
GOODWILL:  
INVESTOR PERSPECTIVES
IMPROVE DISCLOSURES,  

RATHER THAN REVERT TO AMORTIZATION  

Sandra J. Peters, CPA, CFA

Head of Financial Reporting Policy

CFA Institute, New York



The mission of CFA Institute is to lead the investment profession globally by 

promoting the highest standards of ethics, education, and professional  

excellence for the ultimate benefit of society. 

CFA Institute, with more than 170,000 members worldwide, is the not-for-

profit organization that awards the Chartered Financial Analyst® (CFA) and 

Certificate in Investment Performance Measurement® (CIPM) designations. 

CFA®, Chartered Financial Analyst®, AIMR-PPS®, and GIPS® are just a few of the 

trademarks owned by CFA Institute. To view a list of CFA Institute trademarks 

and the Guide for the Use of CFA Institute Marks, please visit our website at 

www.cfainstitute.org. 

© 2021 CFA Institute. All rights reserved. No part of this publication may be 

reproduced, stored in a retrieval system, or transmitted, in any form or by 

any means, electronic, mechanical, photocopying, recording, or otherwise, 

without the prior written permission of the copyright holder. This publication 

is designed to provide accurate and authoritative information in regard to the 

subject matter covered. It is sold with the understanding that the publisher 

is not engaged in rendering legal, accounting, or other professional service. If 

legal advice or other expert assistance is required, the services of a  

competent professional should be sought.

http://www.cfainstitute.org


© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. iii

Contents
Overview� 1

Executive Summary� 4

I. 	 Background and Overview� 17

II.	 Survey Results� 26

A.	 Investor Preferences for Standard Setters� 26

1.	 Desired Path Forward� 26

2.	 IASB and FASB: Convergence of IFRS and US GAAP� 31

3.	 Cost Versus Benefit� 34

B.	 Initial Recognition of Goodwill� 42

C.	 Subsequent Measurement of Goodwill� 59

1.	 Impairment� 59

2.	 Amortization� 81

3.	 Amortization or Impairment: Additional Thoughts� 96

D.	 Disclosures� 101

III.	 About the Survey� 116

IV. 	Recommendations for Standard Setters and Regulators� 118

Appendix 1. 2019 FASB Goodwill Invitation to Comment:  
CFA Institute Comment Letter� 120

Appendix 2. 2020 IASB Goodwill Discussion Paper:  
CFA Institute Comment Letter� 161



This page intentionally left blank



© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 1

Overview
Goodwill balances in the United States and globally are much larger than many realize. As the 
Financial Accounting Standards Board (FASB) and the International Accounting Standards 
Board (IASB) discuss a change in goodwill accounting (i.e., a move away from impairment only 
to amortization), we believe it is essential for standard setters to contextualize the size of any 
change, and when making a decision, to consider not only the technical accounting merits, but 
also the impact of any change on the financial statements of corporations in the United States and 
globally, as well as the implication of the IASB and FASB reaching different conclusions on the 
comparability of companies globally. Standard setters must perform an appropriate cost-benefit 
analysis and ensure that any change will meet the criteria (i.e., enhancing the decision-usefulness 
of financial statements) before making a financial reporting change. Currently, the FASB is trend-
ing toward a move to amortization with a 10-year default amortization period, and the IASB is 
moving toward retaining impairment with an improvement in disclosures. 

To ensure that a change will meet the criteria of improving financial reporting, CFA Institute 
undertook a member survey of portfolio managers and analysts to collect their views on the nature 
of goodwill at its initial recognition and to identify whether they view impairment or amortization 
as more decision-useful to investment decision making. We also asked respondents their views 
on the usefulness of existing disclosures and necessary improvements. We asked their preference 
for the best way forward for policymakers, their desire for a converged solution, and several cost-
benefit questions. The Executive Summary and the respective sections of this paper provide more 
detail, but in overarching terms, we found the following:

■	 Desired Path Forward: A majority of respondents (58%) supported retaining impairment, and 
only 31% supported the introduction of amortization. 

■	 IASB and FASB Convergence: Respondents were in raging agreement that the IASB and 
FASB should follow the same approach in the accounting for goodwill (90%) and in the sub-
sequent measurement of goodwill (94%). 

■	 Goodwill: A Wasting or Non-wasting Asset? A majority of investors (75%) agreed goodwill 
was an asset. Investors also believe goodwill can represent different things depending on 
the nature of acquisition and the industry in which the acquisition takes place. A significant 
minority (45–50%) said goodwill is a wasting asset, but they (53%) do not necessarily believe 
goodwill decreases in value over time. Investors (75%) believe goodwill can have wasting and 
non-wasting elements. Most investors (71%) who believe goodwill is an asset do not believe it 
should be eliminated against equity at acquisition. 
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■■ Intangibles: Investors highlighted that the current accounting model needs to be updated to 
reflect the increasing importance of intangibles, that the move from a manufacturing to a ser-
vice economy makes this more important and evident, and that a resolution is needed between 
the accounting for acquired versus internally generated intangibles. 

■■ Impairment: Investors are focused on information about how the acquisition that created the 
goodwill asset has performed. As it relates to impairment versus amortization, investors do not 
believe that transparency and rigor are sufficient regarding the nature of the impairment test 
and the level at which it is performed. As it relates to the timeliness of impairment charges, (a) 
72% recognized that impairment charges are not taken timely; (b) 89% said that impairment 
charges would be more meaningful if taken more timely; (c) 52% said that the market recog-
nizes impairments before company management; and (d) 64% noted that impairments taken 
in the first five years are more meaningful because such a charge reflects that an acquisition 
went badly, very quickly. Given investor views regarding timeliness and the lack of sensitivity, 
it is unusual that the FASB is considering moving the impairment test from a more detailed 
(reporting unit) level to a higher (segment) level. This move is inconsistent with improving the 
quality of impairment testing and making it more timely or more sensitive. 

■■ While acknowledging that impairment testing is not as timely as needed, investors (74–
77%) also told us that impairment is decision-useful and, overall, investors see impair-
ment as having information content. 

■■ Investors believed management should be principally responsible for impairment testing 
(56%), and they want more information to be able to hold management accountable. 

■■ Regarding the cost of impairment testing, 73% of investors said that it is a cost they are 
willing to bear. 

■■ Amortization: Investors told us that amortization is an inferior model because it  
(a) does not allow the discernment between good and bad managers and their acquisitive 
abilities (61%), (b) distorts financial metrics (63%), and (c) does not provide decision-useful 
information for investment analysis (50%). Investor support for amortization stems from the 
fact that amortization is an administratively convenient cure (61%) for untimely impairment 
recognition (46%), but it does not improve matching of the cost of an acquisition with future 
revenues from the acquisition (38%). 

Some support for amortization stemmed from a view that goodwill erodes over time, that 
impairment is subjective, and that amortization is more predictable. Other respondents told 
us that amortization is not decision-useful, has no predictive value, is an accounting gimmick, 
distorts returns, gets added back and reduces decision-usefulness of financial reporting (US 
GAAP and IFRS), and is ignored by investors as it has no information content. Regarding 
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Overview

a preferred amortization method or period, 75% of respondents wanted a method other than 
a fixed amortization period, such as the 10-year period considered by FASB. This default 
method was the least favored by investors (22%). 

■■ Disclosures: Respondents told us the current disclosures related to goodwill and its impairment are 
not useful (70%), that they want improvement in disclosures before any changes in impairment 
accounting (66%), and that they want improvements in such disclosures irrespective of a change 
in the accounting model (88%). Overall, investors noted a need for more information to make an 
independent assessment of an acquisition’s success. They also noted the need for several improve-
ments related to impairment and prioritized valuations models and related estimates and assump-
tions as the most important. 
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Executive Summary
The Long-Standing Debate About Goodwill 
The accounting for and reporting of business combinations can be challenging for preparers, audi-
tors, and investors. Goodwill (the excess of purchase price over the fair value of acquired net 
assets) has been under nearly constant debate since the issuance of the first accounting standard 
addressing goodwill in 1944. For investors, just when the debate seemed settled, it was re-opened 
by standard setters. In 1970, the accounting methodology required periodic amortization over 
no more than 40 years. In 2001, the Financial Accounting Standards Board (FASB) replaced 
the amortization methodology requiring, instead, retention of goodwill, subject to its impair-
ment (when the implied fair value of the net assets falls below the carrying amount of goodwill). 
A similar standard was put in internationally by the International Accounting Standards Board 
(IASB). Over the years, preparers have complained that such impairment testing is, essentially, 
too difficult. This nearly constant refrain has led the FASB to re-open the debate with an apparent 
intent to roll back the clock to 1970 and return to amortization in a view toward “simplification.” 
Internationally, the IASB also has re-opened the debate, but with a different proposed solution—
better disclosures. This paper provides an investor take on this debate and the best path forward. 

Contextualizing the Size of the Goodwill Accounting Debate 

Move to Amortization =  
Write-off of 30–40% of the Equity of the Largest US Corporations
Goodwill balances in the United States are much larger than many realize. As we noted in our 
comment letter to the 2019 Financial Accounting Standards Board (FASB) Goodwill Invitation 
to Comment (Goodwill ITC), based on 2018 figures, goodwill amounted to $5.6 trillion or 32% 
of the equity of all US public companies and $3.3 trillion or 41% of the equity of the S&P 500. 
This same goodwill represented 5.82% and 9.28%, respectively, of the assets of these same com-
panies. A move by FASB, as it is currently headed, to amortize goodwill over a fixed period of 10 
years—to match private company accounting—would reduce the net income of the S&P 500 by 
$330 billion (i.e., $560 billion for all public companies) every year for 10 years—if the transition 
occurs over a 10-year period. Or, it would immediately reduce equity by 30–40%, if goodwill is 
netted against equity at transition. See Table 1 in Section I (Background and Overview) for 
a detail of these figures. For a global perspective, we did the same analysis for the largest stock 
market indices globally using 2019 data. See Table 2 in Section I (Background and Overview), 
which follows.
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Goodwill as a Percentage of Equity
Major Stock Indices Across the Globe
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The data make the message obvious. Goodwill balances are more than significant. Accordingly, any 
discussion of a change in goodwill accounting must contextualize the size of the debate being had 
by the FASB and the IASB of this issue. The debate cannot be had by technical accountants on the 
esoteric and theoretical accounting merits of this decision. The impact of any decision to change the 
accounting also must consider the impact it will have on the financial statements of corporations 
in the United States and globally and whether a change will enhance or deteriorate the decision-
usefulness of financial statements. 

A Survey of Investors and Analysts
CFA Institute provided comment letter responses to the FASB’s 2019 Goodwill ITC 
and the IASB’s 2020 Goodwill Discussion Paper (Goodwill DP) on their respective con-
sultations on the subsequent accounting for goodwill. See Section I (Background 
and Overview). In both letters, we lay out our investor perspectives on the subse-
quent accounting for goodwill. Our views were anchored in decades of outreach to our 
investor members. In November 2020, CFA Institute undertook a survey of its membership— 
members who are portfolio managers and analysts—to gain their perspectives. Our objective was to 
publicly provide investor perspectives on the issue of the accounting for the initial recognition and sub-
sequent measurement of goodwill and the disclosures investors want in financial statements. Details on 
our survey method can be found at Section III (About the Survey).

This paper is a summary of those investor and analyst views. These are not public policy views, but 
rather what analysts and investors said—in their own words—and what they want from financial 
reporting as it relates to goodwill. Although our survey includes specific questions with predefined 
response options, we always provide the opportunity for our investor members to provide open-
ended responses. We got a lot of feedback on this survey and although these comments take time 
to review and collate, they add an incredible richness and context to responses. As such, we have 
included respondent comments extensively, in their own voice, in this paper. 

Key Message on the Path Forward for Standard Setters:  
Improve Disclosures, Rather than Revert to Amortization
We included our key question on the best path forward in the body of the survey email. Chart 1  
from Section II.A.1 (Desired Path Forward) highlights that 58% of respondents support retain-
ing impairment, with 38% saying that they want improved disclosures related to the initial recog-
nition and subsequent measurement as first steps and 20% wanting improvement in impairment 
accounting. Only 31% thought bringing back amortization would be beneficial to investors. 
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Respondents also told us the current disclosures related to goodwill and its impairment are not 
useful, that they want improvement in disclosures before any changes in impairment accounting, 
and they want improvements in such disclosures regardless of a change in the accounting model. 
See Section II.A.1 (Desired Path Forward) and Section II.D (Disclosures) for charts in sup-
port of these findings. 

Path Forward on Goodwill Impairment

38%

20%

31%

11%

Under the current accounting model, goodwill is not amortized but is tested annually
for impairment, and more often if there are specified indicators of impairment.

Which statement best represents your overall perspective?
N = 1,607

58% Support Retaining Impairment

DISCLOSURES: Improved
disclosures related to initial
recognition and subsequent
measurement are first steps.

IMPAIRMENT: 
Improving current 
impairment accounting
would be beneficial 
for investors.

AMORTIZATION: 
Bringing back 
amortization would be 
beneficial for investors.

NO PREFERENCE: The debate
over impairment versus
amortization is not sufficiently
important enough to have 
any significant impact 
on investors analysis.

Make Sure the Path Forward Is Globally Consistent 
Respondents were in raging agreement that the IASB and FASB should follow the same approach 
in the accounting for goodwill (90%) and in the subsequent measurement of goodwill (94%). See 
Section II.A.2 (IASB and FASB: Convergence of IFRS and US GAAP)
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Taken Together, Investors Support IASB Approach
Taken together, the message of retaining impairment and improving disclosures combined with 
their strong support for seeking a converged solution means investors are more supportive of the 
IASB approach. We intentionally did not ask the question of whose approach our investor mem-
bers supported, as we wanted their views on the underlying issues and not their preference for 
US Generally Accepted Accounting Principles (US GAAP) or International Financial Reporting 
Standards (IFRS). 

Accounting for Goodwill: Investor Views on Initial Recognition 
and Subsequent Measurement

Initial Recognition 
We began the survey by asking investors their views on what goodwill represents. 

Goodwill Is An Asset, But It Can Represent Different Things Depending on Acquisition 

We asked investors whether they believe goodwill is an asset. A majority (75%) agreed goodwill 
was an asset. Through their comments, we also learned, however, that investors believe goodwill 
can represent different things depending on the nature of acquisition and the industry in which 
the acquisition takes place. Investors want greater disclosure regarding these elements and charac-
teristics of goodwill. A majority (73%) also told us they believe goodwill can be overvalued because 
of an overpayment for an acquisition and a failure to separate out all intangibles at acquisition. 

Wasting or Non-wasting Asset? 

When asked whether goodwill was a wasting (finite-lived) or non-wasting (indefinite-lived) 
asset, we learned a significant minority (45–50%) said goodwill is a wasting asset; how-
ever, more than half (53%) do not necessarily believe goodwill decreases in value over time. 
Investors believe (75%) goodwill can have wasting and non-wasting elements. 

Eliminate Immediately Against Equity?

Most investors (71%) do not believe goodwill should be eliminated against equity at acquisition 
because they believe it is an asset. Through their comments, we learned investors do support, 
however, a disclosure of equity less goodwill to highlight the magnitude of the size of goodwill. 
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Thoughts on Intangibles 

While surveying about goodwill, we received feedback on intangibles more broadly. Investors 
highlighted that the current accounting model needs to be updated to reflect the increasing impor-
tance of intangibles; that the move from a manufacturing to a service economy makes this more 
important and evident; and that they highlight the need for a resolution between the accounting 
for acquired versus internally generated intangibles. We have conducted a more thorough survey 
on intangibles and will issue a separate report.

See Section II.B (Initial Recognition of Goodwill) for additional details. 

Subsequent Measurement: Impairment or Amortization?
Although accountants, preparers, and auditors are focused on the subsequent measurement of 
goodwill (i.e., amortization or impairment), investors are most focused on information regarding 
how the acquisition that created the goodwill asset has performed. As it relates to impairment 
versus amortization, we found the following: 

Impairments: Not Timely, But Decision-Useful 

Through the open-ended comments, we learned that investors do not believe there is sufficient 
transparency and rigor regarding the nature of impairment testing and the level at which it is 
performed. As it relates to the timeliness of impairment charges, we found that: 

■■ investors (72%) recognize impairment charges are not taken in a timely manner; 

■■ impairment charges would be more meaningful (89%) if taken in a more timely manner; 

■■ the market recognizes impairments before company management (52%); and 

■■ impairments taken in the first five years are more meaningful (64%) because such a charge 
reflects that an acquisition went badly, very quickly. 

Given that investors have such views regarding the timeliness of impairment testing, and it is 
widely acknowledged that the impairment test is not sufficiently sensitive, it is unusual that the 
FASB is considering moving the level of the impairment test from a more detailed (reporting unit) 
level to a higher (segment) level. This move is inconsistent with improving the quality of impair-
ment testing and making it more timely or more sensitive. 

WWW.CFAINSTITUTE.ORG
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While acknowledging that impairment testing is not as timely as needed, investors also told us 
that impairment is decision-useful (74–77%) for the following reasons: 

■■ even if not timely, impairment has information content that an acquisition has underperformed; 

■■ impairments hold management accountable; 

■■ impairment testing is more meaningful as it incorporates fair values; and 

■■ eliminating impairment results in a loss of information to investors. 

Overall, investors see impairment testing and charges as having a great deal of information con-
tent. Indeed, one attribute of impairment that is absent from amortization is the information nec-
essary to hold management accountable for the success of acquisitions. When asked who should be 
responsible for impairment testing, investors (56%) said they believe management was principally 
responsible, followed by the auditors (22%) and then boards of directors. 

When asked about the cost of impairment testing, 73% of investors said that it is a cost they are 
willing to bear. 

See Section II.C.1 (Impairment) for additional details. 

Amortization: Administratively Convenient, But Not Decision-Useful Information 

When we asked about amortization, investors told us that amortization is an inferior model for 
the following reasons: 

■■ it does not allow the discernment between good and bad managers and their acquisitive abili-
ties (63%); 

■■ it distorts financial metrics (61%); and

■■ it does not provide decision-useful information for investment analysis (50%). 

Investor support for amortization stems from the fact that amortization is an administratively 
convenient cure (46%) for untimely impairment recognition (51%), but amortization does 
not improve matching of the cost of an acquisition with future revenues from the acquisition 
(38%). Through respondent comments, we found that support for amortization by some stems 
from a view that goodwill erodes over time, that impairment is subjective, and that amor-
tization is more predictable. Others told us that amortization is not decision-useful, has no 
predictive value, is an accounting gimmick, distorts returns, gets added back and reduces the 
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decision-usefulness of financial reporting (US GAAP and IFRS), and is ignored by investors 
as it has no information content. 

Amortization Method/Period 

We also asked investors about their preferred amortization method or period. Three-quarters 
(75%) of respondents wanted a method other than a fixed amortization period—such as the 
10-year period considered by FASB. This default method was least favored by investors. Only 22% 
favored such a fixed default method.

See Section II.C.2 (Amortization) for additional details. 

Amortization Versus Impairment, Some Additional Insights

As it relates to the comparison of amortization and impairment, we made several other observations 
from additional survey questions and the comments we received as well as related to public com-
ments about the benefits of one method over the other. Additional insight includes the following:

■■ Amortization Makes All Goodwill a Wasting Asset, Impairment Accommodates the Non-
wasting Elements of Goodwill: Amortization makes all goodwill a wasting asset—this is 
inconsistent with what we found investors believe. In contrast, impairment allows for good-
will to be recognized for its wasting elements and for its non-wasting characteristics. 

■■ Amortization Equates Bad and Good Managers, Reducing the Decision-Usefulness of Financial 
Statements: As we highlighted in our previous comment letters to the FASB and IASB—and 
as we queried related to impairment (but is worth reiterating)—amortization has the effect of 
making all managers look the same and reduces usefulness of financial statements.

■■ Amortization Must Come with Impairment Testing, But Likely Mutes Its Impact: 
Amortization must come with impairment testing. Our worry, however, is that amortization 
mutes the effect of impairment testing as management will simply kick the impairment can 
down the road, allowing time to cure the ills of the poor impairment testing. 

■■ False Equivalency Made Between Add-Back of Impairment Charges and Amortization: A 
false equivalency is being made between the add-back of amortization and the add-back of 
impairment. Although the mechanics are the same, this should not be taken to mean that 
investors find both numbers being added back to have the same level of decision-usefulness. 
Amortization is an accounting device with no information content, whereas impairment tells 
investors that an acquisition has not performed as expected. The objective of the add-back 
exercise is to arrive at “normalized earnings” or some measure of EBITDA. This add-back is 
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done by analysts and investors because the statement of cash flows does not meet their needs. 
Adding back amortization and impairment to arrive at EBIDTA does not make them equiva-
lent in their information content. Amortization will always be added back because it reduces 
the usefulness of the income statement. The same cannot be said of impairment. It is also 
important to note that impairment is not a “non-cash charge,” as some like to label it. It tells 
investors that the cash outlay in previous periods was not an effective deployment of capital. 
The same cannot be said about amortization. 

■■ Level of Impairment Testing and “Shielding”: We asked investors whether they believe 
accounting for the subsequent measurement of goodwill should be different for an acquisi-
tion that is subsequently merged with another business unit or that is managed on a stand-
alone basis: 37% said no, 32% said yes, and 31% neither agreed nor disagreed. This notion of 
shielding, as it has been labeled by accountants, did not change their views on how goodwill 
should be subsequently measured. What investors really seek is better disclosures regarding 
the nature of the unit being merged and consistency of this aggregation with the original 
acquisition plan. This issue of merging reporting units raises the overall question of the appro-
priateness of the level of the impairment testing. As we note elsewhere herein, the level of 
impairment testing is important to investors. They believe the level of testing is too high to 
be appropriately sensitive. Raising the level of the impairment test from the reporting unit to 
segment level, as the FASB is discussing, actually will increase the shielding effect and make 
the impairment test already noted as not sufficiently sensitive even more insensitive. 

■■ Public Company Accounting Should Not Revert to Private Company Accounting: Investors told 
us that they did not agree that public company accounting for goodwill (i.e., impairment only) 
should be allowed to revert to private company accounting (i.e., amortization) for goodwill, 
even if the amortization accounting was coupled with impairment testing. 

■■ Subsequent Measurement Should Not Be a Policy Choice: We asked investors whether the sub-
sequent measurement of goodwill should be a policy choice, and 59% said no. 

See Section II.C.3 (Amortization or Impairment: Additional Thoughts) for details. 

Disclosures: Investor Views on Initial Recognition and 
Subsequent Measurement
Respondents also told us the current disclosures related to goodwill and its impairment are not 
useful (70%), that they want improvement in disclosures before any changes in impairment 
accounting (66%), and that they want improvements in such disclosures regardless of a change in 
the accounting model (88%). We asked them what disclosures improvements they needed. 
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Impairment Disclosures 
Overall, investors noted a need for more information to make an independent assessment of an 
acquisition’s success. In particular, they identified the need for the following improvements related 
to impairment, in order of priority: 

■■ Valuation models and related estimates and assumptions are key;

■■ Quantitative information on how and acquisition performs over time relative to  
original business objectives;

■■ Key common performance metrics that management uses to monitor the acquisition;

■■ Qualitative information on how the deal performed (but quantitative information was noted 
as more important); and

■■ More information on how the board assessed the acquisition’s performance over time. 

Amortization Disclosures
As noted under amortization, we asked investors their preferred amortization method or 
period. Three-quarters (75%) wanted a method other than a fixed amortization period—such 
as the 10-year period considered by FASB, which was the least favored method. This method 
as a standard-setter default does not require substantial disclosure, but the other methods 
investors favored involve judgment and estimates. Investors were near unanimous (95%) in 
their request for disclosures of such useful lives, and how they were determined, along with 
whether the useful life chosen has any impact on the amount of goodwill recognized. 

Takeaways 
Returning to amortization does not change investors’ need to evaluate the performance of the acqui-
sition. Investors believe disclosures related to impairment need to improve regardless of a change to 
amortization or retention of the impairment-only model. Regression to amortization only increases 
disclosure—as there will now be a need for impairment and amortization-related disclosures. The 
net result is that amortization increases the cost of compliance not only in the accounting but also in 
the provision of disclosures. Investors want disclosures to evaluate the acquisition regardless of the 
choice of standard setters to amortize goodwill. The 2019 FASB Goodwill ITC did not explore the 
addition of disclosures and may indicate that FASB either supports or fails to recognize the opacity 
that a return to amortization will bring to investors. 

See Section II.D (Disclosures) for more information. 
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Agenda-Setting Criteria and Improvement in Financial Reporting

Historical Perspective 
As we note in Section I (Background and Overview), in the early 2000s, the FASB and IASB 
converged their accounting for business combinations and retained the recognition of goodwill, 
eliminating amortization and introducing impairment testing as the measurement method for 
subsequent goodwill. A post-implementation review was completed in 2013 and did not find sig-
nificant changes were needed in the accounting for goodwill. 

Impetus to Revisit 
Beginning in 2018, the media attention around high-profile failures, such as Carillion in the 
United Kingdom, which had significant goodwill, forced the IASB to take-up the consideration 
of goodwill accounting—despite the fact that goodwill does not make a business fail. This was 
followed by some large write-downs of goodwill in the United States at GE and Kraft Heinz—
the former being perceived as untimely and the latter being very timely. The US write-downs did 
not evidence a failure in the goodwill accounting model, but they did present an opportunity to 
bring to public companies the subsequent accounting (i.e., amortization) for goodwill allowed 
as a practical expedient for private companies in 2014. This essentially resulted in the backdoor 
standard-setting we had expressed concern about with the advent of the FASB’s Private Company 
Council in 2012, which was reemphasized by CFA Institute in 2015. 

FASB and IASB Actions and 2019 and 2020 Comment Letters
Although goodwill accounting was first brought up in the United Kingdom for IFRS, the FASB was 
the first to publish a consultation document to revisit the subsequent measurement of goodwill. CFA 
responded to the FASB’s Goodwill ITC in early 2020 and on the IASB’s Goodwill DP in early 2021. Our 
views are expressed in detail in those lengthy comment letters in Appendices 1 and 2 of this document. 

Have Agenda-Setting Criteria and Improvement in Financial Reporting 
Threshold Been Met? Investors Are Willing to Pay for a Proper Cost-Benefit 
Analysis, But Don’t See Amortization Meets the Threshold of Improvement 
in Financial Reporting
The premise of the 2019 FASB Goodwill ITC was that costs of impairment testing exceeded their 
benefits. This was the stated assumption in the Goodwill ITC. The “too little, too late” nature of 
impairment testing was not noted as a premise for consideration in the Goodwill ITC. No study 
has been conducted, however, that accumulates the costs of impairment testing—so a proper cost-
benefit analysis has not been completed, as required for FASB agenda setting. We explore this topic 
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in Section II.A.3 (Cost Versus Benefit) in which we highlight the findings that investors (73%) are 
willing to pay for the cost of impairment testing and that they believe (61%) before moving forward, 
standard setters should be making a cost-benefit analysis. The enormous size of goodwill balances 
globally (as shown in the previous table 2019 FactSet Data for Goodwill Balances for Key Global 
Indices) supports their belief that a cost-benefit analysis is worth such effort.

To be added to the FASB’s agenda, a topic must demonstrate that current financial reporting 
does not represent a complete reflection of the underlying economics. As our survey notes, inves-
tors believe impairment provides economically relevant information, even if not done timely, but 
especially when it is done timely. Investors also told us that amortization does not provide eco-
nomically relevant information, it is just an administrative convenience. Even if the FASB were to 
believe impairment not being done timely met the criteria for agenda setting (i.e., current financial 
reporting does not represent a complete reflection of the underlying economics), their solution 
(i.e., amortization) does not meet the criteria for a change in financial reporting. As our respon-
dents highlight, amortization is not an improvement in financial reporting because it does not 
provide a better reflection of the economics nor does it allow users to make a better capital alloca-
tion decision. This is the benefit against which the costs—not accumulated—should be measured. 

Disclosures, in contrast, can result in the improvement of the timeliness of impairment recogni-
tion—the real financial reporting problem. Disclosures are a solution that can improve financial 
reporting and justify a change in financial reporting. 

Additionally, the FASB’s calculus fails to recognize, as we describe previously, that adding amor-
tization may increase cost as impairment testing is still supposed to be performed. Again, the 
FASB makes no attempt at analyzing the costs or benefits of such a change. Moreover, the FASB 
ITC seeks no data from stakeholders to make an informed assessment.

Amortization is Not the Highest and Best Use of  
Standard-Setter Resources
The size of goodwill balances warrants attention to the valuation of goodwill and making the 
financial statements more decision-useful, not less. Investors want to know how acquisitions per-
formed by being provided with disclosures that facilitate such analysis. As one of our members 
highlights in the body of this paper, standard-setter resources being deployed against the reconsid-
eration of the amortization of goodwill are not the highest and best use of their time and treasure. 
Investors, as our survey shows, believe resources are better deployed against seeking improvements 
in disclosures regarding impairment testing and consideration of important topics, such as intan-
gibles more broadly. How will FASB address these needs? In some conversations, the FASB has 
suggested that the addition of disclosures would be providing forward-looking information in 
financial statements. That does not make sense to investors because providing better disclosures 
simply supports the forward-looking measure already included in the financial statements.
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I.  Background and Overview
History of Goodwill Accounting 
Before we begin with the discussion on goodwill, it is best to provide a high-level summary of 
the accounting. For decades, the pendulum has swung back and forth. The earliest US account-
ing standard provided for permanent retention of goodwill (1944). Nearly 30 years later, the US 
standard setter adopted an amortization regime over a maximum of 40 years. Approximately 30 
years later, amortization was discarded in favor of permanent retention of goodwill with reduction 
for impairment. This approach gave investors new insight into the overall purchase price, alloca-
tion of goodwill, and subsequent performance. If the fair value of the business combination’s net 
assets exceeded the goodwill, then an impairment charge would be recognized that potentially 
indicated either overpayment for the business combination or a change in circumstances in which 
the acquisitions value had diminished. 

In the early 2000s, the Financial Accounting Standards Board (FASB) and the International 
Accounting Standards Board (IASB) converged their standards on accounting for business com-
binations and goodwill. The current model states that in a business combination, an acquirer rec-
ognizes goodwill as an asset equal to the excess of the purchase price over the fair value of all net 
assets acquired in a business combination, including identifiable assets. Goodwill is allocated to 
either a reporting unit, such as US Generally Accepted Accounting Principles (US GAAP), or to 
a cash-generating unit, such as International Financial Reporting Standards (IFRS).

Under both regimes, goodwill is not amortized but rather is tested for impairment annually or 
more frequently if there are indications of impairment. The theory is that goodwill has an indefi-
nite life (not all goodwill declines in value), and for goodwill that does decline in value, it does not 
decline systematically over time.

The impairment test has been simplified over the years—especially by the FASB. The impairment 
test generally involves a comparison of the carrying value of a unit to its fair value (US GAAP) or 
to its recoverable amount (IFRS).

Before the change in accounting in the early 2000s, goodwill had been amortized over a maxi-
mum period of 20 years (IFRS) or 40 years (US GAAP). The theory was that goodwill is not an 
indefinite-lived asset and should be reduced to zero over some period of time.

In 2014, the FASB permitted private companies to elect to amortize goodwill on a  straight-
line basis over 10 years (or less, if appropriate).
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The Impetus to Revisiting Post-Acquisition Accounting 
for Goodwill 
Beginning in 2018, media attention given to the issue of goodwill in the United Kingdom increased 
political pressure on the IASB to reconsider the issue of goodwill amortization, rather than impair-
ment, under IFRS. Simultaneously, a significant write-off of goodwill by GE1 in October 2018 fol-
lowed by the Kraft Heinz2 goodwill write-down created an opportunity for certain stakeholders 
to request the FASB address the accounting for goodwill for US GAAP. In the United States, the 
existence of amortization of goodwill for private companies was a force multiplier in this debate. 
When goodwill amortization for private companies was introduced in the United States in 2014, 
we expressed concern that private company accounting was being used as backdoor accounting for 
public companies. These concerns appear valid as it relates to goodwill accounting. 

Write-downs of goodwill at several high-profile companies, or in connection with high-profile 
corporate failures, should not be seen as widespread evidence of the need to replace impairment 
with amortization of goodwill. Amortization of goodwill, and certainly amortization without 
impairment, would not have cured what ails these acquisitions, especially given that some failed 
rather quickly. Rather, one could argue that the impairment test facilitated or forced recognition 
that the companies overpaid for these acquisitions. For that reason, we do not believe these exam-
ples should be used as the basis by some stakeholders to further reduce the economic relevance and 
meaningfulness of financial statements. 

The FASB and IASB’s Proposed Changes:  
CFA Institute Comment Letters

FASB US GAAP Proposed Changes
Although the issue was first raised in the United Kingdom following the collapse of Carillion, the 
FASB beat the IASB to market with an Invitation to Comment, Identifiable Intangible Assets and 

1Ed Crooks, “GE’s $23bn Write-down Is a Case of Goodwill Gone Bad,” Financial Times,  
https://www.ft.com/content/9beb58f4-c756-11e8-ba8f-ee390057b8c9.
2Antoine Gara, “Kraft Heinz Plunges After $15 Billion Write-down, Dividend Cut and SEC Probe,” Forbes,  
21 February 2021, https://www.forbes.com/sites/antoinegara/2019/02/21/kraft-heinz-plunges-after-15-billion- 
writedown-dividend-cut-and-sec-probe/?sh=e0bb0615b0ff; 
Tatyana Shumsky, “Kraft Heinz Goodwill Charge Tops Consumer Staples Record,” Wall Street Journal, 22 February 2021, 
https://www.wsj.com/articles/kraft-heinzs-goodwill-charge-tops-consumer-staples-record-11550874959.
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Subsequent Accounting for Goodwill (the “2019 FASB Goodwill ITC”). In this proposal, the FASB 
considers reverting to the historical accounting for the subsequent measurement, whereby good-
will would be amortized, likely over a period over 10 years. 

CFA Institute issued a comment letter the (“2019 FASB Goodwill ITC Comment Letter”) 
in January 2020 providing our views on the Goodwill ITC. A copy of that comment letter is 
attached at Appendix 1. 

IASB IFRS Proposed Changes
In 2020, the IASB issued the Discussion Paper on Business Combinations—Disclosures, Goodwill 
and Impairment (the “2020 IASB Goodwill DP”). 

CFA Institute issued a comment letter (“2020 IASB Goodwill DP Comment Letter”) in January 
2021 providing our views on the Goodwill DP. A copy of that comment letter is attached at 
Appendix 2. 

CFA Institute Message
CFA Institute has stated in its correspondence to the IASB and FASB that they must be resolute 
in the need for financial statements to provide economically relevant information. Delayed recog-
nition of impairment is, in our view, the problem that needs to be addressed. As CFA Institute has 
stated, we do not believe that amortization is the best response to this problem. 

Our extensive responses included in Appendices 1 and 2 provide our detailed views. 

CFA Institute Goodwill Survey
In late 2020, we undertook a survey in which we asked 23,800 portfolio managers and analyst 
members their views on goodwill. All surveyed were provided with the first question: how they 
believe the standard setters should move forward. We then branched those 1,600 respondents into 
two blocks (approximately 800 in each) and provided each with a series of subsequent questions to 
ensure that the survey was relevant and of appropriate length. See Section III (About the Survey) 
for a detailed description of this survey. 

The data provided herein are provided at a global level. If we identified materially different 
results by region to a respective question, the regional differences are noted next to the global 
results. Although we can break down results in great detail, we analyze differences according to 
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the following regions: Americas; Europe, Middle East, and Africa (EMEA); and Asia Pacific 
(APAC). 

Future Work on Intangibles:  
CFA Institute Intangibles Survey
Goodwill is a significant issue to investors as is the related topic of intangibles. Our survey was 
crafted to address both topics. Given the length of our goodwill and intangibles survey, how-
ever, we bifurcated the survey into a goodwill survey and a separate intangibles survey. The latter 
survey was completed in June 2021 and will be the subject of a separate paper to be released in  
2022. That said, the goodwill survey results included herein included numerous valuable com-
ments related to intangibles more broadly. We included those comments at the end of Section 
II.B (Initial Recognition of Goodwill). 

Contextualizing the Size of the Goodwill Debate: 
Implementing Amortization Would Have a  
Dramatic Impact

Our Message to the FASB: US Goodwill Balances Are Significant, 
Stakeholders Need to Understand Impact
In our 2019 FASB Goodwill ITC Comment Letter, it was essential to contextual the size of the 
goodwill debate and to explain what a write-off would mean to US public companies. We do not 
believe the FASB has properly contextualized the impact of their decision for stakeholders. At 
that time, using data from Calcbench, we aggregated goodwill balances on the books of all US 
public companies and the S&P 500. 

In 2018, goodwill amounted to 6% of all public company assets and 8% of the assets 
of public companies with goodwill. Goodwill represented 32% and 40%, respectively,  
of the equity of such public companies. More staggering is the effect eliminating goodwill through 
amortization would have on S&P 500 companies. With $3.3 trillion in goodwill, the S&P 500 
represents nearly 60% of the goodwill of all US public companies, although S&P 500 companies 
represent only 8% of the number or US public companies and 37% of the assets of US public com-
panies. Goodwill represents 10% of the assets and 45% of the equity of S&P 500 companies with 
goodwill. 
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If the FASB moved toward amortization, over 10 years, this approach would schedule the write-
off (amortization) of a substantial portion of the assets and equity of US public companies and 
reduce the profits of the S&P 500 ($5.6 trillion or 32% of the equity of US public companies and 
$3.3 trillion or 41% of the equity of the S&P 500). This would reduce profit by $330 billion ($560 
billion for all US public companies) for 10 years based on 2018 data. See the extract from Table 1. 

Table 1. � 2018 Calcbench Goodwill Data for All US Public Companies and  
S&P 500 Companies

Goodwill  
All Public Companies & S&P 500 Companies 

2018 
($’s In Trillions)

All Public Companies S&P 500

G/W G/W G/W G/W

# Companies Goodwill Equity Assets Equity Assets # Companies Goodwill Equity Assets Equity Assets

2018 6,449 $ 5,558 $ 17,580 $ 95, 446 31.62% 5.82% 2018 499 $ 3,251 $ 7,968 $ 35,037 40.81% 9.28%

All Public Companies with Goodwill S&P 500 Companies with Goodwill

G/W G/W G/W G/W

# Companies Goodwill Equity Assets Equity Assets # Companies Goodwill Equity Assets Equity Assets

2018 3,196 $ 5,558 $ 13,734 $ 72,620 40.47% 7.65% 2018 444 $ 3,251 $ 7,217 $ 33,037 45.05% 9.84%

Source: Calcbench

In our 2019 FASB Goodwill ITC Comment Letter, we also considered quick heuristics regarding 
the impact of amortizing goodwill for the S&P 500: 

■■ Goodwill Balances Greater Than 10 Year’s Profit: The companies with 2018 goodwill balances 
greater than 10 years (the likely FASB amortization period) of the company’s 2018 annual prof-
its. Sixty-nine companies had goodwill in excess of 10 years of profits, 22 of which were compa-
nies with net losses and no current year profits to rebuild the goodwill write-off. See Appendix 
A to the 2019 FASB Goodwill ITC Comment Letter. 

■■ Goodwill in Excess of Equity: The number of companies that had goodwill in excess of equity. 
There were 112 such companies or greater than 20% of the S&P 500 that had goodwill bal-
ances greater than equity. Said differently, more than 20% of the largest US corporations will 
have negative equity if goodwill is written off. See Appendix B to the 2019 FASB Goodwill 
ITC Comment Letter. 
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■■ Number of Year’s Profits to Recoup Goodwill in Excess of Equity: The number of years of profits 
it would take to return to a positive equity balance upon write-off of the goodwill balances. 
For 10 companies, it seemed unlikely they could earnout the amortization of goodwill. See 
Appendix C to the 2019 FASB Goodwill ITC Comment Letter. 

Substantively, our work was meant to show not only the magnitude of goodwill balances but also 
their impact on the equity and earnings of the largest US corporations. 

Our takeaway is—and the message for standard setters and regulators should be—that the recon-
sideration of goodwill accounting post-acquisition should not be construed as an accounting 
theory exercise. Considering the impact on key financial metrics and the perceived economics 
of the largest US corporations is essential. Stakeholders should be focused on the effects of such 
a change, not on the technical accounting discussion. In our estimation, it is worth an extensive 
cost-benefits analysis—and an effects analysis—before the FASB decides to make an accounting 
change that would make 40% of the equity of the largest US corporations disappear either imme-
diately or over 10 years. 

Goodwill Balances in Major Global Markets

The Data
It is worthwhile to contextualize the goodwill balances not only in the United States but in vari-
ous jurisdictions around the globe. We attempted to utilize data for 2020 to be most current—
especially because of COVID-19—but in many jurisdictions, data were not available as of the date 
we extracted the information from FactSet (early April 2021). For those jurisdictions for which 
significant data were available, we were surprised to note that goodwill balances were not substan-
tially lower, or lower as a percentage of assets and equity, despite the impact COVID-19 should 
have had on goodwill balances and their potential for impairment. To ensure that we had a more 
complete comparison, we utilized data as of 2019 for 16 indices around the globe. 

The country, index, currency, net goodwill, total assets, and total equity balances extracted from 
FactSet are presented in Table 2. Utilizing that data, we computed goodwill as a proportion of 
total assets and total equity and the amount of equity after deducting goodwill. Consistent with 
our approach in the 2019 FASB Goodwill ITC Comment Letter, we also noted the number of 
companies that had negative equity after deduction of goodwill and the percentage of the compa-
nies in the index that they represented. Those computations also are presented in Table 2. 
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Insights from the Data: What Did We Learn? Amortizing Goodwill Will Have 
a Dramatic Impact on Equity 

Goodwill as a Percentage of Assets and Equity 

From the data, we learned that goodwill as a percentage of assets and equity stacked up as follows: 

■■ United States and Europe: The US may have slightly higher goodwill as a percentage of 
assets compared with companies in Europe, but European companies (i.e., other than the 
Netherlands) have goodwill as a percentage of equity balances that are as significant as in the 
United States. 

■■ United Kingdom and Canada: We noted significant goodwill balances as a percentage of assets 
and equity in the United Kingdom and Canada, albeit lower than in the United States and 
Europe. 

■■ Mexico and Brazil: Mexico had similar goodwill balances as a percentage of equity as the 
United Kingdom and Canada, but a much higher goodwill as a percentage of total assets than 
those jurisdictions. Brazil, in contrast, was lower on both measures—goodwill as a percentage 
of assets and equity. 

■■ Australia: Australia trailed the United States and Europe on these metrics, but most notably 
on measures of the significance of goodwill to assets and equity.

■■ Asia and India: Goodwill as a percentage of assets and equity were markedly lower in Asia 
and India—with percentages of assets of 0.22% to 1.31% and percentages of equity of 1.75% 
to 9.39%—than those in North America, Europe, the United Kingdom, and Australia. 

Companies with Negative Equity, After Deducting Goodwill 

As we did for the 2019 FASB Goodwill ITC Comment Letter, we also looked at the companies 
within each index with negative equity after deduction of goodwill. Using the same 2019 data in 
Table 2, we looked at the number of companies and the percentage of these companies that were 
representative of the respective index to make comparisons across jurisdictions. 

The number of US S&P 500 companies with negative equity was higher than in 2018. The 
equity of the largest US corporations was most significantly affected by the write-off of good-
will to equity. The number of companies in the Russell 2000 was more comparable to European, 
Australian, and Latin American indices. 

WWW.CFAINSTITUTE.ORG


I. Background and Overview

© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 25

Key Takeaways 

Overall, we can take away the following from this analysis:
■■ Goodwill Is Massive and Massively Important: Goodwill is a big deal around the globe, except 

in Asia and India. 
■■ This Is Not Just an Accounting Theory Question: The FASB and IASB must consider the finan-

cial statement effects and economic consequences of a decision to amortize away goodwill 
balances. Their decision must be contextualized with real data, not just accounting theory. A 
move to amortize will have dramatic financial statement and analytical impacts because of the 
size of goodwill relative to total asset and equity. 

■■ Convergence Is Essential: A difference in approach (i.e., amortization for US GAAP) for US 
companies and for companies globally (i.e., impairment for IFRS companies) would have 
dramatic results on the comparability of companies around the globe because of the size of 
goodwill balances. 

■■ The Size of Goodwill Warrants the Cost of Impairment Testing and Further Disclosures: The 
cost of goodwill impairment testing would have to be very high to not be justified given the 
relative size of the goodwill balances. At numbers nearing 30–40% of equity in developed 
markets, preparers and standard setters need to justify why the cost of impairment testing and 
further disclosures is not justified. 

Investor Comments on the Size of Goodwill 
We did not ask our investor members for their views on the size of goodwill balances and the impacts 
on their analysis, but some provided comments that got to the heart of the issue: goodwill has become a 
significant asset on the balance sheet of companies globally. Comments are included in Box 1.

Box 1. Investor Comments on the Size of Goodwill
■■ Goodwill will become an increasing share of leading company market value…it makes sense to 

increase disclosure in this area. 
■■ This has developed into a large and serious issue particularly as a result of private equity’s buy 

and build strategy. It deserves all the attention we can give it. What does it mean when 75% of 
a balance sheet is goodwill and intangibles?

■■ Analysts adjust away amortization. Companies with a high % of assets comprised of good-
will should be scrutinized by investors in a different way than a company with 100% of its 
assets as PP&E. We don’t need new accounting rules to tell us this.
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II.  Survey Results
A.  Investor Preferences for Standard Setters
1.  Desired Path Forward
In the email introducing the survey, we included the central question for policymakers, standard setters, 
and investors: What do investors believe is the best way forward as it relates to the subsequent account-
ing for goodwill: improving impairment testing, bringing back amortization, or improving disclosures? 
A majority of respondents (58%) wanted to stay with impairment over moving to amortization, with 
38% seeking to start by improving disclosures and 20% indicating improvement in impairment testing 
is the best way forward. See Chart 1. 

Chart 1.  Path Forward on Goodwill Impairment

38%

20%

31%

11%

Under the current accounting model, goodwill is not amortized but is tested annually
for impairment, and more often if there are specified indicators of impairment.

Which statement best represents your overall perspective?
N = 1,607

58% Support Retaining Impairment

DISCLOSURES: Improved
disclosures related to initial
recognition and subsequent
measurement are first steps.

IMPAIRMENT: 
Improving current 
impairment accounting
would be beneficial 
for investors.

AMORTIZATION: 
Bringing back 
amortization would be 
beneficial for investors.

NO PREFERENCE: The debate
over impairment versus
amortization is not sufficiently
important enough to have 
any significant impact 
on investors analysis.

WWW.CFAINSTITUTE.ORG


© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 27

II. Survey Results

As we note in the sections that follow—Sections II.C.1 (Impairment) and II.C.2 
(Amortization)—investors do not see the principal issue with impairment being the nature or 
characteristics of the impairment test, but rather the moral hazard management faces when recog-
nizing such an impairment, because it signals acquisitions have not been successful. 

Only 31% of investors supported bringing back amortization. Response to subsequent questions on this 
issue indicate this support for amortization is based on the fact that management does not recognize 
impairments in a timely manner and that amortization is an administratively convenient cure for this 
issue as it reduces balances and mutes the moral hazard of impairment testing by simply eliminat-
ing the balance over time. Respondents broadly acknowledged that amortization results in the loss of 
decision-useful information for investors—especially if the amortization period is a default, uniform, 
fixed amortization period with no relationship to the cash flows associated with the acquired business. 

Investor Comments on the Path Forward 
As we reviewed investor member comments to the survey, some of the comments got to the 
heart of whether change was needed in the subsequent accounting for goodwill and, if so, what 
that change should be. A sample of these comments are included in Box 2. 

Box 2. Investor Comments on the Path Forward
■■ Ultimately, investors will add back goodwill amortization to determine cash earnings, so this 

debate is form over substance. Easier for everyone to simply not have to take another adjust-
ment into account and leave goodwill accounting as it is today. [Amortization.]

■■ The amortization is non-cash charge and we are going to add back in valuing companies on an 
Enterprise Value/EBITDA basis anyway. Therefore, the work to bring back amortization 
expense isn’t worth it. Leave as is and focus on more important issues… Don’t waste time 
with bringing back goodwill amortization expense.

■■ I am all in favor of more disclosure, but no more rule changes! Accountants have got to stop moving 
the goal posts if their reports are to have any value. They should stop pretending to be analysts and/
or economists. That’s *our* job. There is no such thing as an economically “perfect” set of financial 
statements, but what we need from accountants are objective benchmarks – that are consistent across 
time – for investors as well as managers to evaluate. If this constant tinkering does not stop, 
GAAP will lose what little apparent value it has left, and companies will be free to create 
whatever bogus statistics they like and continue to mislead investors at will. [Disclosures]

■■ Goodwill is more of an accounting gimmick than valuable information to investors. While its 
existence on the asset side of the balance sheet is unfortunate, amortisation, if re-intro-
duced, will make things even worse. Indeed, it does seem that the best approach in goodwill 
accounting would be to have an equity contra-account. [Amortization.]
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Improving Disclosures
As we anticipated investors would tilt toward improving disclosures related to impairment over 
abandoning impairment for amortization, we asked a series of questions to gain investor perspec-
tives on existing and potential disclosures. Questions related to disclosures are included in their 
entirety in Section II.D (Disclosures). Several key questions related to the usefulness of cur-
rent disclosures and the need to improve disclosures before making changes to the accounting for 
goodwill are also included herein for context. 

Current Disclosures are not Useful

We asked investors what they thought about current impairment disclosures. Overwhelmingly, 
investors indicated impairment disclosures needed improvement, with 70% indicating impairment 
disclosures were in need of improvement (59%) or drastic improvement (11%). See Chart 2. 

Chart 2.  Usefulness of Current Impairment Disclosures

11%

Needs Drastic
Improvement

59%

Needs
Improvement

27%

Useful

3%

Very Useful

How useful do you find current impairment disclosures?
N = 701
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Chart 3. � Improve Impairment Disclosures Before  
Changes in Subsequent Measurement of Goodwill

1%

Strongly
Disagree

6%

Disagree

27%

Neither Agree
Nor Disagree

43%

Agree

23%

Strongly
Agree

Disclosures should be improved before any changes to the subsequent 
measurement of goodwill.

N = 481

Improve Disclosures before any Changes in Impairment Accounting

When asked if improvement in disclosures should proceed a change from impairment to amor-
tization (subsequent measurement) of goodwill, a majority (66%) agreed that improvements in 
disclosure should proceed a change to amortization, with only 7% disagreeing with that approach. 
See Chart 3. 
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Overall, we found that investors were most supportive of the IASB’s approach of improving dis-
closures rather than the FASB’s approach of moving to amortization. 

Chart 4. � Improve Impairment Disclosures Regardless of  
Changes in Accounting for Goodwill

0%

Strongly
Disagree

1%

Disagree

11%

Neither Agree
Nor Disagree

50%

Agree

38%

Strongly
Agree

There should be an improvement in disclosures regardless of 
whether the accounting model for goodwill changes.

N = 470

Disclosure Improvements Needed Regardless of Change in  
Accounting Model

We asked investors whether improvement in disclosures was needed regardless of whether the 
accounting model changed. An overwhelming majority (88%) agreed that improvement in disclo-
sures was necessary. See Chart 4. 
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Chart 5.  Convergence of IFRS and US GAAP on Accounting for Goodwill

0%

Strongly
Disagree

1%

Disagree

9%

Neither Agree
Nor Disagree

39%

Agree

51%

Strongly
Agree

IASB and FASB should follow the same approach to 
accounting for goodwill.

N = 533

2.  IASB and FASB: Convergence of IFRS and US GAAP 
We asked investors whether they thought the IASB (IFRS) and FASB (US GAAP) should be 
converged on their accounting for goodwill. As shown in Chart 5, 90% of respondents agreed 
with the idea of convergence on the accounting for goodwill. 
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Chart 6.  Convergence of IFRS and US GAAP on Subsequent Measurement of Goodwill

1%

Strongly
Disagree

1%

Disagree

9%

Neither Agree
Nor Disagree

45%

Agree

44%

Strongly
Agree

The IASB and FASB should follow the same approach (i.e. impairment 
or amortization) in the subsequent measurement of goodwill.

N = 700

We specifically asked about the subsequent measurement of goodwill (impairment or amortiza-
tion) and whether the IASB and FASB should follow the same approach. As shown in Chart 6,  
89% of respondents agreed that the IASB and FASB should follow the same approach to the 
subsequent measurement of goodwill. 
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Investor Comments on Convergence 
Overall, investors were in raging agreement that the FASB and IASB should be following the 
same approach. Investors agreed as it relates to taking different approaches under IFRS and US 
GAAP. A sample of comments are given in Box 3. 

Box 3. Investor Comments on Convergence
■■ A common approach between accounting standard setters is important to aid comparability 

of corporate performance across geographies.
■■ This [different accounting approaches] could get messy.
■■ The level of complexity with different approaches is challenging.
■■ Don’t allow a mixing of methods as it will actually make financial statements more difficult 

to read.

International Regulators Weigh-In Calling for Convergence
In late February 2021, the International Organization of Securities Commissions (IOSCO) 
issued a statement, IOSCO Statement on Enhancing Collaboration between the IASB and the FASB 
on Accounting for Goodwill, calling for the IASB and FASB to work together on their individual 
projects related to the accounting for goodwill. 
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3.  Cost Versus Benefit
Standard Setters Assume Impairment Testing Is More Costly Than Benefit:  
Cost Versus Benefit Analysis Is Needed to Validate Assumption

Premise of the 2019 FASB Goodwill ITC = Costs > Benefits 

In our 2019 FASB Goodwill ITC Comment Letter, we noted the FASB asserts—without evidence or 
logical support—in the Goodwill ITC that the cost of performing the goodwill impairment test exceeds 
the benefit and that a change is needed. On page 8 of the Goodwill ITC, the FASB inserts the follow-
ing paradoxical statement that it says is the premise underlying their consultation:

This ITC seeks feedback on whether a change is warranted. The remainder of this ITC assumes 
that the cost of the present accounting model exceeds the benefit and that a change is warranted. 

Challenging the Premise, Call for Analysis of Impairment Testing Costs

We disagreed with the assumption underlying the consultation, as neither the FASB, nor 
IASB, has completed an empirical analysis of the cost of performing impairment tests. An 
analysis of this nature should be relatively straightforward as the costs are discrete and mea-
surable. The costs include the following: (a) internal human capital and data collection costs;  
(b) costs associated with company-retained external valuation expertise; and (c) external audit staff 
as well as audit valuation expertise time. All such costs can be gathered directly or estimated with 
a sufficiently reliable and relevant degree of precision. 

FASB Agenda and Accounting Change Criteria 

The FASB website sets forth their requirement to perform a cost-benefit analysis when making an 
accounting change and how this differs from an analysis of economic consequences. The FASB 
notes that projects are only added to the FASB’s agenda when current financial reporting information 
is not portraying an objective and complete reflection of the underlying economics. In the Goodwill ITC, 
the FASB did not demonstrate how impairment does not reflect the underlying economics. The 
emphasis—and assumption of the Goodwill ITC—was on the cost of impairment testing, not on 
the failure to reflect the economic consequences of the acquisition transaction.3

3At a July 2021 joint IASB and FASB Educational Session, the FASB noted that they undertook the goodwill amor-
tization project because of the “lack of sensitivity of the goodwill impairment test”—noting the “too little, too late” 
recognition of the impairment test. At the same Educational Session, the FASB also noted they undertook the project 
because of the “post-implementation review.” These appear to represent new reasons for undertaking the goodwill 
project that are different from the cost assumption set forth in the 2019 Goodwill ITC. We would note two items 
related to this reasoning. First, if the lack of sensitivity, or “too little, too late” nature of impairment testing, is the 
basis for adding the goodwill project to the agenda, it seems inconsistent that the FASB is simultaneously considering 
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The FASB also notes: “the role of financial reporting is to promote decisions that are well-informed and to 
provide investors information they need to make those decisions. The FASB’s objective in developing accounting 
standards is to show a complete and unbiased picture of a company’s financial position and performance. Better 
information (which could be favorable or unfavorable for a particular organization) is expected to change capital 
allocation decisions.” Our survey asks investors whether amortization or impairment is more decision-
useful. In the survey results that follow, it is evident that our investor members do not believe amortiza-
tion provides better information to make capital allocation decisions. 

Finally, according to the FASB’s cost-benefit analysis guidance, the FASB is to “issue standards 
only when the expected improvement in the quality of the information provided to users—the benefit—
justifies the cost of preparing and providing that information.” The challenge the FASB faces is that 
our investor members do not believe amortization (the proposed improvement) provides better 
information. Furthermore, standard setters have not quantified the cost of impairment testing, 
nor have they considered the incremental cost of moving to amortization or the fact that investors’ 
central issue with impairment testing is a desire for improved disclosures such that they can make 
independent assessments of acquisition performance. 

Overall, we do not believe the FASB has met its own criteria for putting a goodwill amortization 
project on the agenda or for making a change based on either (a) a cost versus benefit analysis or 
(b) an improvement in information for capital allocation resulting from amortization. 

Investor Perspectives on the Cost of Goodwill Impairment Testing
We directly posed questions to our investor members (those who ultimately pay for the cost of 
impairment testing) about their perception of the cost-benefit of impairment testing and whether 
standard setters should be performing a formal cost-benefit analysis before any rule-making. 

raising the level of the impairment testing from the reporting unit to the segment level, which would make the test less 
sensitive. Second, the referenced post-implementation review—although not specifically identified—is likely the 2013  
Post-Implementation Review Report on FASB Statement No. 141 (revised 2007) as per the Financial Accounting 
Foundation website. Upon review of the 2019 Goodwill ITC, the post-implementation review was mentioned only in 
the context of cost. Furthermore, the review was completed in 2013, six years earlier, and does not mention goodwill 
impairment testing as an issue of key concern.

If delayed impairment testing was the basis for adding the goodwill amortization project to the agenda, one would 
have to assume the FASB believes that the replacement financial reporting information (i.e., amortization) would be 
an improvement in reflecting the underlying economics over the existing impairment testing. This is inconsistent with 
our survey findings of analysts and portfolio managers. 

https://www.accountingfoundation.org/cs/Satellite?c=Document_C&cid=1176162641881&pagename=Foundation%2FDocument_C%2FDocumentPage
https://www.accountingfoundation.org/cs/Satellite?c=Document_C&cid=1176162641881&pagename=Foundation%2FDocument_C%2FDocumentPage
https://www.accountingfoundation.org/cs/Satellite?c=Page&cid=1176163052005&pagename=Foundation%2FPage%2FFAFSectionPage
https://www.accountingfoundation.org/cs/Satellite?c=Page&cid=1176163052005&pagename=Foundation%2FPage%2FFAFSectionPage
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Chart 7.  Cost of Goodwill Impairment Testing Versus Information Content
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A Cost Investors are Willing to Bear

When asked if the cost of impairment testing was worth the information it provides, 73% of investors 
agreed, with only 6% disagreeing and 21% neither agreeing nor disagreeing. See Charts 7A and 7B.
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Chart 8. � Standard Setters Must Quantify Cost of Impairment Testing Before a 
Change in Impairment Testing
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II. Survey Results

Standard Setters Must Understand the Cost of Impairment Testing

When asked if the standard setters should gather information on the costs to perform impairment 
testing before voting to replace impairment testing with amortization, we found that a majority 
(61%) agreed, with only 14% disagreeing and 25% not taking a view. See Charts 8A and 8B.

Overall Survey Results on Cost Versus Benefit 

Overall, our survey finds that investors as the residual equity owners of the company believe 
impairment testing is a cost worth bearing to obtain the information they need. Moreover, inves-
tors, want standard setters to gather the cost of impairment testing and perform a proper cost 
versus benefit analysis before any decision is made to replace impairment testing with amortiza-
tion. Investors see the significance of the size of goodwill balances. As the comments provided 
throughout this document highlight, they spend a lot of time thinking about what goodwill repre-
sents and what the subsequent accounting should reveal about the performance of an acquisition. 
Standard setters should consider moving forward to provide more relevant, comparable, decision-
useful information to investors rather than embracing a return to the opacity of the past. 
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Cost Versus Benefit: The Market’s Recognition of Impairments  
Before Management
In our 2019 FASB Goodwill ITC Letter, we noted that the assumption that the cost of impair-
ment testing is higher than the benefit is inconsistent with the notion that the market participants 
(outsiders) are making more timely impairment recognition than management is making. Said 
differently, if impairment testing is so costly, how can outsiders do it (and do it more timely) than 
management? Investors are incurring the cost of impairment testing—and they think the benefit 
of taking the time to perform the test is worth the cost. 

We asked investors whether they thought impairments were recognized in a company’s share price 
before the impairment is announced by management. As illustrated in Charts 18A and 18B in 
Section II.C.1 (Impairment), 52% of investors agreed that the market recognized impairments 
more timely than management, with only 23% disagreeing and 25% neither agreeing or disagree-
ing. One respondent noted the following: 

Goodwill is a plug meant to ensure that balance sheets balance. Amortization is an “easy” approach, 
but not particularly illuminating. Impairments may be more “accurate”, but it relies on management 
judgment, and is likely to lag market moves. That is, the market will reprice for the impairment 
charge before the company actually recognizes the impairment on its financial statements. 

Investor Comments on Impairment Evaluation
Because the market seems to recognize likely impairments before management, we asked our 
investor members their views on the topic and how they complete their impairment assessment of 
goodwill. Specifically, we asked survey respondents: What factors do you believe investors look at 
to perform their own impairment evaluation? Their comments are included in Box 4. 

Broadly, we found that investors do not believe that disclosures are sufficient to conduct as specific 
an analysis of goodwill impairment as they would like. One might ask, then, how can the market 
make such impairment assessment before management? 

Investors, in substance, accomplish the impairment test by performing a discounted cash flow (DCF) 
analysis of the post-acquisition business at the company or segment level. In performing this analysis, 
they identify the fair value of the business is less than its book value, inclusive of the purchased goodwill, 
and impair the value of the business. Essentially, investors are performing the impairment test required 
to be performed by IFRS and US GAAP, just at a higher level. Accordingly, investors’ test is less precise 
(or sensitive) because it is not performed at the specific reporting or cash-generating unit level, because 
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Box 4. Investor Comments on Impairment Evaluation
Poor Disclosures: Make Performing Goodwill Impairment Analysis Challenging

■■ Impairment charges against goodwill are typically made well after investors are aware that 
there are problems. Most investors view goodwill as an accounting measure only in a corporate 
transaction. Knowing how much a company paid over book value does not tell you whether the 
price was fair or not.

■■ Disclosures regarding the performance of that unit.
■■ In most cases it’s difficult to do much in-depth analysis with available disclosure.

Most Investors Perform Fundamental Valuation and Discounted Cash Flow of  
Post-Acquisition Business

■■ Disclosures are frequently not granular enough to allow meaningful impairment tests. DCF 
models are how I evaluate it.

■■ Discounted projected cash flow to the extent they can get the data, but it will be a worse estimate 
than an unbiased management could perform.

■■ Ongoing robust fundamental valuation.
■■ Future free cash flows assessment. 
■■ Free cash generation, preferably by segment.
■■ Essentially DCF testing or comparative multiple analysis on subsidiary company earnings.
■■ Valuation analysis, comparison with how similar assets are performing in the market.

II. Survey Results

they lack the specific disclosures, but they are making assumptions and reaching conclusions. Ironically, 
investors are performing the impairment test with better, or at least more timely, recognition of impair-
ments than management. As such, standard setters need to reevaluate whether impairment testing is the 
issue. Or, is the issue the moral hazard of the impairment test being performed by management as an 
evaluation of their own performance? 

Interestingly, many of the survey respondent comments highlight that the IASB’s approach of pro-
viding metrics and indicators of post-acquisition performance are more in line with what investors 
want and are attempting to do. Apropos to the IASB’s proposed disclosure requirements, some 
respondents noted that the performance indicators should be predefined at the time of acquisition. 
In Box 4, we aggregate and provide excerpted respondent comments to this open-ended question.
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Taken together, the substance of these comments communicates to the standard setters that improved 
disclosures would enable the market to hold management more accountable to timely recognition of 
impairments. Said differently, better disclosures is the improvement needed in financial reporting.

Investors Want to Evaluate Post-Acquisition Performance Metrics
■■ Performance of the acquired asset subsequent to acquisition.
■■ Is an acquisition performing as well as initially expected?
■■ Pre and post deal growth and margins.
■■ Long-term earnings outlook.
■■ Brand value, other factors comprising goodwill.
■■ I look at ROIC vs. WACC to determine if the company post-acquisition is holding up or wors-

ened. A significantly lower ROIC indicates a poor price or a poor business acquired.
■■ Growth and profitability of operating earnings (EBITDA or whatever is appropriate for the 

relevant industry).
■■ Returns, behavior of peer companies.
■■ Comparables and trends.
■■ Earnings power of the acquired assets vs original expectations, relative to purchase price paid.
■■ General recognition of the value of goodwill (intangibles) by the quality and reputation of the 

business. A degradation in the franchise, reputation, and value support the rationale or neces-
sity of a change in accounting treatment.

Impairment Indicators Predefined
■■ Impairment testing indicators should be predefined at the time of acquisition.
■■ Metrics to determine the value of the ongoing business represented by the acquisitions.

Overall
■■ It’s VERY subjective!
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II. Survey Results

Cost Versus Benefit: Bringing it all Together
The assumption in the 2019 FASB Goodwill ITC that the cost of performing the goodwill impair-
ment test exceeds the benefits is just that, an assumption. Investors believe the assumption needs 
to be supported by an analysis of the costs of impairment testing before the FASB votes to bring 
back amortization. Furthermore, the fact that investor and market participants’ make goodwill 
impairment assessments (albeit at a higher level) more timely than management negates the FASB’s 
assumption that the cost of impairment testing is too onerous for the company. If market partici-
pants (investors) external to the company can be making impairment assessments at no direct cost 
to the company, which has far more information, the FASB needs to challenge the cost argument.

Investors see the size of goodwill balances and their relative significance to the assets and equity 
of US (and global) companies. The cost of impairment testing is one investors are willing to bear, 
particularly given the fact that goodwill is nearly 30–40% of the equity in developed markets, 
such as the United States, Europe, the United Kingdom, and Canada. 

Investors see the path forward being improving disclosures. Improved disclosures, not amortiza-
tion, is the only change in financial reporting that meets the FASB’s cost-benefit analysis, agenda, 
and improvement in financial reporting criteria. 

Investors Question the IASB and FASB’s Judgment in  
Undertaking this Project
Throughout the survey comments, you can see that investors question the standard setters under-
taking this project. One respondent made a particularly colorful comment regarding the FASB 
and IASB’s efforts on this project and whether it is an effective use of standard-setting resources, 
which we paraphrase as follows:

This whole project is the most significant waste of FASB/IASB resources so far.

As the IASB and FASB both are undertaking agenda consultations at this time, investors are sig-
naling that goodwill amortization is not a top priority. Items like intangibles, financial statement 
presentation, and cash flows are at the top of the list. 
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Chart 9.  Goodwill Recognition as Asset on the Balance Sheet

Goodwill should be recognized as an asset
on the balance sheet.

N = 536

4%

Strongly
Disagree

12%

Disagree

9%

Neither Agree
Nor Disagree

49%

Agree

26%

Strongly
Agree

Goodwill should be recognized as an asset
on the balance sheet. 

N = 536

9%

Neither Agree
Nor Disagree

Strongly
Disagree and

Disagree

12%

16%
4%

75%

Strongly Agree
and Agree

49%

26%

(A) (B)

B.  Initial Recognition of Goodwill 
The nature and characteristics of goodwill may inform the manner in which it should be recog-
nized and subsequently measured. Therefore, as a part of our survey, we asked our members their 
views on when and how goodwill should be recognized upon acquisition.

Should Goodwill be Recognized as an Asset on Balance Sheet? 
When asked whether investors thought goodwill should be recognized as an asset on the balance 
sheet, 75% agreed that goodwill should be an asset on the balance sheet, with 26% strongly agree-
ing. Only 16% disagreed and 9% were indifferent about whether goodwill should be recognized as 
an asset. See Charts 9A and 9B.

Regionally, we found that respondents in the EMEA region, more strongly agreed (31%) that 
goodwill should be recognized as an asset than in other regions (23–24%). We found that in the 
APAC region, nearly 80% agreed or strongly agreed that goodwill should be recognized as an 
asset. 
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II. Survey Results

Is Goodwill a Finite (Wasting) or Indefinite (Non-wasting) Asset?

Finite (Wasting) Asset?

We asked investors whether they viewed goodwill as a finite-lived (wasting) asset. A significant 
minority (45%) agreed that goodwill is a wasting asset. A smaller minority (29%) disagreed that 
goodwill was a wasting asset. A nearly equal minority (26%) was undecided. See Charts 10A and 
10B.

We identified a tilt toward the fact that goodwill was a wasting asset (45%), but a diversity of per-
spectives was evident, with a majority of respondents disagreeing (29%) or undecided (26%) (for 
a total of 55%) on whether goodwill is a wasting asset. Combined, that constituency represents 
a majority of respondents who likely would not support an approach that automatically amor-
tizes goodwill as such an approach presumes goodwill is a wasting asset. Impairment, in contrast, 
accommodates elements of goodwill that are wasting as well as those that are non-wasting. 

Chart 10.  Goodwill as a Finite-Lived (Wasting) Asset
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Indefinite (Non-wasting) Asset?

When asked the reciprocal question regarding whether goodwill represented an indefinite-lived 
asset, 25% agreed goodwill was not a wasting asset, with 50% (slightly higher than the 45% in the 
previous question) disagreeing that goodwill was an indefinite-lived asset (said differently, good-
will was a finite-lived (wasting) asset). Consistent with the previous responses, 25% neither agreed 
or disagreed. See Charts 11A and 11B.

Chart 11.  Goodwill as an Indefinite-Live (Non-wasting) Asset
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II. Survey Results

Does Goodwill Value Diminish Over Time?

When asked whether goodwill diminishes in value over time, 53% said that goodwill does not neces-
sarily decrease in value over time and 32% disagree that goodwill does not necessarily diminish in value, 
with only 15% neither agreeing nor disagreeing. Overall, the majority of investors do not believe that 
goodwill necessarily diminishes in value over time, making mandatory amortization inconsistent with 
their view of goodwill. See Charts 12A and 12B.

Regionally, we found that respondents in APAC disagreed more (i.e., 31% disagreed and 6% 
strongly disagreed for a total of 37%) than in other regions that goodwill does not necessarily 
diminish in value over time. 

Chart 12.  Goodwill Does Not Necessarily Decrease in Value Over Time
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Can Goodwill Be Both a Finite (Wasting) and Indefinite (Non-wasting) Asset?

We then asked investors whether goodwill could be composed of both wasting and non-wasting 
elements—as our outreach suggested that many investors believe the composition of goodwill dif-
fers by industry and that companies can be less precise than they should be in their identifica-
tion and accounting for other intangibles. A significant majority (77%) agreed that goodwill can 
include wasting and non-wasting elements. Only 14% disagreed with this view, and 9% neither 
agreed or disagreed. See Charts 13A and 13B.

Chart 13. � Goodwill as a Finite-Lived (Wasting) and an  
Indefinite-Lived (Non-Wasting) Asset
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Goodwill Can Be a Finite (Wasting) Asset, But It Doesn’t Have to Be

Overall, we found that a significant minority of respondents believe that goodwill is a wasting asset 
that diminishes in value over time, but that it does not necessarily have to do so. Investors see sub-
sequent measurement of goodwill as depending on the nature of the acquisition and what goodwill 
represents in that acquisition. See the comments regarding the nature of the goodwill in Box 5. 

What does this mean for impairment versus amortization? Amortization ensures that goodwill 
is a wasting asset that is written off over time. Impairment allows the impairment test to accom-
modate this decrease in value, but it does not force the asset to be a wasting asset. Investors need 
disclosures that enable them to hold management accountable as to the value of the asset. 
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II. Survey Results

Is Goodwill Overvalued Because Not All Intangible Assets are  
Separately Identified? 
The IASB’s consultation on goodwill asks stakeholders whether “some” intangibles should be allowed 
to be aggregated with goodwill. We said no because we believe this is already happening, as evidenced 
by the preceding responses. Further ability to not be diligent in identifying and separating identifiable 
intangibles from goodwill is only likely to exacerbate this issue. 

We specifically asked our investor members this question. We found a significant majority (73%) 
believe that goodwill is often overvalued because many other intangibles also acquired are not properly 
separately identified. Only 9% of respondents disagreed with this view, and 18% neither agreed nor 
disagreed with this perspective. See Charts 14A and 14B.

Chart 14.  Goodwill Is Often Overvalued 
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Box 5. Investor Comments on the Nature and 
Characteristics of Goodwill
Goodwill: Finite- or Indefinite-Lived Asset

■■ Goodwill is the result of a price being above value that is assignable to separable identifiable assets.
■■ Goodwill is indefinite in that we do not know when it will begin to decline in value, but it is finite-

lived as are all assets on earth. Assuming, however, that all goodwill should be amortized at some 
arbitrary (usually fixed) rate linearly with time is almost always incorrect. [Amortization]

■■ There is no fixed life for an intangible asset. Depending on the asset and future trends it could 
be worth much less quickly or could maintain significant value for a generation which is why 
impairment gives investors better info than amortization.

■■ I do acknowledge that sometimes goodwill does reflect intangible elements that are not finite 
lived or wasting assets. It is a nuanced issue, but the point is to have financial accounts represent 
economic reality.

■■ A lot depends on the nature of the goodwill. Brands tend not to diminish over time, but if 
goodwill is rising because of undisciplined purchase for exorbitant prices, that’s where disclosure 
would help. [Disclosures]

■■ One problem with goodwill is that assets that are created organically are treated differently from 
assets that are created via acquisition. It would be nice if two companies were identical except 
for whether they were created by organic investment or acquisition, that their balance sheets 
would look the same.

■■ Goodwill is a fantasy accounting concept in my mind. It doesn’t amortize but only has limited 
usefulness. Either the acquisition earned it or not. Considering it as a short-lived phenomenon 
whereby it gets credited or charged to equity after a limited integration period would make sense 
in my mind. [Impairment]

Investor Comments on the Nature and Characteristics of Goodwill
In addition to asking respondents their views, through the previous survey questions, on the nature 
of goodwill, we also asked for their open-ended views on the definition and nature of goodwill. We 
received a plethora of interesting responses. We have categorized them in Box 5. Some respondents 
provided their definition of goodwill, whereas others said they needed goodwill disaggregated into its 
component parts. Still others noted that goodwill differed by industry and that was hard to generalize 
on the definition of goodwill. Many noted that additional disclosures were necessary to discern what 
goodwill actually represents. Some provided other comments, as noted in Box 5. 
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II. Survey Results

Disaggregation of Goodwill Elements 

■■ It would be great if intangibles were broken out but that is impractical. Acquired goodwill, in 
my experience, is the method by which R&D is capitalized.

■■ I think proper separation of goodwill and intangible assets covers this. Amortize the 
intangibles.

■■ Goodwill has many different sources of value and should be disaggregated into expected syner-
gies, control premium, and value of future expected growth.

■■ The distinction between goodwill and purchased intangibles that are amortized is arbitrary. 
Further, other assets are revalued when acquired, which muddies the picture.

■■ Anything you can do around increasing the transparency of the assets in the “goodwill” bucket 
the better.

Industry Specific 
■■ Goodwill depends heavily on the nature of the industry and the management of the company, in 

order to determine its value in the mid to long-term.
■■ Depends on circumstances and type of business. In some takeovers the purchaser may overpay 

in its desire to acquire the target company, resulting in an inflated goodwill figure. Also, some 
acquired businesses may be subject to competitive disruption (for example, retailing and con-
sumer goods) while this is less likely to be the case in other industries (such as utilities). It is 
difficult to prescribe a “one size fits all” set of rules.

■■ Companies in different sectors (i.e. manufacturing/retailing vs. biotech) should be considered 
differently and perhaps follow different guidelines for their goodwill treatment.

Disclosure 
■■ Whether goodwill should be treated as a perpetual asset “depends.” Hence, greater disclosure 

would be beneficial.  [Disclosures]
■■ Increased disclosure on goodwill and intangibles, the measurement and testing of these assets 

would help to discern whether the asset is/has become a wasting asset or has retained its book 
value. The quality of the asset (and potential earnings on the asset) could then be determined. 
Increased (and systemic) disclosure helps the analyst determine asset quality and future effects on 
the financial statements.  [Disclosures]

■■ I think more disclosure is generally good. Chasing the perfect reflection of economic reality is 
largely futile. Overvalued goodwill shows up in low ROAs and ROICs. Amortization can 
make bad management’s look good. There is no perfect system.
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■■ As long as the numbers are fully disclosed, it should be alright. The challenges now are the disclo-
sures are all over the place and might not be sufficient.

■■ Goodwill is a “plug”; providing more clarity on how it’s calculated and adjusted would be help-
ful information for investors.

Other 
■■ Valuation and Capital Deployment 

■■ The debate over the appropriate treatment of goodwill is [a] philosophical one that has little 
benefit to investment analysis while investors remain willing to adjust earnings for such 
items. For me, the broader problem is the inherent bias for earnings inflation through M&A 
via Non-GAAP earnings adjustments. The frequency of goodwill write downs underlines 
the weak stewardship of investors to effectively assess capital deployments through M&A.

■■ Goodwill accounting provides important information regarding the performance of the 
acquisition.

■■ Regardless of how goodwill is treated in GAAP, investors know how to treat it when valu-
ing a company or assessing its financial strength.

■■ Not all management teams are able to maintain the value of acquired goodwill.
■■ Goodwill is Overpayment 

■■ If you pay $10 for an asset worth $5 then $5 should be called badwill not goodwill.
■■ Change the name from goodwill to “badwill”. If you overpay for an asset that should be called 

“badwill”.
■■ Goodwill should be renamed to “Amount overpaid for Acquisition”.
■■ Yes, goodwill should occur when a company pays $10 for an asset worth $15, rewarding 

management for a good purchase. Currently, management receives goodwill when they 
overpay for an asset – that is ridiculous.

■■ Goodwill is overvalued mainly due to higher overall valuations of targets.
■■ Ratios/Metrics

■■ The way it [goodwill] skews ratios compared to companies with tangible assets is a mean-
ingful problem when it comes to valuing companies. 

■■ Too many companies exploit goodwill in order to lower their leverage ratios.
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II. Survey Results

Should Goodwill be Immediately Written Off Against Equity?

Previous Commentary and Size of Goodwill Balances

In our 2019 FASB Goodwill ITC Letter, we noted that some investors believe that goodwill should 
be immediately written off. In fact, we noted that direct write-off might be a better approach than 
amortization, if the FASB believed impairment testing alone needed to be abandoned. 

Because of the size of goodwill, in that same letter, CFA Institute also undertook an analysis 
to identify companies with negative equity if goodwill was deducted from equity. That analysis 
appears in Appendix B of that letter, which is included at Appendix 1 of this document. 

In our 2020 IASB Goodwill DP Comment Letter, we noted that the IASB’s proposal for disclos-
ing equity net of goodwill is a worthy disclosure because of the size of the goodwill balances and 
number of companies with negative equity when goodwill was reduced. See the investor com-
ments that highlight this perspective in Box 6. 

In our analysis of goodwill balances globally, as analyzed in Table 2 in Section I (Background 
and Overview), we found that countries with large goodwill balances had similar finding as in the 
United States. For example:

■■ United States: 23% (116 companies) of the S&P 500 companies have negative equity if good-
will is deducted from the current equity balance. And 13% of the Russell 2000 (or 259 compa-
nies) have negative equity if goodwill is deducted from the current equity balance.

■■ United Kingdom: 17% (17 companies) of the FTSE 100 companies have negative equity if 
goodwill is deducted from the current equity balance. 

■■ Canada: 11% (80 companies) of the TSX (720 companies) have negative equity if goodwill is 
deducted from the current equity balance. 

■■ Europe: For European companies with smaller indices, the percentages are 10–12% of compa-
nies, or three to five companies in each index, that have negative equity if goodwill is deducted 
from the current equity balance. 

■■ Australia: 9% (43 companies) of the ASX All Ordinaries (500 companies) have negative 
equity if goodwill is deducted from the current equity balance. 
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■■ Mexico and Brazil: For Mexico and Brazil, the percentages are 6–9% and only two to seven 
companies have smaller indices. 

■■ Asia and India: As goodwill balances are minor, so was their impact on equity. 

With this analysis, we find that even if goodwill balances are not written off against equity, the 
disclosure being proposed by the IASB has merit in highlighting the significance of equity to the 
company being analyzed or invested in. The analysis certainly helps standard setters see that the 
decision regarding amortization is no small one.
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II. Survey Results

Survey Results

Because some investors have called for the immediate write-off of goodwill, or the removal of 
goodwill, in their analysis of company valuations, we asked our respondents for their views. We 
found that 61% disagreed that goodwill should be written off against equity immediately at acqui-
sition, with 21% agreeing that goodwill should be immediately written off and 18% expressing 
neither agreement or disagreement. See Charts 15A and 15B.

Regionally, we found that respondents in the EMEA region more strongly agreed (10%) that 
goodwill should be written off against equity. 

Chart 15.  Immediate Write-Off of Goodwill Against Equity
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Investor Comments on Recognition or Immediate  
Write-Off of Goodwill
We did not specifically ask for comments regarding the immediate write-off of goodwill, but 
many of our investor respondents addressed the issue in the open-ended remarks section of the 
survey. Because the comments of the minority supporting the view that goodwill should not be 
recognized—or that it should be written off immediately to equity—were significant in the aggre-
gate, we have included those comment in Box 6 for consideration. 

Box 6. Investor Comments on Recognition or Immediate 
Write-Off of Goodwill

■■ When doing credit analysis, I do not include goodwill as an asset.

■■ When analyzing a company, I will often net out goodwill from equity in order to identify true 
equity.

■■ There should be a disclosure of book value with and without goodwill. [Disclosures]
■■ Goodwill is a fantasy accounting concept in my mind; doesn’t amortize but only has limited 

usefulness; either the acquisition earned it or not. Considering it as a short-lived phenomenon 
whereby it gets credited or charged to equity after a limited integration period would make sense 
in my mind. [Initial Recognition]

■■ Goodwill broadly does not exist and should be written off immediately.
■■ Believe there should be tests to determine whether goodwill can have a justified value (or else 

written against equity) and whether it would qualify for a finite or infinite life.
■■ Accounting rules should seek to eliminate the disparity in treatment between acquired and 

internally generated intangible assets. Writing off goodwill immediately could be one approach 
to this, but not necessarily the best. 

■■ Goodwill should not exist. Eliminate goodwill and reduce equity by a like amount.
■■ Goodwill is a farce. It should be removed and equity reduced by a like amount on all balance 

sheets.
■■ I don’t think goodwill should be booked as an asset. Goodwill should be eliminated and equity 

reduced by like amounts.
■■ Goodwill should be written off immediately. It is not an asset.
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■■ Goodwill should be written off at acquisition. Doing otherwise serves only the accounting pro-
fession. By the time goodwill impairments are taken, I already know the acquisition was a 
financial failure to some extent...goodwill impairments are a non-event. Granted, some of this 
view is informed by the sector I traffic - commercial banking. Regulators properly give no credit 
to goodwill in the capital structure...tangible equity is the focus. 

■■ Goodwill should not exist. The asset goodwill should be eliminated from every balance sheet, 
with equity reduced by a like amount.

■■ In my experience as a CPA and then CFA, the goodwill and its amortization does more harm 
than good to the investment process: It clouds information for unsophisticated investors and 
makes different firms’ financial statements less comparable. Writing off 100% would be the best 
option in my opinion.

■■ I believe goodwill should be removed entirely. The purpose of goodwill, as I see it, is to quantify 
a qualitative estimate of an acquisition. What about all the companies out there that have never 
made a purchase of a different organization, product, etc, yet which investors ascribe some level 
of goodwill (notably by outsized valuation measures, etc.) which is not measured on the balance 
sheet?

■■ I am opposed to goodwill being recorded. It should be recognized as a reduction of equity at 
acquisition and then subsequent earnings will prove the return on the investment.

■■ Goodwill is more an accounting gimmick than a valuable information to investors. While its 
existence on the asset side of the balance sheet is unfortunate, amortisation, if re-introduced, 
will make things even worse. Indeed, it does seem that the best approach in goodwill accounting 
would be to have an equity contra-account.
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Investor Comments on the Nature of Intangibles
We asked about the nature of what constitutes goodwill, but we received a significant number 
of comments on the nature of intangibles more broadly and the reflection of their value in the 
financial statements. Although this is the subject of our next survey, we share these comments in 
Box 7 as they are reflective of the need for the IASB and FASB to consider the value of intangible 
assets—and their importance to investors. 

Box 7. Investor Comments on the Nature of Intangibles
Sufficiency of Current Accounting Standards and the Importance of Intangibles

■■ Today’s accounting standards are not sufficient to quantify the intangible value of a company.
■■ Intangible investments play an important role in the creation of wealth of a business, but they 

are not necessarily fairly represented on the balance sheet. I encourage further reflection regard-
ing the valuation of intangible capital because of the sharp increase in the role of intangibles in 
firm valuations on the market looking forward. 

■■ The whole issue of intangibles and “goodwill” need to be thoroughly reviewed as to their eco-
nomic impact. The current scheme is basically useless and impotent in its impact.

■■ The CFA Institute should frame the discussion around the choices related to goodwill accounting 
within the context of the broader challenge that hard-to-value intangible assets of growth and 
tech companies pose to the discipline of value investing more generally.

Service Versus Manufacturing Economy
■■ We live in an economy that is increasingly service and technology intensive. Book value as determined 

by current accounting methods is an increasingly less useful metric. Recognizing excess purchase price 
paid above book value as an intangible asset (goodwill, etc.) is going to become even more significant 
as time passes, because the real assets of most companies (the people and the intellectual property) do 
not show up on the balance sheet (unless they are forced to via an acquisition that recognizes that excess 
value). Any forced amortization of goodwill or other intangible assets produced by an acquisition is 
probably not the right approach. The amortization only serves to artificially depress the true profit-
ability (and cash flow generation ability) of the business (as reported by net income). Testing goodwill 
(or other intangible assets related to an acquisition) is a better approach. More disclosures about that 
testing process would be appropriate.

■■ While companies should have latitude with accounting policy, I think a movement to standard-
ization based on industry (hard assets vs. soft assets) is vital. The conversation probably rolls 
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into what assets should show up on the balance sheet at all as the economy moves toward services 
vs. manufacturing.

Disparate Accounting for Internally Generated Versus Purchased Intangibles
■■ There is a strong disconnect between market prices and tangible balance sheet values – indi-

cating there is value that is not accounted for. I think a company should be able to recognize 
goodwill and intangibles if they are supported by some kind of discounted cash flow. At the 
moment, there is no consistency. So, either write them off immediately or let companies recognize 
intangibles such as brand values and similar intangibles.

■■ Accounting rules should seek to eliminate the disparity in treatment between acquired and 
internally generated intangible assets. Writing off goodwill immediately could be one approach 
to this, but not necessarily the best.

■■ The key problem with goodwill, in my opinion, is that it makes accounting results diffi-
cult to compare between companies that have been acquisitive compared to those that have 
not been. Being able to disaggregate operating performance of businesses from the impact 
of management’s M&A capital allocation decisions on those businesses is very important 
for thorough analysis of companies. This is complex under current accounting treatment of 
goodwill.

■■ Pharmaceutical companies (and technology companies) do not have great tools for evalu-
ating the value of intellectual property. By acquiring companies with products (about to 
be) on the market, they can avoid R&D expenses while most investors look through the 
amortization.

Although not a specific query of our survey, we learned that investors are focused on the appropri-
ate identification and valuation of intangibles in a world in which they are becoming increasingly 
important to company valuation. We think the takeaway for the FASB and IASB is that improved 
disclosures, recognition, and measurement of intangibles is a higher and better use of the standard 
setters’ time than revising goodwill accounting. 
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Bringing it all Together:  
What Do These Questions Tell Us About Goodwill?
We asked questions about the nature of goodwill upon recognition, because knowing what inves-
tors think goodwill represents provides insight into the subsequent measurement of goodwill. 
From the aforementioned survey question, we find that investors need more information on what 
goodwill represents. A substantial minority believe it is a wasting asset, but they do not necessarily 
believe goodwill diminishes in value over time. They believe goodwill is likely overvalued because 
goodwill includes other intangible assets that have not been separately identified. 

These responses tell us that the subsequent measurement of goodwill should not necessarily result 
in the scheduled write-down of goodwill by way of amortization. Notably, a majority does not 
believe goodwill necessarily decreases over time or is undecided. In other words, respondents 
do not believe amortization is an appropriate economic representation of goodwill over time. 
Conversely, impairment has the ability to recognize the more complex nature of the composition 
of the asset being represented by goodwill. Impairment can write down the wasting element of 
goodwill while also recognizing the indefinite-lived elements of goodwill. In the sections that 
follow, we ask specific questions regarding investor preferences on the subsequent measurement of 
goodwill, but the real issue for investors after the recognition of goodwill is how the acquisition 
performed, not the subsequent accounting measurement. Accordingly, standard setters need to be 
guided in their thinking by this “first principle.” What information is being provided to investors 
to make this assessment? With that in mind, standard setters must realize that the recognition 
of goodwill requires forward-looking measurements and disclosures. The notion that forward-
looking disclosure does not belong in the financial statements is a logical fallacy or non sequitur: 
because the impairment testing is forward-looking, all the disclosures do is explain the forward-
looking measurement. 
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C.  Subsequent Measurement of Goodwill 

1.  Impairment 

Impairment Testing: Timeliness 

Lack of Timely Recognition 

We asked investors whether they thought impairment charges were recognized in a timely man-
ner. Nearly three-quarters (72%) of investors agreed that companies do not recognize goodwill 
impairment in a timely manner, with only 5% disagreeing and 23% neither agreeing or disagree-
ing. See Charts 16A and 16B. Regionally, EMEA respondents had an even stronger agreement 
(87%) that goodwill impairments are not recognized timely. 

Chart 16.  Timely Recognition of Goodwill Impairments
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Chart 17.  Goodwill Impairments More Meaningful with Timely Recognition
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More Meaningful If Recognized Timely 

We then asked investors whether they thought impairment charges would be more meaningful if 
recognized more timely. A significant majority (89%) of investors agreed that more timely recog-
nition would make impairment more meaning, with only 2% disagreeing and 9% neither agreeing 
nor disagreeing. See Charts 17A and 17B. Regionally, APAC respondents had an even stronger 
agreement (100%) that goodwill impairments are not recognized timely. 
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Recognized by Market Before Management 

We asked investors whether they thought impairment charges were recognized in a timely 
manner, specifically whether impairments were recognized in a company’s share price before 
the impairment is announced by management. Just over half (52%) of investors agreed that the 
market recognized impairments more timely than management, with only 23% disagreeing 
and 25% neither agreeing or disagreeing. See Charts 18A and 18B.

Chart 18. Market Versus Management Recognition of Impairment Changes 
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Chart 19. Meaningfulness of Impairment Recognition Within First Five Years of Acquisition 
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When we asked whether impairment charges were more meaningful if recognized within the first 
five years of an acquisition (i.e., showing that an acquisition has quickly gone bad), 63% agreed, 
10% disagreed, and 27% neither agreed or disagreed. See Charts 19A and 19B.
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Decision-Usefulness of Impairment Charges

Impairments Confirm Underperformance 

We asked our investor members whether they thought impairment charges were decision-use-
ful, even if they were not performed in a timely manner by management. A significant majority 
(73%) agreed impairment charges were useful, with only 10% disagreeing and 17% neutral in their 
response. See Charts 20A and 20B. 

Chart 20.  Impairment Charges and Acquisition Performance
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Chart 21.  Impairment Charges and Management Accountability 
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Impairments Hold Management Accountable

When we asked whether impairment charges (even if not performed in a timely manner by 
management) were decision-useful because they held management accountable, an even higher 
percentage (80%) of investors agreed saying they support impairment as it holds management 
accountable, with only 9% disagreeing and 11% neither agreeing or disagreeing. See Charts 
21A and 21B.
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Impairments Are More Meaningful as They Incorporate Fair Value 

When we asked whether goodwill impairment charges were more meaningful than amor-
tization, 74% of investors agreed that impairment was more meaningful than amortization 
because it incorporates current estimates of fair value. Only 13% disagreed or were neutral in 
their response. See Charts 22A and 22B.

Chart 22.  Impairment Charges and Incorporation of Fair Value 
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Chart 23.  Impairment Charges and Relevant Information
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Eliminating Impairment Results in Loss of Information to Investors 

When asked if an impairment-only approach would result in the loss of information to inves-
tors, 77% of investors agreed, with only 9% disagreeing and 14% neither agreeing or disagree-
ing. See Charts 23A and 23B.
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Chart 24.  Transparency of Goodwill Impairment Testing Requirements 
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Impairment Requirements Not Transparent 

When asked whether the accounting requirements, for when and how much goodwill impairment 
should be recognized, are transparent to investors, 74% of respondents said they are not, with only 
6% believing the requirements are transparent. See Charts 24A and 24B.
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Chart 25.  Cost of Goodwill Impairment Testing Versus Information Content
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Cost of Goodwill Impairment

A Cost Investors Are Willing to Bear 

When asked if the cost of impairment testing was worth the information it provides, 73% of 
investors agreed, with only 6% disagreeing and 21% neither agreeing or disagreeing. See Charts 
25A and 25B. Investors are the residual equity owners of the company, and those who ultimately 
bear the cost of impairment test indicate they believe it is a cost worth paying. 
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Standard Setters Must Perform Cost Versus Benefit 

When asked if standard setters should gather the cost of performing impairment testing 
before voting to replace impairment testing, 61% agreed that standard setters should gather 
the information such that an appropriate cost versus benefit analysis may be performed. Only 
14% disagreed and 25% were neutral. See Charts 26A and 26B. Overall, a significant major-
ity of respondents believe a proper cost versus benefit analysis is necessary before making a 
decision to change from impairment to amortization. 

Chart 26. � Standard Setters Must Quantify Cost of Impairment Testing  
Before a Change in Impairment Testing 
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Impairment: Bringing it all Together 
Charts 27, 28, and 29 summarize investors views regarding the timeliness, decision-usefulness, 
and cost of impairment testing. 

Timeliness 

As it relates to the timeliness of impairment charges, Chart 27 shows the following:

■■ 72% of investors believe impairments are not recognized timely by companies.
■■ 89% of investors believe impairments would be more meaningful if recognized in a timely manner. 
■■ 52% of investors believe market participants recognize impairments before they are announced 

by management.
■■ 64% of investors believe impairments generally are more meaningful if recognized in the first 

five years, showing the deals that went south more quickly. 

Overall, the message is that the problem with impairment testing is management’s lack of timeli-
ness in recognition, not the impairment test itself. 
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Chart 27.  Timeliness 
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Decision-Usefulness

Chart 28 summarizes investors views regarding the decision-usefulness of impairment charges, 
noting the following: 

■■ 73% of investors believe impairments provide relevant information on acquisition 
underperformance.

■■ 80% of investors believe impairments hold management accountable.
■■ 74% of investors believe impairments are more decision-useful than amortization because they 

incorporate fair values. 
■■ 77% of investors believe eliminating impairment would result in a loss of decision-relevant 

information from investors. 
■■ 74% of investors believe existing impairment requirements are not transparent. 

Overall, the message is that impairment provides decision-useful information to investors and 
needs to be made more transparent and not eliminated. 
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Chart 28.  Decision-Usefulness 
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Chart 29.  Cost of Impairment Testing 
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Chart 29 summarizes investors views regarding the cost of impairment testing. Overall, inves-
tors believe (73%) that the cost of impairment test is a cost investors are willing to bear. This is 
particularly true if you consider that impairment accounts for 40% of the equity of the S&P 500. 
Investors also believe (61%) standard setters need to gather costs to enable a more effective cost-
benefits analysis for impairment testing by replacing it with amortization. Goodwill is a large 
number and the cost of impairment testing would have to be very significant for it not to be cost 
beneficial to perform effective impairment testing. 
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Investor Comments on Impairment
To avoid duplication, Section II.C.2 (Amortization) includes comments in support of retain-
ing impairment as well as those in support of moving to amortization. See those comments in  
Box 10. Box 8 shows investor respondents’ perspectives on the information content and usefulness 
of impairment, the necessary level of impairment testing, and the timeliness of impairment recog-
nition. Also included are some candid views on the actual performance (rigor and transparency) of 
impairment testing.

Box 8. Investor Comments on Impairment
Information Content 

■■ Goodwill amortization would be effectively a meaningless number from my perspective. 
Impairments provide a useful signal that something is wrong at the company.

■■ Impairment test[ing] makes more sense than mechanical amortization.

■■ Goodwill [impairment] accounting provides important information regarding the performance 
of the acquisition.

■■ The robotic amortization of goodwill is an accounting fiction that won’t increase the usefulness 
of financial statements. Investors had started looking through it in valuing companies. If an 
acquisition is meeting or exceeding expectations, why should a company write down the associ-
ated goodwill? [Amortization]

■■ Impairments should not be excluded from “core” earnings, because they are often recurring.
■■ I think the current procedures regarding annual testing are an important indicator of unit per-

formance. Understanding the performance post-acquisition is helpful.
■■ Most analysts (including myself) do not take goodwill into account in their valuation because 

fair value is driven by discounted FCF. Goodwill balances and non-cash impairment or amor-
tization thereof have no impact on this. That being said, how management allocates capital 
going forward does have an impact on valuation, and this is something qualitatively that is 
taken into account. If the company has a history of making poor or overpriced acquisitions it 
will weigh on their fair value. So this information is useful and I do look if the company has a 
history of non-cash impairments. 

■■ There is no fixed life for an intangible asset. Depending on the asset and future trends it could 
be worth much less quickly or could maintain significant value for a generation which is why 
impairment gives investors better info than amortization. 
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■■ I think more disclosure is generally good. Chasing the perfect reflection of economic reality is 
largely futile. Overvalued goodwill shows up in low ROAs and ROICs. Amortization can 
make bad managements look good. 

Level of Impairment Testing 
■■ There seems to be a lot of freedom for companies to decide on impairment testing for cash gen-

erating units (CGUs). We have seen cases, where restructurings of CGUs seem to be designed 
to avoid impairments by moving problematic units, which have been acquired, into a larger 
CGU. While management should have flexibility to restructure segments and CGUs, it 
would be really helpful to have disclosure requirements for the performance of acquired units. 
[Disclosures]

■■ Goodwill needs to be assessed against original acquisition assumptions for at least 3 years fol-
lowing an acquisition and not commingled with existing business units. [Disclosures]

■■ Goodwill is an enormous number which sweeps a lot of the purchase price under the rug. It 
would be helpful if goodwill could be categorized under a handful of relevant buckets to better 
understand its makeup. Investor and board scrutiny would rise, as would a quicker decision re 
write-downs.

Timeliness of Impairment Recognition
■■ While goodwill is an important aspect in accounting for any acquisition price, I feel it is often 

not written down in a timely manner.
■■ Companies wait too long to address [impairment] issue.
■■ Under the current policy, bad acquisitions are easier to hide or at least easier to postpone the 

quantitative reckoning. That said, sophisticated investors usually know when an acquisition is 
underperforming. But individual investors are probably overvaluing the stockholders equity of 
companies that are active acquirors.

Impairment Testing Needs More Rigor, Transparency, and Auditor Oversight
■■ Goodwill testing by auditors is a sad joke. 
■■ The current treatment of goodwill is imperfect, but the alternatives also have drawbacks. 

Robust auditor challenge to goodwill carrying values is essential.
■■ Test for impairment of goodwill should be made public.
■■ Goodwill bloats up the balance sheet. If it is written off, then the actual leverage and bal-

ance sheet size will be visible. Impairment is subjective based on many macro and com-
pany specific assumptions which can be manipulated and made to serve the interest of the 
management.
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■■ Auditors should be evolved with dashboards and analysis model specific to the fair valuation of 
intangible assets, but since this is subjective, they may have a hard time getting used to the idea.

■■ Greater visibility and explanation of impairment testing would help.
■■ Annual testing of goodwill by an independent appraiser should be required of public compa-

nies and more information about the methodologies and key assumptions utilized need to be 
provided to investors in the disclosures - this is useful information and provides data about 
management’s ability to utilize the company’s capital effectively.

■■ The current model of impairing goodwill is flawed because it is extremely opaque and basically 
a “trust me” exercise by management and the accountants. Management teams will go to great 
lengths to avoid writing off goodwill from previous acquisitions because it admits that they 
made a poor decision. This is why such impairments usually only happen when management 
changes, or it is so glaringly obvious they made a poor decision that a write-off becomes neces-
sary (by which point, the market knows it anyways). The impairment process should be much 
more transparent, with the company disclosing exactly how it revalues the acquired asset and the 
inputs that went into that, i.e. valuation multiples, EBITDA, or even a DCF. 
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Investor Comments on Responsibility for Untimely Impairments
In addition to querying investor members on the information content and usefulness of impair-
ments as noted earlier, we also asked who should be accountable for the untimely impairment 
recognition. As expected, management was deemed most responsible, with 56% saying manage-
ment should be held accountable. Interestingly, investors saw auditors slightly more responsible 
(22%) than directors (17%) for the failure to timely recognize impairments. Only a small portion 
of investors (5%) considered standard setters responsible because the standard was hard to apply. 
See Chart 30.

Chart 30.  Responsibility for Untimely Impairments 
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Regionally, respondents in the Americas had an even stronger view (60%) that management was 
responsible, with only 16% seeing the board as responsible. In APAC, by contrast, respondents 
believed more strongly (28%) that the board was responsible, with only 40% believing manage-
ment was responsible. In EMEA, nearly half (49%) said management was responsible, with only 
17% seeing the board as responsible. The responsibility of auditors was more consistent at 21–26% 
between regions, with APAC being the highest at 26%. 

Respondents provided us with a bit more context for their views on who should be held respon-
sible for impairment testing (see Box 9).
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Box 9. Investor Comments on Responsibility for  
Untimely Impairments
Overall 

■■ Many parties bear the responsibility for untimely goodwill impairment. These include management and 
the board, but in these cases the auditors are signing off year after year on goodwill assumptions that are too 
aggressive.

■■ Impairment charges or lack thereof should not be solely at the discretion of management. The board of 
directors should bear some responsibility and so should the auditors as well as investment bankers who 
underwrite financings. It’s called due diligence and I don’t see much of it these days.

■■ It isn’t just one party. The BoD is also responsible for failing in oversight or not asking the right ques-
tions. The auditors may have some minor culpability but that would depend on the case.

■■ It should be management, the Board and the auditors.

■■ Errors should impact management, the board, auditors, and regulators.

■■ Companies tend to avoid impairing goodwill since it makes management look bad (i.e., basically admit-
ting that an acquisition was overpriced). There should be greater transparency into how the goodwill 
balance was evaluated for impairment, i.e. the valuation methods used and detailed disclosure into the 
inputs. It should not be an opaque “trust management and accountants” process because management 
will always try to avoid impairing goodwill and the accountants usually go along with it.[Disclosures]

■■ Successful acquisitions create value through time; therefore, impairment is more appropriate. Conflicts of 
interest can arise with management, and auditors may not be best suited to make the valuation assess-
ment. Better disclosure on integration and performance of the acquired business is a good start as it 
would enable the securities analyst to better form her/his own judgment. [Disclosures]

Management 
■■ We cannot rely on management to realistically assess the value of the goodwill they put on the books by 

purchasing other companies. They almost always are looking through rose-colored glasses at the marvelous 
trophy they purchased. Straight-line amortization imposes a more realistic assessment of declining value 
through time. And, in fact, because things transpire so quickly in this era, realistic amortization should 
be confined to ten years maximum.

■■ Management is aware of true business health and may put off issues for future and are incentivised to 
hide from board and auditors to keep their jobs or bonuses.
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Auditors 
■■ Management (including the BoD) should be realistic about goodwill valuations, but auditors should 

carefully question and scrutinize those assumptions based on their knowledge of comparable asset impair-
ments and valuations in the industry.

■■ Auditors will always agree with impairments as impairing assets is a conservative approach. An inter-
esting study would be to look at new management actions with respect to impairments. The big bath 
effect seems quite common!

Board
■■ Ultimately the Board has responsibility to create procedures by management which require appropriate 

recognition of impairment in a timely way when it is recognized.

■■ Tough topic. Intangibles have economic value until they are recognized as real world impaired. (Brands, 
patents, particularly tech patents). Management and Board may not have the incentives to recognize 
impairment in timely manner until the market forces the issue.

■■ The Board is ultimately responsible for strategy apart from the US where the chairman is commonly the 
CEO but this is a perennial governance issue with US companies.

■■ The audit committee of the board of directors should have a review together with the auditors, recom-
mended to the board the policy adopted, and should be scrutinized yearly.

Regulators 
■■ Regulators need to take this more seriously.
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2.  Amortization
We then asked investors their views on amortization. Specifically, why amortization is an inferior or 
superior model to impairment. The following responses reveal why amortization may be seen as both an 
inferior model and a superior model. We also provide an analysis of respondents’ comments in favor of 
amortization and those in favor of impairment (as highlighted in the previous section). 

Amortization Is an Inferior Model

Doesn’t Allow Investors to Discern Good Versus Bad Managers 

Investors (61%) indicated that amortization is inferior because it does not allow them to distin-
guish between those managers who successfully execute an acquisition transaction and those who 
do not. Only 23% of investors disagreed and 16% were agnostic. See Charts 31A and 31B. 

Chart 31.  Amortization and Impact on Ability to Compare Managers
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Chart 32.  Amortization and Impact on Financial Metrics 
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Amortization Distorts Financial Metrics 

Furthermore, 63% of investors recognized that amortization is inferior because it distorts performance 
by improving trends (e.g., ROE and ROA) in profitability ratios. As a result of the systematic decrease, 
amortization provides a decrease in equity and assets, while likely being added back to operating earn-
ings. Only 16% disagreed and 21% neither agreed or disagreed. See Charts 32A and 32B. 

Regionally, APAC respondents agreed less strongly with the view that amortization distorts 
financial metrics, with only 46% agreeing or strongly agreeing compared with the overall average 
of 63%. This response likely was due to the fact that goodwill balances are much smaller in this 
region, so the effects on ratios would not be as significant. 
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Chart 33.  Amortization and Impact on Provision of Decision-Useful Information 
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Amortization Does Not Provide Decision-Useful Information for Investment Analysis 

Half of investors (50%) believe amortization is an inferior model because it does not provide deci-
sion-useful information for their investment analysis, whereas 29% of investors disagreed with 
this perspective, and 21% neither agreed nor disagreed. See Charts 33A and 33B. 

Regionally, APAC respondents agreed less strongly with the view that amortization does not 
provide decision-useful information, with only 37% agreeing or strongly agreeing compared 
with the overall average of 50%. Again, this view likely was due to the fact that goodwill bal-
ances are much smaller in this region, so the effects on analysis of amortization would not be as 
meaningful. 
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Chart 34.  Amortization Versus Lack of Timely Recognition of Impairments
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Amortization Is a Superior Model 

Amortization Makes Up for Untimely Impairments 

When asked what makes amortization a superior model, we found that 51% of investors agreed that 
amortization is a superior model because management does not take impairments in a timely manner, 
with 19% disagreeing with this conclusion. A significant minority (30%) neither agreed or disagreed, 
signaling that many investors find it hard to conclude that amortization is the best cure for improper 
performance of impairment tests. Regionally, respondents in APAC (where the goodwill balances are 
lowest) more strongly agreed (64%) that amortization was a superior model because of a lack of timely 
recognition. This response compared with an overall average of 51%. See Charts 34A and 34B. 
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Amortization Is Administratively Convenient 

When asked whether amortization was a superior model because it was administratively conve-
nient a significant minority, nearly half (46%) agreed. Only 24% disagreed and 30%, as in the 
previous question, signaled that many investors find it hard to conclude that administrative conve-
nience should be the basis for an accounting policy decision. 

Regionally, respondents in APAC (where the goodwill balances are lowest) most strongly agreed 
(63%) that amortization was a superior model because it was administratively convenient. This 
result compared with an overall average of 46%. We identified differences in the Americas, with 
only 42% agreeing or strongly agreeing, and in EMEA, with 54% agreeing or strongly agreeing, 
that amortization was a superior model because of its administrative convenience. 

Overall, it seems respondents had a hard time saying that a model was superior because it was 
administratively convenient rather than because it was economically relevant. See Charts 35A  
and 35B.

Chart 35.  Amortization as an Administrative Convenience
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Amortization and Matching of Acquisition Revenues with Cost of Acquisition 

Only 38% agreed that amortization was superior because it resulted in better matching of 
the revenues from the acquisition with the cost of the acquisition, and nearly as many (37%) 
disagreed or strongly disagreed with that perspective. Those who were agnostic to this view 
dropped from other questions, with only 25% neither agreeing or disagreeing with the view 
that amortization creates better matching of the wasting of the goodwill asset with the revenues 
generated by the acquisition. This response likely revealed differences in opinion not only on 
how best to subsequently measure goodwill but also on whether it is a finite- or an indefinite-
lived asset. 

Regionally, respondents in APAC (where the goodwill balances are lowest) most strongly 
agreed (57%) that amortization was a superior model because it matches the cost of acquisi-
tion of the future revenues from the acquired business. This result compared with an over-
all average of 38%. We identified differences in the Americas, with only 34% agreeing or 
strongly agreeing, and in EMEA, with 43% agreeing or strongly agreeing, that amortization 
was a superior model because it matches the cost of acquisition of the future revenues from 
the acquired business. 

Overall, respondents had a hard time saying that amortization was a superior model because it 
matches the cost of acquisition of the future revenues from the acquired business, when it likely 
would be a straight line. See Charts 36A and 36B.
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Chart 36.  Amortization and Matching of Revenues and Costs 

10%

Strongly
Disagree

27%

Disagree

25%

Neither Agree
Nor Disagree

30%

Agree

8%

Strongly
Agree

Amortization of goodwill is a superior model because it
matches the cost of an acquisition with the future revenues

that the acquired business generates.
N = 383

25%

Neither Agree
Nor Disagree

Amortization of goodwill is a superior model because
it matches the cost of an acquisition with the future

revenues that the acquired business generates.
N = 383

27%

10%

Strongly
Disagree and

Disagree

37%

30%

8%

Strongly Agree
and Agree

38%

(A) (B)



WWW.CFAINSTITUTE.ORG

Goodwill: Investor Perspectives

88

Box 10. Investor Comments on  
Amortization Versus Impairment

SUPPORTIVE UNSUPPORTIVE

Value of Goodwill Erodes Over Time
■■ Goodwill should be amortized, as we’ve seen 

that acquiring companies lose value (decreased 
stock prices) after acquisition and target com-
pany gives better returns.

■■ In my analytical process, goodwill is not impor-
tant as a component of a company’s net worth or 
balance sheet strength. It’s use is in accounting 
for past acquisition expenditures when calculat-
ing RoCE, RoE and similar metrics. Acquired 
goodwill erodes over time because the manage-
ment actions taken to create it gradually depend    
more on the acquiring management team’s 
actions than those of the acquired manage-
ment team. Ad hoc impairments are lumpy 
and therefore regarded as “ below the line” 
items by the analytical community and man-
agement teams themselves. A regular charge

Analytical Considerations
■■ Amortization of goodwill introduces a host of 

new issues which ultimately don’t factor into fun-
damentals/projections since they are non-cash. It 
would be far more useful to introduce a few sub-
components of goodwill and analyze those.

■■ Goodwill is more of an accounting gimmick 
than valuable information to investors. While 
its existence on the asset side of the balance 
sheet is unfortunate, amortisation makes 
things only worse. [Path Forward]

■■ It is not in investors interests (not users of 
financial statements generally) to amortise 
goodwill. Goodwill [impairment] on acquisi-
tion provides a scorecard for capital allocation 
that will be sorely missed. Its removal will 
reduce accountability and make performance 
more opaque in acquisitive companies.

Investor Comments on Amortization Versus Impairment
In addition to the earlier questions about amortization versus impairment, we asked respondents 
to provide us with a basis for their responses. The comments provide additional insight and texture 
to the survey question responses. 

In Box 10 we have categorized the comments by those that are supportive of amortization and those 
that are unsupportive of a move to amortization, preferring the retention of impairment. Those who 
preferred amortization over impairment appeared to have this preference because they believe good-
will’s value erodes over time, impairment tests are highly subjective, impairment is not taken timely 
by management, and impairment is not as predictable. Comments, and our survey results, show that 
those in support of amortization also believe amortization should be done only in combination 
with impairment. 
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SUPPORTIVE UNSUPPORTIVE

	 going through the income statement would more 
likely be incorporated in “above the line” analyses, 
and keep acquired goodwill values more in line 
with the true value of the acquired asset over time.

■■ Just as other useful assets have a depreciation 
schedule, so should goodwill even if the “ life of 
the asset” is much longer than that of physical 
assets because competitive advantage, intellec-
tual property and/or brand value require rein-
vestment over time in order to maintain their 
productive relevance.

■■ Goodwill is in a way an equivalent of buying a 
capital asset and hence it is better to amortize it, 
which will provide better estimate of profitabil-
ity. Conversely, not amortizing goodwill results 
in suppressed ROAs for indefinite period which 
misguide investors on the real return profile of 
the business.

Subjectivity of Impairment
■■ Bringing back amortisation would remove any sub-

jective assessment of goodwill from management.

■■ Amortization was objective, impairment is based 
on assumptions and is subjective. There is a clash 
of interests. No management will want to show a 
costly acquisition or decline in value of their assets. 
hence, amortization should be brought back. The 
value of any acquisition is captured in the earnings, 
why keep the goodwill in books which is an intan-
gible asset and not valued correctly.

■■ The timing of charges, being subject to many 
variables, both seen and unseen, result in confus-
ing outcomes which regulations are not solving. 
Subjective decisions vs. more rigid regulation is 
difficult tradeoff. There is some justification for 
some smoothing effect of amortization.

■■ Reintroduction of amortisation of goodwill 
would be a disaster for measuring returns, 
and provides an additional lever for manage-
ment to smooth or manipulate earnings.

■■ The robotic amortization of goodwill is an 
accounting fiction that won’t increase the use-
fulness of financial statements. Investors had 
started looking through it in valuing compa-
nies. If an acquisition is meeting or exceeding 
expectations, why should a company write 
down the associated goodwill? [Impairment]

■■ Goodwill is indefinite in that we do not know 
when it will begin to decline in value, but it is 
finite-lived as are all assets on earth. Assuming 
that all goodwill amortized at some arbitrary 
(usually fixed) rate linearly with time is almost 
always incorrect. [Initial Recognition]

■■ For God’s sake don’t go back to amortization. 
Investors just need disclosure about acquisition 
performance and the inputs used to value good-
will for impairment determination. [Disclosures]

■■ I am not in favor of switching to a goodwill 
amortization model because it (very slightly) 
complicates the accounting. I would rather 
know the historical cost basis of the goodwill 
and keep it at that and then management can 
impair if need be.

Amortization Is Ignored by Investors
■■ Most analysts ignore GAAP numbers and 

focus on the adjusted numbers, which ignore 
any form of goodwill amortization.

■■ Amortization on the income statement is a waste 
of space. Most analysts add it back as a noncash 
charge and so it has little effect on analysis.
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SUPPORTIVE UNSUPPORTIVE

■■ Huge asset writedowns hurt investors, espe-
cially if a company is not forthcoming about 
future impairment issues. Amortization takes 
care of it, but different goodwill might be valu-
able over longer periods than others.

Amortization with Impairment 
■■ Amortize as the default, with the option to 

write down as an impairment if the purchased 
asset is clearly impaired vs. the price paid.

■■ Goodwill is an expense that should be amor-
tized, but it should also be tested regularly. 

■■ Amortization and impairment test should not 
be mutually exclusive.

■■ Impairment testing without amortization 
always leads to a complete write-off of goodwill 
at one time. It is nonsense.

Predictability Versus Volatility
■■ Goodwill should be amortized instead of writ-

ten down at arbitrary periods to decrease vola-
tility of balance sheet changes.

■■ Amortization is more predictable.

■■ Current method is too lumpy.

Other
■■ Goodwill amortization could incentivize man-

agement to pay less of a premium for acquisi-
tions, given the future earnings charges the 
transaction would cause.

■■ Amortization should be compulsory and no 
choice.

■■ Whatever the amortization amount, my 
analysis will normalize the income statement, 
particularly since it is not a cash expense and 
is not a tax deduction.

■■ Amortization is a non-cash charge that has 
no predictive value for future cash flows. 
Investors will simply remove it from their 
modeling.

■■ Ultimately, investors will add back goodwill 
amortization to determine cash earnings, so 
this debate is form over substance. Easier for 
everyone to simply not have to take another 
adjustment into account and leave goodwill 
accounting as it is today. [Path Forward]

Other
■■ Leave it as is and impair if necessary over 

time.

■■ I would not reinstate [amortization].

■■ I hope it [amortization] never comes back!
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Conversely, those who do not support amortization hold this view because they (a) see the analytical 
problems caused by amortization—that is, artificially improving ratios simply because of the passage 
of time; (b) believe amortization provides no useful information on the performance of the com-
pany and the acquisition and reduces the decision-usefulness of financial statements; and (c) believe 
goodwill can decrease in value over time but that impairments, unlike amortization, have informa-
tion content on management’s capital allocation decisions. Furthermore, they note that most investors 
and analysts remove amortization from their analysis by adding back the deduction. Adding back 
amortization should not, however, be equated with adding back impairments. Although they both 
are added back to arrive at normalized operating earnings, the impairment charge has information 
content when it is taken, whereas amortization has no information content. Adding back both is more 
of a reflection of an inadequate statement of cash flows. Adding back of goodwill impairment and 
amortization should not be equated, other than to allow investors to arrive at EBITDA, because the 
statement of cash flows is not effective at arriving at operating cash flows. 
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Amortization Period

Preferred Amortization Method or Period

If amortization were to be reinstated, we asked our investor members what amortization period or 
method they would prefer:

■■ Cash Flow–Based Amortization Period: 49% of respondents agreed the amortization period should 
be the period over which the cash flows related to the acquisition are to be received. 

■■ Management-Determined (Minimum/Maximum) Period: 26% of respondents preferred an 
amortization period determined by management with a minimum and maximum amortiza-
tion period. 

■■ Fixed Amortization Period: Only 22% agreed a fixed amortization period consistent for all compa-
nies, such as the 10-year period being considered by the FASB, was appropriate. 

■■ Solely Management-Determined Period: Investors did not support an amortization period 
solely determined by management, with only 3% supporting such an option. 

Regionally, we found more agreement in the Americas (54%) than overall (49%) that the amortiza-
tion method or period should be the period over which the cash flows related to the acquisition are 
to be received. Only 31% of those in APAC agreed this was the best choice, with 42% in EMEA. 
Respondents in APAC (34%) and EMEA (35%) more strongly supported the amortization period 
being determined by management with a minimum and maximum amortization period. Respondents 
in APAC most strongly favored the fixed amortization period, with 34% selecting this option com-
pared with 22% overall. See Chart 37.
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Chart 37.  Amortization Method or Period 
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Transition Method
We did not ask members which transition method they would prefer if there was a change to 
amortization. If the FASB were to decide to amortize over a period of 10 years, this would have an 
enormous impact on the income statement and equity of US public companies, as we highlight in 
Section I (Background and Overview). 

Investor Comments on Amortization Period 
Respondents provided comments on the nature of the amortization period. Broadly, these com-
ments reflected a desire to tailor the amortization period to the nature of the acquisition as well 
as the cash flows and the economics of the transaction with some minimum and maximum stan-
dards. Representative comments appear in Box 11. 

Box 11. Investor Comments on Amortization Period
■■ Management should have some discretion but there should be some standards. 
■■ The amount of amortization should be a function of the amounts/revenues expected to be 

received annually.
■■ No general rule can be a silver bullet. Amortization should reflect economic reality, as much as possible. 
■■ If amortization is reintroduced, the rate of amortization should be allowed to vary in line with 

the degree to which the outcomes (sales, market share, etc.) vary.
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Amortization: Bringing it all Together
Chart 38 summarizes respondent views on why they perceive amortization to be inferior to 
impairment and why they believe it may be superior to impairment. In simple terms, the major-
ity of respondents believe amortization is inferior because it distorts performance, does not allow 
them to distinguish between managers who are successfully acquisitive and those who are not, 
and does not provide decision-useful information. Those who believe it is superior to impairment 
do so principally because it is an administratively convenient approach to the lack of timely recog-
nition of impairments by management, and not because they believe it matches acquisition costs 
to the related revenues acquired. Should amortization be implemented, however, respondents did 
seek an amortization period, and method, that connects amortization of goodwill to the period 
over which cash flows related to the acquisition are to be received. 

Chart 38. Amortization Inferior Versus Superior 
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FASB and IASB are both considering returning to a model where goodwill is  systematically amortized over its useful life.

INABILITY TO DISTINGUISH SUCCESSFUL MANAGER: Amortization
of goodwill is an inferior model because it is the same cross companies,
and so does not allow investors to distinguish between managers
who successfully execute on acquisitions.
N = 383

NO DECISION-USEFUL INFORMATION: Amortization of goodwill
is an inferior model because it provides no decision-useful information
for my investment analysis.
N = 381

ADMINISTRATIVE CONVENIENCE: Amortization of goodwill
is a superior model  because it is administratively convenient.
N = 383

MATCHES ACQUISITION COST WITH REVENUES: Amortization
of goodwill is a superior model because it matches the cost of an
acquisition with the future revenues that the acquired business
generates.
N = 383

AMORTIZATION INFERIOR 
DISTORTS PERFORMANCE: Amortization of goodwill is an inferior
model because it distorts performance by improving trends in
profitability ratios (e.g., ROE and ROA), as equity and assets
systematically decrease with amortization.
N = 386

AMORTIZATION SUPERIOR
MANAGEMENT IMPAIRMENT UNTIMELY: Amortization of goodwill is a
superior model because management does not take impairments in
a timely manner.
N = 385
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3.  Amortization or Impairment: Additional Thoughts

Subsequent Measurement as a Policy Choice

Should Subsequent Measurement (Impairment Versus Amortization)  
Be a Policy Choice? 

We asked investors whether companies should be able to choose their subsequent measurement 
method: amortization or impairment. We found that investors (59%) disagreed strongly that sub-
sequent measurement should be a policy choice. Only 26% agreed that companies should be able to 
choose, with 15% neither agreeing or disagreeing. See Chart 39. 

Chart 39.  Subsequent Measurement of Goodwill as Policy Choice 
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If Companies Could Choose Subsequent Measurement Policy, Should the Choice Be 
Consistent for All Acquisitions? 

Investors (74%) agreed that if companies were able to select the subsequent measurement as a 
policy choice, the policy choice should be consistent across the company and all its acquisitions. 
See Chart 40.

Chart 40. � Subsequent Measurement of Goodwill as  
Policy Choice Across The Organization
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Merged Versus Separately Managed Acquisitions:  
Amortization or Impairment? 
Many preparers complain that acquisitions merged into an existing business or reporting unit are 
more challenging to perform impairment testing upon because the profits of the existing business 
unit, once merged, support the goodwill acquired in the business combination. Said differently, 
the existing business reduces the likelihood that even an unsuccessful acquisition will ever 
result in an impairment. Recently, the IASB and FASB have coined the term “shielding” (a 
term of accounting art) as shorthand for this situation. The standard setters seem to be propos-
ing that amortization is a better subsequent measurement approach for acquired goodwill when 
it has been integrated into another business. Without amortization of such goodwill, impair-
ment testing will likely have to occur into perpetuity because the existing business diminishes 
the likelihood of impairment of goodwill. Essentially, this makes a possible finite-lived good-
will asset an indefinite-lived asset. 

We asked investors whether they thought there should be different subsequent accounting (i.e., 
amortization) for acquired and merged businesses. Investors were approximately evenly split on 
whether there should be different accounting guidance for acquisitions managed separately on 
a go-forward basis versus those merged with a company’s existing business units. Slightly more 
respondents (37% versus 32%) said they believe it was inappropriate to account for goodwill differ-
ently based on whether the business acquired was merged into a separate business or operated on 
a stand-alone basis. 

Regionally, respondents in APAC most strongly disagreed (53%) compared with the overall results 
(37%), with the view that merging or separately managing an acquired business should result in 
different accounting guidance. Respondents in EMEA most strongly agreed (46%) compared 
with the overall results (32%), with the view that merging or separately managing an acquired 
business should result in different accounting guidance. See Chart 41. 
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Chart 41.  Different Accounting for Merged or Separately Managed Acquisitions 
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Public Versus Private Company Accounting:
Investors Want the Same Approach, But Not Amortization
Our work on this survey also yielded the finding that the majority of investors did not agree with 
the view that public company accounting for goodwill (i.e., impairment only) should be allowed 
to revert to amortization because it is allowed for private company accounting, even if that amor-
tization accounting was coupled with impairment testing. Investors want the same accounting for 
public and private companies for goodwill, but that does not mean moving to the lower quality 
amortization solution as allowed for private companies. One respondent noted: 

Public and private companies should be subject to the same accounting and disclosure 
requirements. Capital allocation between public and private companies should be on 
the basis of merit not misleading presentation of financial performance.
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D.  Disclosures
We asked a series of questions to gain investor perspectives on existing and potential disclosures. 

Views on Usefulness of Current Disclosures and the Path Forward
As we highlight in Section II.A.1 (Desired Path Forward), we asked several questions about the 
usefulness of current disclosures and the need to improve disclosures before making changes to 
the accounting for goodwill. 

Current Disclosures Are Not Useful 

We asked investors what they thought about current impairment disclosures. Overwhelmingly, 
investors indicated impairment disclosures needed improvement, with 70% indicating impairment 
disclosures were in need of improvement (59%) or drastic improvement (11%). See Chart 42.

Chart 42.  Usefulness of Current Impairment Disclosures
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Improve Disclosures Before Making Any Changes in Impairment Accounting 

When asked if improvement in disclosures should proceed a change from impairment to amor-
tization (subsequent measurement) of goodwill, a majority (66%) agreed that improvements in 
disclosure should proceed a change to amortization, with only 7% disagreeing with that approach. 
Regionally, APAC and EMEA respondents had an even stronger view (82% and 94%, respec-
tively) that disclosures should be improved before any changes in the subsequent measurement of 
goodwill. See Chart 43. 

Chart 43. � Improve Impairment Disclosures Before  
Changes in Subsequent Measurement of Goodwill
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Disclosure Improvements Are Needed Regardless of Change in Accounting Model 

 We asked investors whether improvement in disclosures was needed regardless of whether a change 
was made in the accounting model. An overwhelming majority (88%) agreed that improvement in 
disclosures was necessary. Regionally, APAC and EMEA respondents had an even stronger view 
(94–97%) that disclosures need to improve regardless of a change in the accounting model. See 
Chart 44. 

Overall, we found that investors were most supportive of the IASB’s approach of improving dis-
closures rather than the FASB’s approach of moving to amortization. 

Chart 44. � Improve Impairment Disclosures Regardless of  
Changes in Accounting for Goodwill
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Views on Areas of Impairment Disclosure Improvements
We asked our investor members to provide their perspectives on the nature of the needed disclo-
sure improvements. The key areas of improvement needed follow. 

Need More Information to Make Independent Assessments

Valuation Models and Related Estimated and Assumptions: Investors want more information on 
the valuation models employed along with greater transparency on the related inputs and outputs. 
Hand in hand with this valuation model information, they want it to be mandatory that informa-
tion regarding significant estimates and assumptions and their sensitivity to changes be provided.

Performance of Acquisitions: Investors made it clear that they want more quantitative information on 
how an acquisition performs, and they want disclosure of the key common performance metrics that 
management is using to monitor the performance of the acquisition. Qualitative information was lower 
on the priority list, likely because it is generally boilerplate. 

Board’s Assessment: Investors indicated that they want more information on the board’s assess-
ment of an acquisition. They also want hard quantitative metrics related to the impairment valu-
ation model and the performance of the acquisition so they can evaluate the acquisition rather 
than solely obtain qualitative information and the management’s or the board’s opinion alone. See 
Chart 45. 
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Chart 45. � Need for Disclosure Improvements That Facilitate  
Independent Assessment 
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Amortization Disclosure Improvements

Amortization = Improved Impairment Disclosures + New Amortization Disclosures 

As we noted in Section II.A.1 (Desired Path Forward), we asked our investor members about 
their preferences regarding the preferred amortization method or period should amortization 
be reinstated. We repeat these views along with their views on the disclosure of the useful life 
of goodwill. We conclude by combining this information according to the type of disclosures 
necessary in an amortization plus impairment model scenario. 

Preferred Amortization Method or Period 

We asked our investor members what amortization period or method they would prefer. The noted 
the following: 

■■ Cash Flow–Based Amortization Period: 49% of respondents agreed the amortization period 
should be the period over which the cash flows related to the acquisition are to be received. 

■■ Management-Determined (Minimum/Maximum) Period: 26% of respondents preferred an 
amortization period determined by management with a minimum and maximum amortiza-
tion period. 

■■ Fixed Amortization Period: Only 22% agreed a fixed amortization period consistent for all 
companies, such as the 10-year period being considered by the FASB, was appropriate. 

■■ Solely Management-Determined Period: Investors did not support an amortization period 
solely determined by management, with only 3% supporting such an option. 

See Chart 46 (which is a duplicate of Chart 37).
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Chart 46.  Amortization Method or Period 
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Chart 47.  Disclose Method of Useful Life Determination

0%

Strongly
Disagree

1%

Disagree

4%

Neither Agree
Nor Disagree

41%

Agree

54%

Strongly
Agree

If amortization is reintroduced, how management determined the 
useful life (if a policy choice is permitted) would be a useful disclosure.

N = 482

Disclosure of Useful Life

We asked whether additional disclosure was needed regarding the useful life of the goodwill. 
Specifically, we asked whether the useful life should be disclosed and whether the estimation of 
whether the useful life had an impact on initial recognition should be disclosed. 

If amortization is reintroduced, investors (95%) believe that the method of determining the useful 
life should be disclosed (if a policy choice was permitted). See Chart 47.
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Chart 48.  Disclose Impact of Useful Life on Initial Recognition
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How that useful life affects the initial recognition of goodwill balance is something investors 
(90%) also believe is a useful disclosure to make. See Chart 48. 

Amortization: Impairment Improvements + New Amortization Disclosures 

Overall, our survey found that investors still want impairment tests, even if amortization is rein-
stated. So, the improvements in impairment disclosures noted previously are needed even if amor-
tization is reinstated. The method or period selected for amortization will also drive and increase 
necessary disclosures. Investors nearly unanimously want disclosure of the useful life of the good-
will asset, should amortization be reinstated. This response revealed that they want disclosures 
regarding not just the useful life, but also how it was determined. Investors do not prefer a uniform 
fixed amortization period, say the 10 years being proposed by FASB. Such an approach would be 
an easy disclosure to make, but it would provide no decision-useful information. Investors said 
they would prefer an amortization method, and by association an amortization period, based on 
the cash flows of the acquisition. Their second preference is for a management-determined period 
with a minimum and maximum bound to the amortization period set by standard setters. These 
preferences will require not only the disclosure of the useful life, as they request, but also how it 
was determined. This will require substantial additional disclosure. 
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Investor Comments on Disclosures
Perhaps not surprisingly relative to the views expressed by respondents to the first question in the 
survey (see Chart 1), we received significant respondent comments related to disclosures. Several 
of the comments in Box 12 include remarks relative to other topics herein (i.e., impairment, amor-
tization) as well as a disclosure-related component to the comment. As such, we have included 
such comments here and in the respective area elsewhere in the document. Because they have 
relevance to the survey results in both places, we noted the respective section at the end of the 
comment. Because comments related to disclosures are so important to the overall message of 
the survey, we included virtually all comments that mention disclosures in Box 12, and we have 
categorized the comments, as best we could, by major disclosure topic. 

Overall, we found that investors wanted disclosures regarding the nature, characteristics, and 
composition of goodwill balances so that they understand the origin of the goodwill, what it likely 
comprises, where it resides, and what the goodwill represents overall. Investors also provided 
comments seeking disclosure regarding post-acquisition performance of the business, likely so 
that they can make their own assessment of the success of the acquisition. This was followed by 
a significant number of comments in which investors noted that they want more disclosure about 
the impairment test that actually was performed, including key assumptions, methodologies, and 
sensitivity of the valuation. Some respondents also requested additional information on the nature 
of the impairments actually taken. Finally, a few interesting but ancillary comments were pro-
vided on disclosures. The comments are included in Box 12. Reading the comments closely, you 
will find that the IASB’s approach on disclosures seems spot on and reflects the direction our 
respondents believe is the best way forward. 

Box 12. Investor Comments on Disclosure
Nature, Characteristics, Composition, and Location of Goodwill

■■ More disclosure around what exactly the goodwill is, how it has been calculated, tested, impaired and the 
assumptions behind that are key in my view. Also, we should have a measure of goodwill that is “control 
premium” if a company pays up to acquire another. Management needs to be held to account for whether 
or not it was worth paying that premium and this should be split out from more genuine intangibles like 
R&D or brands.

■■ Whether goodwill should be treated as a perpetual asset “depends.” Hence, greater disclosure would be 
beneficial. [Initial Recognition]

■■ There should be a disclosure of book value with and without goodwill. [Initial Recognition]
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■■ A lot depends on the nature of the goodwill. Brands tend not to diminish over time, but if goodwill is 
rising because of undisciplined purchase for exorbitant prices, that’s where disclosure would help. [Initial 
Recognition]

■■ Transparency is the key issue. Accurate representation and disclosure is more important than whether or 
not goodwill is amortized.

■■ There needs to be significant disclosures to avoid this from being another lever for management to smooth 
earnings.

■■ Whether goodwill arose from an acquisition paid for in cash or in stock. 

■■ Line item disclosure of each component of goodwill.

■■ History of goodwill accumulation and its sources – would be helpful for investors to compare with current 
state of the business.

■■ Disclosure regarding how consolidated goodwill is tied up in which cash generating unit. 

■■ Goodwill should be broken down and much more granular with segments of specific intangible value.

■■ CEO comments/justification on goodwill that’s exceeding 25% of net assets should be encouraged.

■■ Goodwill needs to be disaggregated into different sources of value. It is fine if these are management’s 
estimates, but it would allow investors to at least judge the estimates for reasonableness. The biggest 
problem with goodwill is that the value of future growth is embedded into the acquisition price. This 
component of goodwill heavily skews return on capital and reinvestment estimates. Management should 
be required to either disaggregate goodwill or provide investors with its thoughts regarding valuation of 
the asset in order for investors to be able to judge the prudence of capital allocation.

■■ Provide reconciliation of changes in goodwill by drivers, period-to-period, and life to date.

■■ Many companies nowadays use M&A as a way to sustain the revenue growth or, more frequently, “outsource” 
the R&D that should have been done in-house and should have shown impact on P/L. However, by choosing 
M&A frequently, magically the impact of this external R&D disappears based current accounting rule, which 
makes the comparison less obvious. Smart investors obviously would adjust for this in their valuation frame-
work. However, the limited disclosure makes the process more an art than a science.

■■ Goodwill disclosures should include the specific acquisitions it is related to, and detail tying the value of 
goodwill back to each acquisition.

■■ At large companies, it would be useful to know in which business unit the goodwill resides.

■■ Analysis of goodwill should clearly identify asset specific characteristics, measurement standards and 
assumptions, relevant industry history illustrating life/term issues. The framework and paradigm will 
vary.
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Metrics to Evaluate Post-Acquisition Performance 
■■ Goodwill needs to be assessed against original acquisition assumptions for at least 3 years following an 

acquisition and not commingled with existing business units. [Impairment]

■■ Disaggregate goodwill into different sources of value. Force management to make an estimate for the 
various components, allow investors to see how they are thinking about the deal.

■■ Successful acquisitions create value through time, therefore impairment is more appropriate. Conflicts of 
interest can arise with management, and auditors may not be best suited to make the valuation assess-
ment. Better disclosure on integration and performance of the acquired business is a good start as it 
would enable the securities analyst to better form her/his own judgment. [Impairment]

■■ In terms of disclosure about how an asset is performing versus expectations upon acquisition, special 
attention needs to be paid to the measurement and evaluation metrics. With many measurement met-
rics, we see “cream puff” criteria. One thought is to require directors to compare the performance of the 
asset to the metrics used by the board to approve the acquisition.

■■ Disclose return on invested capital (ROIC) at time of acquisition and subsequently.

■■ Companies would choose to amortize goodwill. Then they would report non-GAAP results with goodwill 
amortization added back. Separately it would be interesting or valuable to create accounting standards 
for whether or not companies manage acquisitions separately or merge them into existing business units. 
That would in effect force companies to certify whether acquisitions were properly integrated. Many 
companies say they have integrated acquisitions but really have not, and we only find that out after 
management changes and the next team takes on the true integration work.

■■ Disclose known risks.

■■ Disclose specific remaining life for each significant acquisition making up the goodwill total.

■■ Capitalisation rate and long-term profit assumptions.

■■ Acquisitions of companies with intellectual property and brands should specifically allocate the purchase 
price to specific patents.

■■ When an acquisition has been made, the financial statements of the target need to be separately disclosed 
for a period of 3 years after acquisition.

■■ There need to be specific quantitative indicators concerning the value of goodwill.

■■ There seems to be a lot of freedom for companies to decide on impairment testing for CGUs. We have 
seen cases where restructurings of CGUs seem to be designed to avoid impairments by moving problem-
atic units, which have been acquired, into a larger CGU. While management should have flexibility to 
restructure segments and CGUs, it would be really helpful to have disclosure requirements for the perfor-
mance of acquired units. [Impairment.]
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■■ Greater disclosure on how the fair value of material subsidiaries was calculated should be provided.

■■ Goodwill is non-cash item and is not tax deductible. Therefore, fundamental cash f low models 
will add back/normalize this amortization when building cash f low projection models. It would 
be much more helpful to have a more detailed breakdown of what kind of goodwill it is; therefore, 
it can be better monitored by the investment community and boards, which should help to have 
more timely write-downs. Goodwill is a generic “remainder” variable that is generated from the 
purchase price of an acquisition. The more material/sizable the acquisition, the greater the disclo-
sure expected from the acquirer regarding this goodwill number. Furthermore, it would be very 
informative to understand the assumptions used by management for the purchase price and good-
will assumed. For instance, synergies should be made more explicit in order to justify the goodwill 
on the balance sheet going forward.

■■ Goodwill impairment has been a problem more in emerging markets and the assumptions are not trans-
parent and changed as per suitability of the management. The balance sheet is bloated and distorts the 
leverage. Earnings of any acquisition is a better way to determine the value of the company.

■■ For God’s sake don’t go back to amortization. Investors just need disclosure about acquisition perfor-
mance and the inputs used to value goodwill for impairment determination. [Amortization]

Impairment Test Assumptions and Methods 
■■ Regardless of changes, greater disclosures of impairment and assessment of goodwill is needed. As is, it is 

currently too opaque.

■■ Current levels of disclosure of the basis for goodwill recognition and impairment is minimal. If goodwill 
is going to be capitalised then there should be reasonable disclosure over the aggregate assumptions under-
pinning it (e.g. long term profit generation and capitalisation rates.)

■■ Companies tend to avoid impairing goodwill since it makes management look bad (i.e., basically admit-
ting that an acquisition was overpriced). There should be greater transparency into how the goodwill 
balance was evaluated for impairment, i.e. the valuation methods used and detailed disclosure into the 
inputs. It should not be an opaque “trust management and accountants” process because management 
will always try to avoid impairing goodwill and the accountants usually go along with it. [Impairment]

■■ The key issue is disclosure of goodwill assumptions so analyst can make appropriate adjustments.

■■ Increased disclosure on goodwill and intangibles, the measurement and testing of these assets would help 
to discern whether the asst is/has become a wasting asset or has retained the book value. The quality of 
the asset (and potential earnings on the asset could then be determined. Increased (and systemic) dis-
closure helps the analyst determine asset quality and future effects on the financial statements. [Initial 
Recognition]
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■■ Disclosures around impairment testing sensitivity & assumptions are the most important area & where 
the greatest variance exists across corporate reporting.

■■ Disclose valuation method with inputs.

■■ The exact nature of the CGU the goodwill was apportioned to, and some basic sales/profit disclosures for 
that CGU plus a sensitivity analysis for the impairment testing assumptions.

■■ Disclose methodology for impairment testing.

■■ More details on what assumptions justify that goodwill amount so we can measure the success or failure. 
Goodwill impairments based on stock prices are inherently flawed.

■■ More detail on the impairment testing methodology.

■■ [Disclose when] third party assessment has been completed. 

■■ Details about the impairment testing process.

■■ Annual independent tests of goodwill impairment testing needs to be disclosed - methodology and key 
assumptions.

■■ Independence of the goodwill impairment determinants.

■■ Disclose discount rate used in impairment test.

■■ Disclose the inputs to fair value determination.

■■ Financial assumptions used to value goodwill (cash flows, discount rate, etc.)

■■ Disclosure of the future cash flows used to determine impairment.

■■ Disclosure is needed for the cost of capital used to calculate the value of goodwill and impairment.

■■ Not enough disclosure as to the actual [impairment] process and should be done more often.

■■ How value and methods. What companies and transactions are peers. In 5 year stock performance chart 
in 10k companies should disclose what specific companies constitute peers and then we would be able to 
assess peer valuations overall as compares...helpful in assessing goodwill and what acquired company is 
worth.

Nature of Impairment 
■■ Has been covered, but more disclosure is a must, as it is still a very opaque aspect. Whether they stick to 

amortisation or impairment, an investor should be able to understand the methodology followed.

■■ Narrative around why the impairment occurred would be useful as it would bring additional discipline 
to the capital allocation process. It would be interesting to see how many managements said they over-
paid for a mediocre asset.
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■■ What PART of goodwill is being impaired is key, and follows my commentary that goodwill should be 
disaggregated.

■■ The issue I am interested in, not yet covered here, is the non-GAAP adjustments management teams make 
to arrive at pro forma earnings. These adjustments add back amortization, and managements would likely 
add back goodwill, too, if that were amortized. Managements also tend to gloss over goodwill impairments 
where they presumably made a bad capital allocation decision in the past.

■■ Would be helpful to disclose historical impairment of the goodwill, and the underlying consideration. Would 
be also helpful to include scenario analysis (quantitatively) to layout the goodwill impairment’s impact on 
financial statements.

Other
■■ Key considerations in determining value of goodwill, early indicators for review (potentially including 

levels) at which goodwill should be reassessed. In addition to initial recognition and subsequent impair-
ment or amortization, one point could be to look at subsequent revaluation as well.

■■ I am all in favor of more (and more and more) disclosure, but no more rule changes! Accountants have got to 
stop moving the goal posts if their reports are to have any value. They should stop pretending to be analysts 
and/or economists. That’s *our* job. There is no such thing as an economically “perfect” set of financial state-
ments, but what we need from accountants are objective benchmarks – that are consistent across time – for 
investors as well as managers to evaluate. If this constant tinkering does not stop, GAAP will lose what 
little apparent value it has left, and companies will be free to create whatever bogus statistics they like and 
continue to mislead investors at will. [Path Forward]
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III.  About the Survey
A random sample of 23,800 CFA® charterholders employed as research, investment, 
or quantitative analysts or portfolio managers were invited to participate in this elec-
tronic survey through three direct email invitations distributed from 5 November to  
15 November 2020. The survey asked about the accounting for goodwill, and the related disclo-
sures, and how these issues are affecting analysis and investment decision making. The survey also 
collected relevant demographic information.

Survey Demographics
To provide respondents with the best survey experience, all respondents were asked the initial 
question in the body of the email regarding their preference regarding the best way forward as it 
relates to the accounting for goodwill accounting (see Chart 1). A total of 1,607 individuals com-
pleted the survey and yielded a useable response rate of 7%. 

Demographic information on respondents by occupation, region, years in industry, and gender are 
shown in Chart 49.

Data Collection
To provide respondents with the best survey experience, they received only a subset of the com-
plete questionnaire as respondents were branched into two subsets (branched series). A sample 
of this size has an overall margin of error of plus or minus 2.36% at a 95% confidence level and 
a branched series of questions (N = ~803) margin of error of plus or minus 4.19% at a 95% confi-
dence level. This means that if the survey was repeated 100 times with different samples from the 
same population, 95 out of 100 samples would yield a result within plus or minus 4.19% (i.e., or 
2.36% in the nonbranched questions) of each statistic reported in this study. For example, if an 
answer is offered by 50% of respondents, the results would range between a high of 54% and a low 
of 46% (i.e., or from a high of 52% to a low of 48% for nonbranched questions) for 95 out of 100 
other samples from the same population.
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Survey Sponsor and Collection Provider
The survey sponsor was CFA Institute, and the data collection provider was Market Intelligence 
and Business Analytics at CFA Institute. The survey respondent demographic data were found to 
be representative of the wider population of interest; therefore, the data were not weighted.

Chart 49.  Survey Demographics
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IV. 	�Recommendations  
for Standard Setters  
and Regulators

As this paper has highlighted, the overarching recommendation for accounting standard setters 
and regulators is to improve disclosures before reverting to amortization. Following are the key 
recommendations offered in this paper: 

■■ Seek a converged solution between IFRS and US GAAP.

■■ Make standard-setting decision-useful in the context of the size of goodwill balances. 

■■ Prepare a proper cost-benefit analysis and demonstrate that any financial reporting change is 
an improvement in financial reporting for investors.

■■ Ensure that disclosure improvements include an ability to evaluate the transaction post-acqui-
sition and, more specifically, include additional disclosures related to the following: 

■■ Valuation Models: Information on the valuation models should be employed along with 
greater transparency on the related inputs and outputs. 

■■ Related Estimated and Assumptions: Hand in hand with these valuation model disclo-
sures, information about significant estimates and assumptions and their sensitivity to 
changes should be mandatory.

■■ Quantitative Information on Performance of Acquisitions: More quantitative information 
should be provided about how an acquisition performs, and the key common perfor-
mance metrics that management is using to monitor the performance of the acquisition 
should be disclosed. 

■■ Qualitative Information on Performance of Acquisitions: Qualitative information was lower 
on the priority list for investors—likely because such disclosures are generally boilerplate. 

■■ Board’s Assessment on Performance of Acquisition: More information on the board’s 
assessment of an acquisition should be provided. 
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As the survey responses revealed, investors want hard quantitative metrics related to the impair-
ment valuation model and the performance of the acquisition. This information would enable 
investors to independently evaluate the acquisition rather than merely obtain qualitative informa-
tion and the management’s or board’s opinion alone. 
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APPENDIX 1.

2019 FASB GOODWILL INVITATION TO COMMENT:  
CFA INSTITUTE COMMENT LETTER 
20200113.ashx (cfainstitute.org).
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APPENDIX 2.

2020 IASB GOODWILL DISCUSSION PAPER:  
CFA INSTITUTE COMMENT LETTER
20210222.ashx (cfainstitute.org).
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