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Abstract
Objective: This paper aims to perform a comparative analysis of different ways to reduce the carrying 
amount of goodwill in light of the IASB’s Discussion Paper/2020/1.
Method: This research is a theoretical essay that highlights the view of the literature and accounting 
standards on the subject. 
Results and contributions: Based on the stakeholders’ claims towards the IASB, the impairment test, 
the current goodwill reduction method, has several limitations, such as high cost, late recognition, and 
shielding effect. The reflection presented here proposes that the permanence of this test as the only form of 
subsequent goodwill accounting implies a reduction in the quality of accounting information. Therefore, 
other reduction forms are recommended to represent the figures in the financial statements more faithfully. 
Thus, given the current opportunity provided by the IASB to discuss the subject, this paper’s relevance lies 
in timely addressing the discussion alluding to Discussion Paper/2020/1 of what are the potential and most 
appropriate ways to reduce the carrying amount of goodwill in order to represent the equity of companies 
in a more relevant and reliable manner.
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1. Introduction

Accounting information is one of the most relevant inputs for organizational decision-making. 
Foster (2003) relates it to a lower cost of capital, while other authors highlight its importance in the 
organizational field and the economy as a whole. For example, Bushman et al. (2001) associate it with the 
effective allocation and use of resources in an economy when it is used to regulate concentrated sectors, 
fiscal and tax policies, and identify investment opportunities, among others.

The International Accounting Standards Board (IASB) is the international organization responsible 
for developing high-quality global accounting standards. Thus, it issues the International Financial 
Reporting Standards (IFRS), which are currently adopted in 166 jurisdictions (IASB, 2020). Its international 
relevance is apparent and given its mission to develop standards that confer transparency, accountability, 
and efficiency to financial markets, a higher quality of accounting information is expected.

The accounting treatment of assets is an object of study and constant development. Although 
many assets in the measurement process are subjective, the case of goodwill is a “controversial matter in 
accounting because of its vague nature and difficulty in arriving at a value that is verifiable” (Glautier and 
Underdown, 2001, as cited in Martins, 2010, p. 167). This difficulty extends to its forms of value reduction 
(or subsequent accounting) and originates in in-depth discussions concerning its nature.

One of the topics currently discussed concerning goodwill is how the reduction of its book value is 
configured. Although an indefinite useful life is attributed to it, this does not mean that it is infinite, but 
rather that there is no predictable limit to the period during which the asset should generate economic 
benefits for a company. 

Currently, IASB determines that the value of goodwill is reduced through an impairment test. 
Under the previous standard, amortization was required over a maximum period of 20 years. Throughout 
history, the accounting rules related to it have changed several times (Guillaume et al., 2014). According 
to a historical survey (Hughes, 1982; Garcia, 2007), the pre-regulatory period was a turning point in the 
subject, with many researchers in favor of its instant write-off. However, as standards were issued in the 
early 20th century, the current treatment (recognition as an asset, with reduction based on impairment 
test), though controversial (Hayn & Hughes, 2006; Li & Sloan, 2017), remains predominant in the literature 
(Chalmers et al., 2011; Hirschey & Richardson, 2002). Thus, the ways of reducing the value of goodwill is 
a matter still disputed in Accounting Theory.

Due to a lack of consensus, in addition to the dimension and importance this component – goodwill 
– has assumed in the global economy, IASB performed a post-implementation review (PIR) of IFRS 3 
– Business Combinations, so that stakeholders could express their opinions on the current reduction 
in accounting goodwill, among other matters. As a result, Discussion Paper/2020/1 was published, and 
suggestions provided through comment letters may support the IASB’s decision on a possible change in the 
current standard. If the decision is to implement changes (or even in the case of new standards), IASB will 
publish an Exposure Draft in advance to get feedback from professionals and people working in the field.
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Because IASB opened the opportunity to discuss and challenge the current subsequent accounting 
of goodwill, this study’s objective is to answer the following question: what are the alternatives to reducing 
the value of goodwill?

In this context, this study’s general objective is to compare the possibilities for subsequent accounting 
for goodwill. The specific objectives include (1) presenting the changes proposed in the IASB’s Discussion 
Paper (DP/2020/1) on IFRS 3 – Business Combination; (2) analyzing the current subsequent accounting 
for goodwill (impairment test); and (3) analyzing alternatives for the subsequent accounting for goodwill. 
Therefore, this is a theoretical essay presenting the main controversial points in the literature of Accounting 
Theory about the possibilities of reducing the value of accounting goodwill.

This study shows that the preliminary positioning of the IASB contained in the Discussion Paper 
1/2020 (i.e., remaining with the impairment test) does not eradicate the inconsistencies listed in the 
standard’s post-implementation review contested by stakeholders regarding the subsequent accounting of 
goodwill. Thus, it presents a new theoretical approach to goodwill, whose value reduction (i.e., proportional 
write-off) may represent a potential future replacement for the impairment test, as it is consistent with 
the nature of goodwill introduced in this approach, configured as a state of potential wealth, rather than 
an asset (Lustosa, 2017).

Considering the discussion fostered by the IASB and the imminent change in IFRS 3 (Business 
Combinations), this study’s relevance lies in its timeliness and innovation since it is expected to 
promote a greater understanding of the reduction in the goodwill’s book value and, therefore, assist in a 
controversial subject, the consequences of which may vary, e.g., from the reasons for sending suggestions 
(comment letters), in case IASB launches the Exposure Draft, to changes in the course of research and the 
standardization of this controversial subject, to contribute to the quality of accounting information and 
enrichment of Accounting Theory.

The remainder of this paper is organized as follows: chapter 2 presents the theoretical framework, 
such as the history of goodwill and its potential subsequent accounting strategies; chapter 3 addresses the 
IASB’s preliminary positioning presented in Discussion Paper/1/2020; chapter 4 presents a reflection upon 
the subsequent accounting for goodwill; and finally, chapter 5 concerns the final considerations.

2. Theoretical Framework

2.1 Goodwill history

Business combinations (detailed as mergers and acquisitions in IFRS) play a relevant role in the 
global economy. In its DP/2020/1, IASB presents data that support the impact and relevance of goodwill 
accounting. In 2019, business combinations totaling more than $4 trillion were announced. Furthermore, 
goodwill reached $8 trillion for all listed companies worldwide, representing about 18% of their net worth 
and 3% of their total assets.

The accounting treatment of equity items is an object of study and constant development. The 
difficulty and subjectivity in measuring goodwill extend to how its value is reduced and originates from 
in-depth discussions addressing its nature.
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The discussion about the nature of goodwill is old. Falk and Gordon (1977) highlighted that, 
although much has been written on the subject, there are still uncertainties and disagreements. Johnson 
and Petrone already questioned the subject in 1998, noting that some believed in its recognition as an 
asset while others disagreed. Hopkins and Ma (1988) referred to goodwill as an example of an accounting 
puzzle. They highlighted that its nature continues to be misunderstood, which generates inconsistency 
in the measurement and disclosure of this accounting component. Davis (1992) suggests that goodwill is 
probably the most intangible of intangibles.

Jahmani et al. (2010) alert for the possibility of earnings management when using estimates and 
managerial judgments of fair value, cash flow, and discount rates, estimates used in the impairment test. 
Other authors reinforced the idea that the impairment test can open the door to the manipulation of results 
(Massoud and Raiborn, 2003; Sevin and Schroeder, 2005; Jordan and Clark, 2004; Han and Tang, 2020; 
Masters-Stout et al., 2008; and Hamberg et al., 2011).

2.2 Goodwill subsequent accounting

The reduction in the carrying amount of goodwill is directly linked to its predecessor recognition 
and measurement processes. When goodwill is recognized as an asset, it may have its value reduced 
through a linear and periodic write-off (amortization), or an occasional write-off for the recoverable value, 
the need for which is identified through an impairment test. It can also maintain its initial value recorded 
in the asset without subsequent changes (in this case, there is no reduction in the accounted value).

If goodwill is not recognized as an asset, its subsequent treatment can occur either by instant write-
off (full write-off of its value) or by periodical write-off (sporadic write-down of its value). The conversion 
rate (i.e., reduction) is something to be studied in greater depth in the literature, but its starting point is the 
theory developed by Lustosa (2017) and Oliveira and Lustosa (2022). This section will present discussions 
on potential subsequent accounting alternatives of this equity instrument, as shown in Table 1. 

Table 1 
Alternatives to reduce the book value of intangible assets

Recognition as an asset Non-recognition as an asset

With amortization No amortization Instant write-off Regular write-off

Defined 
useful life

Without 
defined 

useful life

Initial 
measurement 

unchanged 

Subject to an 
impairment 

test

Reserves 
(equity)

Results 
(expense)

As goodwill is converted 
into real wealth

Source: adapted from Carvalho et al. (2010).
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2.2.1 Impairment test (IFRS 03)

The impairment test consists of assessing the inequality between the accounted and actual cash-
generating power to verify potential loss due to the devaluation of the asset.

The recoverable amount is defined as the higher value between the fair value and the value in use. 
Thus, based on estimates of future cash flows, the impairment test compares the accounting amount with 
the recoverable amount of cash-generating units (CGU). The entity shall recognize the difference as an 
impairment loss when the recoverable amount is lower than the carrying amount. Its purpose is to ensure 
that a company’s assets are accounted for at values no higher than recoverable ones (IASB, 2013).

Currently, according to the international standard that provides for the impairment test is IAS 36 – 
Impairment of Assets (IASB, 2013), together with IFRS 3 (Business Combinations), companies with goodwill are 
required to test their cash-generating units for impairment at least annually, even if there is no indication of loss.

As goodwill does not independently generate cash flows, but rather through the synergy of its 
components that are not individually identified and these with other assets, it is tested for impairment 
losses within the cash-generating units to which their generated economic benefits flow. Thus, the 
impairment test assesses whether the combined recoverable value of the assets of these cash-generating 
units, including goodwill, is greater than the recorded carrying amount.

If the recoverable amount of a cash-generating unit (which goodwill comprises) exceeds its carrying 
amount, no adjustment is made, and no loss is recognized. However, if the recoverable amount is lower than 
the carrying amount, the CGU is adjusted, reducing the recoverable amount, and the company recognizes 
the impairment loss. Hence, it is clear that goodwill is not directly tested, which may have consequences.

Because the impairment test verifies the recoverability of the combined book value of assets within 
cash-generating units - instead of testing the recoverability of directly acquired goodwill -, the so-called 
shielding may occur, the effect of which incurs the risk of overstating the carrying amount of goodwill.
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Shielding occurs when the acquirer’s margin (headroom) protects goodwill against impairment 
loss. In more detail, when the impairment test is carried out jointly (acquired business included in the 
acquirer’s business), the margin produced by the acquirer’s business can shield the impairment loss that 
would exist if goodwill (and its integral components, whose synergy generates economic benefits) was 
tested separately, as shown in Figure 1:

+
Goodwill

Other
assets

Accounting
value

Accounting
value

Accounting
value>

recoverable
value

recoverable
value

recoverable
value

Impairment 
loss

<

Headroom

Goodwill

Other
assets

>

Combined businessesAcquired business Acquirer’s business

Figure 1. Demonstration of the shielding effect
Source: adapted from IASB (2020).

An acquisition could therefore underperform management’s expectations, but the company would 
not recognize any impairment of acquired goodwill if it had enough headroom to absorb a decrease in value.

Another point noted in the impairment test listed by DP/2020/1 is that impairment losses are 
sometimes recognized too late, long after the events that caused these losses, both due to the shielding 
mentioned above and when the future cash flow estimates are very optimistic. The last aspect refers to the 
fact that the estimates of both the value in use and the fair value minus disposal costs will always be subject 
to measurement uncertainty. Therefore, managers may be incentivized to make optimistic assumptions 
and judgments to be financially benefited.

Failure to recognize an impairment loss when an acquisition does not meet its objectives (i.e., if it does 
not meet the initial expectations of generating future benefits) may induce investors to be more confident in the 
acquisition than they should. Thus, DP/2020/1 presented the view of some stakeholders that the impairment 
test is ineffective in holding management accountable for the goodwill recognized on acquisitions. They argue 
that constant amortization through expenses would represent a more effective accounting and management 
accountability, as the company would need to generate profits to recoup this expense.

Another critical issue to be highlighted is that impairment losses are recognized infrequently, despite 
evidence that a significant percentage of acquisitions fail (IASB, 2020). Consequently, there are arguments 
that the book value of goodwill does not faithfully represent the future benefits expected from the acquisition.

Massoud and Raiborn (2003) believe that the impairment test allows management to make 
judgments, as companies can choose when to recognize impairment losses in a manner consistent with 
their operating results. Thus, given its potential for manipulation, the authors believe that reducing the 
value of goodwill was a “declaration of commitment in which the costs outweigh the benefits.”
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Some studies associate the impairment test with the quality of accounting information. For 
example, regarding the Brazilian context, Silva et al. (2017) stated that it is possible that the test is used 
opportunistically or even not used when it should, decreasing the quality of information presented in 
financial reports. Furthermore, Chang and Yen (2015) found that given its subjective judgment, the 
impairment test gives an earnings management opportunity – particularly, big bath accounting and 
income smoothing on earnings.

On the other hand, those who advocate that impairment testing is the most appropriate way to 
reduce the carrying amount of goodwill claim that this model provides more helpful information than 
amortization, considering the arbitrariness in determining the useful life of goodwill (IASB, 2020).

Many stakeholders consider the information provided by the impairment test helpful, even though 
it mainly provides confirmatory value. That is, even if the impairment loss often delays market assessments 
of the performance of an acquisition, recognizing such losses confirms the assessments made by investors 
before the occurrence. Moreover, in some cases, the impairment test may even reveal impairment losses 
that investors had not previously identified (IASB, 2020).

2.2.2 Alternative subsequent accounting 

As noted in Table 1, the impairment test is just one way to reduce the book value of goodwill. The 
first choice that drives subsequent accounting is whether to recognize goodwill as an asset.

This discussion has not yet been appeased in accounting. Even though the recognition of goodwill 
as an asset is the predominant understanding in Accounting Theory, even adopted by regulatory bodies 
(e.g., IASB and FASB), many researchers claim the opposite; there are even some empirical studies on the 
subject (Lustosa, 2017; Canning, 1929, as cited in Bloom, 2013; Tearney, 1973; Johnson and Petrone, 1998).

Amortization is the most commonly accepted option for reducing the carrying amount of goodwill, 
other than the impairment test. It was the form adopted by the international standard before IFRS 3 
– Business Combinations (IAS 22 – Business Combinations), which required companies to amortize 
goodwill over its useful life – in theory, no longer than 20 years.

Amortization consists of a linear reduction over an asset’s useful life, which may or may not be defined. In 
the first case, the book value reduction takes place to represent, or at least approximate, the decreased potential 
for generating economic benefits since the book value of an asset will be zero at the end of its useful life.

However, the same does not occur when an asset’s useful life is indefinite. In this case, the useful life 
of goodwill cannot be estimated; therefore, any rate used for amortization would be somewhat arbitrary. 
Johnson and Tearney (1993) reinforce the idea that the low period is the focus when it comes to amortization 
as a way to reduce the value of goodwill. Given that goodwill represents a probable future economic benefit 
due to a past transaction, the authors believe it has a limited, although “impossible to measure,” life.
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When amortization was compulsory to reduce the book value of goodwill, Hall (1993) outlined a 
survey to verify whether company managers are influenced by external aspects when choosing the number 
of years over which goodwill is amortized. The results indicated that such a choice is affected by the size of 
the company and the restrictions of debt agreements. In this sense, Henning and Shaw (2003) showed that 
the choice of the amortization period for the acquired goodwill predicts the company’s post-acquisition 
earnings levels since shorter lives can lead to a dilution of earnings. Therefore, the possibility of external 
factors influencing the amortization period is perceived to exceed an attempt to estimate the approximate 
period of the asset’s generation of economic benefits.

Jennings et al. (2001) found that earnings before goodwill amortization explained stock prices 
significantly better than earnings after goodwill amortization and concluded that this component – 
amortization – is interpreted as a noise source. Therefore, they suggested that excluding amortization 
from the income statement would not reduce the utility of earnings but might instead eliminate such noise.

Hendriksen (1965, as cited in Gynther, 1969) states that amortization in arbitrary periods can lead 
to an undervaluation of assets in subsequent periods and does not promote responsible accounting.

Spacek (1968) argues that amortization for acquired goodwill should occur only when there are 
signs of limited existence, and write-offs due to impairment should only be made when there is evidence 
of loss in value. The opposite result consists of an understatement of net income during the amortization 
period and a perpetual understatement of assets in subsequent periods.

The author also stated that the most appropriate treatment would be the total write-off of the 
goodwill value as soon as it is acquired against equity reserves. However, due to practical difficulties, the 
periodic revaluation of goodwill could be performed using methods involving capitalizing the entity’s 
profits, the present net values of some assets, knowledge of business conditions, etc., with sophisticated 
quantitative techniques.

Spacek’s (1968) line of reasoning, in which the periodic reassessment of goodwill would have to 
use a method involving capitalizing the entity’s profits, is based on the idea of super profit, which had 
Leake (1921) as its precursor. The author defended the idea of residual profits; that is, he conceptualized 
goodwill as the present value of the right to receive future super profits. In this context, the term “super 
profit” means the amount by which the future income, increase, or advantage to be received must exceed 
all expenses incidental to its production.

Proponents of reintroducing amortization claim that, with impairment testing, the carrying 
amounts of goodwill may be overstated. As a result, the company’s management is not held accountable 
for its acquisition decisions. Furthermore, despite goodwill having an indefinite useful life, it is finite. 
Amortization would reflect the consumption of goodwill more adequately, in addition to reducing the 
cost inherent to the impairment test. Johnson and Tearney (1993) reinforce that the low period becomes 
the focus when it comes to amortization as a way to reduce the value of goodwill. The authors believe 
goodwill represents a probable future economic benefit due to a past transaction and has a limited life, 
although “impossible to measure.”

Lustosa (2017) proposes an alternative theory about goodwill and its subsequent reduction. The 
author suggests that a company’s economic value is formed by an intangible and a physical asset (Lustosa, 
2009). Physical assets result from implemented decisions and completed transactions, while intangible 
assets refer to ideas and strategies whose decisions have not yet been implemented. Creating economic 
value involves transforming ideas – intangible heritage – into physical (actual) heritage, even though they 
remain intertwined (Oliveira & Lustosa, 2022).
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According to current regulations, goodwill is classified as a separate item in a company’s assets 
list due to the requirement to individualize balance sheet items (Oliveira & Lustosa, 2022). However, the 
authors state that potential (and not guaranteed) wealth represents the present value of future residual 
profits. That is, goodwill may or may not “become” physical assets (in addition to being renewed as 
new ideas, plans, and strategies emerge to feed the decision-making process), which mischaracterizes its 
intrinsic and unique capacity to generate future economic benefits as assets.

While not converted into physical assets, goodwill is a potential state of intangible wealth. According to 
Lustosa (2017), its synergistic effects with other assets are beneficial and have economic value for a company. 
However, while this intangible asset is not materialized in a physical asset, as ideas and strategies are materialized 
in actual transactions, these intangibles are not supposed to be individualized in the balance sheet as assets.

In the same line of reasoning, Oliveira et al. (2021) propose that physical and intangible wealth 
are entangled, i.e., they cannot be analyzed separately. Future managerial decisions (intangible wealth) 
are in the present, just as what happens in the present (implemented managerial decisions – physical 
wealth) affects future wealth. There is a constant feedback transformation of these riches, characterizing 
dynamism. For this reason, it is not recommended that the value of goodwill remain for too long in the 
financial statements, given that the realization of physical assets depends on the conversion of intangibles 
(i.e., the materialization of ideas, strategies, etc.).

Pereira and Lustosa (2020) deepened this suggestion of conversion – intangible heritage becomes 
physical. When analyzing the recovery of goodwill acquired in a specific business combination (Hypera 
S.A.), the authors found that it was recovered within two years. However, it continued to be recorded in the 
acquirer’s balance sheet. This fact confirms the notion that goodwill represents a state of wealth converted 
into a physical asset. Consequently, keeping it on the balance sheet after its recovery may lead to the risk 
of recognizing internal goodwill, which is currently prohibited by accounting regulations.

Thus, Lustosa (2017) proposed that if goodwill continues to be recorded as an asset, mainly due to 
the practical difficulties suggested by Spacek (1968), replacing the impairment test (current requirement) 
with a write-off proportional to the increase in fixed assets in use, whose rate is a proxy for the conversion 
of intangible assets into physical assets. However, considering that the classification as an asset is seen as 
inappropriate in this new theoretical approach proposed by Lustosa (2017) and Oliveira and Lustosa (2022), 
an alternative, even in this view of a proportional write-off, would be to classify it in shareholders’ equity. 
The rate (an attempt to represent its conversion into physical assets) is still something to be improved in 
future research since this is a recent approach and different from the prevailing view in Accounting Theory.

Finally, some researchers also advocate the instant write-off approach to goodwill. Seetharaman 
et al. (2004) highlight some justifications defended in this subsequent accounting method, such as the 
measurable difficulties – since, unlike other assets, these cannot be sold separately –, and the fact that 
goodwill related to the business is expected to disappear with time. Gray (1988) and Ma and Hopkins 
(1988) favor instant write-off because they believe that, since internally generated and acquired goodwill 
represents benefits with similar risk characteristics, it should be accounted for in the same way so that the 
balance sheet is not distorted.

On the other hand, the instant write-off has limitations, including the substantial impact on 
the acquirer’s result at the time of acquisition and the distortion in the companies’ leverage position 
(Seetharaman et al., 2004).
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3. Discussion on changes proposed by Discussion Paper/2020/1

In 2013 and 2014, the IASB performed a post-implementation review (PIR) of IFRS 3 – Business 
Combinations to verify whether the standard’s operation corresponded to expectations or implementation 
problems were identified. Stakeholders expressed concerns about some accounting aspects of business 
combinations, such as the current reduction in accounting goodwill. Some stakeholders described the 
impairment test as complex, time-consuming, and expensive, requiring companies to make complex 
judgments. Furthermore, they alleged a time lag between the occurrence of a loss and its recognition in a 
company’s financial statements. Thus, they suggested amortization should be introduced.

As a result of the PIR, IASB published Discussion Paper/2020/1 on potential improvements in 
business acquisition reporting to help investors assess the success – or failure – of such acquisitions. This 
document examines the topics under discussion and expresses the IASB’s preliminary views. The final 
objective is to verify if there is convincing evidence that changes in IFRS standards are necessary and 
justify their cost.

Suggestions are made to the Discussion Paper through comment letters. After considering the 
feedback, the Board will decide how to move forward with the project and whether to amend any of its 
previously released draft opinions. If it decides to make changes, the Council will publish an exposure 
draft, initiating a potential official change to the current standard.

3.1 Preliminary IASB positions in DP/2020/1 and Comment Letters

According to the IASB (2020), its preliminary positions aimed to provide investors with more helpful 
information about acquisitions and consider the expected benefits and costs. It should be noted that only 
the positions related to this study’s theme (reduction in the book value of goodwill) will be addressed here.

The first preliminary view is that the IASB should maintain the impairment-only model and not 
reintroduce amortization. This view is based on the impairment test providing essential, if not timely, 
confirmatory information and ratifying the investors’ past assessments that such losses occurred, helping 
to hold management accountable.

The second preliminary view is that it is not feasible to significantly improve the effectiveness of 
the goodwill impairment test at a reasonable cost. Such a position concerns the allegations about the 
shielding effect. Hence, additional information about the subsequent performance of acquisitions would 
be provided by implementing new requirements on companies, which would provide investors with more 
direct information about the success or failure of acquisitions.

Finally, the third preliminary view is that the need for an annual impairment test should be removed. 
That is, companies would only be required to perform such a test if an assessment indicated a reduction 
in the recoverable amount, which would be done at the end of each year. Such a stance considers that this 
periodicity cannot eliminate the shielding effect, besides the manifestations of the test’s high cost. It is 
worth highlighting the view of some members that removing this requirement could make impairment 
tests less robust (IASB, 2020).
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An analysis of the 193 comment letters indicated that 30% (58 letters) supported the IASB’s decision 
to maintain only the impairment test to reduce the book value of goodwill. Among other justifications 
is that amortization has several limitations, such as not being able to estimate the useful life of the 
goodwill and, consequently, using an arbitrary rate. On the other hand, 28% (54 letters) supported the 
reintroduction of amortization; most due to the subjectivity of the impairment test, which ends up being 
subject to management’s judgment and, therefore, in practice, the auditors cannot sufficiently contest 
the value in use. There were also 38 letters (20%) that advocated a hybrid method to reduce the value of 
goodwill. Apart from these, 43 letters (22%) did not take a stand on any of the methods and/or dealt with 
different subjects addressed by the DP/2020/1.

4. A reflection upon the subsequent accounting of goodwill

All post-goodwill accounting models have limitations. However, even if there are limitations, the 
model adopted for reducing the carrying amount of goodwill is expected to represent the economic essence 
of this component more closely.

Even though the impairment test is the model adopted by the international accounting standard-
setting body (IASB) and provides important information that can confirm losses due to the reduction in 
the recoverable value, some problems cannot be ignored. The fact that the test cannot directly capture the 
reduction in the value of goodwill (shielding) means that this loss may become arbitrary.

However, it is necessary to verify impairments so that the company’s assets in general, including 
goodwill, are accounted for at amounts not exceeding their recoverable amounts. Given the limitations of 
this goodwill subsequent accounting model, it is necessary to reduce its value more directly and reliably.

Regarding the DP/2020/1, some stakeholders defend that goodwill has an indefinite but finite helpful 
life. Therefore, the reintroduction of amortization is the only way to show that goodwill is being consumed. 
An amortization expense does not provide investors with helpful information if it is arbitrarily determined 
though. Therefore, a more appropriate way would be to reduce the book value of goodwill in a non-random 
manner but involving a coherent counterpart, with a rate that, despite not being the direct delimitation of 
useful life, enables visualizing the conversion of goodwill into the expected benefits (profits).

Spacek (1968) states that this reduction should be performed using a method involving capitalizing 
the entity’s profits. In the same sense, Lustosa (2017) argues that the surplus paid concerning the fair value 
of the acquirer’s net assets is not an acquisition of non-individualizable intangible assets, grouped in the 
form of goodwill, but rather a partial waiver by the acquirer to the future physical wealth s/he hopes to 
obtain (with future decisions s/he will make). Therefore, goodwill, as an intangible asset, only potentially 
exists. According to the author, its value should be reduced along with converting intangible wealth into 
actual wealth, through proportional write-off, up to the limit of the surplus paid.
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Subsequent accounting that manages, even if approximately, captures its economic essence – stock 
of intangible wealth equivalent to the present value of future residual profits expected from decisions yet 
to be implemented (Leake, 1921; Lustosa, 2017) – prevents that internally generated goodwill is implicitly 
recognized, replacing what was purchased and consumed, as noted by Pereira and Lustosa (2020). It needs 
to be prevented since, in addition to international standards prohibiting the recognition of internally 
generated goodwill, such recognition, although legitimate (i.e., although internally generated goodwill does 
exist in companies), would lead to problems in the qualitative characteristic of information comparability, 
given that only companies that undergo a business combination with the presence of goodwill would have 
this value explained in the financial statements.

5. Final Considerations

Acquiring a business is a common strategy for companies to grow. However, in subsequent years, 
acquisitions do not always perform as well as management initially expected. Thus, investors benefit from 
learning more and comparing acquisitions’ performance to their expectations so that the management 
can be held accountable for their decision to combine business (IASB, 2020).

Reducing the carrying amount of goodwill has always been controversial and subject to wildly 
divergent views. Goodwill values have increased significantly around the world. According to some 
members of the IASB (2020), this may be evidence that it is not adequately reduced and that management 
is not being properly held accountable for its acquisition decisions.

With the post-implementation review (PIR) of IFRS 3, debates have returned to the standard-setters 
agenda, in which stakeholders expressed concerns regarding some aspects of the current reduction in 
accounting goodwill (i.e., impairment test), such as a time lag between the occurrence of a loss, high costs, 
high degree of judgment (and the possibility of earnings management), and shielding effect, among others.

To carry out a comparative analysis of the potential ways of subsequently accounting for 
goodwill, this study presents a theoretical overview, including the recent changes proposed in the 
IASB’s Discussion Paper/2020/1.

Observing the IASB’s preliminary stance, it is clear that maintaining the impairment test, as the only way 
to reduce the book value of goodwill does not solve the problems listed in DP/2020/1. This test is expected to 
reduce the book value of acquired goodwill when the margin produced by the acquirer’s business (due to the 
shielding effect) does not mask the loss that would exist if it were possible for goodwill to be tested separately. 
However, it can also result in relatively inflated balances. Additionally, the use of fair value may be subject to 
managerial opportunism, which also makes it difficult for auditors and regulators to assess impairment.

Furthermore, the impairment test can only capture the difference between the accounted and actual 
cash-generating power when goodwill (or its CGU) has its book value below the recoverable amount. 
Even though this loss has valuable information, it says much more about the cash-generating unit than 
the goodwill itself. Therefore, it should not be the only criterion considered for reducing its value.
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According to Lustosa (2017), while not converted into physical assets, goodwill is a potential state 
of intangible wealth equivalent to the present value of expected future residual profits from decisions yet 
to be implemented. As this implementation occurs (e.g., the materialization of ideas and implementation 
of plans and strategies, among others), this intangible heritage is converted into a physical asset. Note that 
this conversion cannot occur linearly, much less be captured only annually, as it is a dynamic and constant 
process. Therefore, the way to reduce its carrying amount that most closely demonstrates that the goodwill 
is being consumed (i.e., transformed) is the proportional write-off.

The challenge lies in linking this reduction (or conversion) of goodwill to the generation of physical 
assets and future wealth, as Lustosa (2017) advocates. Thus, the primary and challenging issue to be 
debated is structuring a rate that can approximately translate the conversion of goodwill into expected 
future earnings, which remains a suggestion for future research.
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