50, will be teeated as malpractice.

:Eihnes on the remaining blank pages.

Important Note : 1. On completing your answers, compulsorily draw diagonal <r

e

Pt

2. Any revealing of identification, appeal to evaluator and /or equatioris written eg, 42+8
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USN 16MBAFM406
Fourth Semester MBA Degree Exammatlon, June/July 2018
COrporate Va!uatlon

Time: 3 hrs. ) Max. Marks: 80
Note: 1. Answer any F@UR full questions from Q.No.1 to Q.No.7.
2. Question N \8 is compulsory.
3. PV T ablegl,s‘kould be allowed.
1 a. What are the source ' ‘Jmertamlty in valuation? (02 Marks)
b. What are the 1mport i’pes of intangiable assets? How are they valued? (06 Marks)
c. XYZ Lt is an’ nlisted company engaged in the manufacture of industrial chemicals. XYZ

has a debt-equity ratio of 0.8 and a tax rate of 30%. There are 3 listed firms AB, MN and ST

engaged n§i ilar steel business. Their equity betas, debt — equity ratios and tax rate are as
follows:))
Company Equity beta | Debt-Equity ratio | Tax rate %
1.20 1.2 ‘ 30%
1.10 1.1 30%
1.05 1.2 30% | : IPAAN
What is the equity beta for XYZ Ltd? . 4 "(iiléMarks)

What are the best practices with respect to multiples? , (02 Marks)
The current dividend on equity shares of Divya Ltd is Rs. 2 and Dlyya\Ltd is expected to
enjoy an above normal growth rate of 20% for a penod of 6 years, thaifeaﬁer growth rate will
fall and stablise at 10%. The equity investor requires a return of. lﬁ%AWhat is the value of
equity shares of Divya Ltd? (06 Marks)
Discuss briefly the 5 broad approaches for valuing companyl Y\ (08 Marks)

What are the important difference between valuing a ¢ nﬁpar‘ay and valuing a project?
(02 Marks)

Angel ventures, a PE investor is considering mvesung Rs.3000 million in the equity of Delta
systems, a start up IT company. Angel’s requlrad féturn from this investment is 35% and it is
planned holding period is 5 years. Delta has. pr(}jected an EBITDA of Rs. 4000 million for
year 5. An EBITDA multiple of 6 for year 5 i$ considered reasonable. At the end of year 5,
Delta systems is likely to have a debf\QfRs 2500 million and a cash balance of Rs.800
million. y ’

() What ownership shar : VIta systems should Angel Venture ask for?

(i)  What is the post-money investment value of the firm’s equity?

(iif) ~ What is the pre<imoney investment value? (06 Marks)
Analog Limited is consldﬁrmg a capital project for which the following information is
available :
Investment outlay

5000 ; Project life = 4 years; Salvage value = 0;

Annual Revenu Rs. 6000 ; Annual costs = 4000 (Excluding depreciation, interest and
taxes); Deorcc‘ fion = straight line (For tax purposes); Tax rate : 40% ;

Debt equify- tatio=4:5 ; Cost of equity = 18%; Cost of debt = 9% (post-tax)

(1) \\ Calculate the EVA of the project over its life.

FNSH Compute the NPV of the project. (08 Marks)
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4 a. What are the key value drivers of free cash ﬂow» N
b. The following information is available for MN»E@mpany
ROE 20%, Cost ofequlty = 15%, \s )

% of Share = Rs. 50. Net profit margin = 10%

(02 Marks)

€] 1] (i) —130— nQ‘\x ) (iv) PEG (v) Value ratio. (06 Marks)
E[ Bo A N \\
C.  What are the guldelmes br:gfﬂ m mind Whl]C doing corporate valuation? (08 Marks)
% >
\‘\\ 8 \ N\
5 a. List the key steps i m\zblved in the Marakon approach. (02 Marks)

b. The current dﬁ(};iénd on an equlty shares of IMC computers Ltd. is Rs. 3. The present growth
rate is 50%
12%. What\ls,»the intrinsic value per share of IMC computers Ltd. using H model, if investors
require; a\t"eturn of 16%? (06 Marks)

\’\ N

C. The proﬁt and loss A/C and Balance sheet of Keerthi corporation for two years dre glvfm
\béh)w ?

P& L A/C (Rs. in million)
' 2016

Net sales 5600

Income from marketable securities | 140

Non-operating income

Total income

Cost of goods sold

Selling and administrative expenses

Depreciation

Interest expenses (1336

Total cost and expenses

Profit before tax

Tax provision o
PAT o D
Dividend 5 R

. . N N N f
Retained earnings >~
PR

Balanct.Sheet (Rs. in million)

Liabilities 200612017 Assets 2016 | 2017
Equity capital <2100'| 2100 | Fixed assets 4200 | 4550
Reserve and surplus | 4680 | 2100 | Investments 1260 | 1400
Debt »</?“‘3;’;:iﬁ‘ 2520 | 2940 | Net current assets | 840 | 1190
N 6300 | 7140 6300 | 7140

Assume a tax aﬁg«ﬂNO%, calculate
(i) /Wha,t 8 the NOPLAT for year 2?
(i) . \“’ﬂ’sﬁ}at is the free cash flow to the firm (FCFF) for year 2?
(}AQ \\ Give the break-up of the financing flow for year 2. (08 Marks)

‘‘‘‘‘‘

20f3



‘‘‘‘‘‘‘‘‘‘‘‘

‘ripivas fnst
Hhu {

Tune ;@4 0 1@

stitnta of 'féw“%mciuc;s

¥ a

Marakon model?

b. Describe the context in which corporate valuatlon‘ff: '

c. You have developed the following pl‘O_]CCthl’lS f(’irf ?QR Ltd

(Rs. in, mrtflt)n)

1 2

FIRENHE

Free cash flow to firm | 200 | 250

300340 | 380

Interest bearing debt | 500 | 400 {:3007] 200 | 100

Interest expenses 60 |48

36 |24 |12

Calculate the enterprise valye gfPQR Ltd using the following assumptions:
i)  Beyond year 5, the! FCFF will grow at a constant rate of 10% p.a.
i) PQR’s unlevered cﬁst of equity 14%.
iii) After year § PQR will maintain a debt-equity ratio of 4 : 7.
iv)  The borrowing rate of PQR will be 12%.

V) The ratg i$30%.
vi) N \'k’free rate is 8%.
Vu) ES

7 a. Under whlch situation DCF method is applicable?
b. ) C}lscuss the steps mvolved in Relative valuatlon

I Base year (year ‘0°) information

Revenue = Rs.4000 million, ~
EBIT (12.5% revenue) = Rs; 50
Capital expenditure = RSQSOQ it
Depreciation = Rs.200; (milmn
Net working capltaL a\s\gr %% of revenue = 30%,
Tax rate = 40%, /= "”“\’ ’

Paid up equlty{l(if)ar) Rs. 300 million,
Market valueofdebt = Rs. 1250 million

IT Inputs for High Growth rate

Length of b)gh growth phase = 5 year,
Growh{ate in revenue, depreciation,
EBIWnd capital expenditure = 10%,
¢ ét workmg capital as a % of revenue = 30%,
‘ \T 2x rate = 40%, Cost of debt = 15% (pre-tax),

' Debt-equity ratio = 1 : 1, Risk free rate = 13%
“| Market risk premium = 6%, Equity beta =1.333

III Inputs for the stable\\\
period.

Expected growth rate in revenue and EBIT = 6%
Net working capital as a % of revenue = 30%.
Capital expenditures are offset by depreciation.
Cost of debt — 15% (pre-tax)

Tax rate — 40%, Debt — equity ratio =2 : 3

Equity beta = 1.0

Calculqtpth/,ﬁi?alue of the firm?
.

(16 Marks)

* Kk %k ¥ k
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6 a. MN Ltd. earns a return on equity of 25%. Its dividend pa";f‘(;lgt”r'attio is 0.40. Required rate of

return is 18%. The book value per share is Rs.50. What is market price per share according to

(02 Marks)
(06 Marks)

(08 Marks)

(02 Marks): \ :

Risk — free rate = 12% , Market risk premium = 7%




