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Chapter 12
Pooling of Interests Accounting
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The student will learn about

the reason why pooling accounting Is preferred by
most of the companies involved in business

combinations

the difference between purchase accounting and
pooling accounting

the unique attributes of pooling of interests
accounting

how to read a stockholders’ equity account after
pooling of interests
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This chapter will cover 3 hours. 2 hours for the
Introduction of background information and
explanations of terms and the texts. And the other 1
hour for discussion and practice.
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> Translation of key sentences

> Paraphrasing of key words and expressions
> Explanation of new terms

> Summarizing of key passages

> Discussion of important issues

2 Questions and answers: interaction between
teachers and students
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<+ Pooling of interests accounting is one of the primary
methods used to account for business combinations.

About half a century ago, the method was first
applied to public utilities by regulatory bodies.




Most corporate growth occurs through mergers and
acquisitions (M&A)

Merger it Jf- is any combination that forms one
economic unit from two or more previous ones,
handled

1. as apooling of interest, or
2. asapurchase




& Acquisition!fit %) refers to a consolidation in which
the acquirer purchases all assets and liabilities of the
acquiree




<> Pooling of interestst{ 7/~ A& H 1%
IS @ method of accounting whereby the consolidated
balance sheet is constructed by simply adding
together the balance sheets of the merged companies




<> Purchase accounting MSE23 1172 is a method of
accounting whereby the consolidated balance sheet is
prepared in much the same way the acquiring firm
would buy any capital asset of the acquired firm,

paying for it with cash, debt, or stock of the acquiring
company
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= carry forward45%%: the transfer of the total
from one column of figures to the next In
accounting




<> financial statementsif 454k %% a set of reports
which are the end product of financial
accounting process, including

> the balance sheet

> the Income statement
> the statement of retained earnings
> the statement of cash flows




- book valuelPk [ 41E: the historical cost amount
as shown In the accounting records




<> instant earnings B A f5: immediate earnings
brought about by pooling of interests accounting of

business combinations




<> retained earnings B4 /7 qi: the difference
between the total earnings to date and the total
amount of dividends paid out to the shareholders

to date




<> goodwill FjZ: the amount by which the
purchase price exceeds the value of the
tangible assets, representing the value of the
name, reputation, location, or other intangible

resources of the purchased company




<> amortization #EEH/ 7> 1H#EIL: an annual charge
against income that reflects the estimated dollar cost
of Intangible asset, such as patents, copyrights,
trademarks and goodwill, used up in the business

operation process




“» depreciation #7IH: the continuous conversion of
long-lived tangible assets into an expense




<>accumulated depreciation 2= 231 [H: the depreciation
that has taken place on a particular asset up to the
present time.




<:contra account X4 MK - : An account which offsets
another account. A contra-asset account has a credit
balance and offsets the debit balance of the
corresponding asset. A contra-liability account has a
debit balance and offsets the credit balance of the

corresponding liability.




<> combination /A& /8K S a form of business
operation when two companies are brought
together in a single accounting entity




<> equity account Jix A<<:1K ;' : an account that records
the amount the owners have invested in the firm
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1. Consistent with the view that the combining
companies always have been together, comparative
financial statements for periods before a

combination that are included in financial reports
Issued subsequent to the combination are
retroactively restated as if the companies always
had been combined.
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2. All costs assoclated with the combination or with
Issuing the stock used in the combination are
expensed as incurred; none of the costs of bringing
about the combination are capitalized, nor are the
stock Issue costs deducted from the recorded amount

of the stock.
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3. As Indicated previously, the use of the book values rather
than fair values often results in lower amortization
charges and higher income subsequent to a pooling-type
combination as compared with a purchase-type
combination.
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