
 

 

CA – FINAL                                   SFM                                          TEST PAPER – 2 

Mergers and Acquisition 

 

Question 1  

XYZ Ltd ., is considering merger with ABC Ltd. XYZ Ltd.’s share are currently traded at 

Rs. 20. It has 2,50,000 shares outstanding and its earnings after taxes (EAT) amount to Rs. 

5,00,000. ABC Ltd ., has 1,25,000 shares outstanding :its current market price is Rs. 10 and 

its EAT are Rs. 1,25,000 the merger will be effected by means of a stock swap (exchange). 

ABC Ltd., has agreed to a plan under which XYZ Ltd., will offer the current market value of 

ABC Ltd.’s shares: 

1. What is the pre – merger earning per share (EPs) and P/E ratio of both the 

companies? 

2. If ABC Ltd.’ P/E ratio 6.4, what is the current market price? What is the exchange 

ratio? What will XYZ Ltd.’s post – merger EPS be? 

3. What should be the exchange ratio; if XYZ Ltd.’s pre – merger and post merger EPS 

are to be the same? 

 

Question 2 

X Ltd. is intending to acquire Y Ltd .by merger and the following information is 

available in respect of the companies : 

Particulars X Ltd Y Ltd 

Number of equity shares  4,00,000 2,00,000 

Earning after tax (Rs.) 8,00,000 3,00,000 

Market value per shares (Rs.) 30 15 

Required: 

1. What is the EPS and P.E Ratio of both the companies both Companies? 

 

2. If the exchange ratio is the market price of the share, what will be the post – merger 

EPS?  

3. What should be exchange ratio, if XYZ Ltd. wants to ensure the earning to member 

are as before the merger takes place? 

 

 

 

 

 



 

 

Question 3 

X Ltd. made an attempt to acquire Y Ltd. Following information is available for both the 

companies  

 X Ltd. Y Ltd.  

Price per share 30 20  

P/E Ratio 5 4 

No of shares (Lakhs) (F.V.10) 3 2 

Reserves and Surplus 30 20  

Promoters holding 1.2 0.75 

Board of directors of both the companies have decided that a workable swap ratio is to 

be based on weights of 30%, 30% and 40% respectively for Earnings, Book Value and Market 

Price of share of each company.  

Required. 

1. Swap Ratio  

2. After merger, promoters holding  

3. Post merger EPS  

4. Gain in capital market value of merged, assuming Price Earning ratio will remain 

same.  

 

 

Question 4  

Yes Ltd. wants to acquire No Ltd. and the cash flows of Yes Ltd. and the merged entity 

are given below.  

(Rs. in lakhs) 

Year  1 2 3 4 5 

Yes Ltd  175 200 320 340 350 

Merged Entity  400 450 525 590 620 

Earnings would have witnessed 5% constant growth rate without merger and 6% with 

merger on account of economies of operations after 5 years in each case. The cost of capital is 

15%.  

The number of shares outstanding in both the companies before the merger is the same 

and the companies agree to an exchange ratio of 0.5 shares of Yes Ltd. for each share of No 

Ltd.  

PV factor at 15% for years 1-5 are 0.870, 0.756; 0.658, 0.572, 0.497 respectively.  

You are required to:  

(i) Compute the Value of Yes Ltd. before and after merger.  

(ii) Value of Acquisition and  

(iii) Gain to shareholders of Yes Ltd. 



 

 

Question 5 

The equity shares of XYZ Ltd. are currently being traded at Rs. 24 per share in the 

market. XYZ Ltd. has total 10,00,000 equity shares outstanding in number; and promoters' 

equity holding in the company is 40%. PQR Ltd. wishes to acquire XYZ Ltd. because of likely 

synergies. The estimated present value of these synergies is Rs. 80,00,000. Further PQR 

feels that management of XYZ Ltd. has been over paid. With better motivation, lower salaries 

and fewer perks for the top management, will lead to savings of Rs. 4,00,000 p.a. Top 

management with their families are promoters of XYZ Ltd. Present value of these savings 

would add Rs. 30,00,000 in value to the acquisition. 

Following additional information is available regarding PQR Ltd.:  

Earnings per share :  Rs. 4  

Total number of equity shares outstanding  : 15,00,000  

Market price of equity share :  Rs. 40 

Required: 

(i). What is the maximum price per equity share which PQR Ltd. can offer to pay for 

XYZ Ltd.?  

(ii) What is the minimum price per equity share at which the management of XYZ Ltd. 

will be willing to offer their controlling interest? 

 


