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USN 05MBAFM323

Third Semester MBA Degree Examination, May/June 2010
Mergers, Acquisitions and Corporate Restructuring

Time: 3 hrs. Max. Marks:100
Note: 1. Answer any FOUR full questions from Q.No.1 to Q.No.7.

2. Question No.8 is compulsory.
3. Present value table can be used wherever necessary.

1 a. What is ESOP? (03Marks)
b. What do you mean by conglomerate merger? Briefly describe the types of conglomerate

mergers. (07Marks)
c. What are organizational and hwnan aspects that one should consider during merger

integration? (10Marks)

2 a. S Ltd. is an established company having its shares quoted in the major stock exchanges. Its
share current market price after divided distributed at the rate of 21% P.a. having a paid up
share capital of Rs.50 lakhs of Rs.lO each. Annual growth rate in dividend expected is 3%.
The expected rate of return on its equity capital is 16%. Calculate the value S Ltd.' s share
based on dividend growth model. (03Marks)

b. Mergers Ltd. is having an issued and subscribed capital of 5,00,000 equity shares of Rs.10
each fully paid up. The company's after tax profits for the year 2008 amount to Rs.28 lakhs.
The average present stock exchange price of the company's share is Rs.19. The PIE ratio of
the four listed companies to be used for calculation are : (07Marks)

Calculate the valuation of business per share based on average PIE ratio of the industry.
c. Discuss the motives behind 'mergers and acquisitions'. (10Marks)

3 a. What is spin-off? (03Marks)
b. Explain the role of industry life cycle on mergers. (07Marks)
c. Company X wishes to takeover company Y. The financial details of the two companies are

as under: .

Particulars

Equity shares (Rs. 10per share)
Share premiwn account
Profit and loss account
Preference shares
10% debentures

Fixed assets
Net current assets
Maintainable annual profit (after tax)
for equity shareholders
Market price per equity share
Price earninlZratio

38,000
20,000
15,000

1,73,000
1,22,000

51,000
24,000

5,000
61,000
35,000
26,000
15,000

24
10

27
9

lof4

Company 2006 2007 2008
A Ltd. 5.7 6.3 7.1
BLtd. 6.5 5.9 6.8
CLtd. 7.4 6.8 7.0
DLtd. 5.0 5.9 6.1
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What offer do you think company X could make to company Y in terms of exchange ratio,
based on i) net asset value; ii) earning per share; Hi) market price per share?
Which method would you prefer from company X's point of view? (10Marks)

4 a. What is LBO?
b. Write a brief note on takeover defenses.
c. Balancesheetof DiamondLtd.as on 31st March,2008,is as follows:

(03Marks)
(07Marks)

The expert valued the land and building at Rs.240 lakhs, goodwill at Rs.160 lakhs and plant
and machineryat Rs.120 lakhs. Out of the total debtors, it is found that debtorsfor Rs.8 .
lakhs are bad.

The profit of the company have been as follows:

Rs. (in lakhs)
For the year 2005 - 06 92
For the year 2006 - 07 88
For the year 2007 - 08 96

The company follows the practice of transferring 25% of profit to general reserve. Similar
type of companies earn at 10% of the value of their shares. Plant and machinery and land
and building have been depreciated at 15% and 10% respectively. Ascertain the value of
shares of the company under relative valuation by : i) intrinsic value method, ii) Yield value
method. (10Marks)

5 a. Define hostile takeover. (03Marks)
b. What do you mean by divestiture? Describe the reasons for divestiture. (07Marks)
c. Briefly explain the provisions of income tax Act relating to mergers and acquisitions.

(10Marks)

6 a. What is proxy contest? (03Marks)
b. Explain efficiency theories of merger. (07Marks)
C. Describe the salient features of SEBI guidelines for takeover. Do you agree that SEBI is

successful in controlling the takeover? (10Marks)

7 a. What is due diligence? Write a brief note on its components. (05Marks)
b. The H limited wants to acquire T Ltd. The balance sheet of T Ltd. as on March 31, 2009 has

the following assets and liabilities:

20f4

Liabilities Rs.(in lakhs) Assets Rs.(in lakhs)
Equity share capitals Land and building 110
Fully paid up shares of Rs.100 200 Plant and machinery 130
each
General reserve 40 Patent and trade marks 20

Stock 48
Profit of loss account 32 Sundry debtors 88
Sundry creditors 128 Bank balance 52
Provision for income tax 60 Preliminary expenses 12

460 460
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Additional information:
i) The shareholders of T Ltd. will get 1.5 share in H Ltd. for every 2 shares; the shares of

H Ltd. would be issued at its current market price of Rs. 180 per share. The debenture-
holders will get 11% debentures of the same amount. The external liabilities are
expected to be settled at Rs.150 lakhs. Dissolution expenses of Rs.15 lakhs are to be met
by the acquiring company

ii) The following are projected incremental free cash flows (FCFF) expected from
acquisition for 6 years.

Year - end

(Rs. in lakh):

Hi)The free cash-flow ofT Ltd. is expected to grow at 3% per annum, after 6 years.
iv) Given the risk complexion of T Ltd. cost of capital relevant to T Ltd. cash flows has

been decided at 13%.
v) There is unrecorded liability of Rs.20 lakhs. Advise the company regarding financial

feasibility of the acquisition. (15Marks)

8 CASE STUDY: ComDulsorv

A Ltd., and B Ltd., doing business in the same field, decided to amalgamate to avoid
unnecessary competition and secure economy in production and marketing. Following were
the balance sheets as on 315tDecember 2008. -

30f4

Liabilities Rs. (in lakhs) Assets Rs. (in lakhs)
Equity share capital Cash 10
(4 lakh shares of Debtors 65
Rs.100 each) 400 Inventories 135
Retained earnings 100 Plant and equipment 650
10.5% debentures 200
Creditors and other 160
Liabilities 860 860

Liabilities A Ltd. BLtd. Assets A Ltd. B Ltd.
ShareCaDital Good will - 1,00,000
Equity shares of 10,00,000 5,00,000 Land and Building 15,30,000 8,10,000
Rs.l 0/-
8% preference shares 5,00,000 3,00,000 Plant and 4,80,000 2,40,000
ofRs.10 each Machinery
10% debentures of 5,00,000 - Furniture and 30,000 26,000
Rs.I00 fixtures
8% debentures of - 2,50,000 Investments 20,000 10,000
Rs.l 00
Reservefund 1,60,000 1,10,000 Stock 3,05,000 1,87,000
P and L Account 70,000 50,000 Sundrydebtors 1,25,000 69,000
Workmen's SB 1,30,000 - Bills receivables 19,000 11,000
Account
Other liabilities 2,86,000 3,14,000 Cash at Bank 74,000 38,000

Miscellaneous 63,000 33,000
Expenses

Total 26,46,000 15,24,000 Total 26,46,000 15,24,000
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The amalgamation was effected on 1-1-2009. The purchase consideration payable by the
new company AB Ltd. was as follows:
For A Ltd.

i) Equity shareholders to get one equity share of Rs.10 each in AB Ltd. valued at Rs.12
per share for every equity share in A Ltd.

ii) 8% preference shareholders to get 10% preference shares in AB Ltd. equal to their
claim.

iii) 10% debenture holders to get sufficient 12.5% debentures of AB Ltd., so as get the
same amount of interest as they were getting in A Ltd.

For B Ltd.

i) 4 equity shares ofRs.10 each in AB Ltd., valued at Rs.12 per share for every 5 equity
shared in B Ltd.

ii) 8% preference share holders to get 90% of their claim in 10% preference shares in AB
Ltd., in full satisfaction.

iii) 8% debenture holders to get sufficient 12.5% debentures of AB Ltd., so as to get the
same amount of interest as they were getting in B Ltd.

AB Ltd. took over all the assets and liabilities of both the companies at their book values
except land and buildings, plant and machinery and stock of A Ltd., which were taken over
at Rs.18,50,000, Rs.3,20,000 and Rs.2,80,000 respectively and investments of B Ltd., at
Rs.l6,000. The liquidationexpensesof A Ltd., came to Rs.13~OOOand that of B Ltd., to
Rs.9,000. Balance of cash and bank was transferred to AB Ltd. The authorized capital of AB
Ltd. is 2,50,000 equity shares of Rs.l 0 each and 1,00,000, 10% preference shares of Rs.10
each.

Prepare purchase consideration statements, close the books of A Ltd. and B Ltd. and prepare
opening balance sheet of AB Ltd. (20Marks)

* * * * *
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