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Section A 


Answer any FIVE of the following Questions. 2 marksxS 


1. What do you mean by spin off? 

2. What is hostile takeover? 

3. What is leveraged buy-out? 

4. How to find value under chop-shop method? 

5. What is NOPAT? 

6. What do you mean by shareholder value creation? 

Section B 

Answer any FOUR of the following Questions. 5 marksx4 

7. Define Merger? Explain the different types of mergers. 

8. What drives shareholder value? Discuss. 

9. Explain any two methods of corporate valuation. 

10. Explain the motives for mergers with examples from industry. 

11. Firm A plans to acquire firm B. The relevant financial details of the two firms, prior to the 

merger announcement are: 

A B 

Market price per share Rs.50 Rs.20 

Number of shares 10,00,000 5,00,000 

Market value of the firm Rs.50 million Rs.I0 million 

The merger is expected to bring gains, which have a present value ofRs.10 million. 


Firm A offers 2,50,000 shares in exchange for 5,00,000 shares to the shareholders of firm B. 


What is the benefit and cost to A and B? 
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Section C 

Answer any TWO of the following Questions. 10 marksx2 

12. Corporate Restructuring refers to the changes ownership, business mix, mix and 

with a view to ""ll.''''''''_,"" shareholder - comment and explain different forms of 

corporate restructuring. 

13. How to decide .LJ"'.....,.u"','-' Ratio acquiring firm (maximum ER) and target (minimum 

Company X is contemplating the purchase of company Y. Company has 3,00,000 shares 

having a mru'Ket Rs.30 while cornp,my Y 2,00,000 selling at Rs.20 

per share. The are Rs.4.00 and for company and Y respectively. Managements 

both companies are """'''''''.HF, two alternative proposals for '-'L>.~'Uu.J"5'" of as indicated 

below: 

a. proportion to EPS of two companies 

b. share of company for one company 

You are required: 

i, to calculate the after under two alternatives; and 

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

value of equity is Rs.4500 

million and market value of debt is 1500 million, The will maintain market value 

debt ratio 

14. Sang corporation has 100 million outstanding 

The expected rate on debt is 12.3%. The equity is 1.15 .. 

30 year government bonds yield is 5.65%. historical market premium is estimated at 

The marginal corporate tax rate of the company is 35%. company's current free 

flows are million. The company pV'''''rt", flows to grow at 12% for 7 years 

thereafter, at 6% forever. Determine the value of the firm. What is the of the firm's A"'·"'" 

How much is value per share? 

Section D 

Answer the following Question. 	 20 marksxl 

15. The 	 and Account and Balance a company for two are given below. 

Assume tax rate 30% for year 
!P&LAJc Year 1 Year 2 

I Net Sales 30,000 35,000 • 

I Income from marketable securities 600 1,000 : 
I 

I Non-operating income 400 800 I 
Total income I 31,000 36,800 I 

2 



.'. , 

Cost of goods sold 18,000 21,000 

Selling and administrative expenses 3,800 4,600 

Depreciation 1,900 2,200 

Interest expenses 1,700 1,600 

Total cost and expenses 25,400 29,400 

Profit before tax 5,600 7,400 

Tax provision 1,400 . 1,900 

Profit after tax 4,200 5,500 

Dividends 1,200 1,400 

Retained earnings 3,000 4,100 

Balance Sheet 

Liabilities Year 1 Year 2 

Equity capital 5,000 5,000 

Reserves and Surplus 5,000 9,100 

Debt 15,000 14,900 

25,000 29,000 

Assets 

Fixed assets 15,000 18,500 

Investments (all of this represents 

excess marketable securities) 5,000 6,500 

Net current assets 5,000 4,000 

25,000 29,000 

Calculate the followings for Year 2 
i) EBIT 

ii) Tax on EBIT 

iii) NOPAT 
iv) Free Cash Flow to the FiTIJl 
v) EVA if capital charges is 1,340? 

----------*---------
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