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Mergers & Acquisition

Concept Swap RatioExchangeRatio/Share ExchangeNatio.

EwapRatio Acquirer company's ? TargetCompany's
shareafferred share takenup.

⑪
=> sharesgiven : shares takenup

A 8 B

ex: Swap Ratio 3 : 2

↓
3sncesay

:"shares of Target
Acquirer company companyBy takenup ,
Awillbegiven

X : Y
22: Swap Ratio I 8 5=

* Y

1 ShareofAcquirer 5sharesofTarget
Company'willbegiven Company y willbe tape

up,



muHowSwap Ratio is calculated

Basedonpositive Indicators BasedonNegativeIndicators
ex: MPS, Eps, Book valueper ex. Nonperforming assets,
Share, NetAsset value or Baddest, losses etc!

Pleratio etc=

Swap targewapacquire-

Po TA Ne A T
-

Positive "Target/Aquire Negative
*
Alquirer/Target

-> IfweCalculate MultipleSwap Ratios in a question
.

-
calculateSimpleAverage Calculate weightedAverage
ofall SwapNatio. ofallswap ratios

Cig question is Silent) CigQuestionspecify(



① B

185

- I99991· =>>> %
40,000X5 -

#18000



Concept No ofshares beforeAfter merger
Case Whenpaid by shares only
CaseO cobenpaidby cash only.
Case when said by CashIshares both.

Example: Remerger (Before)
ACAcquicen) B(Target)

Shares 1,00,000 (A) 40,000 (NB)

Case WhenA company Alquiresbymusonly
&Swap Natio is 1:5.

PostMerger Totalshares ofAhtd (A+B merged)
Asoriginalshareholders + B'ssbarehnders
1
,00,000 + 40000x
1
,00,000+ 8,000 .

=> 108000Shares

mmmergerTotalshares = NA + NoxSwapRatio

mwher Target Company ispaidoff only byCash.
Then No shares are issuedto BLtd'sshareholders :

Postmerger Totalshares = NA + AMSR
=> 1,00,000



Star Ea + EB + She
①

Nat NBXSR

sh
EES-cpaidy opportum



~when partial paymentbycorn andpartiallyshares .

-> if A L paid 50%byshares <50%bycash.

Total NA + NBXSRX 50%

Nongshares postmerger = 1,00,000 + (0000x)x50%
=x,,000

Concept calculate Postmerger EPS CombinedEPS)

Case when acquired by shares only

EPSA+B) = Earning ofAt EarningofB+ SynergygoingEarning
NA + NBXSR

= Ea + EB + SGayEarning
NA+ NBXSR

= Total Earningpostacquisition.
Totalshares post aquisition .

case o when acquired by only cash.

EPSAB) = EA + EB +ShayearningRatefCT
NA+ 0

-> (Agar cap CashpayKanteno tel use amount Ka
Netaf tax return waste nojaata hai)



Cased when acquiredpartiallyby CashXpartiallybyshares
ex: 50%paidbyshares50%by cash. AmountPaidfor50%

↓ Shares

-

EPSATB) = EA+EB +Shayearning-CashyRate
N NBXSwapratio
-

↓
shares issuedfronly 50%

PurchaseConsideration

concept
->uivalent EDS XMPSforTargetCo .Shades
⑰ ⑬

Aquirer Target
N 1

,00,000 40,000
EPS Ej E2

upS Ego 20

Swapratio5

CombinedEPS= [4,0,000 +2440,000) E5(,00,000+ 40,000x )
combinedMPS Lo
costMergerMOs)
Equivalent EPSfor TargetCoShareholders= EPSTB) XScupratio

EquivalentMPsfor TargetCoShareholders= MPSTB)XSwapRatio



A
B

A n= 100,000 By = 40,000

EPSE E20 EPS55

Scopratio5

-> MPSatB = El4o
*

=>Sat = zz
*

Equivalent= 201=perEPS oldshare

EquivalutmpS
=

MPSATB)X
EquivuentEps = EPS@tB)YSwato



concept⑥ Gain orLossfrom Merge/Aquisition.

TypeD Impact on Total Marketvaluebasis.
coreared

Particulars ALtd BLtd Total
-

Acquirer Target

PostAquisition (A) XMPS(A+B) (BXSR) XMPSAB) TottaDA+B)
marketvalue

- PreAcquisition (u) x(psu) (B)x(MPS = total+Totals)
MarketValue

Gainfloss D - -

Type Impact on Total EDS basis (lessReferred)
-Particulars Alte Aquire BhtdTarget) Merget entity

Eps after EPSATB) EPSATBYSREL
Merger

- EPSPre - EPS A - EPSB

merger

Gain /loss - -



MVA + MUB + SGogValuation

MPS
= NA+ NBYSR

+B) X PLETE



Concept Calculate PostMergerMarketvalue

and when Ple Natio postMergerisgiveain question
is assumed inQuestion

Muc+B) = CEABY EPSAB] x (A+NBXR)Mypost
merger ↓ ↓

Postmergermps X Postmergershares

Method

MpS(B) = Mus+ MVB + SynergygainofValuation
NA+ NBXScapratio

-
Concept Decide Maximumseap Natiotobeofferred.orMinimum

CaseFrom Acquirer co pointof view.

① If you want tomaintain MPS.

MPSA = MPS(A+B) higin

② If you want to maintain EPS .
EPSA = EPSCB)

Case fromget to pointa view

① If targetCo wantsto maintain MPS.

MpSB = MPSB) XSR
*



② If targetCo wants to maintain EPS.
EPSB = EPSAB) XSR

*

Concept Howto knowtagview
fr maximum/ Minimum ScapRatio.

Equestions asks Faustion asks
manimumswaphatio MinimumSwappatio
N N

from Acquirer viewpoint from targetviewpoint

values Acquisition.
Concept Gainfrom Acquisition for whole Business.

varag
Mergedentity (UA+B)

·fdo itso
soom

① Gain from Aquisitionfor wholefirm

valueaf merged firm (Postmerger) 500m

-valueof AquirerbeforeMerger--zoom
valueof Acquisition 300

-valueaf Target before Merger = -Ison
Gain from Acquisition (Merger) = 150m

---

GainforAquirre GainforTargetCo.
·t(BIS) S



valuegiventotarget-180m
(PurchaseConsideration)
- VB (Premerge) =

- 150m

Gainfurmergerto s
TargetCo.

MalayMergedentity = UtB) = MPSA+B)Y (NA+NBXSM)= * soom

- valueof SquirerPremerger-VA = MPSAXA = -Zoom
Valueaf Acquisition = 300m

- Valueaf Target Remerger- VB = MPSBXNB = -Isom

Gain from Aquisition Isome

Concept Costa AGuisive
.Truestaymerger (from

Acquirer's Pointvie

↳
Gainfrom Merger (from
Target's pointalView

-> Kilna entra apreTargetCompany Ko Pay Kiyahai.

Yalurafferred to Targetcompany = PurchaseConsideration-Ifom
Dyspares or Cashorboth)

-valurafTargetCo (Premerge &
A

costof Acquisitions -



Concept TotalMarketCapitalization
us FreeFloat MarketCapitalization

o Totalmarket Capitalizatio - TotalNumberal XMPS.
shares

· Free FloatMarketCapitalization-FreefloatNumber X MPS
alsnares

engTotalNumberofshares issuedby company

xy

Promotersshares Freefloatsnares Cotnery)
-govt holdingsett ↓

whicharenotavailablefor which areavailablefr
sale in openmarket sale/purchaseinmarket.

concept stockSplit
-> M Khule Karana.
->Share Khule Karana.

=> when a company breaksdown paidup value
ofshare into smallerpaidup ValueShares .
for example

originally Nee
Paidupvalue fshare Eco E5
Numberafshare 1 20

companymust have
issued20shares for
~

each originalshare



Concept Goodwill orCapitaRese
· whenyou acquire a business/firm/company

↓ ↓

Ifyou Pay morethan ESMF If you pay lessthan ESHF

Purchase - ESH7 Purchase ESHF
Consideration Consideration

=> Excess amountis sho => Deficitamountissho
as GoodeilePurchased. as Capital Reserve.

-napt⑮ Demenger
when a company splits into two or more parts itis
called demerger.

Alte ->re

↳
Sta



Concept Financial Restructuring

-> Financial restructuring (Internalreconstruction) includes
events like -> ReducingDest

-> securingadditional Debt or Equity
-> reducing claimsof shareholders/PS/Dotothers.
-> Revaluation of assets.

Allthis isdone with a view to reviveafailing company.

- At end ofCapital restructuring if
=> wehave notbenefit impact ⑦ itissnoon as

Capitalreserve.
Iwe have net outflow impact itis shown as
Goodwill (notgenerally possible infinancial

restructuring)

Concept⑰ Hidden Synergy Gain

If the target company's Mothrate changesfrom Remerger to
Postmerger

TargetCompany's Premergery = 6%, Postmergerg= 8%
↓

By using this derive
valuewhichshareholder

ofTarget10 will
Premerger expect.

al2 Po = =20 Postmerger
Pricexpected-Bo



025 Po = 250 Priceexpected
↓

These increasedpricesshouldbe usedfor
Valuation .



Concept ConceptofAsset
BetaEquityBet

Y ↓

asa Itisfor whilefirm FrisfrlyI (frthecompany) Equityshares
Cnotjustequity) GotforDest)

(notfreeany)
↓

To CalculateD
weuseuityBeta

AssetBeta-EquityB X WeightafE+ DebtBX weightappest

Ba = BeXx-t) + Bax(t)E+D(-+)

↓

If Bd isnotgiven we
may assumeitto lezero
CasDestis riskfree usually)

(thusthis portion is usually)notshown infrmulaes.
=> Iftwo companies work in same business, then

theyhave same AssetBeta
Comparable companieshave same asset beta, not
same quitybeta)

· Assetbeta=ungearedBeta . (Itissameforcomparable Co:))
· EquityBeth=YearedBett (Itis differentbecauseof

different Debt: Equity
Vatio).



Iftoo Companies dosame business, then

AssetBetacy A = AssetBeta of B

cangearedBeta) CargearedBetaraf B)

mem

Lu,


