FTC Ch. 3

Pooling of Interests: Subsequent to Acquisition

In a pooling of interests, worksheet procedures in subsequent periods are simple if the original acquisition is recorded properly. Since there is no excess of cost over book value in a pooling, the amortizations of the excess are not present. For example, assume that on January 1, 19X1, Company I issued 2,700 shares of its $2 par stock ($15 market value) for a 90% interest in Company C. Assume Company C had the following condensed balance sheet:


Assets




Liabilities and Equity

	Current assets
	$10,000
	Liabilities
	$10,000

	
	
	Common stock ($10 par)
	  10,000

	Property, plant, and equipment (net)
	  30,000
	Retained earnings
	  20,000

	Total assets
	$40,000
	Total liabilities and equity
	$40,000


The following net income figures were reported by Company C subsequent to the acquisition date:

19X1



$20,000

19X2


              15,000

19X3 (current year)

  25,000

Pooling rules require the issuer to record the investment at the book value of the underlying equity. Thus, Company I would have recorded the original acquisition as follows:

Investment in Company C (90% ( $30,000 total Company C equity)         27,000

  Common Stock (2,700 shares ( $2 par)





  5,400

  Paid-In Capital in Excess of Par (90% of Company C Paid-In 
        Capital = $9,000, less $5,400 assigned to par)




  3,600

  Retained Earnings (90% ( $20,000 Company C January 1, 19X1 
        Retained Earnings)







18,000

Worksheet 3-1P (at end) is a consolidated financial statements worksheet for Companies I and C on December 31, 19X3. The balance in the investment in Company C account is the result of Company I’s use of the equity method, as follows:

Original recorded value on January 1, 19X1

$27,000

90% ( Company C 19X1 income of $20,000

  18,000

90% ( Company C 19X2 income of $15,000

  13,500

90% ( Company C 19X3 income of $25,000

  22,500
  Equity-adjusted balance, December 31, 19X3
$81,000

An investment initially might be recorded properly as a pooling and not be equity adjusted in subsequent periods. When an investment deemed to be a pooling is maintained at cost, a simple equity conversion entry may be made to update the investment account to its beginning-of-the-period balance. After the conversion, eliminations proceed as under the simple equity method, except that the elimination entry is limited to the intercompany dividends. The conversion procedures follow those used in Worksheets 3-3 and 3-4 for an investment recorded at cost. The sophisticated equity method is not used because there are no amortizations of excess.

Also, it may occur that the investment was originally recorded incorrectly at market value. This complication was discussed in Chapter 2. If this situation is encountered, it is suggested that the investment account be corrected to reflect the book value of the investment prior to proceeding to the consolidated worksheet. The investment account should be adjusted to the correct balance under either the cost or equity method, depending on the issuer’s desires.

Intraperiod Pooling

Recall that under pooling theory, the incomes of the parent and the subsidiary are to be consolidated at the beginning of the year, regardless of when control is achieved during the year. Thus, there is no reason to close the subsidiary’s books on the date control is achieved. Closing the books would, in fact, hinder the preparation of consolidated statements. Worksheets for consolidated financial statements must begin with a trial balance of the subsidiary that includes the entire year’s operations and the beginning-of-the-year balance for the subsidiary retained earnings account. Since consolidation procedures are applied retroactively to the beginning of the year, the entire incomes of the parent and the subsidiary are distributed to the controlling and minority interests. No income is regarded as earned by outside interests. In summary, the consolidation procedures are identical to those used when the controlling investment has been made at the beginning of the year.

Pooling Question

Q-1P.  How do the problems created by an intraperiod pooling differ from those created by an intraperiod purchase?

Pooling Exercises

E-1P.  On January 1, 19X4, LaRusso Company issued 12,000 shares of its common stock in exchange for 9,000 shares of Preston Company in a transaction that met the pooling of interests criteria. LaRusso shares have a par value of $10 and a market value of $30 per share. On January 1, 19X4, Preston Company had the following balance sheet:




Assets




Liabilities and Equity

	Current assets

	$  95,000
	Bonds payable

	$100,000

	Buildings and equipment
	  350,000
	Common stock ($5 par)
	    50,000

	Accumulated depreciation
	 (125,000)
	Paid-in capital in excess of par
	    70,000

	Goodwill
	    50,000
	Retained earnings

	  150,000

	Total assets

	$370,000
	Total liabilities and equity

	$370,000


The market value of the buildings and equipment is $300,000. The balance of the market value of the interest acquired is attributed to additional goodwill with a 10-year life.

LaRusso Company had the following stockholders’ equity accounts on the date of the combination:

Common stock ($10 par)

          $200,000

Paid-in capital in excess of par

300,000

Retained earnings



420,000

The separate income statements of LaRusso and Preston companies contained the following information for 19X4:


                                                                                   LaRusso
 Preston

Sales






$140,000
$90,000

Cost of goods sold




                80,000
  60,000

General expenses





    30,000
  18,000

Prepare a consolidated income statement for 19X4 and the stockholders’ equity section of a consolidated balance sheet for December 31, 19X4.

Pooling Problems

P-1P.   On January 1, 19X1, Fordum Corporation exchanged 90,000 shares of its $5 par stock, with a market value of $15 per share, for 90% of the outstanding common stock of Rice Corporation in a transaction qualifying as a pooling of interests. Direct acquisition costs were $50,000 and are included in the investment account. The account Investment in Rice Corporation reflects the market value of the shares exchanged and the issuance cost related to the common stock of Fordum Corporation.

Immediately prior to the exchange, Rice Corporation had the following owners’ equity:

Common stock ($2 par)

$200,000

Paid-in capital in excess of par             400,000

Retained earnings (deficit)

   (50,000)
  



Total equity

            $550,000

Since the exchange, Fordum has used the cost method to account for its investment in Rice. No intercompany transactions have ever occurred.

Fordum Corporation and Rice Corporation have the following trial balances on December 31, 19X3:









 Fordum
      Rice 








         Corporation
Corporation

Current Assets






   840,000           360,000

Property, Plant, and Equipment



4,800,000
1,570,000

Accumulated Depreciation



           (1,600,000)        (520,000)

Investment in Rice Corporation



1,400,000


Liabilities





           (1,830,000)
 (790,000)

Common Stock ($5 par)



           (1,000,000)


Common Stock ($2 par)


                                                 (200,000)

Paid-In Capital in Excess of Par

                       (1,650,000)       (400,000)

Retained Earnings, January 1, 20X3

                          (900,000)
    10,000

Sales

                                                                       (1,050,000)
 (440,000)

Cost of Goods Sold

                                                   600,000
  250,000

Expenses

                                                               350,000          160,000

Dividends Declared

                                                     40,000
              -
  Total

                                                                                     0
             0
Required:

1.  Prepare the journal entries that should be made to properly reflect this investment on the books of the parent company.

2. Prepare the 19X3 consolidated worksheet. Include columns for the eliminations and adjustments, the consolidated income statement, the minority interest, the controlling retained earnings, and the consolidated balance sheet. Prepare supporting income distribution schedules as well.

Worksheet 3-1P

Pooling of Interests

Company I and Subsidiary Company C

Worksheet for Consolidated Balance Sheet

December 31, 19X3




Eliminations
Consolidated

Controlling
Consol.



and Adjustments
Income

Retained
Balance
Trial Balance


Statement
NCI
Earnings
Sheet

Company I
Company C


Dr.
Cr.






__________
_________
____________
___________
__________
_______
________
__________

Current Assets

46,000
35,000

. . . . . . .

. . . . . . .
. . . . . . . . . .
. . . . . . .
. . . . . . . .
81,000

Property, Plant, and Equipmen (net)

64,500
60,000

. . . . . . .

. . . . . . .
. . . . . . . . . .
. . . . . . .
. . . . . . . .
124,500

Investment in Rice Corporation

81,000
. . . . . . . . .


(1)
22,500
. . . . . . . . . .
. . . . . . .
. . . . . . . .
. . . . . . . . . .





 
(2)
58,500

Liabilities

 
(5,000)

. . . . . . .
. . . . . . .
.     . . . . . . . . .
. . . . . . .
. . . . . . . .
(5,000)

Common Stock ($2 par), Co. I

(55,400)
. . . . . . . . .

. . . . . . .

. . . . . . .
. . . . . . . . . .
. . . . . . .
. . . . . . . .
(55,400)

Paid-In Capital in Excess of Par, Co. I

(3,600)
. . . . . . . . .

. . . . . . .

. . . . . . .
. . . . . . . . . .
. . . . . . .
. . . . . . . .
(3,600)

Retained Earnings, Jan. 1, 19X3, Co. I

(60,000)
. . . . . . . . .

. . . . . . .


. . . . . . . . . .
. . . . . . .
(60,000)
. . . . . . . . . .

Common Stock ($10 par), Co. C

. . . . . . . . . .
(10,000)
(2)
9,000

. . . . . . .
. . . . . . . . . .
(1,000)
. . . . . . . .
. . . . . . . . . .

Retained Earnings, Jan. 1, 19X3, Co. C

. . . . . . . . . .
(55,000)
(2)
49,500

. . . . . . .
. . . . . . . . . .
(5,500)
. . . . . . . .
. . . . . . . . . .

Sales

(150,000)
(100,000)

. . . . . . .

. . . . . . .
(250,000)
. . . . . . .
. . . . . . . .
. . . . . . . . . .

Cost of Goods Sold

70,000
50,000

. . . . . . .

. . . . . . .
120,000  
. . . . . . .
. . . . . . . .
. . . . . . . . . .

Expenses

30,000
25,000

. . . . . . .

. . . . . . .
55,000
. . . . . . .
. . . . . . . .
. . . . . . . . . .

Subsidiary Income

(22,500)
. . . . . . . . .
(1)

22,500

. . . . . . .

. . . . . . .
. . . . . . . . . .
. . . . . . .


__________
_________

_______

_______
  Total

-0-
-0-

81,000

81,000
. . . . . . . . . .
. . . . . . .
. . . . . . . .
. . . . . . . . . .


__________
_________

_______

_______

__________
_________

_______

_______
__________
Combined Net Income

(75,000)
. . . . . . .
. . . . . . . .
. . . . . . . . . .






__________


__________
  To Noncoltrolling Interest, 10% x Rice income of $30,000 (see distribution schedule)

2,500
(2,500)
. . . . . . . .
. . . . . . . . . .

  To Controlling Interest (see distribution schedule)

72,500
. . . . . . .
(72,500)
. . . . . . . . . .

Total Noncontrolling Interest

(9,000)
. . . . . . . .
(9,000)

Retained Earnings—Controlling Interest, December 31, 19X3

(132,500)
(132,500)



















-0-

Eliminations and Adjustments:

(1) Eliminate the current-year entries in the investment in 


Company C account and in the subsidiary income account, restoring the investment account to its January 1, 19X3 balance, so that it may be eliminated.

(2)  Eliminate 90% of the balances of the Company C stockholders’ equity accounts against the investment account. No excess results.

Subsidiary Company C Income Distribution

Internally generated net 

  income
$25,000

Adjusted income
$30,000

Noncontrolling  share
10% 



_______

NCI
$  2,500
Parent Company I Income Distribution

Internally generated net 

  income
$50,000

90% x Co. C’s adjusted income 

  of $25,000
22,500
Controlling interest
$72,500
