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Parent, Inc. is contemplating a ten-
der offer to acquire 80 percent of Sub-
sidiary Corporation’s common stock.
Subsidiary's shares are currently quoted
on the New York Stock Exchange at $65
per share. In order to have a reasonable
chance of the tender offer attracting 80
percent of Subsidiary’s stock, Parent
Delieves it will have to offer at least $105
per share. If the tender offer is made and
is successful, the purchase will be con-
summated on January 1, 1994.

A typical part of the planning of a
proposed business combination is the
preparation of projected or pro forma
consolidated financial statements. As a
member of Parent’s accounting group,
you have been asked to prepare the pro
forma 1994 consolidated financial state-
‘ments for Parent and Subsidiary assum-
ing that 80 percent of Subsidiary’s stock
is acquired at a price of $105 per share.
To support your computations, Martha
Franklin, the chairperson of Parent's ac-
quisitions committee, has provided you
with the projected 1994 financial state-
‘ments for Subsidiary. (The projected fi-
nanial statements for Subsidiary and
several other companies were prepared
earlier for the acquisition committee's
use in targeting a company for acquisi-
tion.) The projected financial statements
for Subsidiary for 1994 and Parent's ac-
tual 1993 financial statements are pre-
sented in table 1.

Ms. Franklin has asked you to use
the following assumptions to project
‘Parent's 1994 financial statements
1) Sales will increase by 10 percent in

1994,
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2) All sales will be on account.

3) Accounts receivable will be 5 per-
cent lower on December 31, 1994,
than on December 31, 1993

4) Cost of goods sold wil increase by 9
percent in 1994,

5) All purchases of merchandise will be
on account,

6) Accounts payable are expected to be
$50,500 on December 31, 1994,

7) Inventory will be 3 percent higher on
December 31, 1994, than on Decem-
ber 31, 1993,

8) Straightline depreciation is used for
all fixed assets.

9) No fixed assets will be disposed of
during 1994. The annual deprecia-
tion on existing assets is $40,000 per
year.

10) Equipment will be purchased on
January 1, 1994, for $48,000 cash.
The equipment will have an esti-
‘mated life of 10 years with no sal-
vage value.

11) Operating expenses, other than de-
‘reciation, wil increase by 14 per-
cent in 1994.

12) All operating expenses, other than
depreciation, will be paid in cash.

13) Parent's income tax rate is 40 per-
cent, and taxes are paid in cash in
four equal payments. Payments will

Bruce R. Gaumnitz is an Assistant Pro-
fessor at University of Cincinnati.

1 wish to thank the editor, two anonymous
reviewers, and my students for their patience
‘and assistance with the development of this
case.
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