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Non- controlling interest on balance sheet

Non-controlling interest is the ownership of shares in one company that is less than 50% and has less control or influence over company decisions. It is also known as the minority stake as it has very little influence in the company and voting rights. Non-controlling interest shows in the equity portion of the consolidated balance sheet, showing the share belong to others besides the
parent company. This situation arises when the parent company acquires less than 100% of the subsidiary. Non-controlling interest is measured on the intrinsic value of the company at the acquisition date. If the parent company owns less than 100% of the shares in the subsidiary, it will consolidate a full financial statement. Therefore, some parts of the subsidiary do not belong to
the parent company. As a result, we need to present this balance sheet in the balance sheet in order to present a part that is not the company's. At the same time, the parent company must also separate the net profit during the year, which will be allocated on the basis of the share percentage. There are two methods used to calculate the NCI that also related to the goodwill
method. These two methods are: Full Goodwill Partial Goodwill Non-Controlling Interest Example On January 1, 202X acquires parent company 80% stake in its subsidiary for $90,000. The fair value of the subsidiary's net assets is $100,000 at the acquisition date. As a parent company with a significant influence on the subsidiary, it must consolidate the financial statement. See
the balance below. Implied value of subsidiary = 90,000/80% = 112,500 Goodwill = Implied value of subsidiary – Net Net Net Fair Value = $112,500 - $100,000 = $ 100,000 = $100,000 = $100,000 12,500 Noncontrolling interest = $112,500 * 20% = $22,500 Please refer to the consolidated statement of financial position below: Note: As we can see, parent company owns only 80%
of its subsidiary, but it consolidates the entire financial statement. So in order to present to other shareholders, we need to add the non-controlling interest. Partial goodwill is another method we can use to calculate NCI and goodwill in consolidating the financial statements. NCI = 20% * Net net worth fair value = 20% * 100,000 = $20,000 Goodwill = 90,000 – (80% * 100,000) =
$10,000 At the end, goodwill and NCI decline by the same amount, both methods will affect goodwill and NCI alone. Non-controlling interest after acquisition Non-controlling interest represents the amount of share holding by others in addition to the parent company. The value of the share is measured by the fair value of the subsidiary's net assets plus the retained share of
earnings minus the dividend the takeover date. The example above shows the NCI balance on the date of acquisition. However, we need to calculate the NCI balance at each balance sheet date, so check the following formula: NCI on the acquisition date Add: Fair Value Adjustment such as goodwill Tel: net income attributable to NCI Less: dividends paid to NCI NCI consolidation
Example A year after the acquisition, the subsidiary has made a profit of $60,000 and no dividend has yet been paid. NCI on the acquisition date 22,500 Add: Fair value of the adjustment, such as goodwill 0 Tel: net income attributable to NCI 60,000*20% Less: dividends paid to NCI 0 NCI at the date of consolidation 34,500 Home Accounting Business Combinations Non-
controlling interest (NCI) is a component of equity as reported on a consolidated balance sheet representing the ownership interest of shareholders other than the parent company of the subsidiary. Non-controlling interest is also known as a minority interest. Non-controlling interest arises in a business combination where the parent company acquires less than 100% of the
subsidiary. The acquisition method requires the parent company to provide consolidated financial statements, i.e. financial statements that combine the total assets and liabilities of the parents with the total assets and liabilities of the subsidiary. However, since not all assets and liabilities belong to the parent company, the equity section is broken down into net assets belonging to
the parent company and net assets belonging to the other minority shareholders, as shown in the chart below: When an enterprise acquires another company, it compares the sum of the fair value of the purchase consideration it pays, plus the fair value of the non-controlling interest with the fair value of the net identifiable assets of the subsidiary goodwill or a bargain purchase.
Formula Non-controlling interest on balance sheet shall be equal to the proportional share of non-controlling shareholders in the fair value of the subsidiary's net assets at the acquisition date plus the proportional share of non-controlling shareholders in retained earnings since the acquisition reduced their proportional share of dividends. NCI in fair value of the subsidiary's net
assets at acquisition date P × FV Add: NCI share in opening earnings retained P × RE Less: cumulative proportional depreciation of fair value differential P × <2> <2> <1> <0> FVD Add: net income attributable to NCI P × SI Less: dividends paid to non-controlling shareholders P × D Noncontrolling interest on the date of NCI Alternative consolidation, it can be calculated by starting
with a proportional share of the subsidiary's net assets at the beginning of the the consolidation period plus adjustments to the institutionalized fair value plus net income attributable to non-controlling shareholders during the period minus their proportional share of dividends. NCI share in opening net assets of subsidiary P × NA Add: NCI share of the difference in equity value P ×
FVD Add: net income to be to NCI P × SI Less: dividends paid to non-controlling shareholders P × D Non-controlling interest on the date of NCI consolidation Where P is the proportional ownership of minority shareholders. FV is the fair value of the subsidiary's net identifiable assets at acquisition date, RE opens retained earnings the subsidiary, FVD is the accumulated
amortization of the fair value differential, UFVD is the unamortized fair value differential, SI is subsidiary income, NA is the carrying amount of net assets at the beginning of the consolidation period, D is total dividends declared during the period. Example Let's take a very simple example. Company A acquired a 75% stake in Company B for $50 million when the fair value and
book value of Company B's net assets was $40 million and $35 million, respectively. The non-controlling interest on acquisition date is $10 million (=25% of $40 million). It can be calculated as the sum of the proportional share of net assets, i.e. $8.75 million (=25% of $35 million) plus a proportional share of the net fair value difference, i.e. $1.25 million (=25% of $5 million). During
the first year of the acquisition, Company B earned a net income of $8 million, but no dividends were paid. If the difference in fair value is depreciated immediately over 5 years, the value of the non-controlling interest at the end of the first year since the acquisition can be worked out as follows: NCI in fair value of the subsidiary's net assets at acquisition date 25% × $40 million
Add: NCI share in the opening of retained earnings since acquisition 25% × 0 Less: NCI share of a cumulative fair value amortization 25% × $10 million × 1/10 Add: net income attributable to NCI 25% × $8 million Less: dividends paid to non-controlling shareholders 0 Equal is noncontrolling interest at the date of consolidation $11.75 million by Obaid Janullah, ACA, CFA and last
modified on June 13, 2018Stue for CFA® Program? Access notes and question bank for CFA® Level 1 written by me on AlphaBetaPrep.com According to financial accounting standards board (FASB) there is a certain way in which the non-controlling interest (minority interest) should be reported in the consolidated financial statements. This information is contained in the
accounting rules SFAS 141(R) and SFAS 160. Under the new rules, all assets and liabilities of the acquired company must be recognised on the share part of the balance sheet at full fair value. The calculation of non-controlling interest is as follows: Calculate the fair value of the non-controlling interest (fair value of equity). This is the value at which you reasonably expect to sell
your business in the market. For example, if Company M has an 80% stake in Company X, the remaining 20% is the non-controlling stake in Company X. let's say the fair value of non-controlling interest is $10 million. Any fair value adjustments, such as for goodwill. For example, if the fair value of noncontrolling equity is 10 million, you add $1 million for goodwill and other
adjustments to the real totaled $11 million. Add prorate income attributed to the non-controlling stock interest rate. At the time of sale, if the company had an income of $5 million, then the prorate share of revenue for non-controlling interest will be 20% of 5million= $1 million. Million. this income at fair value, i.e. $11 million + $1 million = $12 million. Dese a dividend. If prorate share
of dividends is $1 million, this will be deducted from the total fair value, i.e. $10 million - $1 million = $11 million. This final fair value is included in the share part of the parent company's consolidated balance sheet. The above calculation can be summarized as follows: NCI equity = Beginning NCI shares Fair Value + NCI's interest in subsidiary income – NCI's share in dividends
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