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CLASS WORK QUESTIONS
Question 2:  

i. The number of shares to be issued by B Ltd.:
The Exchange ratio is 2:3   

2
So, new Shares = 1,80,000 x 1,20,000 shar

3
ii. EPS of B Ltd. after acquisition:

Total Earnings   (  21,00,000 + 
No. of Shares   (6,00,000 + 1,20,000)  
EPS     (  25,50,000/7,20,000)  

iii. Equivalent EPS of S Ltd. and gain/loss to shareholders:

iv. New Market Price of B Ltd. (P/E remaining unchanged):

v. Market Value of merged firm:

vi.   

As Mr. X is having another opportunity to earn 14% and expected return on S Ltd.’s share is 
12.26%, it is advisable to offload in ma
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Question 3:  
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Question 7:  

Thus, the Swap ratio is 29.8 : 15.5
Shares to be issued to shareholders of Y Ltd =  ( 2,00,000 x  15.5 / 19.8)= 1,56,566 shares
Total shares after merger = 3,00,000 + 1,56,666 = 4,56,566
No of shares to be received by promoters of Y Ltd = 75,000 x 15.5 /19.8 =58,712 
Promoter’s holding : No of shares = ( 1,00,000 + 58,712 ) = 1,58,712
Promoter’s holding % = 1,58,712/4,56,566 = 34.76 %
EPS = Total Profit / No of shares = (18,00,000 +10,00,0
Market Capitalization of A Ltd (after acquisition) = Price per share x No of shares 
= EPS x PE ratio x No of shares 
= 6.13 x 5 x 4,56,566 = Rs.1,39,93,748
Premerger market capitalization value of both firms = 130 lakhs
Gain in market capitalization = Rs.9,93,748
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Question 13:  

 
Question 16:  

Market price per share (MPS) = EPS X P/E ratio or P/E ratio = MPS/EPS
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* Shares outstanding (combined) = 100000 shares + (.40 × 80000) = 132000 shares 
** EPS claim per old share  = 2.98 × 0.4  
***EPS dilution  = 1.4875 –  1.192   0.296
 

Question 30:  
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Question 34:  
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Question 37:   

 

This would suggest that AB slightly undervalued, but that YZ is hugely undervalued in the 
marketplace. It is possible that the market does not believe YZ’s growth estimates, given its poor 
performance to date.  
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Question 50:  

Thus, for every share of We
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Analysis:  Thus,  from  above  it  can  be  analysed  that  CAR  is  slightly  reduced  from  16%  to
15.04%. However, GNPA has been almost doubled.
 
Question 51: 

First of all we shall compute PV of Cash Inflows as follows:

Market Value of Liabilities = Rs. 780 Crore + Rs. 40 Crore = Rs. 820 Crore   
Net Asset Value     = Rs. 930 Crore   
Since,  the  Tripati  Tiles  is  offering  Rs.  950  Crore,  more  than  Net  Asset  Value  of  Rs.  930 
Crore, the company should go further with decision of divesture of tile business.
 
Question 53: 

To find the value of A Ltd. equity shares, subtract the debt of Rs.420 lakh from the total value.

 Recession
Value of Equity   
Debt   
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Total    380 520 720 

It  should  be  noted  that  in  above  table  there  is  a  negative  value  of  equity  in  recession, 
which is not possible because the shares have limited liability. Therefore, we will assume that  the  
shares  are  zero  value  and  the  debt  has  declined  to  Rs.380  lakhs  because  of bankruptcy  risk.  
Therefore  the  expected  value  of  equity  and  debt  can  be  calculated  as follows:      

 Recession 
Rs. Lakh 

Prob. Slow 
growth 
Rs. Lakh 

Prob. Rapid 
growth 
Rs. Lakh 

Prob. Expected 
Value Rs. 

Lakh 
Value of Equity   0   0.20   100   0.50   300   0.30   140  
Value of Debt   380   0.20   420   0.50   420   0.30   412  
Total 380  520  720  552 

To  find  the  value  of  B  Ltd’s  equity  shares  subtract  debt  of  Rs.80  lakhs  from  the  total value.    

 Recession 
Rs. Lakh 

Prob. Slow 
growth 

Rs. 
Lakh 

Prob. Rapid 
growth 

Rs. 
Lakh 

Prob. Expected 
Value 

Rs. Lakh 

Value of Equity   520 0.20 670 0.50 1070 0.30 760 
Value of Debt   80 0.20 80 0.50 80 0.30 80 
Total 600 0.20 750  1150  840 

When the two companies merge we have to add the economic values of equity and debt  together.  
Since  the  bankruptcy  risk  is  disappeared  by  combining  with  a  low  geared company the 
negative Rs.40 lakhs also has to used while calculating the combined firm’s expected value.  

 Recession 
(0.20) 

Rs. Lakh 

Slow growth 
(0.50) 

Rs. Lakh 

Rapid growth 
(0.30) 

Rs. Lakh 

Expected Value 
Rs. Lakh 

Value of Equity   480 770 1370 892 
Value of Debt   500 500 500 500 
Total    980 1270 1870 1392 
 
Expected Value of Equity  Expected Value of Debt  
 Rs. Lakh  Rs. Lakh 
A Ltd.   140 A Ltd.   412 
B Ltd.   760 B Ltd.   80 
Total   900 Total   492 
Combined firm loss in equity capital   8 Increase in debt   8 

After  the  combination,  in  the  absence  of  synergy,  the  total  economic  value  of  the business 
remains at Rs.1392 lakhs but the expected value or debt has increased by Rs. 8  lakhs  at  the  
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expense  of  equity.  Because,  under  the  recession  there  is  no  longer  a bankruptcy risk for the 
debt holders of A Ltd. 

The cash flows of the combined company may reduce in volatility be
and this may further reduce the cost of debt, increasing its value.
 
Question 56:   

Value of Synergy =  £100,000,000 

i. Minimum  price  per  share  C  plc  should  accept  from  M  

ii. Maximum price per share M plc shall be willing to offer to C plc shall be computed as follows:

iii. Floor Value of per share of C plc shall be £4 (current market price) and it shall not play  any  role  
in  decision  for  the  acquisition  of  C  plc  as  it  is  lower  than  its  current book value.
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Value of Synergy =  £100,000,000 – (£48,000,000 + £35,555,556) = £16,444,444

Minimum  price  per  share  C  plc  should  accept  from  M  plc  is  £5.95  (current  book value).

Maximum price per share M plc shall be willing to offer to C plc shall be computed as follows:

  

Floor Value of per share of C plc shall be £4 (current market price) and it shall not play  any  role  
r  the  acquisition  of  C  plc  as  it  is  lower  than  its  current book value.
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