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Project on Goodwill 

 

Introduction 

Goodwill recognized in a business combination is not carried at cost less depreciation  according 

with IFRS, but needs to be tested for impairment at least annually in accordance with IAS 36. 

The prohibition of amortization of goodwill was stated in the 2004 version of IFRS 3 (1).  

Prior to issuance of IFRS 3 in 2004, IAS 22 required amortization of goodwill on a systematic basis 

over the best estimate of its useful life, which was presumed not to exceed twenty years2 from 

initial recognition. An entity could use a longer useful life if it could provide evidence for it, but in 

that case it had to test the goodwill for impairment in accordance with IAS 36. 

The IASB illustrated the reasons for the decision to discontinue the IAS 22 requirements in the 

basis for conclusions of IFRS 3 (2004 version) (3). 

The IASB recently decided to start a post implementation review (hereinafter also “PIR”) of the 

IFRS 3 that, according to the current work plan of the IASB, should be initiated in the 2012. The 

IFRS handbook identifies 2 main objectives for PIR: 

a. to review the important issues that had been identified as contentious during the 

development of the pronouncement; 

b. to consider any unexpected costs or implementation problems that have been 

encountered. 

The international accounting research has challenged the requirements of IFRS 3 relating to 

goodwill impairment in the recent years.  

 

The Academic literature 

From an academic point of view, different studies have assessed the issue related to the 

amortization of goodwill from slightly different angles. Prior to the introduction of IFRS 3 

evidence was provided of how the amortization of goodwill did not provide relevant information 

to users, due to the arbitrary assessment about the useful life and, often, affected the evaluation 

process that the investors done about the earnings quality and the future cash flows (Jennings et 

al., 2001; Moehrle et al., 2001) 

                                                           
1  Para. 54 states that “After initial recognition, the acquirer shall measure goodwill acquired in a business 
combination at cost less any accumulated impairment losses.”. Para. 55 clarifies that “Goodwill acquired in a business 
combination shall not be amortised.”. 
2  In US APB 17 required 40 year.  APB was replaced by FAS 141 that discontinued the amortization of 
goodwill. 
3  Please refer to BC 136 – BC 142 of IFRS 3 (2004 version). 
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This led in 2003 the IASB to discontinue the amortization of goodwill and introduce a requirement 

for annual impairment test.  

The new requirements  have been of interest to a wide number of researches. Some studies have 

shown that impairment losses have information content and that an impairment-only approach 

allows entities to reflect their underlying economic attributes (Li et al 2011; Godfrey and Koh 2009; 

Jarva 2009). However, other studies have provided evidence that management exercise significant 

discretion and estimations over the impairment test (Massoud e Raibom, 2003). In particular, it has 

been shown that the assumptions of future cash flows could be easily manipulated (Watts 2003). 

In recent years, with the crisis that has struck the world’s economies, attention has focused on 

how, in financial statements, the balance sheet of many companies include increasingly large 

intangibles (Lev and Zarowin, 1999), especially the amounts of goodwill. Many concerns have 

been raised to this regard, also in relation to the possibility of managers implementing 

manipulative policies (Degeorge, Patel and Zeckhauser, 1999; Marquardt and Wiedman, 2004; 

Barua, Legoria, and Moffitt, 2006; Betty and Weber, 2006; Ramanna, 2008; Markarian, Pozza and 

Prencipe, 2008). So, risk of manipulation seems not overcome by deleting the amortization of 

goodwill. 

Furthermore, accounting theory has not expressed a unanimous opinion as to the best way to the 

accounting for goodwill in the financial statements (Miller, 1973; Ma and Hopkins, 1988; Colley 

and Volkan, 1988; Barret, Beaver, Cooper, Milburn, Solomons and Tweedie, 1991), while 

shareholders are even less able to identify the effects caused by the accounting for this 

controversial item (Duvall, Jennings, Robinson and Thompson 1992).  

 

The project 

As the accounting for goodwill is still seen as a contentious issue, the OIC and EFRAG, in the 

partnership with the Accounting Standards Board of Japan (ASBJ), are conducting some 

preliminary work that could become useful for the IASB when it will start considering the 

extension of the work on the post implementation review of the IFRS 3. 

For these reasons we have decided to initiate a project on the issue related to the goodwill 

impairment in order to support the IASB in the PIR project. 

A first step of the project, already presented to the IFASS in Zurich, has been conducted through a 

survey with interested parties. The survey, conducted jointly by the OIC and EFRAG has shown 

that on the subject there are a number of issues that should be further investigated.  
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We have received 47 questionnaire completed and returned. Obviously, the number of the 

responses cannot provide a statistically significant conclusion, however it can provide some useful 

indications about the different views that are related to the subsequent measurement of goodwill. 

In this paragraph we only present a summary of the survey and we do not comment (and express 

subjective opinion) on any of the arguments presented. 

The questionnaires included five parts: 

a) Part 1 included questions on the usefulness of the financial information based on the 

current accounting for the subsequent measurement of acquired goodwill. This part was 

primarily target at users of financial statements. 

The responses show that respondents have different opinions on what goodwill normally 

consists of. The responses also show that some of respondents do not use the information 

on goodwill presented in financial statements, whereas others use the information.  

 Respondents provided many different reasons for using or not using the goodwill 

information. Some of the respondents that did not use the information thought that it was 

too uncertain (unclear what goodwill consisted of or the calculation was considered 

unverifiable) or did simply not find the information useful for their projections. Other 

respondents used the reported goodwill or the disclosures when assessing risks, future 

cash flows and stewardship. A group of respondents suggested that goodwill should be 

amortized and reviewed for impairment in order to make the information more useful. 

Other suggestions included additional disclosures, immediate offset of goodwill against 

equity or calculating goodwill as the difference between the book value of equity and the 

(long-term) market value of equity. 

Respondents were also asked about the usefulness of the accounting information on the 

impairment of goodwill. Some thought the information was useful, for example, because it 

provided information on key planning assumptions for each CGU. Others noted that users 

had expected impairment losses before they were recognized in the financial statements, 

and the information was therefore considered of limited use. 

b) Part 2 considered the consistency of the discontinuation of amortization of goodwill with 

the treatment of internally generated goodwill (IAS 38 Intangible Assets), and effects of 

goodwill impairments in time of financial crises. This part was primarily targeted at 

respondents involved in accounting standard setting and regulation.  

Respondents were split on the issues. Some respondents also noted that the questionnaire 

should have been broader in its scope and not only considered IFRS 3 – but accounting for 

intangible assets in general (including recognition of internally generated goodwill). On the 
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issue of the effects of goodwill impairments in time of financial crises, some respondents 

did not think that it was the task of financial reporting to consider macro-economic effects. 

Also respondents were split on whether the impairment model of goodwill was pro-

cyclical. Mixed views were presented on whether amortization of goodwill would be 

beneficial or not. 

c) Part 3 enquired about the costs of application of the impairment tests of goodwill, and was 

primarily targeted at preparers of financial statements.  

Respondents were split on the questions raised. Some preparers thought it was less costly 

to prepare an impairment test compared with for example an amortization approach, while 

others had a different view. Also different views were presented on whether the 

impairment test resulted in information that was cost/benefit efficient. Different views 

were presented about the costs of preparing the information. However, some preparers also 

doubted the benefits of the information. Several respondents thus considered that the many 

assumptions used for the calculations were resulting in information that was too subjective 

to be useful for financial analysts. 

d) Part 4 enquired about auditability of application of the impairment tests of goodwill, and 

was primarily targeted at auditors of financial statements.  

Some respondents found it difficult to challenge management’s impairment tests. Some 

noted that whilst auditors could challenge assumptions about the future of the business, it 

was difficult to ‘disprove’ or ‘disagree’ even when the assumptions seem unduly optimistic 

or were not supported by historical performance. This was because management were 

directly involved in the business and clearly had the best and most current and relevant 

knowledge about their industry and the entity’s plans. Others thought it was not more 

difficult to challenge the impairment test than other types of estimates included in the 

financial statements. Different suggestions on how to improve the auditability were 

provided by respondents. Many of these suggestions dealt with additional note disclosures.  

e)  Part 5 enquired about academic or institutional research relating to the impairment of 

goodwill, and was primarily targeted at academics. Some references were received from 

respondents.  

A feedback statement on this survey has been recently published and it is attached to the 

documentation for the IFASS meeting. 
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Separately, the ASBJ conducted its own survey, using a format similar to that of the OIC and 

EFRAG.  However, the ASBJ’s questionnaire4 differs in the following respects: 

a) The ASBJ’s questionnaire was designed for those people who have sufficient knowledge 

and experience about Japanese accounting standards. Japanese accounting standards 

require an entity to amortize acquired goodwill over a maximum period of 20 years. It also 

requires an entity to recognize impairment losses when a specified threshold is met 

(hereafter, this method is referred to as the “amortization & impairment approach”, to 

contrast with the “impairment-only approach” under IFRSs).   

b) The ASBJ’s questionnaire included a section designed for all stakeholders. In this section, 

questions were asked about stakeholders’ views on general matters such as theoretical 

benefits and drawbacks of the amortization & impairment approach as well as the 

impairment-only approach.  

The ASBJ’s questionnaire was published on September 7, 2012, with the comment period open 

until October 5, 2012. Notwithstanding the very short comment period, the ASBJ has received 

twenty-six responses (12 from financial statement preparers, 8 from financial statements users, 4 

from auditors, and 2 from academics), which demonstrates the strong interest in this topic among 

Japanese stakeholders. In parallel, the ASBJ organized a roundtable, and invited key stakeholders 

(4 financial statements users, 4 financial statements preparers, two auditors, one academic) to 

attend. The roundtable was designed to facilitate open and honest communications amongst the 

standard setters and various stakeholders, so that the ASBJ and the participating stakeholders have 

a better understanding of the views of other stakeholder groups.  The questions were primarily 

designed to elicit views on the amortization & impairment approach under Japanese GAAP. 

Participants discussed several aspects of the impairment-only approach, as most participants had 

experience with IFRSs and US GAAP as well as Japanese GAAP.  

A summary of the responses to the questionnaire and the roundtable discussion and key findings 

are as follows: 

a) Views as to the amortization & impairment approach vs. the impairment-only approach: 

Stakeholders expressed mixed views as to whether goodwill should be amortized. For 

example, a financial statement user stated that amortization (or non-cash flow expense) 

amounts were disregarded in his analysis, while others expressed concern about belated 

                                                           
4 The ASBJ’s questionnaire consists of (a) Part 1: questions to all stakeholders, (b) Part 2: questions to 
financial statements users, (c) Part 3: Questions to financial statements preparers, (d) Part 4: Questions to 
auditors, (e) Part 5: Questions to academics.  
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expense recognition (coupled with the trend of belated impairment recognition) under the 

impairment-only approach. 

b) Use of financial information relating to goodwill: Various examples were cited as to how 

financial information relating to goodwill was actually used for analyzing financial 

information by financial statements users. In one example, a financial statement user stated 

that goodwill information was used to determine or confirm (i) an entity’s capital 

adequacy, (ii) an appropriateness of the management’s judgment on the purchase price of 

an acquired entity; and (iii) an appropriateness of management’s expectation about future 

cash inflows into the entity from the acquired entity. In addition, a financial statement user 

stated that sources of goodwill were carefully examined in determining whether an entity’s 

capital is adequate, and that the provision of sufficient disclosures about goodwill is 

important in this respect. 

c) Practical burdens relating to impairment testing: Stakeholders did not express significant 

concerns for practical burdens relating to impairment testing under Japanese GAAP, as it 

requires amortization of goodwill over maximum period of twenty years. In particular, 

stakeholders noted that the amortization & impairment approach was thought to be helpful 

in lessening the sensitivities or difficulties associated with impairment testing.   

d) Difficulties in auditing impairment testing of acquired goodwill: Stakeholders expressed a 

number of challenges resulting from the high level of subjectivity inherent in the 

impairment testing of acquired goodwill and put forward several suggestions to improve 

auditability. They summed up by stating that it is not impossible to audit impairment 

testing.  

 

Next steps of the project 

As said above, the survey has revealed that issues on the accounting for goodwill impairment 

exist. This has lead the working team not to stop its work, but to continue to further investigate the 

issue to contribute to work of the IASB not only in identifying the issue, but also in envisaging the 

potential solutions. 

Particularly, we believe that it is very important to continue with study and empirical analysis on 

this topic, for two main reasons: 

1) the survey has shown that the current impairment test under IAS 36 has a number of 

aspects that should be investigated because: 

a. some respondents believe that the impairment test is not able to present timely the 

negative economic situation that affects the entity. Moreover the survey has shown 
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that the respondents were split on whether the impairment model of goodwill was 

pro-cyclical. Mixed views were presented on whether amortization of goodwill 

would be beneficial or not. 

For example some respondents believe that when the economic cycle is neither in 

recession nor in expansion, the impairment test is not able to identify any negative 

effects that are entity specific. This means that the impairment losses will be 

recognized only in the future, when the economic cycle is changed or when the 

entity is no longer able anymore to restore its specific ability to create worth. 

On this point, the ESMA’s report of January “European enforces review of impairment 

of goodwill and other intangible assets in the IFRS financial Statement” needs to be 

mentioned. The ESMA’s report move from the results of a study that show that in 

the financial crisis, market participants have expressed concerns about the reliability 

of goodwill impairment tests. On the same point., Hans Hoogervorst,  at the IAAER 

conference in June 2012 recognized that goodwill impairment often came too late 

during the financial crisis. 

b. some respondents have found application problems. They believe that the current 

technicality is very discretionary and very expensive due of the assessment that are 

required. Several respondents considered that the high number of assumptions 

used for the calculation of the impairment result in information that is too 

subjective to be useful for the financial analysts. Moreover, some respondents found 

it difficult to challenge management’s impairment tests. Some noted that whilst 

auditors could challenge assumptions about the future of the business, it was 

difficult to “disprove” or “disagree” even when the assumptions seem unduly 

optimistic or were not supported by historical performance. This was because 

management were directly involved in the business and clearly had the best and 

most current and relevant knowledge about their industry and the entity’s plans. 

Others thought it was not more difficult to challenge the impairment test than other 

types of estimates included in the financial statements. 

c. existence of the hypothesis that the goodwill could be never written-off. 

2) In recent years, many accounting researches show different views about the value 

relevance of goodwill and goodwill impairment. Even though many analysts says that the 

balance sheet on goodwill are not considered in the assessment process, a lot of accounting 

researches show that the financial markets are influenced by the carrying amount and the 

changes that are recognized in the financial reporting. In other words, seems that the items 
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related with goodwill and goodwill impairment may be value relevant for the financial 

markets, especially in crisis period. 

Therefore we believe that the next steps of the project are to analyze the pro and cons of the 

following possible solutions to solve the issue:  

a. improvement of the existing rules of the impairment test. For example analyzing if it 

is possible to modify the IAS 36 in order to  reduce the costs of the assessment and 

improve its auditability. This may involve, for example, a discussion on how to 

determine the recoverable amount. This may not resolve the issue related to the fact the 

information on impairment usually comes too late for the users. 

b. reintroducing the amortization of goodwill in addition to the impairment test. The 

discontinuation of the amortization of goodwill was a contentious issue and also 

introduces problems on the estimate of the useful life. It could reduce the costs for the 

preparers, while further study would be conducive to see if it could give useful 

information to the users;  

c. improving the disclosure currently required by the IAS 36 . On this point the ESMA 

report shows that for Key assumption of the management, sensitivity analysis and 

disclosure of an average discount rate, the currently disclosure is not sufficient in order 

to provide useful information. Particularly, the ESMA underline both that entities use 

“unrealistic assumptions’’ and entities do not comply with the disclosure requirements, 

either by omitting required info, or priding boilerplate info. Improving disclosure may 

give useful information to the users, it may increase the costs for preparers, and at the 

same time re-open the discussions about the information that should be carried through 

the financial statements and those related to the objective of the management 

commentary. 

We intend to make a detailed analysis of each option and we believe it could be discussed at the 

next meeting of IFASS, before being finalized and submitted to the IASB. Such an analysis will be 

conducted by a careful reading of the academic material currently available. 

 

Question to IFASS members 

Do you agree with the plan of the next steps of the project? 

Do you have any suggestions on the different options being investigated? Would you add other 

options ? 

 


