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I. Objective 

1. The objective of the session is to update the IFASS members about the 

development of the project on goodwill subsequent to the last IFASS meeting and 

to seek inputs on the next course of actions. 

II. Background 

Feedback Statement of the Goodwill DP 

2. In July 2014, the ASBJ, EFRAG and OIC jointly published the Discussion Paper 

Should goodwill still not be amortised? (‘the DP’) with the comment period ending 

30 November 2014. The DP, among others, presented the views of the Research 

Group1 that reintroduction of goodwill amortisation would be appropriate.  At the 

same time, the DP suggested measures to improve the impairment and disclosure 

requirements in IAS 36 Impairment of Assets. 

3. The ASBJ, EFRAG and OIC have received 29 comment letters on the DP from 

various regions (including Europe, Middle East and Asia), as well as global 

organisations. The feedback received revealed that the majority of respondents 

(66%) supported the Research Group’s view that amortisation of goodwill 

should be reintroduced (only 10% of respondents supported the impairment-only 

approach), but also pointed out that there are areas for improvement in the 

impairment testing. In addition, many respondents considered that, if the IASB 

reintroduced amortisation of acquired goodwill, it should require the same for 

virtually all intangible assets (including those with indefinite useful lives).  

4. Having considered the feedback received, the Research Group presented to the 

IFASS members a proposal of next steps at the March 2015 meeting. The IFASS 

members provided mixed feedback: some suggested that the future steps should 

focus on amortisation of goodwill, while others suggested considering 

                             
1 The Research Group consists of Tommaso Fabi (Director of the OIC), Marco Mattei (Project manager of the 

OIC), Filippo Poli (Research Director of the EFRAG) and Tomo Sekiguchi (Board member of the ASBJ).   

http://www.efrag.org/files/Goodwill%20Impairment%20and%20Amortisation/140725_Should_goodwill_still_not_be_amortised_Research_Group_paper.pdf
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improvement to the current requirements of impairment testing. Based on the 

feedback received, the Research Group was persuaded that it should focus 

separately on two different accounting solutions: reintroducing amortisation of 

goodwill and improving the impairment model.  

5. The main issues related to the reintroduction of the amortisation of goodwill are 

the following: 

(a) The amortisation period; and 

(b) The amortisation pattern. 

6. About the improvement of impairment model, the Research Group now focuses 

its effort on the following: 

(a) Frequency of testing, including if the annual impairment test should be 

mandatory; 

(b) Clarifying the notion and ways of identification of CGUs;  

(c) Discount rate, including the use of a pre-tax rate; 

(d) Methodology of calculation of recoverable amounts, including if the Standards 

could require only one estimate of the recoverable amount; and 

(e) Association of goodwill to relevant CGUs and reallocation at the time of 

restructuring. 

III. Update on the Research Work 

Overview 

7. Since the last IFASS meeting, the Research Group has continued to engage the 

EFRAG Technical Experts Group (TEG) to seek input on the project. The EFRAG 

TEG discussed possibility of whether, and if so, how to reintroduce amortisation of 

goodwill as well as possible improvement on impairment testing.   

8. In May 2015, the ASBJ published a research paper, Research on Amortisation of 
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Goodwill (Please see Agenda Paper 6-2 for detail) The paper summarised 

outcomes of the ASBJ’s research work through the following procedures:  

(a) A review of public disclosures regarding the current practice of goodwill 

amortisation periods under Japanese accounting standards by reviewing 

disclosures in annual reports of listed companies of which stock prices were 

referred to JPX Nikkei Index 4002; 

(b) Sending a questionnaire to major Japanese listed companies about their 

practices relating to goodwill amortisation, taking advantage of the fact that 

Japanese GAAP requires an entity to amortise acquired goodwill on a 

systematic basis, using the straight-line method or other reasonable method, 

over the period for which goodwill is expected to have an effect but no more 

than 20 years, while requiring an entity to recognise impairment losses when 

a specified threshold is met; 

(c) Performing limited review of academic literature that studied the comparison 

between the “impairment-only approach” and the “amortisation and 

impairment approach” as well as the period over which the excess earning 

power of a firm diminished; and  

(d) Discussion with financial statements users in Japan to seek their views on the 

amortisation of goodwill.    

9. The OIC also continued its work on amortisation of goodwill. In particular, the OIC 

staff carried out a review of academic literature to understand whether existing 

academic literature provides any indication about the period over which excess 

earning power would be consumed.  

10. Following paragraphs explain the work performed on goodwill amortisation and 

impairment testing in more detail.  

                             
2 JPX Nikkei Index 400 is composed of companies with high appeal for investors that meet the requirements of 

global investment standards, such as efficient use of capital and investor-focused management perspectives.  

For further information of JPX 400, please see the following link: 

http://www.tse.or.jp/english/market/topix/jpx_nikkei.html  

http://www.tse.or.jp/english/market/topix/jpx_nikkei.html
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Goodwill amortisation – Assessment of amortisation period 

11. As explained in paragraph 8 of this paper, the ASBJ performed a review of public 

disclosures regarding the current practice of goodwill amortisation periods and 

more in-depth fact-finding survey by targeting selected large entities listed on 

Tokyo Stock Exchanges. Based on the work, it was found that some companies 

interpreted that the determination of the amortisation period should only factor the 

periods over which the purchased business is expected to maintain higher future 

cash flows, while others seemed to factor time periods over which synergies 

resulting from the combination of the acquirer and acquiree are expected to be 

realised. This may be one of the areas on which we should seek to have consistent 

understanding.  

12. In addition, contrary to what some have anticipated, companies often used an 

amortisation period of 5 years. At the same time, however, responses to the 

questionnaire indicated that for larger acquisitions, many companies estimated a 

longer useful life, which would go up to 20 years. This was primarily because for 

large-scale acquisitions, companies often make an investment decision based on 

a long-term perspective.  

13. The ASBJ and OIC staff also carried out a limited review of academic literature to 

understand whether existing academic literature provides any indication about the 

period over which excess earning power would be consumed. Presuming that one 

of the main components of goodwill is the ‘excess earning power’ of companies, 

findings in this respect would be helpful when considering the accounting 

requirements relating to amortisation periods.  

14. From the academic review, the Research Group concluded that the excess earning 

power reverted, on average, in a period of 5 to 10 years, while noting some 

deviations depending on industries. Based on the findings, some shared the view 

that the method of prescribing the amortisation period would depend on whether 

general principles in accounting requirements should cover unordinary cases. If it 

was felt that exceptional cases should also be captured, establishing the provision 
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that requires amortisation of goodwill over a period not exceeding 20 years may 

be justified. If not, the periods should be shorter, while permitting longer periods in 

exceptional cases.  

15. EFRAG TEG members provided a range of views to the Research Group. Many 

EFRAG TEG members considered that it was difficult to identify a conceptual 

approach to determine the amortisation period. Others considered that the 

amortisation period should be linked to the period over which the economic 

benefits of goodwill (as an asset) were consumed. There was not necessarily 

much support for many of the proposed indicators, except for the nature of the 

industry. 

Goodwill amortisation – Pattern of amortisation 

16. In relation to the pattern of goodwill amortisation, the Research Group continued 

to consider whether the pattern of amortisation could be other than the straight-

line method (for example, a diminishing or increasing balance method) and if the 

choice would be an accounting policy or an accounting estimate. In doing so, the 

Research Group considered any kind of evidence or arguments that could 

sufficiently support a pattern other than straight-line.  

17. Some argue that amortisation of goodwill leads to a loss of information for users 

because it affects recognition of impairment losses that are relevant to understand 

the management’s results in pursuing a growth strategy based on external 

acquisitions. As shown in the paper for the last IFASS meeting, an annuity 

depreciation where the amortisation charge increases over the amortisation period 

– see table below - may mitigate this risk of loss of information.  
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18. EFRAG TEG members expressed some interest in the increasing balance 

amortisation approach described above, but some members were concerned that 

the added complexity may overcome any increase in relevance. The Research 

Group agrees that proposing an increasing amortisation approach may have 

drawbacks in terms of complexity and how to determine the rate for the annuity. 

Hence, the Research Group is considering investigating simplified amortisation 

models within the boundaries of the increasing amortisation approach.  

Goodwill amortisation – Next Research Activities 

19. Although the Research Group has progressed its work to a substantial extent, 

some have continued to pose questions as to the amortisation period and pattern, 

if the amortisation and impairment approach were to be reintroduced. This has 

convinced the Research Group that there is a need to collect more evidence on 

how to determine an amortisation period and a pattern of amortisation. The 

Research Group is considering an idea to develop a global survey for preparers, 

possibly involving both IASB and FASB who are currently working on goodwill and 

amortisation project. To be effective the survey needs to be short and straight-

forward. 
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20. A draft of the questionnaire has been included in this paper as an appendix. 

Comments from the IFASS members would be very much appreciated. 

Improvement to Impairment Testing 

21. The Research Group has also discussed a number of aspects around the 

impairment test and sought input on possible amendments to the requirements. 

Topics addressed included the frequency of the impairment testing and 

identification of CGU and allocation of goodwill.  

22. EFRAG TEG had also some discussions on the objective of the impairment test. 

The test in IAS 36 is aimed at comparing the carrying amount of the goodwill at 

reporting date with the amount recoverable in future, in a forward looking 

perspective. Some members thought that an alternative perspective could be 

explored, where the test would also consider the actual performance of the 

acquisition with the original expectations. 

23. Mixed views were expressed in relation to the frequency of impairment test, with 

some members noting that a test should not be required when the probability of an 

impairment was remote. Others were less persuaded that the annual test should 

be removed, and thought that the test was a useful management tool to monitor 

the performance of the acquisition. 

24. There was little support for changes to the identification of CGU and the process 

of allocating goodwill, and reallocating in a restructuring.   

25. In September 2015 (after the finalisation of the present paper), EFRAG TEG 

discussed the methods to assess the recoverable amount of goodwill, as well as 

what should be included in the expected cash flows and assessment and 

reassessment of discount rates. 

Discussion Points 

1. Do you have any questions or comments on the update of the Research Group’s 
activities? 

2. Do you have any comments on the draft questionnaire on goodwill amortisation? 
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APPENDIX – DRAFT QUESTIONNAIRE ON GOODWILL AMORTISATION 

QUESTIONS  
 

Q1. What is your industry? 

 

 
Q2. What is your jurisdiction? 

 

 
Q3. Please indicate your name and contact details (if possible) 

 

 
Q4. How many significant acquisitions did your Group perform in the last 5 years? (check 

the relevant box)   

 Check 
1 to 5 X 

5 to 10 X 

More than 10 X 

 
Unless questions are of general nature, please answer to the following questions for your five 
largest business combinations in the last 5 years.  
 

Q5. Please indicate the form of the consideration transferred in the business 

combinations for the five largest business combinations in the last 5 years. 

  Check 

Cash  X 

Shares  X 

Both  X 

Other   

Do you think that nature of goodwill differ depending on types of consideration? 

  
Primary assets of business combinations 

Q6. In the five largest business combination, did you identify a specific asset or resource, 

or group of assets, that is the main reason (or target) for the acquisition (such as: 

license, patent, trademark, proprietary technology)?   

 Check 
Yes, always X 

Yes, usually X 
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Only occasionally X 

No X 

 
If yes, please provide details of the type of asset. Also, do you believe that the degree of 
rate of return from a business combination primarily depend on the specific asset or 
resource, or group of assets? 
 

 

Synergies 

Q7. In your five largest business combinations, did you expect synergies between the 

acquired business and your Group?    

 Check  
Yes X  

No X  

 
If yes, please describe the type of synergy: 
 

 
Q8. If you replied Yes to question 7, how many years did you expect that the synergy 

would last for your five largest business combinations in the last 5 years?    

1-5 years 

6-10 years 

11-15 years 

16-20 years 

More than 20 years 

 
Q9. If you replied Yes to question 7, how long on average did it take to integrate the 

business and start realising the synergies? and what factors influenced the lead time 

to realise the synergies?  

 Check 
Before 12 months from the acquisition X 

After 1 year X 

After 2 years X 

After 3 years X 

Longer period/ Does not know X 

    
Please indicate factors that influenced the lead time:  
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Q10. Did the impact of synergies usually grow over time?   

 Check 
Yes, regularly X 

Yes, irregularly X 

No/ Does not know X 

 

Effects of the rate of return 

Q11. To determine the expected return of the acquisition, did you assess that the 

acquisition would produce incremental profits for a limited period of time or 

unlimitedly? 

 Check 
Limited X 

Unlimited X 

 
If limited, please indicate the number of years: 

 

 
Q12. Did you make this information available to the market, or would you be willing to do 

it?    

 Check 
Yes, always X 

Yes, often X 

Yes, sometimes X 

Yes, rarely X 

No X 

 

Payback periods 

Q13. Did you determine a payback period for the acquisition – that is, the period over 

which you expected to recover the initial investment 

 Check 
Yes, always X 

Yes, often X 

Yes, sometimes X 

Yes, rarely X 

No X 
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Q14. Did you make this information available to the market, or would you be willing to do 

it?    

 Check 
Yes, always X 

Yes, often X 

Yes, sometimes X 

Yes, rarely X 

No X 

 




