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Project on Goodwill amortization and impairment 

Improvements of the existing impairment test 

I. Summary of the current status of impairment test on goodwill  

1. As well-known, as a result of publication of IFRS 3 Business Combinations, goodwill is 

not to be amortized, but is to be subject to impairment testing at least annually. The 

impairment test, to be conducted annually and whenever there is an indication that the 

asset may have seen its value reduced, entails the comparison of the carrying value (in 

the financial statements) with the recoverable value, and, where necessary (where the 

carrying amount is greater than the recoverable value), requires a write-down of the 

goodwill1.  

2. In addition, according to IAS 36 Impairment of Assets, goodwill acquired in a business 

combination should, from the date of acquisition, be allocated to each of the acquirer's 

cash-generating units (CGU), or groups of CGUs that are expected to benefit from the 

synergies of the business combination, irrespective of whether other assets or liabilities 

of the acquisition are assigned to those units or groups of units. Each unit or group of 

units to which goodwill is allocated should represent the lowest level within the entity at 

which goodwill is monitored for internal management purposes2. 

3. The impairment loss is first allocated to the goodwill of the CGU (group of units) before 

it is allocated to other assets within the unit (group of units) on a pro-rata basis, as long 

as it does not reduce any asset below the highest of its recoverable amount and zero3. 

The impairment loss is recognized immediately in the income statement. IAS 36 

prohibits reversing impairment losses for goodwill in subsequent periods4. 

                                                           

1
  IAS 36, paragraphs 9, 10 and 59 

2
  IAS 36, paragraph 80 

3
  IAS 36, paragraphs 104 and 105 

4
  IAS 36, paragraph 124 
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4. IAS 36 defines the recoverable amount as the higher of an asset’s or CGU’s fair value 

less costs of disposal (FVLCTS) and its value in use (VIU)5.  

5. Referring to the previous standards, this is a radical change in accounting for goodwill. 

More in particular, that is due to the change in IAS 38 para. 107 that prohibits the 

amortization of intangible assets with indefinite useful life. In fact, previously, 

international accounting standards (IAS-IFRS) required recognition of goodwill subject 

to amortization over its useful lifetime (see paper 2.2A page 5).  

6. On this point, in summary, the reasons for discontinuing the amortization of goodwill 

after initial recognition are related to: 

• Reliability of the estimate of the pattern in which goodwill is consumed. 

According to the IASB view “the amount amortized in any given period can at 

best be described as an arbitrary estimate of the consumption of acquired 

goodwill during that period”; 

• Usefulness of the information. The Board was convinced that “if a rigorous and 

operational impairment test could be devised, more useful information would be 

provided to users of an entity’s financial statements under an approach in which 

goodwill is not amortized, but instead tested for impairment annually or more 

frequently if events or changes in circumstances indicate that the goodwill might 

be impaired”. 

Recent Discussion about the current impairment test of goodwill 

7. However, although IAS 36 requires an entity to perform annual goodwill impairment 

tests and, at a lower level, uses a one-step test of impairment; it also provides the 

opportunity for accounting discretion by requiring an entity to make a number of 

accounting choices. This view is supported by some studies that show how principle-

based standards could be applied in different ways and at different times.  

8. In particular, we believe, this is due to differences both in terms of accounting 

practices, as the difference between de jure harmonization (harmonization rules) and 

de facto harmonization (harmonization practices), and in terms of country-specific 

                                                           

5
  IAS 36, paragraph 18 
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factors such as legal, fiscal, cultural and political values (Ashiq and Lee-Seok 2000, 

Laghi 2006, Swanson, Singer and Downs, 2007; Glaum et al. 2013). 

9. The surveys conducted by OIC-EFRAG and ASBJ’s survey and the last discussion on 

this project at the San Paolo IFASS meeting have highlighted the following issues 

related to the existing accounting treatment: 

• the impairment approach leaves significant room for managerial discretion, 

interpretation, judgment and bias and in fact it may result in the entity not 

recognizing any impairment loss. Therefore, the impairment approach should be 

improved in order to reduce the management discretion; 

• the financial crisis has shown that an improvement of the current standards is 

necessary. This improvement should be of value both for the users and the 

preparers. In particular, the aim should be to ensure that entities use robust and 

reliable assumptions and the impairment losses are recognized in a timely manner. 

10. In addition, consistent with the results of the surveys, there are some studies that 

demonstrate how the impairment loss may be recognized too little and too late. In 

particular, Laghi et al. (2013) in a study on the value relevance of goodwill impairment, 

show, considering a sample of 3,112 companies listed in the United Kingdom across 

the period 2008-2011, that only 133 companies (4,2%) recognized a goodwill 

impairment loss higher than 5% of goodwill.  

11. Further, the study, referring to another sample of 835 European Union listed 

companies that recognized an impairment loss of goodwill across the same period, 

shows that about 53% of the companies recognized an impairment loss of goodwill that 

was higher than 5% of goodwill. Others recognized a goodwill impairment loss in a 

value that was less than 5% of goodwill, even though the financial markets were 

depressed. Moreover, the study shows that the goodwill impairment losses were 

recognized mainly in the period 2009-2011, which is far later than the timing of crisis 

that affected the world’s economies and produced significant effects on financial 

reporting. 

12. Finally, the results of this study show that the different European stock markets are 

differently sensitive when a goodwill impairment loss is recognized. More in particular, 

the authors pointed out that the value relevance (understood as an association 

between the impairment loss on goodwill and the stock price) increases until the point 
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to assume a relevant meaning during periods of negative stress in financial markets. 

Moreover, the authors evidence the fact that country-specific factors have a significant 

influence on the investment decisions of market operators. 

13. Based on these considerations, we believe that, 8 years after the introduction of the 

impairment approach, the cost and the complexity related to the impairment test could 

not have met the IASB’s expected results. In addition, as better explained in the 

following, it is arguable whether the complexity of the impairment test has reduced the 

comparability of financial statements without improving much the relevance and faithful 

representation of information for users.  

Recent US Developments 

14. There has been similar discussion in the US about whether impairment test of goodwill 

is cost effective. In January 2014, the FASB published the Accounting Standards 

Update (ASU) Intangibles-Goodwill and Other (Topic 350) Accounting for Goodwill, 

which is applicable to private companies. The ASU requires an entity to make an 

accounting policy election to test goodwill for impairment at either the entity level or the 

reporting unit level, if the entity elects the accounting policy to amortize goodwill. 

15. In addition, the ASU requires that goodwill should be tested for impairment when a 

triggering event occurs that indicates that the fair value of an entity (or a reporting unit) 

may be below its carrying amount. Further, when a triggering event occurs, an entity 

has the option to first assess qualitative factors to determine whether the quantitative 

impairment testing is necessary.  

16. The FASB decided to introduce the accounting alternatives to private companies, 

based on the deliberation by the Private Company Council (PCC). The PCC decided 

that it should adopt the approach, having considered the feedback that the cost and 

complexity involved in performing the current goodwill impairment test outweigh the 

benefit. When endorsing the PCC decision, at its meeting in November 2013, the FASB 

directed the staff to perform additional outreach and research on the alternative 

approaches (including simplified impairment test) for public business entities and not-

for-profit entities.  
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II. Different approaches to solve the issues 

17. In this chapter we try to investigate how to solve the issues identified in the previous 

chapter by improving the current impairment testing under IAS 36. We believe that, 

theoretically, it could be done in at least two different ways or combination of both: 

1. Developing a new impairment model that would exclude the effect of internally 

generated goodwill; 

2. Improving the current IAS 36 requirements by making the impairment test less 

judgemental. 

Developing a new impairment testing model that woul d exclude the effect of 

internally generated goodwill 

18. One of the questions of the surveys related to the criticism of the impairment model 

that allows entities to recognize internally generated goodwill. In particular, the surveys 

showed that for some respondents not recognizing any impairment loss on goodwill 

means that original goodwill is replaced by internally generated goodwill. They think 

that this is inconsistent with IAS 38 Intangible Assets that prohibits internally generated 

goodwill from being recognized as an asset6.  

19. To obviate this effect, theoretically, IAS 36 could be amended to require reassessing 

the recoverable amount based on the conditions existing at the acquisition date, 

without considering the subsequent changes in the business acquired.  

20. This approach would avoid new internally generated goodwill replacing the 

consumption of the originally purchased goodwill.  

21. However, this approach would effectively require a calculation of pro-forma recoverable 

amounts from future cash flows of a theoretical CGU. In addition, this would possibly 

increase the extent of judgment significantly, and that judgment would not be verifiable. 

Therefore, whether such estimates can be faithfully represented is questionable.  

22. Further, this approach would impose significant additional cost for the preparers 

because an entity would be required to calculate the pro-forma number, and in doing 

so, internal budgets and forecasts used for management purposes could not be used. 

Therefore, the Research Team believes that such a solution is impracticable. 

                                                           

6
  IAS 38, paragraph 48 
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Discussion Points 1 

Do you agree with the conclusion that it is not possible to isolate original goodwill and 

test it in isolation?  

 

Improving the current IAS 36 requirements by making  the impairment testing less 

judgmental  

23. As said above, some participants have underlined that the current IAS 36 in some 

cases provides little or no specific guidance. In other words, although the Standard 

requires preparers to perform annual goodwill impairment tests and, at a lower level, 

using a one-step approach, it also provides preparers with the opportunity for discretion 

by requiring an entity to make significant judgments on a number of aspects. 

24. The aspects on which issues have been raised are: 

• the choice of CGUs to which goodwill is allocated; 

• Inputs and methods with which the recoverable amount of CGUs should be 

estimated. 

25. In addition, the surveys as well as academic research (e.g. Glaum et al., 2013; 

Peterson et al., 2010) show that there is uncertainty on how IAS 36 requirements are 

applied in practice, given the extent of judgment allowed in the Standard.  

 

Choice of CGUs to which goodwill is allocated 

26. With reference to the choice of CGUs, for example, IAS 36 paragraph 68 says that: “As 

defined in paragraph 6, an asset’s cash-generating unit is the smallest group of assets 

that includes the asset and generates cash inflows that are largely independent of the 

cash inflows from other assets or groups of assets. Identification of an asset’s cash-

generating unit involves judgment. If recoverable amount cannot be determined for an 

individual asset, an entity identifies the lowest aggregation of assets that generate 

largely independent cash inflows.” 

27. On this point, based on empirical research, Ernst & Young (2006, 35) concludes that 

frequently entities identify only one CGU for each of their segments, even if they do not 

specifically disclose this fact. Contrary to that, Petersen and Plenborg (2010) on the 
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basis of a survey conducted within all Danish listed firms, find that only 25% of the 

entities identify CGU at the segment level. 

28. IAS 36 paragraph 80b7 states that a unit or group of units shall not be larger than an 

operating segment determined in accordance with IFRS 8. Despite this, IAS 36 

provides limited guidance on how to identify a CGU. The choice on the size and 

composition of CGUs impacts recognition and measurement of impairment losses. If a 

CGU is too broad, it may result in non-recognition of impairment because the gains of 

outperforming units may offset the poor performance of another unit within the same 

CGU. On this point, some studies conclude that there are entities that do not comply 

with IAS 36 paragraph 80b (Glaum et al. 2013; Petersen et al., 2010). 

29. On this point, we believe that if the IASB provides only additional guidance the issues 

will not be solved. Stricter rules may be needed to define CGUs. It is noted that in the 

recent standards, such as the revenue recognition project, the standard itself is not 

limited to stating principles, but aims to define a process in determining the figures to 

be recognized in the financial statements. A similar approach, for example by 

introducing a decision-tree approach, may be developed to reduce the perceived 

difference in practice in the CGU definition. 

Discussion Points 2 

Do you agree that more strict guidance may represent a solution to the issue 
described? If no, please explain why.  

 

Inputs and methods for estimating the recoverable amount of CGUs 

30. Referring to the inputs and methods for estimating the recoverable amount, issues that 

we believe should be addressed to improve the guidance in IAS 36 are related to: 

• the valuation approach; 

• the methods to calculate the VIU; 

• the discount rates and cash flows; 

• the forecast period and determining terminal value (TV). 

                                                           

7
 “not be larger than an operating segment as defined by paragraph 5 of IFRS 8 Operating Segments before 

aggregation.” 
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31. As mentioned above, the impairment test is performed based on the estimation of the 

recoverable amount. IAS 36 paragraph 18 states that the recoverable amount is the 

higher of its FVLCTS and its VIU. On this point, the OIC-EFRAG survey shows that 

firms use prevalently the VIU in determining the recoverable amount. In all likelihood, 

the infrequent use of FVLCTS is due to the fact that it requires information on the 

market value of the unit. This is available only if the CGU is a listed entity or there is 

objective evidence of a market price (e.g. because an acquisition offer has been 

made). 

32. To estimate VIU, IAS 36 paragraph 30 suggests applying the discounted cash flow 

model (DCF), including its variant, rather than the dividend discount model (DDM). 

However, there are studies that show that some firms apply other methods such as 

EVA-model (economic value added model) and multiples (Peterson et al. 2010). 

33. IAS 36 paragraphs 50, 51 and 55 require that an entity must use a pre-tax discount 

rate to discount pre-tax cash flows so there is consistency between the discount rate 

and the cash flows. However, IAS 36 BC94 states that, conceptually discounting post-

tax cash flows at a post-tax discount rate or discounting pre-tax cash flows at a pre-tax 

discount rate should give the same results. This could be understood as an indirect 

equivalence between pre-tax and post-tax discount rates. However, if the expected 

future cash flows are not uniform over the period, the estimate could be sensitive to the 

choice of discounting pre-tax cash flows with a pre-tax discount rate or post-tax cash 

flows with a post-tax discount rate. In other words, the equivalence between pre-tax 

and post-tax methods, as explain below and in the appendix with examples, is verified 

only under the strict assumption that future cash flows are infinite and constant. In 

other cases, particularly, when using a DCF method that assumes a finite useful life for 

CGUs, this assumption cannot be verified. 

34. In addition, most academic books (e.g. Koller et al., 2005) estimate value in use on the 

basis of post-tax cash flows, discounted with a post-tax discount rate.  

35. IAS 36 is not explicit as how to estimate a pre-tax discount rate and, implicitly, 

suggests using an iterative process (see BCZ85, IAS 36). Therefore, it would seem that 

VIU could be estimated starting from a post-tax calculation to arrive at an equivalent 

result through an iterative process. However, as said above, the iterative process 

depends upon the time distribution of the cash flows. Moreover, as shown in the 
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examples included in the appendix, entities can be consistent with the concept stated 

in para. 94 BC of IAS 36 only if the cash flows are uniformly distributed along the time 

period. More in particular, if the cash flows are variable/uneven, the discount factor will 

influence the results according to how the flows are distributed. Under these 

assumptions, it is possible to calculate the pre-tax rate that is consistent with the post-

tax rate only through an iterative process. Our examples show that is possible to use a 

pre-tax discount rate, when the flows are steady, by a “gross-up” both of the post-tax 

discount rate and the growth rate. In this case, it is not necessary to do an iteration 

process to determine the pre-tax discount rate (please refer to appendix with 

examples).  

36. IAS 36 paragraph 33 letter b), requires that “Projections based on these 

budgets/forecasts shall cover a maximum period of five years, unless a longer period 

can be justified”. We understand that the IASB intends limiting the forecast period 

because the entity’s ability to forecast period beyond 5 years is presumed to be low. 

Yet IAS 36 does not provide any guidance on the methods to estimate the terminal 

value (e.g. Gordon’s growth model; value driver formula; etc.). On this point, studies 

show that some entities use multiples to estimate terminal value (Glaum et al. 2013; 

Petersen et al., 2010). More in particular, based on a survey performed among Danish 

companies, Petersen and Plenborg found companies that, in determining the value in 

use, use methods such as EVA (evaluation value added Model), multiples and other, 

that are different to the DCF model. 

37. Although this in not prohibited by IAS 36, it is inconsistent with the DCF model. In fact, 

in all likelihood, it can be assumed that considering an infinite lifetime the majority 

amount of the estimated value can be attributed to the terminal value, and in such 

circumstances the most of the value estimated is captured by the multiple.  

38. On the basis of these considerations, in order to address these issues, it would be 

possible to follow two approaches: 

i. Developing more requirements and guidance that are able to reduce judgment 

and that can improve the timely recognition of impairment loss. On this point, it 

should be noted that rigid requirements may result both in fewer opportunities 

for earnings management and lower cost of performing the test. 



Paper 2.2B 

Prepared by staff of 

ASBJ 

EFRAG 

OIC 

 

10 

ii. Reintroducing the amortization of goodwill without relevant change on the 

current IAS 36. Under this approach, an impairment test with the current 

characteristics would be acceptable because the amortization of goodwill should 

be able both to reduce the abuse of judgment and to avoid internally generated 

goodwill replacing acquired goodwill. In addition, this approach would not seem 

to add additional costs for preparers and auditors and should not impair the 

relevance of the informations. (Please see paper 2.2A). 

Finally, both of these approaches should improve the comparability to the users of 

financial reporting. It should be noted that a mix between these approaches would also 

be useful. In fact, if i a long amortization time period (greater than 20 years) were 

allowed, the impairment test should be strict in order to discourage any earnings 

management policy. On the other hand, if the time period for the amortization is lower 

than 20 years, a “softer” impairment approach should be permitted.  

 

 

APPENDIX (excel file) 

The examples show the consequences of calculating the pre-tax discount rate as the 

after-tax discount rate / (1 — the corporate tax ra te) to be inconsistent with the 

recommended iteration method in IAS 36. In fact, the examples show that if you want 

to be consistent with the concept that states that discounting post-tax cash flows (at a 

post-tax discount rate) or discounting pre-tax cash flows (at a pre-tax discounted rate) 

should give the same results, you have to do the “gross-up” of the growth rate (g).  

We have provided some examples with different growth rates and infinite lifetime and 

an example that assumes a finite lifetime. In addition, we assume that growth is the 

same in the forecast period and in the terminal period, because is it not necessary to 

operate with two forecast periods. In the examples with infinite lifetime, the budget 

period is four years and for the example with finite lifetime a period of five years is 

assumed.  

Please note that with our assumptions it is evident that shorter the lifetime of the 

project, the higher impact from the pre-tax discount rate estimated as after-tax 

discount factor/(1 – the corporate tax). 
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So: are the firms always consistent with the impairment  test of goodwill under 

IAS 36? 

General Questions to the IFASS members 

 

Do you agree with the analysis done in the paper? 

 

Would you add other approaches to be analyzed? 

 

Regarding the simplification of the IAS 36, do you envisage other possible requirements 

to be reviewed? 
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