On January 1, 20X1, Berndt Company issued its common stock to the shareholders of Huefner Company in exchange for all of the outstanding stock of Huefner Company. The balance sheets for the two companies immediately before combination appear below:

	Assets
	Liabilities & Stockholders' Equity

	
	Berndt
	Huefner
	
	Berndt
	Huefner

	Cash
	$  2,000
	$ 1,500
	Accounts payable
	$10,000
	$  2,000

	Inventories
	8,000
	500
	Common stock ($10 PV)
	34,000
	

	Equipment
	70,000
	18,000
	Common stock ($10 PV)
	
	10,000

	Total
	$80,000
	$20,000
	Excess over par
	6,000
	2,000

	
	
	
	Retained earnings
	30,000
	6,000

	
	
	
	Total
	$80,000
	$20,000


Additional information:

1. Berndt Company exchanges two of its shares for each of the outstanding shares of Huefner Company.  

2. Incidental costs associated with the combination totaled $1,000 and were paid in cash.

3. Berndt Company’s common stock is currently selling in the market at $12 per share.  

4. Both companies agree that the balance sheets represent fair value except for Berndt Company’s equipment, which has a fair value of $20,000.

5. On February 1, 20X1, the Board of Directors of Berndt Company voted to liquidate Huefner Company.

6. The combination of Berndt Company and Huefner Company is to be accounted for as a pooling of interest.

REQUIRED:

Prepare the entry on the accounting records of Berndt Company:

a)  to record the investment in Huefner Company. 

b)  to record the liquidation of Huefner Company.

Solution:

	a)
	1/1/X1
	Investment in Huefner Company ($20,000 – 2,000)
	18,000
	

	
	
	Expenses (given)
	1,000
	

	
	
	Paid-in capital – Excess over par (given)
	6,000
	

	
	
	Retained earnings (plug to balance)
	2,000
	

	
	
	    Common stock (($10,000/$10)*2*$10)
	
	20,000

	
	
	    Retained earnings (given)
	
	6,000

	
	
	    Cash (given)
	
	1,000

	
	
	
	
	

	b)
	2/1/X1
	Cash
	1,500
	

	
	
	Inventories
	500
	

	
	
	Equipment
	18,000
	

	
	
	    Accounts payable
	
	2,000

	
	
	    Investment in Huefner Company
	
	18,000


