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Part A: (Answer any 2 full questions) 
 

Marks 

OBE 

CO RBT 

1 (a) What is demerger, list some examples 

A demerger meaning is termed as the transfer of business undertakings to other company. 

Therefore, the company who receives the undertakings is called the resulting company. While the 

source company who transfers it is known as the demerged company. 

Ex: Hero Honda, got splitted from Hero, and now only Honda operates. 

WIPRO IT division in the 1980s 

[03] CO1 L1 

(b) Discuss types of synergies of Merger? 

Detailed discussion on 

Financial synergy 

Managerial synergy 

Operating synergy 

[07] CO2 L2 

(c) Explain the various theories of merger? 

Differential efficiency theory: 

According to this theory, if the firm A acquires firm B, and if the management of firm A is more 

efficient than firm B, the efficiency of firm B is brought to the level of firm A. 

This theory also implies that some firms operate below their potential and as a result have below 

average level of efficiency. 

Such firms are more vulnerable to acquisitions by other most efficient firms in the same industry. 

This is because firms with greater efficiency would be able to identify firms with good potential but 

operating lower efficiency.  

Inefficient Management theory: 

This is similar to the concept of managerial efficiency but it is different, inefficient management 

means that the management of one company simply is not performing upto its potential  

Inefficient management theory simply represents that is incompetent  in the complete sense.  

[10] C02 L4 
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Hubris motivation hypothesis: 

Hubris hypothesis implies that managers look for acquisitions of firms for their own potential 

motive and that the economic gains are not only the motives for acquisitions  

This theory is particularly evident in case of competitive tender offer to acquire a target. The urge to 

win the game often results in the winners curse refers to the ironic hypothesis that states that the 

firm which overestimates the value of the target mostly wins the context.  

 
    2a)   What is due Diligence? 

Due diligence is an investigation, audit, or review performed to confirm facts or details of a matter 

under consideration. In the financial world, due diligence requires an examination of financial 

records before entering into a proposed transaction with another party. 

 

 

[03] CO1 L1 

(b) Firm  X is considering  the acquisition of  Firm Y. The relevant information is as follows. Firm X 

has the total market value of Rs 25 crore. Firm Y has  a total market value of Rs 15 crore. The value 

of A past merger is expected to be Rs 43 Crore due to synergy. Firm X will have to pay Rs 16.5 

crore to firm Y. What is the net gain to firm X. 

 
 

 

 

 

[07] CO1 L1 

c)    Explain the 5 stage model of merger process 

Stage 1: Corporate strategy evolution 

 

The goal of M & A is to achieve corporate and business strategic objectives. The corporate strategy 

aims to achieve ways to optimise the portfolio of businesses that a firm has and how that portfolio 

can be modified in the interest of the shareholders. 

[10] CO1 L4 
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The business strategy aims to enhance the firm’s competitive positioning on a sustainable basis in 

its chosen markets. Both the objectives can be met by M & A but is only one of several alternatives 

including, for instance, strategic alliances, outsourcing, organic growth, etc. 

 

Stage 2: Organising for acquisition 

 

It is important to understand the decision process of acquisition because it has a bearing not only on 

the quality of the decision and its value creation logic but also on the ultimate success of the post-

merger integration. 

 

Stage 3: Deal structuring and negotiation 

 

The result of the processes described in Stages 1 and 2 is the specific target selection. Once the 

selection has been made by the firm, the merger transaction has to be negotiated or a takeover bid to 

be made. The deal-making takes place in this stage. 

 

Stage 4: Post-acquisition integration 

 

The objective of this important stage is to make the merged organisation operational so that the 

strategic value expectations can be delivered which drove the merger in the first place. 

 

Integration of two organisations is not just about making changes in the organisational structure and 

instituting a new hierarchy of authority. It involves the integration of processes, systems, strategies, 

reporting systems, etc. 

 

Above all, it also involves integrating people and changing the organisational culture of the merging 

firms, possibly to develop a new hybrid culture. 

 

Integration of organisations may require a change in the mindset and behaviour of the people. It is, 

therefore, necessary to address cultural issues during the integration process. 

 

Stage 5: Post-acquisition audit and organisational learning 

 

Companies trying to grow through acquisitions need to develop acquisition-making as a core 

competence and excel in it. 

 

Companies possessing the right growth strategy through acquisition and the necessary 

organisational capabilities to manage their acquisitions efficiently and effectively can sustain their 

competitive advantage far longer and create sustained value for their shareholders 

 
3 (a) What are the motives behind mergers and Acquisition 
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(b) Explain the various types of due diligence? 

 

[07] CO1 L4 

c)  Discuss different types of mergers with examples 

 
 

 

Part B (Compulsory Question)                                                           [10]marks                                                               

 

[10] CO1 L2 

4  X Ltd wishes to acquire Y LTd. The financial details are as follows: 

Liabilities X Ltd Y Ltd Assets X Ltd Y Ltd 

10% Debentures  100,000 100,000 Fixed assets 600,000 250,000 

P &L A/c 150,000 100,000 Current assets 350,000 210,000 

Share Premium A/c - 10,000    

Equity share @ Rs 

100 each 

500,000 250,000    

Preference share 200,000 -     

Total 950,000 460,000 Total 950,000 460,000 

Additional information: 

a)Annual profit available to equity shareholders after tax and preference dividend is as follows: 

X LTd: Rs 150,000 Y Ltd: Rs 80,000 

b)MPS per equity share: 

X Ltd: Rs 200  Y Ltd:Rs 250 

Calculate share exchange ratio based on : a) NAV b) EPS c) MPS 
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Cognitive level KEYWORDS 

L1 List, define, tell, describe, identify, show, label, collect, examine, tabulate, quote, name, who, when, where, etc.  

L2 summarize, describe, interpret, contrast, predict, associate, distinguish, estimate, differentiate, discuss, extend  

L3 
Apply, demonstrate, calculate, complete, illustrate, show, solve, examine, modify, relate, change, classify, 

experiment, discover.  

L4 Analyze, separate, order, explain, connect, classify, arrange, divide, compare, select, explain, infer.  

L5 
Assess, decide, rank, grade, test, measure, recommend, convince, select, judge, explain, discriminate, support, 

conclude, compare, summarize.  

 

 
 

      ---------------------------------BEST WISHES ___________________________ 
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CO1: Understand Corporate and merger acquisition activity 1a,1c 2a,2b,2c    

CO2: Analyse M & A deals that took place in the past 1b,4a 3a,3b,3c    

CO3: Understand the synergies of M &A      

CO4: Compute the valuation associated with M & A      

CO5 Understand the human and cultural aspect of M &A      

PO1- Theoritical knowledge     PO2 – Effective communication skill ;  

PO3- Leadership qualities  ; 

PO4 – Sustained research Orientation   PO5: Self sustaining Entrepreneurship 


