
 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

  

STRATEGIC PERFORMANCE 

MANAGEMENT & BUSINESS 

VALUATION 
Paper-20 

www.globalcma.in 
info@globalcma.in 

Answer of Postal test Paper 
Set-2 

         Syllabus-2016 
Set-2 



 

STRATEGIC PERFORMANCE MANAGEMENT & BUSINESS VALUATION  WWW.GLOBALCMA.IN 

 

SECTION – A 

Q. 1 

A.  

i. No. of shares R Ltd. will get in P Ltd. based on market price  

= 25/30 × 6,00,000 = 5,00,000 Shares  

Total No. of Equity shares of P. Ltd = 10,00,000 + 5,00,000 = 15,00,000 shares  

Total earnings = 50,00,000 + 18,00,000 = Rs. 68,00,000.  

The new EPS of P. Ltd. after merger = 68,00,000/15,00,000= Rs. 4.53 

 

ii. 18.8% 

iii. 40000 (B Ltd. Earnings/EPS of A Ltd. = 40x50000/50 = 40000) 

iv.  

 
 

 

v. The Enterprise Risk Management (ERM) is defined as “a process, effected by an entity’s board of directors, 

management and other personnel, applied in strategy setting and across the enterprise, designed to identify 

potential events that may affect the entity, and mange risk to be within its risk appetite, to provide reasonable 

assurance regarding the achievement of entity objectives”.  

From the above definition, ERM is:  

(a) A process, ongoing and following through an entity.  

(b) Effected by people at every level of an organization.  

(c) Applied in strategy-setting.  

(d) Applied across the enterprise, at every level and unit, and includes taking an entity-level portfolio view of 

risk.  

(e) Designed to identify potential events affecting the entity and manage risk within its risk appetite. 

 

 

B.   

i. True 

ii. True 

iii. True 

iv. True 

v False 
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SECTION -B 

Q. 2  

A.  Market value Added (MVA) is the difference between the current market value of a firm and the capital 

contributed by investors. If MVA is positive, the firm has added value. If it is negative the firm has destroyed 

value.  

To find out whether management has created or destroyed value since its inception, the firm’s MVA can be 

used:  

MVA=Market value of equity capital (No. Shares × Quoted Rate) – capital employed 

 

RELATIONSHIP BETWEEN EVA AND MARKET VALUE ADDED  

• The relationship between EVA and Market Value Added is more complicated than the one between EVA and 

Firm Value  

• The market value of a firm reflects not only the Expected EVA of Assets in place but also the Expected EVA 

from future projects To the extent that the actual economic value added is smaller than the expected EVA the 

market value can decrease even though the EVA is higher. 

 

B. 

(i)  

 
 

 

 (ii) Capital base - 300,00,000  

      Actual profit - 33,00,000  

Target profit Rs. 300,00,000 × 12.5% = 3750,000 

Expected profit on employing the particular exceptive = Rs. 37,50,000 + Rs. 750,000 Additional profit = 

expected profit – Actual profit 

                              = Rs. 45,00,000 – Rs. 33,00,000  
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= Rs. 12,00,000  

              Maximum bid price = Additional profit / rate of return on 

              = Rs. 1200,000 / 12.5%  

              = Rs. 96,00,000 

               Maximum salary that can be offered = Rs. 96,00,000 × 12.5% = Rs. 1200,000  

Maximum salary can be offered to that particular exceptive up to the amount of additional profit is Rs. 1200,000 

 

Q. 3 

A.  

 

 

B. Principles of valuation are:  

• Principle of Substitution -This principle ensures that understanding of market is important and forced comparison 

would lead to flawed valuation. This simply indicates that risk-averse investor will not pay more for a business if 

another desirable substitute exists either by creating new or by buying.   

• Principle of Alternative-No single decision maker is confined to one transaction. Each party to the transaction has 

alternatives to fulfilling the transaction for a different price and with different party. Since no single transaction could 

be a perfect substitute to another transaction one may consider paying some premium or deduct some amount by 

way of adjustment if the investment meets strategic interest.  

• Principle of Time Value of Money - This is the most basic and frequently used tool used in corporate finance as well 

as valuation. It suggests that value can be measured by calculating present value of future cash flows discounted at 

the appropriate discount rate. Such discount rate may be weighted average cost of capital invested / to be invested, 

or risk equated rate in addition to the risk free return. 

• Principle of Expectation- Cash flows are based on the expectations about the performance in future and not the past. 

In case of mature companies, we may conservatively assume that growth from today or after some certain period 

would be constant. The difficult part is not only to determine or estimate the extent and direction of business growth 

but also estimated price(s) of product and / or services as well as various elements of cost of goods sold keeping in 
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view the general condition of the business ecosystem in future years. These assumptions will have significant impact 

on valuation.  

• Principle of Risk & Return- Harry Markowitz, the father of modern finance was first to quantify risk and used the 

same in portfolio decision making. Based on risk- return criteria he suggested ways to identify optimal portfolio. 

• Principle of Reasonableness and Reconciliation of value - In valuation exercise we need to deal with large number of 

uncertainties and we have to go for assumptions. This sixth principle suggests how far these assumptions are 

reasonable and it reconciles different values obtained under different approaches. In valuation we should be careful 

about: • Inconsistency in judgement and assumptions; • Conceptual flaws; • Projection modelling and formula errors. 

 

Q. 4 

A.  
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B.  
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Q. 5  

 

 

 

5. B  

Supply Chain Management encompasses the planning and management of all activities involved in sourcing, 

procurement, conversion and logistics management activities. Importantly, it also includes coordination and 

collaboration with channel partners, which can be suppliers, intermediaries, third party service providers, and 

customers. In essence, Supply chain Management integrates supply and demand management within and across 

companies.  

Objective of Supply Chain Management: 

i. Supply chain Management takes into consideration every facility that has an impact on cost and plays a 

role in making the product conform to customer requirements: from supplier and manufacturing facilities 

through warehouses and distribution centers to retailers and stores.  

ii. The supply chain management is to be efficient and cost –effective across the entire system; total system 

wide costs from transportation and distribution to inventories of raw materials, work – in- process and 

finished goods are to be minimized.  

iii. Finally, supply chain management revolves around efficient integration of suppliers, manufacturers, 

warehouses and stores; it encompasses the firm’s activities at many levels, from the strategic level through 

the tactical to the operational level. 
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Q. 6  

A. Essential Elements of MRP 

 □ The essential elements of MRP system are as follows:  

□ Demand Forecast - which takes into account firm orders and sales forecasts.  

□ Production Planning - which converts the demand forecast into a broad statement of output requirements and the 

necessary production program.  

□ Resource Planning - which determines the manufacturing resources (materials and bought-in components etc.) 

required to meet the production program. 

□ Rough-cut Capacity Planning - which is used to test the feasibility of meeting the production program, taking into 

account the capacity available.  

□ Master Production Schedule - which is prepared on the basis of the information obtained from the demand 

forecasting, production planning, resource planning and rough-cut capacity planning processes.  

□ Bills of Material - it is storage of basic data for defining products, i.e., lists of the components and material required 

to produce the end-product or assembly.  

□ Materials Requirement Planning - which determines component and material requirements on the basis of 

information from the master production schedules and the purchasing and inventory control function,  

□ Detailed Material and Capacity Plans - which set out the detailed schedules for providing material and capacity as 

derived from the material requirement plans and detailed capacity planning - only if capacity is available is the plan 

allowed to proceed. 

 

B.  The various stages/steps to be taken in the implementation of TQM 

1. Stage 1: Identification of customers / customer groups: Through a team approach (a technique called Multi - Voting), 

the firm should identify major customer groups. This helps in generating priorities in the identification of customers 

and critical issues in the provision of decision - support information.  

2. Stage 2: Identifying customer expectations: Once the major customer groups are identified, their expectations are 

listed. The question to be answered is - What does the customer expect from the Firm?  

3. Stage 3: Identifying customer decision-making requirements and product utilities: By identifying the need to stay 

close to the customers and follow their suggestions, a decision - support system can be developed, incorporating both 

financial and non-financial information, which seeks to satisfy used requirements. Hence, the Firm finds out the answer 

to - What are the customer’s decision-making requirements and product utilities? The answer is sought by listing out 

managerial perceptions and not by actual interaction with the customers.  

4. Stage 4: Identifying perceived problems in decision-making process and product utilities: Using participative 

processes such as brainstorming and multi-voting, the firm seeks to list out its perception of problem areas and 

shortcomings in meeting customer requirements. This will list out areas of weakness where the greatest impact could 

be achieved through the implementation of improvements. The firm identifies the answer to the question - What 

problem areas do we perceive in the decision-making process?  

5. Stage 5: Comparison with other Firms and benchmarking: Detailed and systematic internal deliberations allow the 

Firm to develop a clear idea of their own strengths and weaknesses and of the areas of most significant deficiency. 

Benchmarking exercise allows the Firm to see how other Companies are coping with similar problems and 

opportunities.  

6. Stage 6: Customer Feedback: Stages 1 to 5 provide a information base developed without reference to the customer. 

This is rectified at Stage 6 with a survey of representative customers, which embraces their views on perceived 
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problem areas. Interaction with the customers and obtaining their views helps the Firm in correcting its own 

perceptions and refining its process.  

7. Stage 7 & 8: Identification of improvement opportunities and implementation of Quality Improvement Process: The 

outcomes of the customer survey, benchmarking and internal analysis, provides the inputs for stages 7 and 8. i.e., the 

identification of improvement opportunities and the implementation of a formal improvement process. This is done 

through a six-step process called PRAISE, for short. 

 


