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Abstract  

This paper presents a selected review of contemporary issues surrounding an impairment-only approach to 

accounting for acquired goodwill and addresses the question of whether an impairment-only approach has 

resulted in an improvement in an accounting for goodwill. The review is structured around three main themes: 

concerned raised by stakeholders regarding an impairment-only approach, causes of the debates on goodwill 

impairment, and proposed solutions offered by stakeholders. The contribution of this paper to the debate on an 

impairment-only approach to acquired goodwill is to demonstrate that even though an impairment-only approach 

has posed implementation, auditing and enforcement challenges, it has also encouraged standard-setters, 

regulators and firms worldwide to make concerted efforts in bringing in more clarity to the valuation of goodwill 

and its impairment test. The review ends by offering practical ways forward on an accounting for acquired 

goodwill. 
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1. Introduction   

In September 2008, Lehman Brothers Holding Inc., the fourth largest investment holding in the United States of 

America (US) collapsed, which pushed the then global financial crisis into a much deeper state (Glaum and 

Wyrwa, 2009; Jenkins, 2017). Many countries that were based on export-dependent economy were affected by 

the financial crisis. For example, Malaysia experienced the full impact of the financial crisis in the first quarter 

of 2009 (Central Bank of Malaysia, 2009). The collapsed of many large corporations during the global financial 

crisis triggered uncertainty about the value of assets available in the surviving firms (Gunn, 2017), especially 

when there are large differences between the book values and the market values of the assets. Consequently, a 

number of firms were questioned for not reducing the values of their assets, in particular, goodwill through its 

impairment losses (Laux and Leuz, 2010; Ramanna and Watts, 2012), or they were examined for taking 

excessive impairment losses of goodwill (Giner and Pardo, 2014). Hence, the global financial crisis has drawn 

renewal attention to the debate on goodwill and its impairment test (Glaum and Wyrwa, 2009; ESMA, 2013; 

ASBJ et al., 2014; Andre et al., 2016). 

Regulatory bodies, such as the Securities and Exchange Commission in the US and the Financial Reporting 

Council in the United Kingdom (UK), increased their scrutinisation of firms’ financial statements to see whether 

goodwill reported on the balance sheet is impaired (FRC, 2008; Sussholz, 2009). Likewise, the International 

Accounting Standards Board (IASB) conducted a Post-implementation Review of IFRS 3 Business 

Combinations in 2013 and added two projects concerning goodwill in their research agenda in 2015 (IASplus, 

Undated; IFRS Foundation, 2015; Johansson et al., 2016). Consequently, almost a decade after the global 

financial crisis, the debate and regulatory focus on goodwill and its impairment continue (Andre et al., 2016; 

Deller, 2017). In an effort to inform readers of the debate on goodwill and its impairment, this paper has two 

main objectives. First, the paper reviews contemporary issues surrounding an impairment-only approach to 

accounting for acquired goodwill. These issues cover the late recognition of an impairment loss of goodwill, 

which then cause goodwill to be overstated on the financial statements. Second, the paper addresses the question 

of whether an impairment-only approach has resulted in an improvement in an accounting for acquired goodwill.  
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2. Research Method  

This paper reviewed studies on an impairment-only approach to accounting for acquired goodwill published in 

the 2004-2018 period. 2004 represents the year when an impairment-only approach was first issued by the IASB 

under the new International Financial Reporting Standard (IFRS) 3 Business Combinations and the revised 

International Accounting Standard (IAS) 36 Impairment of Assets. These studies were identified through Google 

Scholar and selected journals using the following keywords: goodwill, impairment, IFRS 3, IAS 36, and 

amortization/amortisation. To ensure that the review presents an unbiased picture of the topic, this paper focuses 

on both the academic and practitioner journals. For the practitioner journals, there were 11 studies reviewed, 

mainly from audit firms and standard-setters. 

For the academic journals, to select the highly relevant studies, following d’Arcy and Tarca (2018), the present 

study focuses on three journal rankings that are recognised at international levels, specifically, the United 

Kingdom (UK) Association of Business School Academic Journal Guide, the Australian Business Dean Council 

(ABDC) ranking and the German VHB-JOURQUAL 3 ranking by the German Academic Association for 

Business School. For the last two ranking, this paper selected journals that are ranked at least C. From these 

selection procedures, 20 empirical studies were selected of which 19 studies were published in accounting 

journals while one study was published in a business journal. The majority of the accounting journals were from 

journals that are ranked A* (3 studies), A (6 studies) and B (6 studies) by the ABDC ranking. This suggests that 

the contemporary issue of an impairment-only approach to acquired goodwill is an important topic that motivates 

high-quality academic research. 

Overall, this paper reviewed 31 studies of which 20 were from academic journals and eleven were from 

practitioner journals. The review of an impairment-only approach to accounting for acquired goodwill is 

structured around three main themes. These are: concerned raised by stakeholders regarding an impairment-only 

approach, causes of the debates, and proposed solutions offered by stakeholders. The review also offers practical 

ways forward on an accounting for acquired goodwill. 

3. Findings and Discussion 

3.1 Concerns Raised by Stakeholders Regarding an Impairment-Only Approach 

From the review of literature, two interrelated issues seem to dominate the discussion on an impairment-only 

approach to acquired goodwill. First, the impairment losses of goodwill have not been recognised in a timely 

manner (Hoogervorst, 2012, Ramanna and Watts, 2012; Ji, 2013; ASBJ et al., 2014; IFRS Foundation, 2014; 

KPMG, 2014; Filip et al., 2015). Second, absence the amortisation of goodwill, the late recognition of the 

impairment losses temporarily overstates goodwill presented on the financial statements (EFRAG, 2016; Li and 

Sloan, 2017). From the standard-setter point of views, concerns on the late recognition of goodwill impairment 

losses were highlighted by the Chairman of the IASB, Mr. Hans Hoogervorst who commented that the 

recognition of goodwill impairment losses often lagged behind share performance (Hoogervorst, 2012). 

Consequently, decisions made by the IASB in conducting a Post-implementation Review of IFRS 3 in 2013 and 

in adding two issues on goodwill (i.e., effectiveness and complexity of testing goodwill for impairment, and 

subsequent accounting for goodwill) as their higher-priority research project in February 2015 (IFRS Foundation, 

2015; Schatt, 2016: 2) represent initiatives to address the issue. 

Regulatory bodies, audit firms and reporting advisory groups in various countries also seem to echo similar 

concerns on goodwill impairment losses that were recognised quite late (ESMA, 2013; ASBJ et al., 2014; FRC, 

2014; KPMG, 2014; EFRAG, 2016). For example, the European Securities and Markets Authority (ESMA) 

examined accounting and disclosures practices related to impairment tests of goodwill among 235 largest 

European listed firms that have significant goodwill in their financial statements for 2011 (ESMA, 2013). Their 

findings showed a relatively limited amount of goodwill impairment losses reported by these firms despite the 

financial crisis that occurred in 2008/2009. These findings led ESMA (2013) to question whether firms’ 

recognition of goodwill impairment losses reflect the significant declined in their market capitalisation and the 

worsened economic conditions faced by these firms. Similarly, in 2012 members of the Accounting Standards 

Board of Japan (ASBJ), the European Financial Reporting Advisory Group (EFRAG) and the Italian 

standard-setter (the Organismo Italiano di Contabilita - OIC) set up a research group to undertake a survey on an 

impairment-only approach (ASBJ et al., 2014). They reported that many respondents questioned whether 

impairment losses of goodwill were recognised on a timely basis (ASBJ et al., 2014).    

Prompted by the Post-implementation Review of IFRS 3, KPMG International Standards Group undertook 

interviews with stakeholders in various regions worldwide (KPMG, 2014). Their findings showed that most 

respondents agreed that goodwill impairment charges lagged behind actual impairment losses (KPMG, 2014).  
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In addition, EFRAG (2016) examined accounting practices related to goodwill among 328 European listed firms 

from 2005-2014. They found inconclusive evidence to support the effectiveness of an impairment model in 

generating reliable outcomes (EFRAG, 2016). 

From an academic perspective, a number of studies have been carried out to identify the likelihood that firms 

delayed recognising goodwill impairment losses (e.g., Ramanna and Watts, 2012; Filip et al., 2015; Andre et al., 

2016; Li and Sloan, 2017). For example, Ramanna and Watts (2012) examined non-impairment of goodwill 

among 124 US listed firms from 2003-2006 that have market indications that their goodwill may be impaired. 

Their investigation revealed that 69% of the US listed firms they examined do not report goodwill impairment 

losses. Instead of focusing on a specific country, Andre et al. (2016) compared the frequency and magnitude of 

goodwill impairment losses reported by European listed firms with that of the US listed firms. Using 35,063 

observations, their findings revealed that during the financial crisis, the European listed firms reported 

significantly smaller proportion of goodwill impairment losses relative to goodwill balance (6% in 2008 and 7% 

in 2009) than those of the US listed firms (63% in 2008 and 40% in 2009). Incidences of firms not taking 

goodwill write-offs are also found in South East Asian countries, such as Malaysia and Singapore (e.g., Abdul 

Majid, 2015 and 2017). For example, Abdul Majid (2015) documented a large frequency of listed firms in 

Malaysia reported zero goodwill impairment in 2008 to 2010 (76% in 2008, 81% in 2009 and 77% in 2010) 

despite the country experiencing the full impact of the financial crisis in the first quarter of 2009. 

3.2 Causes of the Debates 

Shortcomings in the application of an impairment model often are identified as a primary cause for the late 

recognition of goodwill impairment losses (Cairns, 2015; Johansson et al., 2016). Many argued that an 

impairment model fails to separate out the subsequent internally generated goodwill, which may cause firms not 

to recognise their goodwill impairment losses on a timely basis (IASB, 2006; KPMG, 2014; Cairns, 2015; 

Johansson et al., 2016; IFRS Foundation, 2017a). Moreover, with an abolition of an amortisation of goodwill, an 

impairment model lacks rigorousness (IASB, 2006a; IASB, 2006b). As a result, an impairment model has been 

criticised for failing to effectively capture goodwill impairment losses in an appropriate amount or at an 

appropriate time, also known as “too little, too late” issue (ASBJ et al., 2014; ASBJ, 2017; EFRAG, 2017; IFRS 

Foundation 2017b). 

Another shortcoming in the application of an impairment model, as argued by prior studies, is managerial 

discretions associated with the impairment testing of goodwill (Ramanna, 2008; Chambers and Finger, 2011; 

Ramanna and Watts, 2012; Hartwig, 2015). Managerial discretions that are frequently discussed in the literature 

include identification of cash-generating units to which goodwill is allocated (Ernst and Young, 2007; 

AbuGhazaleh et al. , 2011; Abdul Majid, 2013), estimations of fair value of the reporting units containing 

goodwill (Ramanna, 2008; Chambers and Finger, 2011; Ramanna and Watts, 2012; Li and Sloan, 2017) and 

determination of discount rates in the estimation of value in use (AbuGhazaleh et al., 2011; ASBJ et al. 2014; 

IFRS Foundation, 2015). ASBJ et al. (2014) explain that even though auditors may challenge the estimations and 

judgements made by management, they find it hard to refute these discretions decisively. Li and Sloan (2017) 

illustrate that challenges in verifying fair value estimates contribute to the relatively more inflated goodwill 

balances and less timely recognition of goodwill impairment losses of the 19,290 observations of US listed firms 

they examined during the impairment-only regime. 

3.3 Proposed Solutions Offered by Stakeholders 

Various solutions have been proposed to address the shortcomings in the application of an impairment model. 

Two main models that are commonly discussed are the amortisation of goodwill that had been abolished by the 

IASB, and the existing impairment-only approach. The amortisation of goodwill model required firms to reduce 

the amount of goodwill systematically on an annual basis over the useful life of the goodwill. Hence, 

management has to estimate the useful life of the goodwill. On the other hand, the existing impairment model 

requires firms to perform an annual impairment review of goodwill by comparing the recoverable amount of 

cash-generating unit(s) (CGU) containing goodwill with the carrying amount of the unit. If the recoverable 

amount is lower than the carrying amount, firms are required to reduce the amount of goodwill through an 

impairment loss. Hence, under the impairment model, firms are not required to reduce their goodwill balance 

systematically on an annual basis. In addition, the impairment model necessitates management to exercise 

judgement in estimating the recoverable amount of the CGU(s). 

Advocates of an amortisation-based model call for a reintroduction of an amortisation of goodwill, arguing that 

the periodic amortisation enables consumption of acquired goodwill to be recognised in profit or loss rather than 

being shielded by internally generated goodwill under the impairment model (ASBJ et al. 2014; KPMG, 2014).  
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Moreover, an amortisation-based model requires less judgements and estimations than an impairment model, 

which may enhance the level of reliability and verifiability in accounting treatments for goodwill (ASBJ et al. 

2014; KPMG, 2014). 

Proponents of an impairment-only approach maintain that although an impairment model has its limitations, in 

general, it generates more relevant information to the capital market than an amortisation-based model (KPMG, 

2014). In addition, they emphasise that compared to an amortisation-based model, an impairment model provides 

information that is helpful to users in assessing management’s stewardship of the firms’ assets and the 

performance of an investment (FRC, 2014; KPMG, 2014). FRC (2014) conducted an outreach meeting of the 

Post-implementation Review of IFRS 3 that was attended by 40 respondents. They reported that although there 

were mixed views on the usefulness of information generated from an impairment-only model, the majority of 

the respondents regarded the impairment-only model to be an appropriate approach (FRC, 2014).  

Apart from amortisation vs. impairment debates, there are also those who suggested for a hybrid model that 

includes periodic amortisation and an indicator-based impairment testing of goodwill, or those who argued that 

goodwill should be written off immediately (KPMG, 2014; Boyle et al., 2015). Looking back in history of an 

accounting for goodwill, one would realise that these proposed solutions are not novel as they had been 

stipulated by former accounting standards on goodwill and had been practiced by many firms prior to the 

implementation of IFRS 3 (Johansson et al., 2016).  

Despite the shortcomings in the application of an impairment model, what is interesting from reviewing the 

empirical studies on an impairment-only approach is that with the implementation of an impairment-only 

approach, listed firms worldwide have improved their disclosure on goodwill and its impairment test over time. 

For example, in Malaysia, Carlin et al. (2009) reported a 56% compliance with the disclosure requirements 

related to an impairment test of goodwill in 2006, the initial year of the IFRS 3 implementation. Two years 

afterward, Abdullah et al. (2015) reported that the level of compliance with the disclosure requirements of MFRS 

3 (IFRS 3) and MFRS 136 (IAS 36 Impairment of Assets) in Malaysia increased to more than 70% (mean 77% 

for MFRS 3 and mean 72% for MFRS 136) for 121 listed firms they examined for the financial year ended 31 

December 2008. 

The improvement in firms’ disclosures of goodwill and its impairment test is also evidenced in other countries. 

For example, an investigation of goodwill disclosure practices among 287 Australian listed firms from 

2005-2010 by Guthrie and Pang (2013) showed that the level of compliance with the disclosure requirements to 

allocate goodwill to cash-generating units increased from 61% in 2005 to 80% in 2010. Likewise, the 

examination of the disclosure requirements of paragraph 134 of IAS 36 among 472 Dutch and Swedish listed 

firms for 2005 and 2008 by Hartwig (2015) showed an improvement in the compliance levels over time from an 

average of 52.7% in 2005 to 61.9% in 2008.   

Even though, prior studies reported that full compliance with the disclosure requirements of goodwill and its 

impairment test is not yet achievable (Glaum et al., 2013; Abdullah et al., 2015) and these disclosures lack 

entity-specific (FRC, 2008; ESMA, 2013; KPMG, 2014), users of annual reports and especially analysts and 

bank officers express high demand for the disclosure of critical accounting estimates and impairment tests of 

goodwill (Johansen and Plenaborg, 2013; KPMG, 2014). KPMG (2014) elaborated that some analysts seek 

disclosures of goodwill impairment test to aid them in their valuation model. In addition, Baboukardos and 

Rimmel (2014) analysis of 76 Greek listed firms found goodwill to be value relevant, especially for firms with 

high level of disclosure of IFRS 3 and IAS 36.  

4. Conclusion and Suggestions for Future Research Opportunities 

This paper presents a selected review of contemporary issues surrounding an impairment-only approach to 

accounting for acquired goodwill and addresses the question of whether an impairment-only approach has 

resulted in an improvement in an accounting for goodwill. The selected review demonstrates that even though an 

impairment-only approach has posed implementation, auditing and enforcement challenges, it has also 

encouraged standard-setters, regulators and firms worldwide to make concerted efforts in bringing in more 

clarity to the valuation of goodwill and its impairment test.  

This paper has three specific recommendations for future research. First, research results have highlighted the 

shortcoming in the application of an impairment model. Few studies have attempted to address this shortcoming 

by seeking to understand how firms implement impairment test through survey questionnaires (e.g., Petersen and 

Plenborg, 2010; Mazzi et al., 2016). To provide greater insight into this shortcoming in order to offer relevant 

and practical solutions, it is recommended for future works to focus on conducting interviews with key personnel 

in-charged with the impairment test. 
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Second, the review of the empirical studies has demonstrated that improvements have been made in an 

accounting for goodwill and its impairment test through firms’ disclosures (Guthrie and Pang, 2013; Hartwig, 

2015) though these improvements, at present, are below our expectation. Thus, there is a need for more research 

on firms’ disclosures focusing on how firms conduct their impairment review and how firms disclose the 

judgement involved in the impairment tests, so as to identify best practices, which then could be mimicked by 

other firms.   

Third, d’Arcy and Tarca (2018), in their review of research on IFRS goodwill accounting, highlight the need for 

researchers to explore new data source. In this paper, it is suggested that one possible source that worth the 

investigation is the Key Audit Matters in the independent auditor’s report. Analysing issues related to goodwill 

impairment highlighted by independent auditors in the Key Audit Matters help provide insight on how auditors 

addressed the issue, which could generate inputs to further improve the disclosure requirements on goodwill 

impairment. 

In sum, this paper suggests that in the case of an impairment-only approach to accounting for acquired goodwill, 

the way forward is for standard-setters, regulators, researchers and various stakeholders to focus more on 

improving the impairment model and for firms to further enhance the quality of existing disclosure of goodwill 

impairment and its test. 
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