On January 1, 20X3, Mueller Company acquired all of the net assets of Peter Company through an exchange of common stock.  Mueller Company issued two shares of its common stock for each of the common shares of Peter Company.  The common stock of Mueller Company has a fair value of $35 per share. The balance sheets for the two companies immediately before combination appear below along with the fair values of Peter Company’s assets and liabilities:

	
	Mueller Co.
	Peter Co.

	
	Book Value
	Book Value
	Fair Value

	Cash
	$  3,500
	$    500
	$  500

	Inventories
	7,500
	2,500
	3,100

	Plant and equipment (net)
	56,000
	15,000
	18,000

	Patents
	20,000
	8,000
	11,000

	Total
	$87,000
	$26,000
	

	Accounts payable
	$  5,000
	$  4,000
	4,000

	Common stock ($13 PV)
	50,000
	
	

	Common stock ($20 PV)
	
	9,000
	

	Excess over par
	1,200
	1,000
	

	Retained earnings
	30,800
	12,000
	

	Total
	$87,000
	$26,000
	


Additional information:

1. Mueller Company incurred the following costs associated with the combination.  These costs have been paid by Mueller Company, but not yet recorded.

Finder’s fee and consultant’s fees …….. $1,900

Cost to register securities with SEC …..    1,100

2. The combination is treated as a statutory merger with Peter Company liquidating and Mueller Company assuming all of the liabilities of Peter Company. 

3. The combination of Mueller Company and Peter Company is to be recorded as a purchase.

On February 1, 20X3, the Board of Directors of Mueller Company voted to liquidate Peter Company.

REQUIRED:

Prepare the entry on the accounting records of Mueller Company:

a) to record the investment in Peter Company. 

b) to record the liquidation of Peter Company.

Solution:

	a)
	1/1/X7
	Investment in Peter Company (($9,000/$20)*2*$35)+$1,900)
	33,400
	

	
	
	    Common stock (($9,000/$20)*2*$13)
	
	11,700

	
	
	    Paid-in capital – Excess over par (plug)
	
	18,700

	
	
	    Cash ($1,900+1,100)
	
	3,000

	b)
	2/1/X7
	Cash
	500
	

	
	
	Inventories
	3,100
	

	
	
	Plant and equipment
	18,000
	

	
	
	Patents
	11,000
	

	
	
	Goodwill (25,000-(1,500+500+20,000-2,000))
	4,800
	

	
	
	    Accounts payable
	
	4,000

	
	
	    Investment in P Company
	
	33,400


