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INTRODUCTION AND MOTIVATION OF THE RESEARCH

The “story of goodwill” has been told in the accounting academic literature for more
than a century and goodwill continues to be the center theme of one of the most
famous accounting debates in history. Because of the continuous change in its
structure, of the multiple shifts in development of the accounting treatment and
probably most of all because of a fast growing and significant weigh among all other
intangible assets, goodwill continues to be a highly discussed topic.

The major changes accounting for goodwill has undergone, which have impacted the
financial statements, and the increasing proportion goodwill has gained among all
intangibles have given this topic a secure place in the academic literature headlines.
The change of accounting treatment from amortization to impairment had the biggest
impact on both the financial statements and the academic accounting literature.
Managerial professional judgment is required when the impairment test is performed.
This opens the way to managerial discretion being used when the amount impaired is
established. However, managers have been required to use their professional
judgment in financial reporting, but it is the manipulation of earnings when this

judgment is used which cause earnings management to appear.

During the tumultuous time of the financial crisis, 2008-2011, which has left its marks
on economies worldwide, managers have been faced with the impetuous need to best
keep the business going under precarious market conditions. Our thesis examines
evidence regarding managers’ choice to use the impairment of goodwill as an
additional tool to adjust earnings numbers which otherwise do not make the key
targeted earnings. We test goodwill impairment write-offs in a cross-sectional
distribution analysis for the period 2008-2011, the years of the global financial crisis.
We have chosen a representative sample of European companies which compose the

main indexes of the top three stock exchange markets. The results we obtain after
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running both tobit and binary logistic regressions suggest that managers are using

their discretion in recognizing goodwill impairments to manage earnings.

Our empirical research is introduced by a comprehensive analysis of the concept of
goodwill, as it has been discussed in the academic accounting literature or in
accounting standards for over a century. The need for such an extensive analysis arose
from the scarcity of such a complex study in the literature, a void which we intended
to fill. Early British and American literature contributes to the clarification of the
concept of goodwill. Goodwill is “impalpable, ethereal, incorporeal, ephemeral,
immaterial, abstract, shadowy and intangible asset, while it has been defined in such
vague terms as advantages, benefits, factors, rights, sources and privileges, possessed
by a successful business” is how Courtis (1983) summarizes descriptions of goodwill
from early literature. Before it was discussed in the accounting literature, goodwill
was mainly a topic of commercial case law trials. Dicksee and Tillyard (1906)
followed by Leake (1921) dedicate distinct chapters in their books to summarize the
impact of trial decisions on the concept of goodwill. Several factors are identified by
these goodwill pioneer authors as common to describing goodwill in most cases: “the
place and reputation of the premises”, “reputation, personality and skills of the
proprietor and/ or his staff”, “the use of an established business name”, “the quality of
the goods and services”, “the use of advertising”, “the absence of competition,

especially when it arises out of an agreement between the vendor and purchaser of a

business”. It is around these factors that most definitions in that time were built on.

As for decades the definition and clarification of the concept of goodwill were prevalent
in academic writings, some authors also began to advance theories around the valuation
of goodwill, Leake (1921), Nelson (1953) and Lonergan (1995). Each of their views is
different than the others, but what all have in common is the constructive perspective in
which they regard goodwill, as an aggregate of components, rather than a residual as it

would be presented in the accounting standards.

Along with goodwill’s growing impact in the financial statements, accounting
standards for goodwill were released in different countries of the world. This interest
in accounting for goodwill generated several new streams of literature. From dealing
with the recognition of goodwill, to its accounting treatment and the valuation of

goodwill, to the harmonization of accounting standards with particular interest in the
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case of goodwill, and the change in accounting rules and its impact on the business, to
the acute discussion of the use of goodwill as an earnings management tool, all these

are topics of interest in the body of prior literature which we revise.

The definition of the IASB confirms that goodwill is an asset and some academic
literature supports this view, (Johnson and Petrone, 1998), while other authors
disagree, (Chambers, 1966, as cited by Bloom, 2008). Academic literature brings
evidence that investors accept goodwill as an economic resource, from which future
benefits derive from its recognition and impact on equity values, Chen et al. (2004),
Churyk and Chewning (2003), Jennings et al. (1996).

Historically there have been three most common accounting treatments of goodwill:
immediate write-off from the financial statements, amortization and impairment.
Some authors convey the opinion that goodwill should be expensed immediately at
acquisition. Brunovs and Kirsch (1991), Nobes (1992), Hughes (1982). Ding et al.
(2008) review the opinions on immediate write-offs of goodwill and find three
arguments in the literature as to why this method was not a prolonged practice: first,
because of the decrease of the reserves that were useful to distribute dividends;
second, because of a sudden impact on reserves would not send a good signal to
shareholders, (Hughes, 1982); and third, immediate write-off would negatively impact

the financial results of the company.

The amortization was long discussed, as it was the accounting practice for goodwill
which was used for the longest period of time. Jennings et al. (2001) study the effect
of the goodwill amortization on the usefulness of earnings. Their results show that
value of earnings, before goodwill was amortized, is more value relevant than after
amortization is applied. The conclusion of their study is that goodwill amortization is
not useful to investors and only “adds noise” to the valuation of the price of the
shares, Jennings et al. (2001). A similar study on the information content of goodwill
in the context of amortization is performed by Moehrle et al. (2001). Their results are
not consistent to those of Jennings et al. (2001) and the authors conclude that the
explanatory potential of goodwill is not significantly different including or excluding
amortization. The two studies agree that the goodwill amortization in its self is not
relevant to investors, as it is constant over the period of amortization chosen by

management. These findings are also supported by Li and Meeks (2006) who study a
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sample of UK companies and find that amortization is not relevant to investors, but
also find that the value relevance of goodwill diminishes over time and by Churyk and

Chewning (2003) who study a US sample of listed companies.

Arguments against amortization are extensively presented by Bloom (2008), who
quotes Hughes (1982): “In 1909 Henry Rand Hatfield listed an illustrious group of
contemporary accounting authorities who supported amortization and then listed an
equally illustrious group who advocated permanent retention. In 1946 an Australian
writer used the same approach listing several current authorities on both sides of the
issue. (Norman S. Young, “Valuation of Goodwill and its Treatment in Accounts,”
The Australian Accountant, November 1946, pp. 532-533). In the almost forty years
separating the two writers, little had changed except the names of those involved in
the controversy.” In the amortization controversy, two of the strongest arguments
Bloom (2008) brings against amortization are: the “double counting” which appears
when a company both amortizes goodwill and also incurs expenses to maintain
goodwill; the rigid program of amortization which is implies that goodwill loss is
unavoidable and timely based.

The impairment of goodwill was the accounting treatment which followed
amortization. The academic literature on the impairment of goodwill covers for the
most part the value relevance of impairments, the subsequent improvement in
accounting quality and the discretionary use impairment by managers. There is little
literature on the accounting method of impairment, and mostly US authors have dealt
with this: Chambers (2006) tests the relevance of impairments corroborated with the
effects of the replacement of goodwill amortization. His findings confirm the
projections of the FASB on the improvement of the quality of the financial reports,
when impairment is used as opposed to amortization. Chen et al. (2004) describe
similar findings by adopting a different methodology of distinguishing between the
adoption year and the following impairment years. Later, Lapointe Antunes et al.
(2009) examine initial transitional impairment losses, and their research is based on
retroactive method. This method requires companies to adjust their earnings in the
opening balance for the impairment amount, as stipulated by the IFRS. Lapointe

Antunes et al. (2009) use a Canadian sample for their study to investigate the



timeliness and value relevance of transitional goodwill impairments and their results
are similar to Chen et al. (2004).

The transition from amortization to impairment was a widely discussed topic in the
literature. As the demand for internationally comparable standards became
increasingly important worldwide, the FASB and IASB decided to join a project to
harmonize their accounting standards. Several studies have been undertaken to
observe differences between the USGAAP and IFRS. Leuz (2003), Pacter (2002),
Choi et al. (2002) findings summarize the differences between the US, UK and IAS
GAAPs and conclude that the standards are not very different but that country
specifics have an important role in applying the standards. Street et al. (2000) find that
even before the joint project, the impact of the accounting differences between the
USGAAP and IASs is narrowing and they lobby for a complete adoption of the IASs
by the FASB without condition. With regard to goodwill, the difference in the
standards is thoroughly discussed in Chapter 2.

The discretionary use of impairment is also a top debated topic, and several research
findings support these allegations. In one of the early studies on goodwill impairment
and earnings management, Alciatore et al. (1998) results support the view that the
GAAPs can flexibly be used to avoid write downs. Another reference paper, is Beatty
and Webber (1996) who find that a company’s debt contracting bonuses, turnover,
and not least exchange listing incentives affect the decision to accelerate or delay the
recognition of an impairment. Francis et al. (1996) investigate whether goodwill
impairments can be explained through proxies which capture the management
decision to manipulate both earnings and the impairment of the assets. They find that
manipulation and impairment are both determinants which play an important role, but

that managerial incentives impact goodwill write-offs strongest.

Beatty and Webber (2006) research potential important economic factors which may
influence a company’s decision to impair goodwill. They find that factors like debt
contracting, the company’s bonus scheme and the CEO tenure are all influential to the
impairment decision Provided that they use different samples and settings Masters-
Stout (2007), Van de Poel et al. (2008) and AbuGhazaleh et al. (2011) confirm the

above mentioned results.



Consistent with the chronological approach used in all the chapters of this thesis, we
review prior literature in a similar manner and identify how the literature of goodwill
has changed shifts in time, how it has grown, and most importantly which of the
subtopics of goodwill created most controversy and why. We continue to use prior
literature in our thesis as we develop our research and we often rely on, are inspired of

or confirm our ideas with existing literature.

This research project as a whole, contributes to the accounting literature for goodwill
in two new ways: first, it provides historical data on the development of the concept
of goodwill and its accounting treatment and second, it contributes to the literature of
the relation between earnings management and goodwill in that it proves the existence

of managerial discretion in establishing the impairment of goodwill.

The thesis is structured as follows: a research methodology section which clearly
describes the grounds which the thesis is built on followed by a condensed literature
review section which is intended to merely guide the reader through the major shifts
in the academic accounting literature of goodwill. Chapter 1 chronologically reviews
the definitions of goodwill, the associated theories, the classification of goodwill
types and the constituent parts of goodwill. Chapter 2 revises the accounting
treatments goodwill was subjected to, again in a chronological manner and covering
standards issued by countries which we found to be most active in accounting for
goodwill. We continue chapter 2 with a content analysis of the accounting for
goodwill as it is required by the International Financial Reporting Standards. Next, we
engage in the debate of amortization vs. impairment which is fervidly discussed in the
literature. Finally we discuss the case of Romania with regard to the accounting for
goodwill and the changes it has met. In the last chapter we conduct the empirical
study, which is introduced by an analysis of the earnings management and the context
of the global financial crisis, followed by the research design, the results and
conclusions. Final conclusions, limitations of the research and future research

perspectives are presented in the end of the paper.



RESEARCH METHODOLOGY

Research in accounting most often involves problem solving, reconsideration of
relationships between accounting phenomena and constantly renewing the existing
body of knowledge, we have planned our thesis to address the three pillars we discuss
below. The problem our thesis investigates the use of goodwill impairment as an
earnings management tool during the latest global financial crisis. This topic
reconsiders the relationship between three elements which are all hot debated
accounting topics: goodwill impairment, earnings management and the global
financial crisis and contributes to the existing body of accounting knowledge by
developing a new study on goodwill impairment and its use as an earnings

management tool during the global financial crisis.

Accounting research is undertaken on four basic levels, as identified by Bennett
(1991) and we use all these levels adapting them to the particularities of the thesis: the

descriptive approach, classifications, explanations and predictions.

Accounting research most often uses two dominant methods of reasoning: inductive-
observation to theory and deductive- theory to observation. Our thesis uses deductive
reasoning for the most part: we use the agency theory to develop different hypotheses
that verify how managers may have used the impairment of goodwill as an earnings
management in the time of the global financial crisis. But we cannot resume to just
the deductive reasoning, because it is most of the times interrelated to inductive

reasoning.

Our research is predominantly conducted by the post-positivist approach. Post-
positivism, which was introduced by Sir Karl Popper and Thomas Kuhn, is a response
to positivism, according to which research is done in an objective, unbiased, unaltered
by human assumptions way. Post-positivism argues that reality can only be known
imperfectly and probabilistically, Robson (2002). Objectivity remains an ideal for
post-positivist research, but the usual quantitative methods used by positivism are
correlated with the use of qualitative techniques in order to check the validity of the
findings, Merriam (2002). While to some extent we either approach different concepts

in the thesis in an interpretative way, or use critical thinking when we discuss
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accounting standards evolution, we consider that the entire paper is best characterized

by the post-positivist approach.

The research methods we use in our thesis are mostly qualitative for the first part and
mostly quantitative for the empirical study.

The broad area of interest in which we place our thesis is international financial
accounting. The specific area of interest in which our topic is positioned is at the
intersection of three research domains: goodwill, earnings management and global

financial crisis.

The literature reviewed for this thesis is built on a selected body of accounting
academic literature. The selection is done based on the following criteria. The main
criterion we use to choose the articles is that the research undergone must be
meaningful, novel, interesting and topic appropriate. We selected our sample of
articles from international databases and strived to choose papers which are published
in ISI rated magazines. We also included in our body of studied literature papers
which were published prior to the introduction of the ISI rating, working papers which
were on topic and papers which were published in internationally sanctioned journals,

even if they were not ISI rated.

The conceptual framework of our thesis focuses on the concept of goodwill, as it is
the center of the debate. For the most part, we conduct our analysis using archival
research. The archival research is based on historical documents, trial transcripts,
journal articles and books. The research method we use is mainly content analysis of
the development of the concept of goodwill in time. Through the means of content
analysis we are able to make inferences on the large amount of literature we analyzed

and produce our own conclusions.

In order to progress to the empirical study, we also consider it necessary to go through
the developments of the accounting for goodwill, in order to obtain a full
understanding of the whole accounting process. We approach worldwide standards in
a chronological order, and use content analysis to discuss the accounting techniques

and specific knowledge.
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The empirical study design follows that which we would call, based on prior studies, a
“classical approach”: we start by formulating the research hypotheses, we then choose
the sample and collect the data, we process the data accordingly and we present the

results.

a. The hypotheses development is driven by theory and prior studies we find in
the literature. The theories which our hypotheses are founded on are the Agency
Theory and the Positive Accounting Theory, which we elaborate on in the empirical
study chapter. The empirical literature which we were guided by is listed in Table 4.

The hypotheses we test are:

H1: Goodwill impairments are significantly higher in the period of the global
financial crisis, when the company’s earnings are unexpectedly low, due to

management intervention.

H2: Goodwill impairments are significantly higher in the period of the global
financial crisis, when the company’s earnings are unexpectedly high, due to

management intervention.

H3: Goodwill impairments are different between countries in the period of global

financial crisis due to management intervention.

H4: Goodwill impairments are different between industries in the period of global

financial crisis, due to management intervention.

H5: Goodwill impairment levels are influenced by the existence of a Big Four or non-

Big Four auditor in the period of global financial crisis.

b. We choose our sample based on representativeness. The European stock
exchange markets’ total capitalization is over 55% allocated between the top three
markets: London, Paris and Frankfurt, which we comprised in our sample. The data
we collect for this sample is quantitative, often called “hard information”, and include

numerical information for all the variables needed to test the hypotheses.

c. Following the data collection we select the variables and design the empirical
model. Our model follows the structure and the types of variables chosen by authors

of similar studies. First we define all the variables which are included in the empirical
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model. We continue with the presentation of the model which we would test in order
to verify the hypotheses. The model includes one dependent variable, several
independent variables and some control variables as well. The dependent variable is
determined by several independent, or explanatory, variables. We include the control
variables in our model in order to obtain a more accurate response to the hypotheses
in question. By including control variables in our research we aim to more accurate
parameter estimation. Although the control variables are not directly explanatory to
the hypotheses tested, including them improves the fit of our model. As shown in
Figure 4, the explanation of goodwill impairment is associated with big bath charges,
income smoothing, country, industry, Big Four auditor, with the effect being
moderated by some company control variables: company size, turnover, ROA, EPS,
and some macroeconomic factors as well: industry ROA, GDP.  The empirical
model is designed following similar models in the literature, which we adapt and

personalize accordingly to our research goal and looks like the following:

GWIMP= oo+ a0;AGWO+ w,BATH + 03SMOOTH + a4,COUNTRYROL +
osGWIND+ 0eBIG4 + a7;%AGDP+ ag%AINDROA+ 0gAOCF+ a40SIZE +
011ATURNOVER + 012AROA+ a10AEPS+ ¢

d. We approach the data analysis process in two stages. First we run the
descriptive analysis and second we run the empirical analysis. Descriptive analysis is
the first step, which provides an overall image of the variables, and is the starting
point for further complex analysis. We use descriptive analysis on all variables to
gather information of how they progress in the study. Data was gathered using
Amadeus Database, World Bank reports, and hand collected material. We use only
simple methods of primary analysis such as: commonly used parameters- mean,
median, standard deviation- frequency charts and also graphs. For the descriptive
analysis we use SPSS 20.0 and Microsoft Excel software.The data collected, in its
self, can only allow a descriptive approach. We can only attribute causation in a

meaningful way when we resort to explanatory theory and more complex analysis.

The next step we take is the empirical analysis of the model we designed. First we run
a tobit regression, which is appropriate to use when the dependent variable needs to
be censored. The change in the value of goodwill is our dependent variable. The

distribution of the dependent variable is censored at zero for one main reason.
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Companies with a positive goodwill on their balance sheet must apply the test for
determining the impairment of goodwill, but if results show an increase in the value
of goodwill they are not allowed to record that increase. The advantage to using a
tobit regression is that we actually analyze two accounting choices at once: first, the

decision to impair goodwill and second, the amount of goodwill impaired.

The second regression we conduct as a robustness check to see if the tobit results hold
is a logistic regression. In a logistic regression the dependent variable only takes the
value of 1 if the impairment was taken and zero otherwise. The logistic regression
results confirm the results from the initial tobit regression. Similar choice of
regression and robustness checks were used in the literature by other researchers, see

Table 4 for more details.

e. Each result of the study is explanatory to the theory we chose to test in our
study. While not all results confirm our hypotheses, all results are tested for
robustness and explained by theory. The conclusions are drawn at the end of each
chapter and a summary and final conclusion of the thesis and the entire research are
presented last, along with some of the limitations which we encountered in the

process and future developments which we expect to accomplish next.

A SUCCINT PRESENTATION OF THE CHAPTERS OF THE
THESIS

Chapter 1 “What Is Goodwill?” offers an extensive overview of the concept of
goodwill. In order to obtain a clear overview of central concept which we chose to
analyze, goodwill, this chapter has been organized in four different sections, each of
them offering solid argumentation for another piece of the goodwill puzzle. In section
1.1. we review goodwill as it is explained and defined from an etymological,
economic, legal and, most relevant to our field of research, an accounting perspective.
We acknowledge and admit that this analysis is not exhaustive, nor do we intend for it
to be so. What we aim to provide is a clear understanding of the term goodwill
through the evolution of the term, even if at times, due to limitations of our research, a
constant time traverse is not possible. Section 1.2. presents a theoretical background
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of the most cited theories build around the concept of goodwill. In section 1.3. we
design a classification of goodwill and prove the necessity for a delimitation of
goodwill types, as each of them is subject to a different accounting treatment and has
interesting implications in the financial statements of a business. Finally, in section
1.4. we demonstrate the significant weight which needs to be attributed to the
component parts of goodwill, as they are determinants for the existence of goodwill as

an asset.

Chapter 2 “Accounting for Goodwill” is designed to aim four targets: first, to offer
an overview of the accounting standards for goodwill in a chronological order and in
the context of several countries and regions around the globe; second, to explain the
current accounting treatment of goodwill under the IFRS provisions; third, to extend a
personal opinion in the most debated subject of accounting for goodwill: amortization
vs. impairment; and last, fourth, to discuss the accounting treatment for goodwill in

the particular case of Romania.

Accounting standards for goodwill have fluctuated over time. No treatment which we
analyzed has proved to be adequate for a longer period of time and in more parts of
the world. Up until the convergence program accounting treatments for goodwill were
different in different countries, they were under continuous revision to be changed
and sometimes provisions were “recycled” to be in forced again. Along with 2005 and
the convergence program, the opinion for accounting for goodwill has become more
consistent worldwide, thus creating comparability among financial reports from
different companies around the world, which was probably the most desired purpose
for the standard setters in the debut of their initiative. In Romania, for the accounting
for goodwill in particular, the changes have simply followed one international trend or
another, as mainly dictated by politics and derived interests. We believe it is
reasonable to assert that isolated, the changes in accounting for goodwill have not had
a major impact on the market to the day, as the merger and acquisitions activities in
Romania, which are the primary generators of goodwill, are not yet extremely

influential.

Chapter 3 “Empirical Study: Goodwill Impairment- A New Earnings
Management Tool During The Global Financial Crisis” addresses the use of

goodwill impairment as an earnings management tool during the global financial
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crisis. Using a sample of 604 company-year observations, obtained from the main
indexes of the top three European exchange markets, Frankfurt, London and Paris, for
the years 2008-2011 which we defined as the global financial crisis years, our
empirical study examines the use of goodwill impairment as an instrument of earnings
management. The intention of the standard setters to improve the accounting for
goodwill through the impairment method over the amortization has raised many
debates among members of academia and professionals. Many empirical studies,
some of which we mentioned above, have been conducted to determine whether the
change in accounting has managed to bring forward the expected results. Most of the
papers published on the relationship between earnings management and goodwill
using different samples during the transitional period from one accounting treatment
to another. Our paper is among the first to consider this analysis during the
tumultuous times of global financial crisis, when managers may be more inclined to

use earnings management tools in order to provide more convenient financial results.

After controlling for macro and micro economic factors, we obtain three set of results,
from applying two different regressions to our empirical model. The first results only
confirm that hypothesis tree is valid, and do not manage to validate the rest of our
hypotheses. The results from the second type of regression also validate hypotheses
one and two. As for hypothesis four and five we do not obtain though the test we run,

significant information in order to confirm them.

Our results reveal that in time of global financial crisis managers use big bath charges
when earnings, because earnings are already unexpectedly low. Some results show
that income smoothing is also used when earnings are unexpectedly low, but these
results are only confirmed in one of the regression tests conducted. Consistent with
agency predictions that managers act accordingly to expected benefits, these results

confirm managerial discretionary choice to level earnings.

We also find that managers apply impairment differently across the countries included
in our sample, depending on the conditions of law and regulation abiding of each
country. These results support the Positive Accounting Theory by showing that a
country’s law and regulation enforcement regime is associated both with the decision

and the magnitude of goodwill impaired.
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Even though the frequency of impairments differs from one industry to another,
results have not confirmed that indeed the industry in which a company is included is
relevant to the amount impaired or decision to impair. We found no significant
evidence of earnings management usage within the industries used in our sample.
Even though according to agency theory we would have predicted that managers
operating in different industries face different incentive to manipulate earnings,

current results do not support this hypothesis.

Based on the agency perspective that a high quality auditor and high quality auditing
may reduce agency problems by monitoring managerial discretionary behavior and
limiting earnings management, (Jensen and Meckling, 1976), our fifth hypothesis is
not confirmed by relevant results. The auditor type does not seem to be significant to
our sample in this period, which means that our fifth hypothesis could not be

confirmed.

By the end of this empirical study we manage to answer “yes” to the first research
question. We also answer “yes” to the significance of the “rule of law” of different
countries affecting managers’ decision to impair goodwill. As for the industry type,
we do not obtain conclusive results in order to give a positive answer. Last, with
concern to the difference between auditor type and its impact on goodwill

impairment, the answer is negative.

Our results are consistent with the approach of the international standard setters that
the impairment of goodwill is subject to overall economic conditions of a company.
Resluts also provide information that the impairment of goodwill is influenced by the
macroeconomic conditions as well, and that in times of crisis impairment is used
discretionary. The results we have discussed in detail in this empirical study are hard
to be generalized to the entire European listed companies. As we could see from the
first results revealed by Pardo and Giner (2013), a sample of companies from another
country reacts differently at times to the same factors. But even though the sample is
not generalizable, because of the representatives of the sample among all European
listed companies, these results are important to the standard setters, the stockholders

as well as to other stakeholders or financial information users.
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CONCLUSIONS, LIMITATIONS AND PERSPECTIVES OF THE
RESEARCH

Studies of goodwill, whether they materialized into books or scientific articles,
academic lectures or court rules, have emerged in the literature more than a century
ago. The increasing interest in the topic of goodwill led to the creation of a solid body
of literature which encompassed studies of many facades of this topic. The definition,
the development of theories around the concept, the ever changing accounting
treatments, the use of goodwill as an earnings management tool are all topics which
accounting researchers have been studying throughout the years. Our thesis aims to

bring several novel contributions to the existing body of literature.

The research approach which we would use to define our work for this thesis is
described by Chambers (1966) as a “method of construction”. The thesis starts with a
complex analysis of the evolution of the concept of goodwill. The analysis is
constructed in such a way that is provides a different answer to the question posed in
the title of the first chapter, “What Is Goodwill?”, in each of the compound sections.
We first define the term goodwill through all of the etymological, economic, legal,
accounting and personal perspectives. We find that the association of goodwill with
an advantage is prevalent both in the literature and the accounting regulations. We
also observe that there are two main methods to define goodwill: the “bottom-up”
method, which considers goodwill as a composite of more elements and the “top-
down” method, which considers goodwill as a residual. The novelty brought by this
extensive analysis of the definitions of goodwill resides in the mere fact that such a
complex analysis has not yet been conducted in the literature, to the best of our
knowledge. The analysis continues with a revision of the theories on goodwill and
highlights how important these theories are and how they have over time influenced
the accounting treatment of goodwill. Since many of the goodwill debates are
centered on the recognition, or non-recognition, of different types of goodwill, we
considered it was relevant that our analysis be continued with a section in which we
could discuss the types of goodwill and explain the differences in the accounting
treatment corresponding to each type. We designed a personal classification of
goodwill, which comprises types of goodwill which are loudly debated and other

types which are not so common to the discussions in the literature. The analysis of the
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concept of goodwill was continued in the last section where we demonstrated that the
comprising elements of goodwill are an essential condition for its existence, their
dynamic was influential to the changes in the accounting treatment of goodwill and,
not least, the diversity of these elements causes continuous change in the structure of

goodwill.

Overall, the first chapter aims to provide a thorough understanding of the concept of
goodwill, its evolution in time and the sources of the controversies to which

accounting for goodwill is subject to.

We understand that history is important and that the knowledge one gains from
looking back in time to how things and situations evolved into what they are today is
invaluable. We commence the second chapter with a chronological analysis section of
the accounting treatments of goodwill. Having already understood from the previous
chapter that the accounting treatment of goodwill has been influenced by so many of
the goodwill characteristics, makes it more logical to understand the inconsistencies
of accounting for goodwill in different countries over time. Our analysis reveals that
accounting standards shifted from immediate-write off to amortization and, lately, to
impairment. It was following the consensus reached by the two most influential
accounting boards worldwide, IASB and FASB, in 2005, that countries worldwide
began to adopt similar accounting regulations for a better comparability of the
financial results. The latest accounting treatment for goodwill is the impairment. We
conduct a thorough content analysis of the IASBs regulations for goodwill in the
second section. This analysis is intended to mainly understand the mechanism of the
provisions for goodwill, which open the path to managers to use goodwill impairment

discretionary.

Whether impairment is a long term solution, we cannot foresee. How impairment
differs from the previous treatment- amortization- is the topic of the third section of
the second chapter. We engage in the debate of amortization or impairment and we
build a solid case based on four main arguments: the discretionary choices which exist
when applying impairment, the reflection of goodwill impairment on the financial
statements, the “safer-play” which amortization was offering and last, differences
between amortization and impairment, and the underlying investment opportunities of

both treatments.
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The last section of chapter two is a case study of how the Romanian legislation easily
shifts with regard to accounting for goodwill. We run a content analysis again,
through the main accounting legislation which was passed in Romania from the time
when the country regained democracy- after more than four decades of communist
regime- until today. Our analysis highlights that Romania has adopted several
different accounting regulations in a short period of time. Paradoxically, some were
fortunate and ahead of their time, but were replaced with anachronic ones. These
changes were driven by political, economic and strategic interests of the country.

Having reached so far with the “construction” of our thesis we considered we had the
knowledge and understanding we needed to engage in the last and probably the most
difficult, endeavor of this paper, the empirical study. This study is driven mainly by
the agency theory which assumes that agency relationships are created between the
managers and the shareholders and that these relationships are sealed into agency
contracts. To the extent possible, these contracts should equally satisfy both parties.
Unfortunately they are almost always linked to the realized earnings. Because of this
linkage, managers may be motivated to manipulate reported earnings, if it serves their
best interest. One way to manage earnings is through the manipulation of the
impairment of goodwill. To address the dilemma whether managers use goodwill
impairment as a tool for managing earnings our study examines the financial data
from 151 companies listed on the top European stock exchange markets, during the
confused and tumultuous period of the global financial crisis. The study was
constructed around three research questions: “Does a company’s management
influence the decision to impair goodwill?”, “Does a company’s management
decision to impair goodwill differ by country or industry?” and “Does the auditor
type, Big Four or Non-Big Four influence the decision to impair goodwill?”. To
answer these three research questions we introduce five hypotheses, which we test
through the means of a tobit regression. The results of the tobit regression only
confirm H3 and suggest that in a country with higher country rule of law index are

less likely to engage in earnings management.

We further introduce some additional tests, in the form of logit regressions to verify if
the results from the tobit regression are validated. Indeed H3 is again confirmed, but

results from the logit regressions tested also confirm H1 and H2, that managers
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engage in big bath charges and income smoothing by manipulating the impairment of

goodwill.

In the end, we manage to answer positively to our first research question, positively to
the first part of the second question and negatively to the second part of the second

question and negatively to the third research question.

The findings of our study support the agency theory by providing evidence that given
certain conditions and factors of influence, managers engage in earnings management
behavior, and that the global financial crisis is a catalyst for this behavior. These
results are a new piece of the puzzle of earnings management and goodwill, and they
are interesting to the standard setters, the stockholders, the stakeholders and other

users of financial information.

The results of this thesis are important first because they enrich the academic
accounting literature with a new study which addresses the topic of goodwill. We
analyze in a chronological manner how goodwill has evolved to the intangible asset
which manages to still arise controversy today. Second, the findings of our study are
important because, as indicated in prior literature as well, standard setters need to
know how the standards are permissive to manage earnings. Schipper and Vincent
(2003) address the need for new accounting standards to prevent further earnings
management from happening. But before this can happen, new studies which indicate
the use of different elements as earnings management tools or particular setting when
earnings management is used are necessary. Our study contributes to the literature of
goodwill used as an earnings management tool in that it proves managers use
increased discretion in establishing goodwill impairment values in the troubled

economic times of the recent crisis.

Limitations are unavoidable to any research project. For our part, we admit that a first
limit were language barriers. Most of the literature we studies was written in English.
Should we have had the leverage to study articles in another language, more
interesting findings might have surfaced in our thesis. We also identified several
limitations which are inherent to this study. First, the sample, even though
representative is small, and the number of final observations which take impairments

is roughly under 30% of the entire sample. Second, the data collection may contain
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inherent errors, due to manual collection but also the database acknowledged errors.
Third, we always have to wonder if the variables in this research indeed test what we
intended, or are there several others factors which may have been explanatory but we
did not introduce. This potential disadvantage usually exists in archival empirical
research studies. We try to undermine this disadvantage by using a representative

sample which lessens our third concern.

Further potential research which we identify derives from the extension of the study
to the same sample for periods before and after the global financial crisis. This would
offer standard setters a complete overview of the development of the earnings
management problem in different settings. Such studies are welcomed by Ramanna
and Watts (2012) as they consider it may be of importance to both academics and

practitioners.

REFERENCES

Articles and Books

1. AbuGhazaleh, N., Hares, O. & Roberts, C., (2011), Accounting Discretion in Goodwill
Impairments: UK Evidence, Journal of International Financial Management & Accounting,
22 (3), p. 165-204

2. Aebi, V., Sabato, G. & Schmid, M., (2011), Risk Management, Corporate Governance, and
Bank Performance in the Financial Crisis available online at:
http://ssrn.com/abstract=1942896

3. Albu, C.N., Albu, N., Faff, R. & Hodgson, A., (2011), Accounting competencies and the

changing role of accountants in emerging economies: The Case of Romania, Accounting in
Europe, 8 (2), p. 155-184

4. Alciatore, M., Dee, C.C., Easton, P. & Spear, N., (1998), Asset write-downs: A decade of
research, Journal of Accounting Literature, 17, p. 1-39

5. Al-Jifri K., Citron & D., (2009), The Value-Relevance of Financial Statement Recognition
Versus Note Disclosure: Evidence From Goodwill Accounting, European Accounting Review,
18(1), p.123-140

6. Ampofo, A. & Sellani, R., (2005), Examining the differences between United Stated
Generally Accepted Accounting Principles (U.S. GAAP) and International Accounting
Standards (IAS): implications for the harmonization of accounting standards, Accounting
Forum, 29 (2), p. 219-231

22


http://ssrn.com/abstract=1942896
http://espace.library.uq.edu.au/list/author/Albu%2C+C%26Auml%3B%83t%26Auml%3B%83lin+Nicolae/
http://espace.library.uq.edu.au/list/author/Albu%2C+Nadia/
http://espace.library.uq.edu.au/list/author_id/81953/
http://espace.library.uq.edu.au/list/author_id/85658/
http://espace.library.uq.edu.au/view/UQ:269558
http://espace.library.uq.edu.au/view/UQ:269558

10.

11.

12.

13.

14,

15.

16.
17.

18.

19.

20.

21.

22.

23.

24,

Alvesson, M., Skoldberg, K, (2009), Reflexive Methodology: New Vistas for Qualitative
Research, SAGE, Second Edition

Archer, S., Alexander, D., Collins, L. & Pham, D., (1995), The Treatment of Goodwill and
Other Intangibles: Theory, Standards and Practice in France and the UK, London

Baltariu, C.A. & Cirstea, A., (2012), Annales Universitatis Apulensis Series Oeconomica, 14
(2), p. 311-319

Baluch, C., Burgess, D., Cohen, R., Kushi, E., Eucker P. & Volkan, A., (2012), Consolidation
theories and push-down accounting: achieving global convergence, Journal of Finance and
Accountancy, vol. 3, p. 1-12

Beatty, A. & Weber, J., (2006), Accounting discretion in Fair Value Estimates: An
Examination of SFAS 142 Goodwill Impairments, Journal of Accounting Research, 44 (2),
p. 257-288

Bedard, J., Chtourou, S., & Courteau, L., (2004), The effect of audit committee expertise,
independence, and activity on aggressive eamings management. Auditing, 25(2), p. 13-37
Beltratti, A., & Stulz, R.M., (2012), The credit crisis around the globe: Why did some banks
perform better?, Journal of Financial Economics, 105, p. 1-17

Bennett, R., (1991), How is Management Research Carried Out?, The Management Research
Handbook, Routledge, London

Biondi, Y., & Rebérioux, A., (2012), The governance of intangibles: Rethinking financial
reporting and the board of directors, Accounting Forum, 36 (4), p. 279-293

Bithell, R., (1882), A Counting House Dictionary, London: George Routledge and Sons
Bloom, M., (2008), Double accounting for goodwill: A problem redefined , Routledge, United
Kingdom

Brochet, F. & Welch, K, (2011), Top Executive Background and Financial Reporting Choice,
available at: http://ssrn.com/abstract=1765928

Burton, J., Palmer, R. & Kay. R., (1981), The Handbook of Accounting and Auditing, New
York, NY: Warren, Gorham and Lamont

Carsberg, B., (1966), The Contribution of P. D. Leake to the Theory of Goodwill Valuation,
Journal Of Accounting Research, 4 (1), p.1-15

Casta, J., Paugam, L. & Stolowy, H., (2010), An explanation of the nature of internally
generated goodwill based on aggregation of interacting assets, CAAA Annual Conference,
http://ssrn.com/abstract=1716907

Chambers, D.J., (2006), Is Goodwill Accounting under SFAS 142 an Improvement over
Systematic Amortization of Goodwill?, Working Paper, University of Kentucky

Chambers, R.J., (1966), Accounting Evaluation and Economic Behavior, Scholar Book Co.,
Sydney University Press

Chauvin, K. & Hirschey, M., (1993), Advertising, R&D Expenditures and the Market Value
of the Firm, Financial Management, 22 (4), p. 128-140

23


http://ssrn.com/abstract=1765928
http://ssrn.com/abstract=1716907

25.

26.

217.

28.

29.

30.

3L

32.

33.

34.

35.

36.

37.
38.

39.

40.

41.

42,

Chen, C., Kohlbeck, M. & Warfield, T., (2004), Goodwill Valuation Effects of the Initial
Adoption of SFAS 142, Working Paper, University of Wisconsin, available at
http://papers.ssrn.com/sol3/papers.cfm?abstract id=534484

Chen, M. L. & Chen, R. D., (2009), Economic entity theory, Journal of Finance And
Accountancy, 1 (1), p. 61-68

Cheng, K., (2003), The Impact of Goodwill on Earnings, The Journal of Corporate
Accounting & Finance, 14 (2), p. 63-67

Churyk, N. & Chewning, E., (2003), Goodwill and Amortization: Are They Value Relevant?,
Academy of Accounting and Financial Studies Journal, 7 (2), p. 57-69

Cluskey, G.R. Jr., Ehlen C. & Rivers R., (2007), Accounting Theory: Missing in Action?,
Management Accounting Quarterly, 8 (2), p. 24-32

Comiskey, E., Clarke, J. & Mulford C.W., (2010), Is Negative Goodwill Value by Investors?,
Accounting Horizons, 24 (3), p. 333-353

Cooper, J., (2007), Debating Accounting Principles and Policies: the Case of Goodwill, 1880—
1921, Accounting, Business & Financial History, 17 (2), p.241-264

Courtis, J.K., (1983), Business Goodwill: Conceptual Clarification Via Accounting, Legal and

Etymological Perspectives, The Accounting Historians Journal, 10 (2), p. 1-38

De Moville, W., & G. Petrie, (1989), Accounting for a bargain purchase in a business
combination, Accounting Horizons, 2 (3), p. 38-43.

DeAngelo, L., (1981), Auditor size and audit quality, Journal of Accounting and Economics,
3, p- 183-199

Dechow, J.M. & Skinner, D.J., (2000), Earnings Management: Reconciling the Views of
Accounting Academics, Practitioners, and Regulators, Accounting Horizons, 14 (2),
p. 235-250

Defelice, A., & Lamoreaux, M., (2010), No IFRS requirement until 2015 or later under new
SEC timeline, Journal of Accountancy, available at

http://www.journalofaccountancy.com/Web/20102656.htm.

Devine, C.T., (1985), Essays in Accounting Theory, Studies in Accounting Research, AAA
Dicksee, L. R. & Tillyard, F., (1906), Goodwill and Its Treatment in Accounts, Gee and Co.,
Printers and Publishers, Third Edition

Ding, Y., Richard, J. & Stolowy, H., (2008), Towards an understanding of the phases of
goodwill accounting in four Western capitalist countries: from stakeholder model to
shareholder model, Accounting, Organizations and Society, 33, p. 718-755

Dragomir, V. D., Feleaga L., Feleaga, N., (2011), Accounting for goodwill: a historical
review, European Journal of Management, 11 (1), p. 59-66

Dunse, N.A., Hutchinson, N., & Goodacre A., (2004), Trade related valuation and the
treatment of goodwill, Journal of Property Investment and Finance, 22(3), p. 236-258

El Sood, H.A., (2012), Loan Loss Provisioning and Income Smoothing in US Banks Pre and

Post the Financial Crisis, International Review of Financial Analysis, 25, p. 67-72

24


http://papers.ssrn.com/sol3/papers.cfm?abstract_id=534484
http://www.journalofaccountancy.com/Web/20102656.htm

43.

44,

45.

46.

47.

48.

49,

50.

51.
52.

53.

54.

55.

56.

57.

58.

59.

Fama, E.F., (1980), Agency Problems and the Theory of the Firm, The Journal of Political
Economy, 88 (2), p. 288-307

Feleaga, N., (1992), Problemes du choix et de I’implantation d’un nouveau systeme comptable
dans un pays qui passe d’une economie planifiee et centralisee a I’economie de marche — le
cas de la Roumanie, Actes du 13e congre's de I’AFC, Bordeaux, 21-23 mai

Filip A., (2010), IFRS and the value relevance of earnings: evidence from the emerging
market of Romania, International Journal of Accounting, Auditing and Performance
Evaluation, 6 (2-3), p. 191 — 223

Francis, J. Hanna, J.D. & Vincent, L., (1996), Causes and Effects of Discretionary Asset
Write-Offs, Journal of Accounting Research, 34 (Supplement), p. 117-134

Fudenberg, D. & Tirole, J., (1995), A theory of income and dividend smoothing based on
incumbency rents, Journal of Political Economy, 103 (1), p.75-93

Gallistel, D.J., Phan, T., Bartlett, G.D. & Dodd, J.D., (2012), IASB & FASB Convergence
Project, Revenue Recognition, Drake Management Review, 2 (1), p. 36-52

Garcia C., (2010). A Brief History of Accounting for Goodwill in Japan and France: War, Tax
and Accounting Practice, online at

http://www.gakushuin.ac.jp/univ/eco/gakkai/pdf files/keizai_ronsyuu/contents/contents2006/
4801/4801garcia/4801garcia.pdf

Gibson, R.W. & Francis, J.R., (1975), Accounting for Goodwill- a Study of Permissiveness,
ABACUS, 11, p. 167-171

Giroux, G., (2004), Detecting earnings management, Wiley, United States

Godfrey, J.M. and P. Koh, (2009), Goodwill Impairment as a Reflection of Investment
Opportunities, Accounting and Finance, 49, p. 117-140

Gomes D., Garry, D., Napier, C., Parker, L. & West, B., (2011), Does Accounting History
Matter?, Accounting History, 16 (4), p. 389-402

Guthrie, J., Petty, R. & Johanson, U., (2001), Sunrise in the knowledge economy: Managing,
measuring and reporting intellectual capital, Accounting, Auditing & Accountability Journal,
14 (4), p. 365-384

Gynther, R. S., (1969), Some Conceptualizing on Goodwill, Accounting Review, 44 (2),
p.247-255

Hayn, C., Hughes, P.J., (2006), Leading Indicators of Goodwill Impairment, Journal f
Accounting, Auditing and Finance, 21 (3), p. 223-265

Haman, J. & Jubb, C., (2008), Earnings Management Around The Change Of Goodwill Rule,

available online at: http://ssrn.com/abstract=997015

Haron, N.A. & Atan, R., (2010), Goodwill Impairment - Earnings Management during the
New FRS 3 Transitions: Evidence from the Main Board of Bursa Malaysia, Recent Advances
in Business Administration, p. 48-61

Henning, S. L. & Shaw, W.H., (2003), Is the Selection of Amortization Period for Goodwill a
Strategic Choice?, Review of Quantitative Finance and Accounting, 20, p. 315-333

25


http://www.gakushuin.ac.jp/univ/eco/gakkai/pdf_files/keizai_ronsyuu/contents/contents2006/4801/4801garcia/4801garcia.pdf
http://www.gakushuin.ac.jp/univ/eco/gakkai/pdf_files/keizai_ronsyuu/contents/contents2006/4801/4801garcia/4801garcia.pdf
http://ssrn.com/abstract=997015

60.

61.

62.

63.

64.

65.

66.

67.

68.

69.

70.

71.

72.
73.

74.

75.

76.

Henning, S. L., Lewis, B.L. & Shaw, W.H., (2000), Valuation of Components of Purchased
Goodwill Using Market Measures, Journal of Accounting Research, 38 (2), 375-386

Henning, S. L., Shaw, W.H. & Stock, T., (2004), The Amount and Timing of Goodwill Write-
Offs and Revaluations: Evidence from U.S. and U.K. Firms, Review of Quantitative Finance
and Accounting, 23, p. 99-121

Hughes H.P., (1982), Goodwill in Accounting, Business Publishing Division, College of
Business Administration, Georgia State University

lonascu, 1., lonascu, M., Olimid, L. & Calu, D. A., (2007), An empirical evaluation of the
costs of harmonizing Romanian accounting with International Regulations (EU Directives and
IAS/IFRS), Accounting in Europe, 4(1/2), pp. 169-206

Jahmani, Y., Dowling, W. & Torres, P., (2010), Goodwill Impairment- A New Window For
Earnings Management?, Journal of Business and Economics Research, 8 (2), p. 19-24

Jarva, H., (2009), Do Firms Manage Fair Value Estimates? An Examination of SFAS 142
Goodwill Impairments, Journal of Business Finance and Accounting, 36, p. 1059—1086.
Jennings, R., Robinson, J., Thompson, R. & Duvall, L., (1996), The Relation Between
Accounting Goodwill Numbers and Equity Values, Journal of Business, Finance, and
Accounting, 23 (4), p. 513-533

Jensen, M.C., and Meckling, W.H., (1976), Theory of firm: Managerial behavior, agency costs
and ownership structure, Journal of Financial Economics, 3, p. 305-360

Johnson, G., (1985), Common Law Accounting: The Case of Goodwill, faculty working paper
no. 1101, College of Commerce and Business Administration, University of Illinois at
Urbana- Champaign

Johnson, L.T. & Petrone, K.R., (1998), Is Goodwill an Asset?, Accounting Horizons, 12 (3),
p. 293-303

Jordan, C. & Clark, S., (2004), Big Bath Earnings Management: The Case Of Goodwill
Impairment Under SFAS No. 142, Journal Of Applied Business Research, 20 (2), p. 63-70
Kaner, H., (1937), A New Theory of Goodwill, Sir Isaac Pitman and Sons, Ltd

Karr, A., (1849), Les Guepes, Paris

Kaufmann, D, Kraay & A, Mastruzzi, M, (2010), The Worldwide Governance indicators: A
Summary of Methodology, Data and Analytical Issues.
World Bank Policy Research Working Paper No. 5430
http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1682130

Klein, A., (2002), Audit committee, board of director characteristics, and earnings
management, Journal of Accounting and Economics, 33(3), p. 375-400

Lapointe-Antunes, P., D. Cormier and M. Magnan, (2008), Equity Recognition of Mandatory
Accounting Changes, Canadian Journal of Administrative Sciences, 25, p. 37-54

Leake, P.D., (1921), Commercial Goodwill. Its History, Value and Treatment in Accounts, Sir

Isaac Pitman and Sons, Ltd

26


http://papers.ssrn.com/sol3/papers.cfm?abstract_id=1682130

77.

78.

79.

80.

81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

94.

95.

Li(p., Shroff, P., Venkataraman, R., (2005), Goodwill Impairment Loss: Causes and
Consequences, SSRN Working Paper Series, University of Minnesota, available online at
http://acctwkshop.cox.smu.edu/acctwkshop/W20062007/Isv.pdf

Lonergan W., (1995), Goodwill and Bad Ideas; Fact and Fiction in the Amortization Debate,
JASSA, No. 4, p. 2-7

Ma, R., Hopkins, R., (1988), Goodwill - An Example of Puzzle-Solving in Accounting.
ABACUS, 24, p.75-85

Maddala, G.S., (1991), A Perspective on the Use of Limited-Dependent and Qualitative
Variables Models in Accounting Research, The Accounting Review, 66, p. 788-807

Maijoor, S., and A. Vanstraelen, (2006), Earnings management within Europe: the effects of
member state audit environment, audit firm quality and international capital markets,
Accounting & Business Research, 36 (1), p.33-52

Mare, C., (2010), Scenarios and Prospectives Regarding the EURO Introduction on the
Romanian Market, Doctoral Dissertation, Universita Degli Studi di Trieste

Masters-Stout, B, Costigan, M.L., Lovata, M.L., (2008), Goodwill impairments and chief
executive officer tenure, Critical Perspectives on Accounting, 19, p. 1370-1383

Merriam, Sharan B. and Associates, (2002), Qualitative Research in Practice: Examples for
Discussion and Analysis, Jossey Bass, A Wiley Imprint

Mihai, S., lonascu, M. & lonascu, I., (2012), Economic benefits of International Financial
Reporting Standards (IFRS) adoption in Romania: Has the cost of equity capital decreased?, |
African Journal of Business Management, 6 (1), p. 200-205

Mohanram, P.S., (2003), How to manage earnings management?, Accounting World, p. 1-11
Morris, J., (2004), Accounting for M&A, Equity, and Credit Analysis, MA: McGraw-Hill,
Boston

More, F., (1891), Goodwill, The Accountant, April 1891, p. 282-287

Murdoch, E., (2011), Accounting for Goodwill and Testing for Subsequent Impairment: A
History,  Comparison, and  Analysis,  Departmental  Thesis, available at
http://www.utc.edu/departmental-honors/pdfs/murdoche.pdf

Nelson, R. H., (1953), The Momentum Theory of Goodwill, The Accounting Review, 28 (4)
p. 491-499

Nobes, C., (1992), A Political History of Goodwill in the U.K.: An Illustration of Cyclical
Standard Setting, ABACUS, 28 (2), p.142-167

Nobes, C. & Norton, J., (1996), International variations in the accounting and tax treatments

of goodwill and the implications for research, Journal of International Accounting, Auditing &
Taxation, 5(2), p. 179-196

Norris, H., (1946), Accounting Theory. An Outline of Its Structure, Sir Isaac Pitman & Sons,
London

Nurnberg, H., (2001), Minority Interest in the Consolidated Retained Earnings Statement,
Accounting Horizons, 15 (2), p.119-146

Owen, G. & Law, J., (2005), Oxford Dictionary of Accounting, Oxford University Press, Inc.

27


http://acctwkshop.cox.smu.edu/acctwkshop/W20062007/lsv.pdf
http://www.utc.edu/departmental-honors/pdfs/murdoche.pdf

96. Pardo, F. & Giner, B., (2013), Goodwill impairment in the aftermath of the crisis: Do
managers behave differently from the previous years?, Working Paper presented in the EAA
2013 Congress, Paris

97. Paton, W.A. & Littleton, A.C., (1940), An Introduction to Corporate Accounting Standards,
American Accounting Association

98. Paton, W.A., (1955), Corporation Accounts and Statements, Macmillan

99. Paton, W.A., (1962), Accounting Theory, Chicago Accounting Studies Press Ltd

100.Pahler, A., (2003), Advanced Accounting: Concepts and Practice, Dryden Press Series in
Accounting

101.Ramanna, K., (2008), The implications of unverifiable fair-value accounting: Evidence from
the political economy of goodwill accounting, Journal of Accounting and Economics, 45
(2-3), p. 253-281

102.Ramanna, K. & Watts, R.L., (2012), Evidence on the use of unverifiable estimates in required
goodwill impairment, Review of Accounting Studies,17 (4), p. 749-780

103.Ratiu, R.V. & Tiron-Tudor, A., (2012), The Definition of Goodwill- a Chronological
Overview, Revista Romdnda de Statistica — Suplement, p. 54-60

104.Robson, C, (2002), Real World Research. A Resource for Social Scientists and Practitioner
Researchers, Malden: Blackwell, Second Edition

105.Roychowdhury, S. & Watts, L.R., (2007), Asymmetric timeliness of earnings, market-to-
book, and conservatism in financial reporting, Journal of Accounting and Economics, 44,
p. 2-31

106.Schipper, K. & Vincent, L., (2003), Earnings quality, Accounting Horizons, 17(Supplement),
p. 97-110

107.Schipper, K., (1989), Commentary on earning management, Accounting Horizons, 3 (4),
p. 91-102

108.Seed, H.E., (1937), Goodwill as a Business Asset, Gee&Co, London

109.Seetharaman, A., Balachandran, M., Saravanan, A.S., (2004), Accounting treatment of
goodwill: yesterday, today, tomorrow, Journal of Intellectual Capital, 5 (1), p.131-151

110.Sevin, S. & Schroeder, R., (2005), Earnings management: evidence from SFAS No. 142
reporting, Managerial Auditing Journal, 20(1), p.47-54

111.Smith, M, (2003), Research Methods in Accounting, Sage Publications, London

112.Stoddart, E., (2000), Political Influences on Accounting, Critical Perspectives on Accounting,
11 (6), p. 713-740

113.Sullivan, P.H. Jr. & Sullivan, P.H. Sr., (2000), Valuing Intangible Companies, Journal of
Intellectual Capital, 1 (4), p.328-340

114.Swanson, N., (2007), The New Guideline for Goodwill Impairment: Just Another Tool For
Earnings Management?, Mississippi State University

115.Taplin, R., Tower, G., & Hancock, P., (2002), Disclosure (discernibility) and compliance of

accounting policies: Asia—Pacific evidence. Accounting Forum, 26(2), p. 172-190

28


http://www.sciencedirect.com/science?_ob=ArticleURL&_udi=B6V87-4R98K2C-1&_user=567607&_coverDate=08%2F31%2F2008&_rdoc=1&_fmt=high&_orig=search&_origin=search&_sort=d&_docanchor=&view=c&_searchStrId=1485310788&_rerunOrigin=scholar.google&_acct=C000028947&_version=1&_urlVersion=0&_userid=567607&md5=101c177c5fa3240f9cd954e22e869c42&searchtype=a#bbib34

116.Tearney M.G., (1981), Accounting for Goodwill - A Realistic Approach; reprinted in R.
Bloom, P.T. Elgers (ed), Accounting Theory & Policy, Harcourt, Brace, Jovanovich, Inc.

117.Tiron-Tudor, A. & Ratiu, R.V., (2010), How Transparent Are Companies Listed On The
Bucharest Stock Exchange When Disclose Their Consolidated Financial Statements?, Annales
Universitas Apulensis Oeconomica, 1, p. 185-191

118.Van de Poel, K., Maijoor, S., Vanstraelen, A. (2008), ‘Implementation of IFRS within Europe:
the case of goodwill’ available online at
http://aaahqg.org/meetings/AUD2009/ImplementationOfIFRS.pdf

119.Van Hulzen, P., Alfonso, L., Georgakopoulos, G. & Satiropoulos, 1., (2011), Amortization
and Impairment of Goodwill and Accounting Quality, International Journal of Economic
Sciences and Applied Research, 4 (3), p. 93-118

120.Walker, G. T., (1938), Nonpurchased goodwill, The Accounting Review, 13 (3), p. 253-259

121.Watts, R.L., (2003), Conservatism in accounting—~Part I. explanations and implications,
Accounting Horizons, 17, p. 207-221

122.Watts, R.L. & J.L. Zimmerman, (1990), Positive Accounting Theory: A Ten Year Perspective,
The Accounting Review, 65, p. 131-156

123.Watts, R.L. & Zimmerman, J.L., (1986), Positive Accounting Theory, Englewood Cliffs,
Prentice-Hall, New Jersey

124.Wood, D.N., (2003), An Allocation Model for Distinguishing Enterprise Goodwill from
Personal Goodwill, American Journal of Family Law, 18 (3), p. 167-173

125. Wood, R., (2012), Goodwill, “Personal Goodwill and the Importance of Tax Law”, The M&A
Tax Report, 21 (5), p. 1-5

126.Zang, Y., (2008), Discretionary Behaviour with Respect to the Adoption of SFAS No. 142 and
the Behaviour of Security Prices, Review of Accounting and Finance , 7, p. 38-68.

127. Zeff, S.A., (2005), The Evolution of U.S. GAAP: The Political Forces Behind Professional
Standards, The CPA Journal, available online at

http://www.nysscpa.org/cpajournal/2005/205/infocus/p18.htm

128. Zucca, L. & Campbell, D., (1992), A closer look at discretionary writedowns of impaired
assets, Accounting Horizons, 6 (3), p. 30-41

Accounting Laws, Standards and Regulations

AAS 18 "Accounting for Goodwill"

AASB 1013 “Accounting for Goodwill”

ARB 24 “Accounting for business intangibles”

ARB 43 “Restatement and Revision of Accounting Bulletin Statements”
ASC 350 "Intangibles- Goodwill and Other"

Fourth Council Directive 78/660/EEC

FRS 11 “Impairment of Fixed Assets and Goodwill”

FRS 10 “Goodwill and Intangible Assets”

© N o o B~ w0 b PF

29


http://www.sciencedirect.com/science?_ob=ArticleURL&_udi=B6V87-4R98K2C-1&_user=567607&_coverDate=08%2F31%2F2008&_rdoc=1&_fmt=high&_orig=search&_origin=search&_sort=d&_docanchor=&view=c&_searchStrId=1485310788&_rerunOrigin=scholar.google&_acct=C000028947&_version=1&_urlVersion=0&_userid=567607&md5=101c177c5fa3240f9cd954e22e869c42&searchtype=a#bbib42
http://www.nysscpa.org/cpajournal/2005/205/infocus/p18.htm

10.
11.
12.
13.
14,
15.
16.
17.

18.

19.

20.

21.

22.

23.

24.
25.
26.
217.

Government decision No. 704/1993 for the implementation of the Accounting Law No.
82/1991, Official Journal of Romania, No. 303bis/22.12.1993

IAS 21 “The Effects of Changes in Foreign Exchange Rates”

IAS 22 “Business Combinations”

IAS 36 “Impairment of Assets”

IAS 38 “Intangible Assets”

IFRS 3 “Business Combinations”

IFRS 3 Revised “Business Combinations”

IFRS 5 “Non-current Assets Held For Sale And Discontinued Operations”

Accounting Law No. 82/1991, Official Journal of Romania, No. 265/27.12.1991, revised,
Official Journal, No. 454/18.06.2008

Opinion 16 “Business Combinations”

Opinion 17 “Intangible Assets”

Order of the Minister of Public Finance (OMPF) No. 306/2002 for the approval of simplified
accounting regulations harmonized with European Directives

Order of the Minister of Public Finances No. 1752/2005 for the approval of accounting
regulations in accordance with the European Directives, Official Journal of Romania, No.
1080bis/30.11.2005

Order of the Minister of Public Finances No. 3055/2009 for the approval of accounting
regulations in accordance with the European Directives, Official Journal of Romania, No.
766bis/10.11.2009

Order of the Minister of Public Finances No. 94/2001 for the approval of accounting
regulations harmonized with the Fourth European Directive and the International Accounting
Standards, Official Journal of Romania, No. 85/20.02.2001

Seventh Council Directive 83/349/EEC

SFAS 141 ”Statement of Financial Accounting Standard”

SFAS 142 “Goodwill and Other Intangible Assets”

SSAP 22 “Accounting for Goodwill”

Internet Resources

N oo g &

http://www.berkshirehathaway.com/letters/1983.html
http://www.kpmg.com/Global/en/IssuesAndinsights/ArticlesPublications/Documents/evaluati
ng-impairment-riskv2.pdf
http://www.pwc.com/us/en/transaction-services/publications/ts-insights/insights-market-
turmoil-and-goodwill-implications.jhtml

http://www.sec.gov/info/edgar/siccodes.htm

http://www.merriam-webster.com/dictionary

http://uk.reuters.com/business/markets/europe, accessed on 23/4/2013

http://www.worldbank.org/financialcrisis/, accessed on 23/4/2013

30


http://www.berkshirehathaway.com/letters/1983.html
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Documents/evaluating-impairment-riskv2.pdf
http://www.kpmg.com/Global/en/IssuesAndInsights/ArticlesPublications/Documents/evaluating-impairment-riskv2.pdf
http://www.pwc.com/us/en/transaction-services/publications/ts-insights/insights-market-turmoil-and-goodwill-implications.jhtml
http://www.pwc.com/us/en/transaction-services/publications/ts-insights/insights-market-turmoil-and-goodwill-implications.jhtml
http://www.sec.gov/info/edgar/siccodes.htm
http://www.merriam-webster.com/dictionary
http://uk.reuters.com/business/markets/europe
http://www.worldbank.org/financialcrisis/

31



