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Note: 

1. The paper is divided into TWO Sections: SECTION-A and SECTION-B. 

2. There are five questions in SECTION-A.  You are required to attempt ANY THREE. 

3. All the questions of SECTION-B (Case Study) are compulsory.

SECTION-A (20 Marks each)

1. 
a) 
What   are   the   possible   causes  for   Horizontal  and Vertical mergers?  Elaborate your 
answer with suitable examples.






       [12]

b) 
State briefly the strategies  underlying  the  acquisition  and  takeover  decisions. Provide 
examples.








         [8]

2. 
a) 
What are the three stages in the valuation of a target company?  

         [6]

b) 
Explain the concept of Dividend Discount Model.  What are the limitations of the Dividend Discount model? 






         [7]
c) 
Write   a   critical  note on ‘brand valuation’ as an essential component in Evaluation and 
selection for M&A activity.






         [7]

3. 
a) 
Distinguish  between  ‘Hostile takeover’  and  ‘bailout takeover’.  What are the defensive 
measures used against takeover bids?



   
                   [4+8]
b) 
List and explain the challenges in the post-merger integration.


         [8]
4. 
Lara Dutta Ltd. is a highly successful company and wishes to expand by acquiring other firms. Its expected growth in earnings and dividend is reflected in its price-earnings (P/E) ratio of 17. The Board of Directors of Lara Dutta Ltd. has been advised that if it were to takeover firms with a lower P/E ratio than its own, using a share-for-share exchange it could increase its reported earnings per share. Priyanka Chopra Ltd. has been suggested as a possible target for takeover, which has a P/E ratio of 10 and 10,00,000 shares in issue with a share price of Rs.15 each, Lara Dutta Ltd. has 50,00,000 shares in issue with a share price of Rs.12 each. Calculate the change in earnings per share of Lara Dutta Ltd. if it acquires Priyanka Chopra Ltd. shares for Rs.15 per share, assuming that the price of Lara Dutta Ltd. shares remain constant.

       [20]







5. 
a) 
Discuss in brief the taxation aspects of Amalgamations and provide suitable illustrations.












       [10]

b) 
What   are   the   statutory   formalities   and   documentation   required   in   Merger and 
Acquisition deal?







       [10]



SECTION-B (40 Marks)

Case Study (Compulsory)

6.   
ABC, a large business house is planning to sell its wholly owned subsidiary KLM. Another large business entity XYZ has expressed its interest in making a bid for KLM. XYZ expects that after acquisition the annual earning of KLM will increase by 10%.

Following information, ignoring any potential synergistic benefits arising out of possible acquisitions, are available:

i. Profit after tax for KLM for the financial year which has just ended is estimated to be Rs. 
10 crore.

ii. KLM’s after tax profit has an increasing trend of 7% each year and the same is expected 
to continue.

iii. Estimated post tax market return is 10% and risk free rate is 4%. These rates are 
expected to continue.

iv. Corporate tax rate is 30%.

	
	XYZ
	ABC
	Proxy entity for KLM in the same line of business.

	No. of shares
	100 lakhs
	80 lakhs
	-

	Current share price
	Rs. 287
	Rs. 375
	-

	Dividend payout ratio
	40%
	50%
	50%

	Debt: Equity at market values
	1:2
	1:3
	1:4

	P/E ratio
	10
	13
	12

	Equity Beta
	1
	1.1
	1.1


Assume gearing level of KLM to be the same as for ABC and a debt beta of zero.

You are required to calculate:

a) 
Appropriate cost of equity for KLM based on the date available for proxy equity. 
       [20]

b) 
A range of values for KLM both before and after any potential synergistic benefits of XYZ of the acquisition. 







       [20]
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