explains the effect on EPS of the total merged company under each of the following situations:

(a) ABC Limited offers to pay Rs. 30 per share to the shareholders of XYZ Limited.

(b) ABC Limited offers to pay Rs. 40 per share to the shareholders of XYZ Limited. 

The amount in both cases is to be paid in the form of shares of ABC Limited. 

14.  Company X acquires Company Y on “Share Exchange” Basis. The position before takeover was as under:

	Particulars
	Company X
	Company Y

	Number of shares
	10000
	5000

	Total earnings
	Rs.100000
	Rs.50000

	MPS
	Rs.20
	Rs.15


The shareholders of Company Y are offered 3 shares of Company X for 4 shares of Company Y. 

You are required to calculate the EPS of the amalgamated company vis-à-vis before takeover position, and gain/loss of the shareholders of both the firms consequent to amalgamation. 

15.  RST Garments Limited has annual earnings of Rs.2000000. The equity shares have a market price of Rs.100 per share and PE Ratio of 12. The earnings, market price and PE ratio are not expected to change during next few years. However, earnings can be increased to rs. 2400000, Rs. 2700000 and Rs. 3200000 during next three years if XYZ Threads Limited is merged into it. The shareholders of XYZ Threads Limited have agreed for the proposal on the following terms:
(a) That RST Garments Limited will issue 100000 equity share immediately. 

(b) Such number of equity shares will be issued at market price of Rs. 100 each in each of the next 3 years, as the issue price is equal to the incremental earnings after merger in that year times the PE Ratio. 

You are required to find out the number of shares to be issued in each of next three years. 

16.  B Limited is a highly successful company and wishes to expand by acquiring other firms. Its expected high growth in earnings and dividends is reflected in the PE Ratio of 17. The Board Of Directors of B Limited has been advised that if it were to take over firms with a lower PE ratio than its own, using a share-for-share exchange, then it could increase its reported earnings per share. C Limited has been suggested as a possible target for a takeover, which has a PE ratio of 10 and 100000 shares in issue with a share price of Rs.15. B Limited has 500000 shares in issue with a share price of Rs.12.

Calculate the change in EPS of B Limited if it acquires the whole of C Limited by issuing shares at its market price of Rs.12. Assume the price of B Limited shares remains constant. 

17. Computer Limited has shortlisted Calculator Limited for merger. Though there is no immediate benefit, however, it is expected that in the long run, the synergies would be available. Following information is available in respect of these companies:

	Particulars
	Computer Limited
	Calculator Limited

	Number Of Shares
	100000
	100000

	EPS
	Rs.20
	Rs.20

	MPS
	Rs.250
	Rs.100


Computer Limited is to offer shares in exchange of shares of Calculator Limited and no cash transaction will take place. The swap ratio is not yet finalized, however, it may be offered on the basis of market price, total earnings, PE ratio or .5:1. Which swap ratio is most favourable from the point of respective company. Also find out EPS of the merged entity under each of swap ratio. 
18.  Following is the pre-merger and post-merger information relating to Firm A (acquiring firm) and Firm T (Target Firm): 
	Particulars
	Pre-merger A 
	Pre-merger B
	Post-merger A

	Earnings
	Rs. 200000
	Rs. 100000
	Rs. 350000

	Number of shares
	50000
	10000
	?

	EPS
	Rs. 4
	Rs. 10
	?

	MPS
	Rs. 40 
	Rs. 100
	?

	PE Ratio
	10
	10
	10

	Value of the firm
	Rs. 2000000
	Rs. 1000000
	Rs. 3500000


The Firm A after merger is not expected to have any growth in earnings except that there is a synergy of Rs. 50000 in earnings generated by the merger. The Firm A is considering to issue (i) 20000 shares, (ii) 37500 shares, or (iii) 30000 shares to acquire the Firm B. Critically evaluate the proposal from the point of view of the worth of the shareholders. How the expected growth in earnings of the two firms will affect the decision? 

19.  XYZ Limited is considering merger with ABC Limited. XYZ Limited’s shares are currently traded at Rs. 25. It has 200000 shares outstanding and its earnings after taxes (EAT) amount to Rs. 400000. ABC Limited has 100000 shares outstanding, its current market price is Rs.12.50 and its PAT is Rs.100000. The merger will be affected by means of a stock swap (exchange). ABC Limited has agreed to a plan under which XYZ Limited will offer the current market value of ABC Limited’s shares:

(i) What is the pre-merger earnings per share (EPS) and PE ratios of both the companies? 

(ii) If ABC Limited’s PE Ratio is 8, what is its current market price? What is the exchange ratio? What will XYZ Limited’s post-merger EPS be? 

(iii) What must the exchange ratio be for XYZ Limited’s that pre-and post-merger EPS to be the same? 

20. PQR Limited is considering to acquire XYZ Limited. The financial data of the companies are given in the following table:
	Particulars
	PQR Limited
	XYZ Limited

	PAT
	Rs. 40000
	Rs. 8000

	Number Of Shares
	10000
	4000

	MPS
	Rs. 60
	Rs. 15

	PE ratio (times)
	15
	7.5


PQR Limited is considering to acquire XYZ Limited through exchange of shares in proportion of the market value per share. 

Would there be any impact of the wealth of the shareholders after merger? 

21.  Small Limited is being acquired by large Limited on a share exchange basis. Their selected data are as follows:

	Particulars
	Large Limited
	Small Limited

	PAT (Rs. in lakhs)
	56.0
	21.0

	Number Of Shares (in lakhs)
	10.0
	8.4

	EPS (Rs.)
	5.6
	2.5

	PE Ratio
	12.5
	7.5


Calculate-(i) the market value per share (pre-merger), (ii) the maximum exchange ratio Large Limited should offer without the dilution of (a) the EPS, and (b) the market value per share. 

22. XYZ Limited has recently received Rs.1400000 from the sale of a non-core division of the Company. The Company ahs two options to use the cash available: 

(a) To repay a part of the debt, as the debt equity ratio of the Company is high at present. 

(b) to invest the money in acquiring some or all of three smaller profitable ventures. These three ventures require Rs.2300000 in all. The current market price of the share is considered to be too high to raise fresh capital, and further debt is not possible in view of high existing debt equity ratio. So, the directors intend to limit their investment to Rs. 1400000 only. 

Related cash flows in respect of these three ventures are as follows: 

	Particulars
	Yo
	Y1
	Y2
	Y3

	Venture I
	-Rs.1100000
	-Rs.100000
	Rs.750000
	Rs.1100000

	Venture II
	-Rs.550000
	Rs.125000
	Rs.275000
	Rs.380000

	Venture III
	-Rs.650000
	Rs.200000
	Rs.325000
	Rs.450000


The above cash flows have been estimated in real terms and need no adjustment. The minimum required rate of return of the firm is 12%. 

Suggest, as to how the money received from sale of division be invested in acquiring one or more of the proposed ventures. Profitability Index may be used as yardstick. Also recommend uses of the cash left over, of any, after acquisitions. 

23.  Bidder Limited has a cost of capital of 20% and is expected to have annual earnings of Rs. 1200000 for ever. The strategic planning department of the company has identified Target Limited as a suitable target. It is estimated that the post merger earnings would be Rs.1400000 p.a. in perpetuity. 
The capital project department of Bidders Limited has estimated that it should pay Rs. 2750000 to acquire Target Limited. Find out the cost of capital that capital budgeting department must have estimated for the combined operations. 

24. Big Limited has identified Small Limited as a target and has offered one of its shares for every three shares in Small Limited. 

Summarised financial statements of the two companies are as follows:




Balance Sheet

	Liabilities
	Big Limited
	Small Limited
	Assets
	Big Limited
	Small Limited

	Equity Share Capital (Rs. 10 each)
	17000000
	9000000
	Fixed Assets
	35000000
	20000000

	Reserves
	11000000
	10000000
	Current Assets 
	11000000
	5000000

	Debts
	18000000
	6000000
	
	
	

	Total
	46000000
	25000000
	Total
	
	25000000





Income Statement 
	Particulars
	Big Limited
	Small Limited

	Turnover
	Rs.65000000
	Rs.20000000

	Profit Before Tax
	7200000
	1700000

	Tax
	2400000
	600000

	Profit After Tax
	4800000
	1100000

	Dividends
	700000
	500000

	Retained Earnings
	4100000
	600000

	PE Ratio
	18
	14


After merger, the after tax cost savings are estimated at Rs. 800000 p.a. as a result administrative efficiencies. It is expected that after merger, the PE ratio o Big Limited would be 16. 

Assuming that the market value of the shareholding is the basis decision factor, would the shareholders of the two companies agree for merger proposal. 

25.  Following information is available in respect of ABC Limited and XYZ Limited:
	Particulars
	ABC Limited
	XYZ Limited

	Present Earnings
	Rs. 20000000
	Rs. 4000000

	Number Of Shares
	1000000
	100000

	Price/Earnings Ratio
	18
	10


(a) In case, the ABC Limited and XYZ Limited were to merge and exchange ratio is 1:1, what would be the initial impact on EPS of the two companies? What is the market value based exchange ratio? 

(b) In case, the exchange ratio was 2:1, which company would find merger to be attractive? 

(c) If the exchange ratio was 1.5:1, what would happen? 

26.  Great Limited is analyzing the planned acquisition of Good Limited. 

       Following information is available to you. 

	Particulars
	Great Limited
	Good Limited

	Expected Earnings Per Share
	Rs. 10
	Rs. 3

	Expected Dividend Per Share
	Rs. 6
	Rs. 1.60

	Number Of Shares
	2000000
	1200000

	Current Market Price
	Rs. 180
	Rs. 40


Good Limited is expected to have steady growth of earnings and dividend to the tune of 6% per year. However, under the new Management, the growth rate is likely to go up to 8% per year without additional investment. You are required to find out:

(i) The net cost of acquisition by Great Limited if Rs. 50 is paid for each share of Good Limited. 

(ii) The net cost of acquisition if one share of Good Limited for every three shares of Good Limited is the agreed exchange ratio. 

(iii) The gain from acquisition on the basis of growth model of share valuation. 

27. XYZ Limited is considering to convert into private limited as it believes that with the elimination of shareholder servicing costs, the company could save Rs. 800000 per annum before taxes. In addition, the company believes that performance will be higher as a private company. As a result, annual profits are expected to be 10% greater than present after-tax profits of Rs. 90 lakhs. The tax rate is 30%, the PE Ratio for the share is 12 and there are 10 million shares outstanding. What is the present market price per share? What is the maximum rupees premium above this price that the company could pay in order to convert the company into Private Limited? 

28. Home Limited is considering to takeover Vastu Limited. Home Limited estimates that Vastu Limited will provide net income after taxes of Rs. 20 Crores in the first year, Rs. 30 Crores in the second year, Rs. 40 Crores in the third year, Rs. 50 Crores in each of the years from fourth to sixth year and Rs. 60 Crores annually thereafter. Vastu Limited requires fresh capital investment of Rs. 50 Crores at the end of first year and depreciation for first year will be Rs. 30 Crores. Similarly, in the second year fresh capital investment will be Rs. 50 Crores and depreciation will be Rs. 40 Crores. Third year onwards the fresh investment and depreciation will stabilize at Rs. 40 Crores each. The required rate of return is 15 per cent. Evaluate the proposal from the point of view of Home Limited. 

      29.  Following information is available in respect of Home Products Limited and 

             Family Product Limited:

	Particulars
	Home Product
	Family Product

	Number Of Equity Shares
	20000
	7500

	MPS
	Rs. 70
	Rs. 40

	PE Ratio
	10
	8


Home Product Limited has made an offer to acquire Family Product Limited by exchange of shares, swap ratio being 2:3. No synergy is expected after merger. Find out the position of the shareholders of both companies before and after merger. Also find out the maximum and minimum number of shares to be offered by Home Product for the acquisition of Family Product. Assume PE Ratio to remain same after merger. 

30.  Big Limited wants to acquire Small Limited. The earnings of Big Limited and the merged entity are given as follows:

	Year
	1
	2
	3
	4
	5

	Big Limited (Rs. in  lakhs)
	275.00
	302.50
	324.50
	341.00
	357.50

	Merged Entity(Rs. in lakhs)
	440.00
	495.00
	563.75
	591.25
	618.75


Earnings Of Big Limited would have witnessed 5% constant growth rate without merger and 6% with merger after 5 years in each case. The cost of capital is 15%. The details of the vendor company is not available. Find out the maximum price payable by Big Limited. 

31.  Smart Limited wants to acquire Dull Limited. The Balance Sheet of Dull Limited as on 31st March, 2001 is as follows:
	Liabilities
	Amount
	Assets 
	Amount

	Equity Share Capital (60000 shares)
	600000
	Plant and equipments 
	1100000

	Retained earnings
	200000
	Cash
	20000

	12% Debentures 
	200000
	Debtors
	30000

	Creditors and other liabilities
	320000
	Inventories 
	170000

	
	1320000
	
	1320000


Additional information:
(i) Shareholders of Dull Limited will get one share in Smart Limited for every two shares. External liabilities are expected to be settled at Rs. 300000. Shares of Smart Limited would be issued at its current price of Rs. 15 per share. Debentureholders will get 13% convertible debentures in the purchasing company for the same amount. Debtors and inventories are expected to realize Rs. 180000. 

(ii) Smart Limited has decided to operate the business of Dull Limited as a separate division. The division is likely to give cash flows (after tax) to the extent of Rs. 300000 per year for 6 years. Smart Limited has planned that, after 6 years, this division would be demerged and disposed of for Rs. 100000. 

(iii) Company’s cost of capital is 14%. 

Analyze the financial feasibility of the acquisition. 

32.  The following is the Balance Sheet of A Limited:
	Liabilities
	Amount
	Assets 
	Amount

	13% Preference Share Capital 
	100000
	Fixed Assets
	1900000

	Equity Shares (Rs. 10 each)
	2000000
	Investments 
	100000

	Retained Earnings
	400000
	Stock
	500000

	12% Debentures
	300000
	Debtors
	400000

	Current Liabilities
	200000
	Bank
	100000

	
	3000000
	
	3000000


X Limited agreed to takeover A Limited for which the purchase consideration was agreed as follows:

1. Rs.330000 in 13% Debentures of X Limited for redeeming 12% Debentures of A Limited. 

2. Rs.100000 in 12% Convertible Preference Shares for the Preference Shares of A Limited.

3. 150000 Equity Shares of X Limited at the market price of Rs.15 each. 

4. X Limited to meet acquisition cost of Rs.30000.

5. The break-up figure of eventual disposition by X Limited of the un-required current assets and current liabilities of A Limited is as follows:  Investments Rs. 125000, Debtors Rs. 350000, Inventories Rs. 425000, and Current Liabilities Rs. 190000. 
A Limited is expected to generate operating cash flows (after tax) of Rs. 700000 per annum for 6 years and that the fixed assets of A Limited are expected to fetch Rs. 300000 at the end of 6 years. Evaluate the proposal given that the cost of capital of X Limited is 15%. 

33.  Following information is available in respect of EPS and DPS of Growth Limited for the last five years:

	Year
	2004
	2003
	2002
	2001
	2000

	EPS (Rs.)
	14.10
	13.60
	13.10
	12.70
	12.20

	DPS (Rs.)
	8.20
	8.10
	7.90
	7.80
	7.70


Dividends for a particular year are paid in the same calendar year. If the same dividend policy is maintained, it is expected that the annual growth rate of earnings will be no better than the average over last four years. The risk-free rate is 6% and the market risk premium is 4%. With reference to the market rate of return, the equity shares of the company have a Beta of 1.5 and is not expected to change in near future. 

The company has received  proposal to acquire to its operations by paying the value of shares. You are required to value the equity shares of the company using (i) Dividend growth model, (ii) Earning growth model, and (iii) CAPM. 
34.  Following are the financial statements for A Limited and B Limited for the current financial year. Both firms operate in the same industry. 


Balance Sheets 

	
	A Limited
	B Limited

	Total current assets
	Rs. 1400000
	Rs. 1000000

	Total fixed assets (net)
	       1000000
	        500000

	Total assets
	       2400000
	       1500000

	Equity capital (Rs. 10 each)
	       1000000
	         800000

	Retained earnings
	         200000
	         -------   

	14% Long-term debt 
	         500000
	         300000

	Total current liabilities 
	         700000
	         400000

	
	       2400000
	       1500000

	Income Statements 
	
	

	Net Sales
	Rs. 3450000
	Rs. 1700000

	Cost of goods sold
	      2760000
	       1360000

	Gross Profit 
	        690000
	         340000

	Operating expenses
	        200000      
	         100000 

	Interest 
	          70000
	           42000

	Earnings before taxes
	       420000
	         198000

	Taxes (50%)
	       210000                            
	           99000

	Earnings after taxes (EAT)
	 
	

	Additional Information
	
	

	Number of equity shares
	       100000  
	           80000

	Dividend Payment Ratio
	             40%
	               60%

	Market Price Per Share
	         Rs. 40
	           Rs. 15


The two firms are in the process of negotiating a merger through an exchange of equity shares. 

(i) Analyse the share prices of both the firms into EPS and PE components, and also segregate their EPS figures into return on equity (ROE) and book value/intrinsic value per share (BVPS) components. 
      (ii) Estimate future EPS growth rates for each firm. 

      (iii)Based on expected operating synergies, A Limited estimates that the intrinsic 

value of B’s equity share would be Rs. 20 per share on its acquisition. You are 

required to develop a range of justifiable equity share exchange ratios that can be 

offered by A Limited to B Limited’s share holders. Based on your analysis in parts (i) and part (ii) would you expects the negotiated terms to be closer to the upper, or the lower exchange ratio limits? Why?      

      (iv) Calculate the post-merger EPS based on an exchange ratio of 0.4:1 being offered 

             by  A Limited. 

       (v) Based on a 0.4:1 exchange ratio, and assuming that A’s pre-merger PE ratio will 

 continue after the merger, estimate the post-merger market price. Show 

the resulting accretion or dilution in pre-merger market prices. 

35.  Big Dreams Limited and Catch Limited are operating in same line of business for several years. In order to increase the market share, the former wants to acquire and merge into it the latter. Catch Limited has limited marketing skill and strength and it is felt that the merger entity would be more profitable than the undivided companies. A summary of information about these companies is given below:

	Particulars
	Big Dreams Limited 
	Catch Limited 

	Number Of Equity Shares
	 40000
	44000

	Earnings
	Rs. 400000
	Rs. 440000

	PE Ratio
	20
	10


Estimated financial data of the merged entity:
Expected market capitalization 
Rs.16770000

Estimated share price 


Rs.262

Estimated EPS 


Rs.13.125

Big Dreams Limited has made an offer of exchanges of shares in the ratio of 6:11. 

Find out the gain/loss to two groups of shareholders. If Catch Limited rejects the proposed offer, what maximum price should Big Dreams Limited offer without reducing its shareholders wealth? 

36.  A Limited is considering the purchase of T Limited. The cash inflows after taxes for T Limited are estimated to be Rs. 15 lakhs per year in future. This forecast by A Limited includes expected merger synergic gains. T Limited currently has total assets of Rs. 50 lakhs  with 20% of the total assets being financed with debt funds. A Limited’s pre-merger weighted average cost of capital is 15%. 

(i) Based on A Limited pre-merger cost of capital, what is the maximum purchase price that A Limited would be willing to pay to acquire T Limited. 

(ii) Assume that by acquiring T Limited, A Limited will move towards an optional capital structure such that its weighted average cost of capital will be 12% after the acquisition. Under these conditions, what would be the maximum price A Limited should be wiling to pay? 

(iii) Assume that cash flows for T Limited, estimated at Rs. 15 lakhs for the coming year, will grow at a rate of 20% per year for the following two years, and will be on level thereafter. Each rupee increase in cash flows will require Rs. 0.7 incremental investment in assets. Estimate the maximum purchase price for T Limited based on a 12% cost of capital. 

37.  Big Swan Limited is considering of buying an interest in Howard (P) Limited. The last financial statements of Howard Limited are:




Balance Sheet 

	Liabilities
	Amount
	Assets
	Amount

	Equity Capital (Rs.10 each)
	Rs. 200000
	Fixed Assets
	Rs. 5067000

	Share Premium 
	      600000
	Current Assets
	      9275000

	General Reserve 
	  10542000  
	
	

	Debt 
	    3000000 
	
	

	
	  14342000 
	
	     14342000






Income Statement 
Profit After Tax 




Rs. 1530000

Less: Dividends 




        500000

Retained Earnings 




      1030000

During last few years, the Directors of Howard (P) Limited have increased the dividends @ 10% p.a. On the basis of risk involved in Howard’s operations, the cost of equity capital may be taken as 13% and PE Ratio of 15. 

Big Swan Limited is yet to decide about the percentage holding to be acquired in Howard. 

Find out the value of share is Howard Limited. Would it be different if a majority or a minority stake is to be acquired by Big Swan Limited? 

38.  Better State Limited is an expanding company. It has 2000000 equity shares of Rs. 1 each. Expected profits before tax for the current year are Rs. 480000. In future, these profits may increase at 20% p.a. The shares are being currently traded at Rs. 2.90. 

It has shown interest in acquiring Best City Limited which has an equity capital of Rs. 4260000 divided into shares of Rs. 1 each. The profits before tax for the current year are expected at Rs. 660000 with 5% p.a. growth in future. The shares are being traded at Rs. 1.30 each. 

Better State Limited has made following offers to the shareholders of Best City Limited:

(a) Shares of Better State Limited in 2:5  ratio, or 

(b) Cash of Rs. 1.28 per share of Best City Limited.

Following the announcement of offer, the market price of Better State Limited has declined to rs. 2.60 whereas price of Best City Limited has increased to Rs. 1.50. 

39.  Acquirer Limited and Target Limited, both are equity financed and following information is available:

	Particulars
	Number Of Shares
	Market Price

	Acquirer Limited
	6000000
	Rs. 50

	Target Limited
	3000000
	Rs. 40


The Board of two companies consider that the merger of the two would be beneficial. For this, the shares of Target Limited should be exchanged for shares of Acquirer Limited. In order to find out the swap ratio, the following information is available: 

(i) The merger would increase the post-tax cash flows of Rs. 4000000 in the first year and these would increase @ 10% p.a. in perpetuity. 

(ii) Sale of machinery would realize Rs. 20000000 to be invested @ 20% p.a. return. 

(iii) The cost of equity for both the companies is 20%. 

What should be the swap ratio to acquire target Limited so that all the benefits of merger will accrue to:

(a) the pre-merger shareholders of Acquirer Limited, or 

(b) the pre-merger shareholders of Target Limited. 

40.  Following are the summarized balance sheets of Hunter Limited and Prey Limited as on December 31, 2004:





Balance Sheet

	Liabilities
	Hunter Limited
	Prey Limited
	Assets
	Hunter Limited
	Prey Limited

	Share Capital
	Rs. 2500000
	Rs. 5000000
	Fixed Assets
	Rs. 6000000
	Rs. 7500000

	Reserves
	      6500000
	      5000000
	Current Assets
	      3000000
	      2500000

	
	.   9000000
	    10000000
	
	      9000000
	     10000000


Face Value of shares are Rs. 25 and Rs. 50 rspectively. The sales and profit after tax of Hunter Limited for the year 2004 are Rs. 14500000 and Rs. 4000000 respectively, The market price of the Hunter’s share is Rs. 440 and decreasing consistently over the years. The directors believe that the company is not growing. They are of the opinion that one way to improve the market price is to takeover a company in the same line of business, with a lower PE ratio. Prey Limited has been shortlisted for this purpose. The financial information for Prey Limited is:
	Particulars
	Sales
	Profit After Tax

	Year 2002 
	Rs. 9500000
	Rs. 1210000

	         2003
	     10000000
	      1300000

	         2004
	     10600000
	      1400000


Prey Limited has a constant dividend policy for several years and is maintaining a DP ratio of 50%. The current market price of the share is Rs. 126. The Directors of Hunter Limited are of the opinion, that if merger goes ahead, some of the assets would not be required and will be sold after 1 year at an estimated price of Rs. 2500000. There is no other saving or synergy of merger. 

However the financial adviser to Hunter Limited is of different opinion and says that Prey Limited should be valued prudently as the sales growth of Prey Limited would not be more than the average growth rate of last 2 years. 

Given the cost of capital of 14% and 12% for Hunter Limited and Prey Limited, you are required to value both companies as per Directors assessment and as per Financial Adviser. Also critically comment. 

41.  Zed Limited is considering the immediate purchase of some, or all, of these shares of one of two firms-Red Limited and Yellow Limited. Both Red and Yellow have 100000 equity shares issued and neither company has any debt capital outstanding. 
Both firms are expected to pay a dividend in 1 year’s time, Red’s expected dividend amounting to Rs. 3 per share and Yellow’s being Rs. 2.70 per share. Dividends will be paid annually and are expected to increase over time. Red’s dividends are expected to display perpetual growth at a compound rate of 6 per cent per annum. Yellow’s dividend will grow at the high annual compound rate of 33-1/3% per until a dividend of Rs. 6.40 per share is reached in year 4. Thereafter, Yellow’s dividend will remain constant. 

If Zed is able to purchase all the equity capital of either firm, then the reduced competition would enable Zed to save some advertising and administrative costs which would amount to Rs. 225000 per annum indefinitely and, in year 2, to sell some office space for Rs. 800000. These benefits and savings would only occur if a complete takeover were to be carried out. Zed would change some operations of the company completely taken over. The details are:
(i) In case of Red: No dividend would be paid until year 2. Year 3 dividend would be Rs. 2.50 per share and dividends would then grow at 10% per annum indefinitely. 

     (ii)  In case of Yellow: No change in total dividends in years 1 to 4, but after year 4 

dividend growth would be 25% per annum compound until year 7. Thereafter, annual dividends would remain constant at the year 7 amount per share. 

An appropriate discount rate for the risk inherent in all the cash flows mentioned is 15%. You are required to: 

(i) The valuation per share for a minority investment in each of the firms, Red and Yellow, which would provide Zed Limited with 15% rate of return. 

(ii) The maximum amount per share which Zed should consider paying for each company in the event of a complete takeover. 

42.  Following information is available in respect of Sun Limited and Star Limited:
	Particulars
	Sun Limited
	Star Limited

	Operating Profit 
	Rs. 1240000
	Rs. 580000

	Interest 
	        443100
	      220000

	Profit Before Tax
	        796900
	      360000

	Tax
	        278900
	      126000

	Profit after Tax
	        518000
	      234000  

	Earnings Per Share 
	             1.48
	         2.925

	Market Price Per Share
	           22.20
	        32.22


The Board of Sun Limited has proposed to take over Star Limited for which an exchange ratio of 3:2 has been promised. The Board has expected that the market price of the share would increase to Rs. 24 after merger proposal is implemented. 
You are required to analyse:

(i) Impact on the wealth and earnings of shareholders of two companies.

(ii) If  the above exchange ratio is not acceptable to Star Limited, what price be paid by Sun Limited without reducing the wealth of its shareholders. 

(iii) Shareholders of Star Limited have demanded a swap ratio of 2:1. Should it be acceptable to Sun Limited in view of the following information:

(a) the merger would result in increase in operating cash flows by Rs. 275000 p.a. for ten years. 

(b) Machinery will be disposed of for Rs. 920000  after  1 year.

(c) Redundancy payments will cost Rs. 350000 now and Rs. 840000 after one year and 

(d) The cost of capital of Sun Limited is 14%. 

43.  Big House Limited is evaluating an offer to acquire the Shares of Small House (P) Limited. Following is the summarized details about the financial position of two companies:





Balance Sheet 

	Liabilities
	Small House
	Big House
	Assets
	Small House
	Big House

	Equity Share Capital
	Rs. 160000
	Rs. 3500000
	Properties
	Rs. 460000
	Rs. 3300000

	Reserves
	      964000
	      4300000
	Plant
	    1310000
	      5800000

	Debt
	     768000  
	      3800000
	Stock
	      330000
	      2900000

	Current Liabilities
	     518000
	      3100000
	Debtors
	      290000         
	      2400000

	
	
	
	Cash
	        20000
	      300000  

	
	   2410000  
	    14700000
	
	    2410000
	   14700000 





Big House Limited


Small House Limited

	Year
	PAT
	Dividends 
	PAT
	Dividends 

	T-5
	Rs. 1430000
	Rs. 901000
	Rs. 143000
	Rs. 85000

	T-4
	      1556000
	      980000
	      162000
	      93500

	T-3
	      1693000
	    1067000
	      151000
	      93500

	T-2
	      1842000  
	    1160000
	      175000  
	    102800  

	T-1
	      2004000
	    1262000 
	      183000
	    113100 


(T-1 is the preceeding year and T-5 is 5 years ago) 

The properties of Small House Limited have not been revalued for many years and he market value is estimated at Rs. 800000. The stock of Small House Limited is worth Rs. 280000 only. 

Face values of equity shares of Big and Small are Rs. 5 and Rs. 1. Shares of Big are being traded at Rs. 43 each. Both companies are subject to tax @ 40%. The required rate of return of Small House Limited shareholders is 115% of return of Big House Limited. 

Advise the Board of Big House Limited about the possible range of price payable for shares of Small House Limited. Use different methods of valuation. 

44.  Company X is contemplating the purchase of Company Y. Company X has 300000 shares having a market price of Rs. 30 per share, while Company Y has 200000 shares selling at Rs. 20 per share. The EPS are Rs. 4.00 and Rs. 2.25 for Company X and Y respectively. Management of both companies are discussing two alternative proposals for exchange of shares as indicated below:

(i) in proportion to the relative earnings per share of two companies.

(ii) 0.5 share of Company X for one share of Company Y (5:1). 

You are required:

(i) to calculate the Earnings Per Share (EPS) after merger under two alternatives, and 

(ii) to show the impact on EPS for the shareholders of two companies under both the alternatives. 

[CA FINAL NOVEMBER 2002]

45. XYZ Limited is considering merger with ABC Limited. XYZ Limited’s shares are currently traded at Rs. 20. It has 250000 shares outstanding and its earnings after taxes (EAT) amount to Rs. 500000. ABC Limited has 125000 shares outstanding, its current market price is Rs. 10 and its EAT are Rs. 125000. The merger will be affected by means of a stock swap (exchange). ABC Limited has agreed o a plan under which XYZ Limited, will offer the current market value of ABC Limited’s shares:

(i) What is the pre-merger earnings per share (EPS) and PE Ratios of both the companies? 

(ii) If ABC Limited’s PE Ratio is 6.4, what is the current market price? What is the exchange ratio? What will XYZ Limited’s post-merger EPS be?
(iii) What should be the exchange ratio, if XYZ Limited’s pre-merger and post-merger EPS are to be the same? 

[CA FINAL MAY 2003]

46.  M Company Limited, is studying the possible acquisition of N Company Limited, by way of merger. The following data are available in respect of the companies:

	Particulars
	M Co. Ltd.
	N Co. Ltd.

	Earnings after tax (Rs.)
	8000000
	2400000

	No. of equity shares 
	1600000
	400000

	Market value per share (Rs.)
	200
	160


(i) If the merger goes through by exchange of equity and the exchange ratio is based on the current market price, what is the new earning per share for M Co. Ltd.?

(ii) N Co. Ltd. wants to be sure that the earnings available to its shareholders will not be diminished by the merger. What should be the exchange ratio in that case? 

[CA FINAL NOVEMBER 2003]   

47.      ABC Limited is intending to acquire XYZ Limited by merger and the following information is available in respect of the companies:
	Particulars
	ABC Limited
	XYZ Limited

	Number of equity shares 
	1000000
	600000

	Earnings after tax (Rs.) 
	5000000
	1800000

	Market Value Per Share (Rs.)
	42
	28


Required:

(i) What is the present EPS of both the companies?

(ii) If the proposed merger takes place, what would be he new earning per share for ABC Limited? Assume that the merger takes place by exchange of equity shares and the exchange ratio is based on the current market price. 

(iii) What should be exchange ratio, if XYZ Limited wants to ensure the earnings to members are as before the merger takes place? 

[CA FINAL MAY 2004]

48.  The following information is provided related to the acquiring Firm Mark Limited and the target Firm Mask Limited:

	Particulars
	Mark Limited
	Mask Limited

	Earnings after tax (Rs.)
	2000 lakhs
	400 lakhs

	Number of shares outstanding 
	200 lakhs
	100 lakhs

	PE Ratio (times)
	10
	5


Required:

(i) What is the Swap Ratio based on current market prices?
(ii) What is the EPS of Mark Limited after acquisition? 

(iii) What is the expected market price per share of Mark Limited after acquisition, assuming PE Ratio of Mark Limited remains unchanged? 

(iv) Determine the market value of the merged firm? 

(v) Calculate gain/loss for shareholders of the two independent companies after acquisition. 

[CA FINAL NOVEMBER 2004]

49. XYZ Limited is considering merger with ABC Limited. XYZ Limited’s shares are currently traded at Rs. 25. It has 200000 shares outstanding and its earnings after taxes (EAT) amount to Rs. 400000. ABC Limited has 100000 shares outstanding, its current market price is Rs. 12.50 and its EAT are Rs. 100000. The merger will be affected by means of a stock swap (exchange). ABC Limited has agreed o a plan under which XYZ Limited, will offer the current market value of ABC Limited’s shares:

(i) What is the pre-merger earnings per share (EPS) and PE Ratios of both the companies? 

(ii) If ABC Limited’s PE Ratio is 8, what is the current market price? What is the exchange ratio? What will XYZ Limited’s post-merger EPS be?

(II) What should be the exchange ratio, if XYZ Limited’s pre-merger and post-merger EPS are to be the same? 

[CA FINAL MAY 2005]

50. The following information is provided relating to the acquiring company Efficient Limited and the target Company Healthy Limited.
	Particulars
	Efficient Limited
	Healthy Limited

	Number of shares (FV of Rs. 10 each)
	10.00 lakhs
	7.5 lakhs

	Market capitalization
	500.00 lakhs
	750.00 lakhs

	PE ratio (times)
	10.00
	5.00

	Reserves and Surplus
	300.00 lakhs
	165.00 lakhs

	Promoters’ Holding (Number Of Shares)
	4.75 lakhs
	5.00 lakhs


Board of Directors of both the Companies have decided to give a fair deal to the shareholders and accordingly for swap ratio the weights are decided as 40%, 25% and 35% respectively for Earning, Book value and Market Price of share of each company. 

(i) Calculate the swap ratio and also calculate Promoters’ Holding % after acquisition. 

(ii) What is the EPS of Efficient Limited after acquisition of Healthy Limited? 

(iii) What is the expected market price per share and market capitalization of Efficient Limited after acquisition, assuming PE Ratio of Firm Efficient Limited remains unchanged. 

(iv) Calculate free float market capitalization of the merged firm.
[CA FINAL MAY 2005]

51. The following information is relating to Fortune India Limited having two division, viz. Pharma Division and fast Moving Consumer Goods Division (FMCG Division). Paid Up share capital of Fortune India Limited is consisting of 3000 Lakhs equity shares of rs. 1 each. Fortune India Limited decided to de-merge Pharma Division as Fortune Pharma Limited from 1-4-2005. Details of Fortune India Limited as on 31-3-2005 and of Fortune Pharma Limited as on 1-4-2005 are given below:
	Particulars
	Fortune Pharma Limited
	Fortune India Limited

	
	Rs. 
	Rs.

	Outside Liabilities
	400 lakh
	3000 lakh

	Secured Loans
	2400 lakh
	800 lakh

	Unsecured Loans
	1300 lakh
	21200 lakh

	Current Liabilities And Provisions 
	
	

	Assets
	
	

	Fixed Assets
	7740 lakh
	20400 lakh

	Investments 
	7600 lakh
	12300 lakh

	Current Assets
	8800 lakh
	30200 lakh

	Loans And Advances 
	  900 lakh
	7300 lakh

	Deferred Tax/Miscellaneous Expenses
	    60 lakh
	(200) lakh


Board Of Directors of the Company have decided to issue  necessary equity shares of Fortune Pharma Limited of Rs. 1 each, without any consideration to the shareholders of Fortune India Limited. For that purpose following points are to be considered:

1. Transfer of Liabilities and  Assets at Book Value. 

2. Estimated Profit for the year 2005-06 is Rs. 11400 Lakh for Fortune India Limited and Rs. 1470 Lakhs for Fortune Pharma Limited.  
3. Estimated Market Price of Fortune Pharma Limited is Rs. 24.50 per share. 

4. Average PE ratio of FMCG Sector is 42 and Pharma Sector is 25, which is to be expected for both the companies. 

Calculate:

1. The ratio in which shares of Fortune Pharma are to be issued to the shareholders of Fortune India Limited. 

2. Expected Market price of Fortune India Limited. 

3. Book Value per share of both the Companies immediately after Demerger. 

[CA FINAL NOVEMBER 2005]

52.  Reliable Industries Limited (RIL) is considering a takeover of Sunflower Industries Limited (SIL). The particulars of 2 companies are given below: 

	Particulars
	Reliable Industries Limited
	Sunflower Industries Limited 

	Earnings After Tax (EAT) 
	Rs. 2000000
	Rs. 1000000

	Equity Shares Outstanding 
	1000000
	1000000

	EPS
	2
	1

	PE Ratio (times) 
	10
	5


Required: 

(i) What is the market value of each Company before merger? 

      (ii)        Assume that the management of RIL estimates that the shareholders of SIL 

                  will accept an offer of one share of RIL for four shares of SIL. If there are no 

                  synergic impacts, what is the market value of the Post-merger RIL? What is 

                  the new price per share? Are the shareholders of RIL better or worse off  than   

                  they were before the merger? 

      (iii)    Due to synergic impacts, the management of RIL estimates that the earnings 

                will increase by 20%. What is the new post-merger EPS and Price Per Share? 

                Will the shareholders be better off or worse off than before the merger? 

[CA FINAL MAY 2006]

53.  Abhishek Limited has a surplus cash of Rs. 90 lakhs and wants to distribute 30% of it to the shareholders. The Company decides to buyback shares. The Finance Manager of the Company estimates that its share price after re-purchase is likely to be 10% above the buyback price, if the buyback route is taken. The number of shares outstanding at present is 10 lakhs and the current EPS is Rs. 3. 

You are required to determine:

(a) The price at which the shares can be repurchased, if the market capitalization of the company should be Rs. 200 lakhs after buyback. 

(b) The number of shares that can be re-purchased. 

(c) The impact of share re-purchase on the EPS, assuming the net income is same. 

[CA FINAL MAY 2006]

54.  ABC Limited is planning to acquire and absorb the running business of XYZ Limited. The valuation is to be based on the recommendation of merchant bankers and the consideration is to be discharged in the form of equity shares to be issued by ABC Limited. As on 31-3-2006, the paid up capital of ABC Limited consists of 80 lakhs shares of Rs. 10 each. The highest and the lowest market quotation during the last 6 months were Rs. 570 and Rs. 430. For the purpose of the exchange, the price per share is to be reckoned as the average of the highest and lowest market price during the last 6 months ended 31-03-06.  
XYZ Limited’s Balance Sheet as at 31-3-06 is summarized below:

	Particulars
	Rs. Lakhs

	Sources
	

	Share Capital
	

	20 lakhs equity shares of Rs. 10 each fully paid
	200

	10 lakhs equity shares of Rs. 10 each fully paid 
	  50

	Loans
	100

	Total
	350

	Uses
	

	Fixed Assets (Net)
	150

	Net Current Assets
	200

	
	350


An independent firm of merchant bankers engaged for the negotiation, have produced the following estimates of cash flows from the business of XYZ Limited:
	Year ended
	By way of 
	Rs. Lakhs

	31-3-07
	after tax earnings for equity
	105

	31-3-08
	after tax earnings for equity
	120

	31-3-09
	after tax earnings for equity
	125

	31-3-10
	after tax earnings for equity
	120

	31-3-11
	after tax earnings for equity
	100

	
	Terminal Value Estimate
	200


It is the recommendation of the merchant banker that the business of XYZ Limited may be valued on the basis of the average of (i) Aggregate of discounted cash flows at 8% and (ii) Net assets value. 

Present value factors at 8% for years 

	1-5
	0.93
	0.86
	0.79
	0.74
	0.68


You are required to:

(i) Calculate the total value of the business of XYZ Limited.
(ii) The number of shares to be issued by ABC Limited.

(iii) The basis of allocation of the shares among the shareholders of XYZ Limited. 

[CA FINAL NOVEMBER 2006]

55.  AFC Limited wishes to acquire BCD Limited. The shares issued by the two companies are 1000000 and 500000 respectively:
(i) Calculate the increase in the total value of BCD Limited resulting from the acquisition on the basis of the following conditions:

Current expected growth rate of BCD Limited

7%

Expected growth rate under control of AFC Limited

(without any additional capital investment and without 
8%

Any change in risk of operations)

Current Market Price Per Share Of AFC Limited           Rs. 100

Current Market Price Per Share of BCD Limited           Rs.   20 

Current Dividend Per Share Of BCD Limited                Rs. 0.60

(ii) On the basis of aforesaid conditions calculate the gain or loss to the shareholders of both the companies, if AFC Limited were to offer one of it share for every four shares of BCD Limited. 

(iii) Calculate the gain to the shareholders of both the Companies, if AFC Limited pays Rs. 22 for each share of BCD Limited, assuming the PE Ratio of AFC Limited does not change after the merger. EPS of AFC Limited is Rs. 8 and that of BCD is Rs. 2.50. It is assumed that AFC Limited invests its cash to earn 10%. 

[CA FINAL MAY 2007]

56.  A Limited wants to acquire T Limited and has offered a swap ratio of 1:2 (0.5 shares for every one share of T Limited). Following information is provided:

	Particulars
	A Limited
	T Limited

	Profit After Tax
	Rs. 1800000
	Rs. 360000

	Equity Shares Outstanding Nos. 
	600000
	180000

	EPS
	Rs. 3
	Rs. 2

	PE Ratio
	10 times
	7 times

	Market Price Per Share
	Rs. 30
	Rs. 14


Required:

(i) The number of equity shares to be issued by A Limited for acquisition of T Limited.

(ii) What is the EPS of A Limited after the acquisition?

(iii) Determine the equivalent earnings per share of T Limited.

(iv) What is the expected market price per share of A Limited after the acquisition, assuming its PE multiple remains unchanged?

(v) Determine the market value of the merged firm. 

         [CA FINAL NOVEMBER 2007]

 57.   ABF Limited has recently approached the shareholders of CDH Limited which is 

                engaged in the same line of business as that of ABF Limited with a bid of 4  

               new shares in ABF Limited for every 5 CDH Limited shares or a cash  

              alternative of  Rs. 360 per share.  Past records of earnings of CDH Limited had  

              been poor and  the company’s shares have been out of favour with the stock  

              market for some   time. Pre bid information for the year ended 31-3-2006 are as  

             follows:

	Particulars
	ABF Limited (in lakh)
	CDH Limited (in lakh)

	Equity Share Capital
	60
	170

	Number Of Shares
	24
	17

	Pre-tax Profit
	125
	110

	P/E Ratio
	11
	7

	Estimated Post Tax Cost Of  Equity Capital Per Annum 
	12%
	10%


Both ABF Limited and CDH Limited pay income tax at 30%. Current earnings growth forecast is 4% for the foreseeable future of both the Companies. 

Assuming no synergy exists, you are required to evaluate whether proposed share to share offer is likely to be beneficial to the shareholders of both the companies using merger terms available. ABF Limited’s directors might expect their own pre bid P/E Ratio to be applied to combined earnings. 

Also comment on the value of the two Companies from the constant growth form of dividend valuation model assuming all earnings are paid out as dividends. 
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58. ABC Limited is considering merger with XYZ Limited. There are no gains from merging. Complete the following table if ABC wishes an EPS of Rs. 2.80 after the merger. 
	Particulars
	ABC Limited
	XYZ Limited
	MERGED ENTITY 

	Earnings after Taxes
	Rs. 0.1 million
	Rs. 0.25 million
	?

	Outstanding Shares
	50000
	100000
	?

	Market Price Per Share 
	Rs. 20
	Rs. 12.5
	?

	EPS (Rs.) 
	2
	2.5
	2.80

	PE Ratio
	10
	5
	?

	Total Market Value 
	Rs. 1000000
	Rs. 1250000
	?


(a) Complete the above table. 

(b) Calculate the exchange ratio viz. no of shares of ABC given to XYZ shareholders.

(c) What is the cost of merger to ABC Limited? 

59. A Limited is considering the acquisition of B Limited with stock. Relevant 

information is given below. 

	Particulars
	A Limited
	B Limited

	Present earnings
	Rs. 75 lakh
	Rs. 40 lakh

	Equity (no. of shares)
	4000000
	3200000

	EPS (Rs.)
	1.875
	1.25

	PE Ratio
	10
	6

	MPS
	Rs. 18.75
	Rs. 7.50


Answer the following questions, treating each conditions stated below separately:

1. What is the ratio of exchange?

2. What are the earnings per share for the surviving company immediately following the merger? 

3. How many new shares would be issued? 

(a) If the exchange takes place as per market prices? 

(b) If A Limited plans to offer a premium of 22% over the market price of B Limited?

(c) If the exchange takes place as per EPS?

(d) If the exchange takes place as per P/E?

60. A Limited, may acquire B Limited. A Limited estimates that B Limited will 

provide net income after taxes of Rs. 20 Crores in the first year Rs. 30 Crores in the second year Rs. 40 Crores in the third year, Rs. 50 XCrores in each of the year from fourth to sixth year and Rs. 60 Crores annually thereafter onwards. B Limited requires fresh capital investment of Rs. 50 Crores at the end of first year and depreciation figure for first year will be Rs. 30 Crores. Similarly second year fresh capital investment will be Rs. 50 Crores and depreciation will be Rs. 40 Crores. Third year onwards the fresh investment and depreciation will stabilize at Rs. 40 Crores. The aggregate required rate of return is 15 per cent. Judge the value of acquisition based on the above information. 
61. ABC Limited wants to acquire PQR Limited. The cash flows of ABC Limited 

        and the merged entity is given as follows:

	Year (Rs. In Lakhs)
	1
	2
	3
	4
	5

	ABC Limited
	275
	302.50
	324.50
	341
	357.50

	Merged Entity
	440
	495
	563.75
	591.25
	618.75


After 5 years, earnings would have witnessed 5% constant growth rate without merger and 6% with merger on account of economies of operation. The cost of capital is 15%. The exchange ratio agreed upon is 0.6. From the viewpoint of ABC Limited, find out the value of acquisition. Make suitable assumptions. 

62. K Limited processes raw material M to make product A. Contribution per unit of A is Rs. 32. Each unit of A requires two units of M. The company can process maximum 20000 units of M to produce 10000 units of A. Demand for product A is unlimited at present selling price, but annual production is restricted to 6000 units due to restricted supply of raw materials. B Limited is the only supplier of the raw material. K Limited wishes to acquire controlling interest in B Limited to ensure supply of raw material M. 
B Limited makes two products M and N using same production facilities. Machine hour required for each unit of M and N are 4 and 5 respectively. Total machine hour available in a year is 75000. Contribution per unit of M is Rs. 6 and that per unit of N is Rs. 15. Demand for N is restricted to 5400 units. 

Share Capital of B Limited consists of 50000 ordinary shares of Rs. 10 each. Tax rate is 40% and cost of capital is 10%. 

Determine (i) maximum price A Limited can offer for 51% interest in B Limited. (ii) likely change in value of B Limited, if the acquisition is successful. 
       63.  The current market value of P Limited share is Rs. 25. The company acquired 

  12000 out of 20000 shares of T Limited at Rs. 18 per share. The market price per   

  T Limited share before acquisition was Rs. 16. The acquisition is expected to  

   result in synergy benefit of Rs. 136000 for P Limited and to reduce value of T     

   Limited by Rs. 20000. Show allocation of acquisition gain if P Limited has  

   40000 shares outstanding. 
       64.   Mr. P and Mr. Q control P Limited and Q Limited respectively. The current 

               shareholding pattern is as below:

	Particulars
	Number Of Shares

P Limited
	Number Of Shares

Q Limited

	Held by Mr. P 
	 2500
	 Nil

	Held by Mr. Q
	 Nil
	 2000

	Held by others 
	 7500
	 8000

	Total 
	10000
	10000


P Limited and Q Limited expect annual post-tax earnings of Rs. 50000 and Rs. 40000 respectively. PE Ratio is 5 for P Limited and 6 for Q Limited. Mr. P took over control of Q Limited by acquiring 2500 of his shares from other shareholders of that company at Rs. 26 per share. 

Q Limited is the principal raw material supplier of P Limited. After acquisition, Mr. P intends to restrict supply of raw materials by Q Limited to competitors of P Limited. This will reduce earnings of Q Limited by Rs. 10000 annually, while increasing earnings of P Limited by Rs. 20000. 

Show allocation of acquisition gains to (i) Mr. P (ii) Q (iii) other shareholders of P Limited (iv) other shareholders of Q Limited who sold shares to Mr. P and (v) other shareholders of Q Limited who did not sell shares to Mr. P.
65. S Ltd. is manufacturing of certain product P.K. Ltd. owns a shop chain selling same line of product as of S Ltd. S Ltd. is interested in acquiring K Ltd. Projected cash flow estimates for next 10 years are as follows:

	Year
	  Pre – merger

S Ltd.

Rs. lakh
	K Ltd.

Rs. lakh
	Post – merger

Combined 

Rs. lakh

	1 to 3
	1725
	155
	1970

	4 to 6 
	2900
	350 
	3420 

	7 to 9
	4375
	613
	5120

	10
	6000
	800
	6900


The following information are also available :

a) Net assets of K Ltd. are valued at Rs. 1000 lakh consisting of Fixed Assets Rs. 800 lakh, Investments Rs. 200 lakh, Stock Rs. 400 lakh and Creditors Rs. 400 lakh.

b) Sundry Fixed Assets amounting to Rs. 50 lakh cannot be used and their net realizable value is Rs. 45 lakh.

c) Stock can realize  Rs. 470 lakh immediately. Investments can be disposed off for Rs. 212 lakh.

d) Some workers of K Ltd. are to be retrenched for which estimated compensation is Rs. 130 lakh.

e) Sundry creditors are to be discharged immediately. A liability for retirement benefits not accounted for in the Balance Sheet by K Ltd. is Rs. 48 lakh.

Find out the maximum value of K Ltd. that S Ltd. can quote. Also show the difference in valuation had there been no merger. Use 20 % as discount factor.

66. P Ltd. earns Rs. 5 lakh before interest and tax. Its market value is Rs. 25 lakh. Summarised balance sheet of the company as at 31/03/05 is given below :

	Liabilities
	Rs. lakh
	Assets
	Rs. lakh

	Share Capital (Rs.  10)
	10
	Fixed Assets
	18

	Reserves
	10
	Current Assets
	  7

	Current Liabilities
	  5
	
	

	
	25
	
	25


A new company Q Ltd. was formed to take over assets and liabilities of P Ltd. The company raised Rs. 5 lakh by issue of ordinary shares and Rs. 20 lakh by issue of 10 % bonds Tax rate is 40 %. Estimate value of Q Ltd. 

67.  C Limited and K Limited have agreed that C Limited will take over the business of K Limited from 31-12-2001. It is agreed that:
(i) Holders of 10 lakh K Limited shares will receive shares of C Limited. The swap ratio is determined based on 26 weeks average market prices of shares of both the companies. Average prices have been worked out at Rs. 50 and Rs. 25 for the shares of C Limited and K Limited respectively. 

(ii) In addition to (i) above shareholders of K Limited will be paid cash based on the projected synergy that will arise on the absorption of the business of K Limited by C Limited. 50% of the projected benefits will be paid to the shareholders of K Limited. 

The management of both the companies has agreed upon the following projection:
	Year
	2002
	2003
	2004
	2005
	2006

	Benefit (Rs. Lakhs)
	50
	75
	90
	100
	105


The benefit is estimated to grow at the rate of 2% from 2007 onwards. 

It has been further agreed that a discount rate of 20% should be used to calculate the cash that the holder of each share of K Limited will receive. 

(i) Calculate the cash that holder of each share of K Limited will receive. 

(ii) Calculate the total purchase consideration. 

   68.  A Limited makes and sells 50000 units of product X that represents 25% market share. The company is considering absorption of B Limited, another maker of product X having 22.5% market share. The absorption is expected to increase combined market share to 50% for coming 4 years. 

Projected annual statements of profit and loss for two companies at current position are as shown in the next page:

	Particulars
	A Limited

Rs. Lakh
	B Limited

Rs. Lakh

	Sales
	100
	90

	Less: Variable Cost
	50
	54

	Contribution
	50
	36

	Less: Fixed Cost
	25
	20

	EBDIT
	25
	16

	Less: Depreciation
	  5
	  3

	EBIT
	20
	13

	Less: Interest (10%)
	  5
	 3

	EBT
	15
	10

	Less: tax @40%
	 6 
	 4

	PAT
	 9
	 6


Immediately after absorption, A Limited shall modernize its own plant of B Limited at a capital cost of Rs. 20 lakh. The capital cost shall be amortized equally over 4 years for tax purposes. The modernization shall reduce variable cost to 45% of sales but shall increase annual fixed cost to Rs. 67 lakh. A Limited shall take over the loans of B Limited at par. 

The cash flow shall decline from year 5 by 3% annually for both of the companies, if B Limited is not absorbed, else the annual rate of decline shall be 2%. The weighted average cost of capital is 15%. 

Determine the maximum purchase consideration A Limited may quote for B Limited equity. 

 69.  A Limited desires to acquire B Limited and submits the following projections in respect of the target for coming 5 years. The fifth year cash flow is expected to grow annually by 3% for the remaining life of the business. The acquisition shall be financed partly by 10% loan Rs. 10 lakh. The loan shall be repaid in 5 years in five equal annual instalments. 

Determine value of B Limited if cost of unlevered equity is 15%. Assume 40% tax. 

CASH FLOW PROJECTIONS 

	Particulars
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	EBIT
	15
	15
	15
	10
	10

	Less: tax @ 40%
	6
	6
	6
	4
	4

	Operating Profit After Tax
	9
	9
	9
	6
	6

	Add: Depreciation
	2
	2
	2
	2
	2

	Cash Flow
	11
	11
	11
	8
	8


70.  Summarized Balance Sheets of H Limited and S Limited as at 31-3-2007 are given in the next page:

	Liabilities
	H Limited
	S Limited
	Assets
	H Limited
	S Limited

	Share Capital (Rs. 10)
	800
	300
	Operating Assets
	1800
	500

	Reserves
	400
	100
	15% Investments
	------
	100

	10% Loan
	500
	150
	
	
	

	Trade Creditors
	100
	 50
	
	
	

	
	1800
	600
	
	1800
	600


H Limited is in FMCG business. S Limited owns a retail chain. H Limited wishes to acquire 60% stake in S Limited to cut-down its marketing costs by Rs. 35000 annually. Considering risk involved in retailing business, the management of H Limited believes that 25% post-tax annual return should be adequate. Determine maximum price H Limited can offer per S Limited share. The following data are available: 
(a) EPS of S Limited is Rs. 4. 

(b) Current market price of S Limited shares is Rs. 20. 

(c) S Limited is expected to maintain same EPS and PE Ratio for coming 10 years. 

(d) S Limited investments shall be disposed off for Rs. 120000 immediately. 

(e) Tax Rate is 40%. 

(f) Annual depreciation for S Limited is Rs. 39000. 

(g) Cost of capital for H Limited is 20%.
71. NP Tele Ltd. is considering the acquisition of PA Tele Ltd. in a stock –for – stock transaction in which PA Tele would receive Rs. 84.30 for each share of its common stock. The NP Tele Ltd. does not expect any change in its P/E multiple after the merger and chooses to value the PA Tele conservatively ny assuming no earnings growth due to synergy.

You are provided with the following information:

	Particulars 
	NP Tele Ltd.
	PA Tele Ltd. 

	Earning available for common stock (Rs.)     
	281500
	   62500

	Outstanding shares (Nos.)
	112000
	   18750

	Market price
	56.25
	62.50


You are required to 

a. Calculate

i. Post-merger

ii. Post-merger equity ownership distribution

iii. Purchase price premium.

b. Comment on the decision taken by the NP Tele Ltd.

72. Consider two firms that operate independently and have following characteristics.

	(Rs. in lakh)
	M Ltd.
	R Ltd.

	Reserves
	6000
	3000

	Cost of goods sold
	3500
	1800

	EBIT
	2500
	1200

	Expected growth rate
	5 %
	7 %

	Cost of Capital
	8 %
	9 %

	
	
	


Both firms are in steady state, with capital spending offset by depreciation. Both firms have an effective tax rate of 40 % and are financed only by equity.

Scenario I

Assume that combining of the two firms will create economies of scale that will reduce the cost of goods sold to 48 % of reserves.

Scenario II

Assume that as consequence of the merger the combined firm is expected to increase its future growth to 7 % while cost of goods sold is 60 % and do not come down to 48 % 

Scenario I & II are mutually exclusive.

You are required to 

a. Compute the values of both the firms as separate entities.

b. Compute the value of both the firms together if there were absolutely no synergy at all from the merger.

c. Compute the value of capital and expected growth rate for the combined entty.

d. Compute the value of synergy in Scenerio I and Scenerio II.

73. Mirza with its need to growth and maintain its leadership position in the leather industry is planning to acquire ABC. The recent financial details of the two companies are as follows :

	
	Mirza
	ABC

	PAT
	Rs. 2200 lakhs
	Rs. 40 lakhs

	MPS(FV Rs.10)
	Rs. 200
	Rs. 24

	P/E Ratio
	18.18
	12

	Projected Growth Rates(p.a.)
	9 %
	5 %


   There are two views expressed by two leading consultants on the benefits due to synergy, one arguing that there can be no benefit from synergy while the other projects a 3 % increase in earnings after the acquisition.
a. if ABC’s shareholders want an exchange ratio of 0.4(i.e. 4 shares for every 1 shares of ABC),would that be acceptable to the shareholders of Mirza, if

1. There is no synergy due to merger.

2. There is an increase in earnings of the merged entity by 3 % due to synergy.

b. If Mirza accepts an exchange ratio of 0.4 and synergy benefits are not realized, will there be any dilution in EPS of Mirza ? If so when will the dilution be wiped off ?
74.  The shares if Shakti Cement Ltd. (SCL) are currently being traded at Rs. 24 per share. The top management together with their families control 40 % of the 10 lakh shares outstanding. The Mangal Cement Ltd. (MCL) wishes to acquire SCL because of likely synergies. Is Rs. 80 lakh. Moreover, MCL feels that the management of SCL is overpaid. It feels that with better management motivation, lower salaries and fewer perks for the top management, approximately Rs. 4 lakh of expenses per annum can be saved. This would add Rs. 30 lakh in value of acquisition.

 The following additional information is available regarding MCL:
EPS 


:   Rs. 4.00

No. of shares outstanding :   15 lakh

MPS 


:   Rs. 40.00

(a) What is the maximum price per share which the MCL can offer to pay for SCL?

(b) What is the minimum price per share at which the management of SCL will be willing to give up their controlling interest?

75. A textiles company reports the following income statement for the year 2005 and projects income for years 2006-2008. Find out the free cash flows of the company assuming that the company is in the 35% tax bracket. It is given that cost of goods sold is 65% of sales. 

	Particulars (Rs. million)
	2005
	2006
	2007
	2008

	Net Sales 
	450
	518
	555
	600

	Selling & Administrative Expenses
	  45
	 53
	 60
	 68

	Net Retention
	 60
	 80
	 75
	 70


76.  Two firms RAVI and KIRAN Corporation operate independently and have the following financial statements:

	Particulars (Rs. in lakhs)
	RAVI
	KIRAN

	Revenues
	80000
	40000

	Cost of Goods Sold (COGS)
	60000
	24000

	EBIT
	20000
	16000

	Expected Growth Rate
	 6% 
	 8%

	Cost Of Capital
	10%
	12%


Both firms are in steady state, with capital spending offset by depreciation. No working capital is required, and both firms face a tax rate of 40%. Combining the two firms will create economies of scale in the form of shared distribution and advertising cost, which will reduce the cost of goods sold from 70% revenues to 65% of revenues. Assume that the firm has no debt capital. 

Estimate 

(a)The value of the two firms before the merger. 

(b) The value of the combined firm with synergy effect. 

76.  Madhu, a garment unit, is considering making a tender offer for M/s. Sudhan, a smaller company. Madhu anticipating that their acquisition would create a synergy with a present value of Rs. 60 lakh. Madhu calculates that Sudhan has a value of Rs. 320 lakhs while operating independently under the current management and that the value of Sudhan’s outstanding debt is Rs. 110 lakh. Sudhan has five lakhs outstanding shares. Madhu managers feel that they can increase the value of Sudhan to Rs. 450 lakhs if they manage it. This increase in value will be in addition to the synergy noted above. 
Calculate:

(a) The maximum price per share that Madhu should offer under the present management. 

(b) The price per share to be offered by Madhu under the changed management. 

77.  A company manufacturing needle roller bearings, is financed by debt and equity to the extent of 3:7, with total debts of Rs. 10.82 million. The company’s debt s valued at 8%. The beta of the company’s equity is known to be 1:4. The company generates a free cash flow Rs. 2 million with the known growth projection of 5% perpetuity, If it is known that the market risk premium is 6% and the risk free rate is 5%, what is the value of each equity share for the 1 million shareholders of the company? Assume that the company is in the 40% tax bracket. 

78.  The free cash flow of a firm is projected to grow at a compound annual average rate of 35% for the next 5 years. Growth is then expected to slow down to a normal 5% annual growth rate. The current year’s cash flow to the firm is Rs. 4 lakh. The firm’s cost of capital during the high growth period is 18% and 12% beyond the fifth year, as growth stabilizes. Calculate the value of the firm. 

79. If in the above problem, the following different situations are observed :

Free Cash Flows given for :

Year 1 : Rs. 2.5 million 

Year 2 : Rs. 2.9 million 

Year 3 : Rs. 3.4 million 

Year 4 onwards : Growth of 5 %

Tax shields are available each year on interest of Rs. 1.50 million for years 1 to 3. With all other information remaining the same find the value per Equity share?
80. A Ltd. wants to acquire P Ltd. The cash flows of A Ltd. before and after the acquisition are given as follows : (Rs. in lacs) 
	Year
	1
	2
	3
	4
	5

	A Ltd. – Before Acquisition 
	14
	16.8
	20.4
	22.6
	24.5

	A Ltd. – After Acquisition 
	20.8
	23.4
	24.7
	32.9
	38.6


Cash Flows are expected to show 6.5 % constant growth rate beyond year 5 with or without acquisition. A Ltd. has 180 lakhs shares outstanding and the book value per share and its market price are Rs. 27 and Rs. 28 respectively. P Ltd. has 90 lakhs shares outstanding and the book value per share and its market price are Rs. 22.60 and Rs. 34 respectively. Find out the maximum exchange ratio A Ltd. can offer P Ltd. so that the Present value of cash flows is at least 18 % more than the current level. Assume cost of equity to be 14 %.

81. A task has been assigned to a research analyst in a mutual fund to find out at what price the fund should subscribe to an IPO issue (through Book Building) of a transformer company X Ltd. The follwing details of the company from 31.3.06 Annual Report are available :

	Particulars
	31.3.06

	Revenues 
	248.79

	Operating expenses
	214.41

	EBIDTA
	34.38

	Other Incomes
	3.84

	Interest expenses 
	1.01

	Preliminary expenses W/O
	0.00

	Depreciation 
	1.92

	Profit before taxes
	35.30

	Income taxes
	12.27

	Tax at the rate of :
	35 %

	Net Profit 
	23.02


To calculate future cash flows, the following projections for the financial year ended 31.3.2007 till 31.3.2011 is available:
	Amount in Lakhs
	FY07
	FY08
	FY09
	FY10
	FY11

	Revenue Growth
	55 %
	50 %
	28 %
	20 %
	14 %

	Operating Exp/Income
	87 %
	87 %
	87 %
	88 %
	88 %

	Other Income 
	2.50
	2.20
	2.50
	2.50
	2.50

	Interest expense
	2.00
	3.00
	3.00
	2.50
	2.50

	Preliminary Expenses W/O
	0.00
	0.00
	0.00
	0.00
	0.00

	Depreciation
	2.60
	3.50
	4.10
	3.90
	3.70

	Capital spending
	2.00
	5.00
	5.00
	2.00
	2.00

	Working capital
	2.00
	5.00
	5.00
	2.00
	2.00


It is given that revenues would grow at 0 % after the explicit forecast period. X Limited total assets of Rs. 219.98 lakhs are financed with equity of Rs. 208.66 lakhs and balance debts sourced at 8% p.a. Assume risk free rate of 7.5%, risk premium of 7.5% and beta of stock as 1.07. The firm falls in the 35% tax bracket. The company including the shares floated in this issue would have issued a total of 1.01 lakhs shares. Find out the intrinsic value of share using Discounted Cash Flow Analysis. If the price band announced by X Limited stands at Rs. 345-Rs. 365, should this fund subscribe to this book built issue and at which end of the price band?

82. An unlisted company AB Limited, manufacturing electrical equipments is currently in the expansion mode and is expected to be a good investment keeping in mind the expected sales and profits over the next 5 years. The projection statement of free cash flows is given below for the period 2006-2010. The shares are likely to be listed after an initial public offer (IPO) shortly.
	Particulars (Rs. Crores)
	31-3-2006
	31-3-2007
	31-3-2008
	31-3-2009
	31-3-2010

	Income 
	99.58
	121.48
	151.91
	189.76
	231.40

	Expenditure
	87.63
	106.29
	132.16
	164.15
	199.01

	Operating Profit (PBDIT)
	11.95
	15.18
	19.75
	25.62
	32.40

	Depreciation
	3.23
	9.29
	9.63
	9.63
	9.31

	Interest
	0.85
	0.67
	0.39
	0.12
	0.00

	PBT
	7.87
	5.23
	9.73
	15.87
	23.08

	Provision for taxation
	2.60
	1.72
	3.21
	5.24
	7.62

	Net profit
	5.28
	3.50
	6.52
	10.64
	15.47

	Add: Depreciation
	3.23
	9.29
	9.63
	9.63
	9.31

	Less: Capital Spending 
	14.57
	30.30
	1.70
	0.00
	0.00

	Less : Working Capital 
	17.09
	22.59
	12.59
	12.00
	12.00

	Free cash flow to the firm 
	-23.16
	-40.10
	1.85
	20.26
	24.78


This is a company with similar characteristics that of XY Limited which is listed and whose average beta is 0.85. The risk free rate and the market risk premium are 7% and he company is funded with 93% equity and 7% debt, whose cost is 9.25%. A 5% growth is projected beyond 5 years till perpetuity. The firm falls in the 33% tax bracket. The total of 1.06 Crores shares would be outstanding. Find out the intrinsic value of share using Discounted Cash Flow Analysis. 
83.  Williams Limited desire to acquire the shares of A Limited whose latest Balance Sheet is given below. 
	Liabilities
	Amount
	Assets
	Amount

	6% Preference Shares (Rs. 100)
	100000
	Goodwill
	40000

	Equity Shares (Rs. 10)
	200000
	Plant and Machinery
	170000

	General Reserve 
	50000
	Other long term assets
	10000

	Current year earnings after equity dividends 
	120000
	Stock
	125000

	Creditors
	60000
	Debtors
	160000

	Proposed Equity Dividend 
	60000
	Cash at bank
	125000

	Taxation for current year 
	40000
	
	

	Total 
	630000
	
	630000


Goodwill is worth nothing. Book value of long term assets is 15% less than realizable value, contingent liabilities amounting to Rs. 30000 can crystallize into liabilities. A sundry debtor declared insolvent, owes Rs. 10000. Compute value per share, both on cum-dividend basis and ex-dividend basis, if (i) preference dividend has already been paid out and (ii) preference dividend has not been declared and paid. 

84.  Consider the data in Q.-83. Assume now that (i) preference dividend has NOT been paid and (ii) no dividend has been proposed for equity holders. Compute the value of equity share if the normal ROI is (a) 10% (b) 14% and (c) 16%. 

85.  ABC and Co. are investment consultants. They have estimated that PAT of XYZ Limited can be maintained in future, at a level of Rs. 154000. Additional information about XYZ is given below:

1. 10000 equity shares of the face value of Rs. 10 each. 

2.   5000 preference shares (6%) of Rs. 100 each. 

What is the value per share of equity, if the PE Ratio were to be (a) 7 (b) 9.50 and (c) 8.25. 

86.  Consider data as per Q.-85. and identify the level at which market price will ultimately settle down. 

87.  Financial information about Dumas and Drums Limited is summarized below:

	Particulars
	Year 1
	Year 2
	Year 3
	Year 4

	Net Worth 
	1140
	1470
	1610
	1850

	Tax-Adjusted Profits 
	 114
	 162
	 194
	 240


	Particulars
	Valuation Date Rs.

	Net worth on valuation date
	2075000

	Equity
	1200000

	5.5% Preference 
	800000

	Face value of one equity share
	Rs. 100

	Market ROI 
	 7%

	Non trade investments
	134000


88.  Infrastructure Limited has been regularly paying a dividend of Rs. 3.50 on their shares. The number of equity shares is 25000. Required: 

(i) What is the value of equity. If the return for the investors is 14%? 

(ii) Determine the value of equity, if the dividend is expected to grow at 8% p.a. om a constant basis. 

89.  HSC Shipping Limited is contemplating purchase of KR Fishnets Limited. In the last year, HSC registered a net income of Rs. 2 lacs. Dividend payments stood at Rs. 1 lac (year 0). The earnings and dividends of KR are expected to grow at an annual rate of 30% for five years up to year 5. Thereafter, the growth rate is expected to be constant at 8%. If the required return is 16%, determine the maximum value that HSC can place KR for this M&A deal. 
90. The target-company is ABC Limited. There are 15000 equity shares. Present earnings 

per  share (year 0) is Rs. 4.00. Cost of equity is 12%. Earnings growth and dividend pay-

outs for the next eight years, and thereafter, are estimated as under:

	Year
	EPS Growth
	Dividend Payout

	1 to 4 years 
	30%
	25%

	5 to 8 years 
	20%
	28%, 30%, 36% and 40%


Compute the equity value of ABC, assuming:

(a) If from 9th year onwards, while EPS is expected to grow steadily in such a manner which permit a constant dividend growth at 7%. 
(b) If at the end of year 8, the Price Earnings Multiple is expected to be 12, and earnings would register a constant growth of 10%. 

91.  Imperial Limited is evaluating the feasibility of acquiring control of Hospital

       Surgical (HS), an unlisted, private company. 

	Turnover
	Rs. 2400 lacs

	Earnings
	Rs. 30 lacs

	Number of shares
	60000

	Shares held by 
	Small group of family members 

	% of Debt in total debt and equity 
	25%

	Dividend pay out
	50%

	Estimated Growth in dividend 
	5 % constant 


Imperial expect to offer a price which would be at least 15% less than what would the price, if the shares were to be listed. RBI Bond rate is presently ruling at 6% and market return is 14%. XYZ is a company in a risk class comparable to HS. XYZ has an equity beta of 1.44, with a debt level which is one-eighth of equity level. What price should Imperial pay for the shares of HS? Assume that there is no taxation. 

92.  Info-Capital Limited, is a medium size, capital intensive, and listed company. In the year that ended recently, the free cash flows of the company, were as under:

	Free Cash Flows
	Rs.

	NOPAT (Net Operating Profits After Tax)
	24200000

	Add: Depreciation
	 6400000

	Sub Total
	30600000

	Capital Expenditure + Increase In Working Capital
	18000000

	Free Cash Flows
	12600000

	Market Price Of One Share
	23.00

	Number Of Shares
	4500000


Machinery Manufacturers Limited (MML) are interested in acquiring Info-Capital, at a premium of 40%. MML believe that, with synergy, the business can grow by 25% for first four years, and at 10% for two years thereafter, on the belief that annual incremental capital expenditure and working capital needs can be contained at Rs. 55 lacs. From 7th year onwards (to perpetuity) free cash flows are expected to grow either at a low 4% or not at all. Cost of capital is 18%. If you were the Chief Finance Manager of MML, would you go ahead?
93.  Consider the data in Q.-92. Assume now that the market value of debt of Info Capital is Rs. 200 lacs, there are no further growth prospects after sixth-year, and that free cash flows at that time carries a book value multiplier of 4. Determine if recommendation to “go ahead” holds still good. 

94.  Let us imagine a prospective merger and set the parameters for an analysis. 

Cash flows before tax 

: Rs. 300000 per annum

Tax rate on cash flows
: 35%

Capital Expenditure

: 1st five years 20% of after tax cash flows. Thereafter NIL. 

Growth Rate


: 20% for 1st five years, 10% thereafter. 

Cost Of Capital

: 15%

95.  Paperboards Limited is targeting Newsprints Limited. Relevant financial information is as follows:

	Particulars
	Paperboards
	Newsprints

	Number of shares
	32000
	16000

	CMP
	Rs. 140
	Rs. 120

	Market Capitalisation
	4480000
	1920000


Compute Cost Of Merger if

(i) Paperboards is ready to pay cash of Rs. 125 per share to Newsprints. 

(ii) Paperboards issue its own shares on 1:1 basis. 

96.  Consider the following information pertaining to two companies. 

	Particulars
	B&T
	W

	Total Earnings
	9000
	1800

	Number Of Shares
	3000
	1500

	PE Ratio
	6
	4


B&T wish to take over and merge W, and form into BTW. BT has offered a premium of 12.5% to shareholders of W. Analyse the impact on PE Ratio and EPS of merged entity, if the share exchange ratio is 3 for 10. 

97.Take the basic information from Concept problem 14. Assume now that Bulbs and Tubes are confident that, by managing more efficiently, they could achieve a permanent savings in administration and marketing costs to the tune of Rs. 500000 annually. They are considering (i) a cash offer of Rs. 5.75 per share or (ii) allowing 25 % holding in the merged company. Assume tax rate is 40 % and cost of capital  is 12  %.

1. What would be the gain from merger (a) if the savings is pre-tax and (b) is after tax.

2. What is the cost of merger if cash offer materializes ? Will the cost be different if the offer of shares is implemented.

3. Will the NPV differ under these two alternatives ?

98.Vehicles Ltd., is the acquirer and Transporters Ltd., is a target company. Basic information is as follows.

	Particulars
	Vehicles
	Transporters

	Earning per share Rs. 
	3.00
	1.20

	Next year DPS Rs. 
	1.00
	0.75

	Market price Rs.
	40
	15

	Number of shares 
	3000
	1500

	Present Growth Rate 
	-
	5 %

	Growth rate because of improvements to be brought about by Vehicles Ltd.
	-
	8 %


The proposals for merger are (i) either cash of 20 /- per share or (ii) 1 share of vehicles for every 3 shares of Transporters. Show the costs and gains for the two alternatives.

99.Builders Ltd. wish to acquire Bricks and Mortars Ltd. Basic information :

	Particulars
	B and M

	Number of shares 
	200000

	Earning per share 
	7.00

	Current market price 
	63.00

	PV of synergies
	2155000


Required :
(i) What would be the gain to Bricks and Mortars, if the offer is payment of Rs. 75/- per share for the first 100001 shares, and Rs. 60 per share for the remainder.

(ii) What is the share of B & M in the synergies ?

100. Northern Ltd., is exploring the possibility of bidding for the shares of Southern Ltd., which is in the same line of business, with good profits and track record. CFO of Northern Ltd. has gathered the following information :

	Particulars 
	Northern Ltd.
	Southern Ltd.

	Number of shares 
	300000
	600000

	Current market price 
	Rs. 8
	Rs 12

	Latest earnings
	Rs. 400000
	Rs. 750000


  Plans of Southern include the following :
1. Southern has two divisions. One division gives earnings of Rs. 120000. This can be readily sold for Rs. 800000.

2. Remaining operations of Southern Ltd. can be improved by 25 %, through managerial and production efficiencies.

3. These two objectives can be achieved without disturbing the existing PE multiple of that company. 

4. One of the properties of Northern will itself be rendered surplus. This can be sold for a net realization of Rs. 303000.

5. Restructuring costs for this M & A deal would be Rs. 100000

6. CFO considers that one share in Northern for four shares in Southern would be an ideal share exchange ratio.

No announcement has been made by Northern. MD is not sure, whether to go to Press and make an announcement, or not to announce now. He has asked you to compute and show him the likely market price, of the combined entirely, as also the likely change in price of Southern Ltd. 
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