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_ Abstract

The goodwill is one of the most controversial topics. Especiaily after
the financial standards transitipn from the amortization to the goodwill
impairment app'r'o‘a-ch; The goodwill impairment test faced more problems
of cost, complicated and time consuming that led the financial statements
preparers to disregard the goodwill impairment losées in the financial
statement. Furthermore, there are more of CEOs and-Financial managers
manipulate with the goodwﬂl impairment losses for their managerial
discretions. All these mentioned problems led FASB, Topic350 to simplify
the test by removing the second step of the goodwill impairment test that -
responsible for determining the goodwill impairment losses by comparmg

| .between the implied fair value of goodwil and the carrying amount of
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goodwill. But this simplification opened a large space for manipuiating
and personal judgment when implementing-the test and determining the
goodwill lrnpalrment iosses So the researcher proposed an indicator for
solving these problems by using the applying study Thls study focused
on testing the relatlonship between the recorded goodwill and the
revenue that arises from the sale of goods or rendering of services and
predicting the future goodwill. After that comparing- the current geedwill
and the future goodwill to determine 'if there are goodwill impairment
losses or not. This study concluded that this indicator has the?:capabiiity
of determining and predlc:tmg the goodwill Jmparrment losses - without
manipulation or personal judgment because this indicator is gasy o use.
It doesn't cost and it saves time.

Keywords:The goedwili, The goodwill Impairment test, The goodwill
impairment Iosses;FASB’;SFASI4I&142, FASB, Topic350, 1AS36, IFRS3.
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Introduction _ | '
There are increasing for the importance of the goodwill as an intangible
asset, especially after the transition from the pooling of interest method to
the purchasing method, when the phenomena of business combinations
appeared, from this point the goodWiIi has been recorded on the balance
sheéiu But it was written down, after that the goodwill has been subjected
for amortization, but the amortization approach has been accused that it
doesn’t reflect the economic reality of the goodwill.
| So in 2001 FASB transition to thé goodwill impéirment approach. The
goodwill impairment approach has the capébility of reflecting the
economic reality and. the financial position with accuracy more than the
amortization approach. FASB stated that the goodwill must be -subjected
to the goodwill impairment test mandatory annually or more if there are
events or circumstances. The test has been implemented under FASB,
by comparing between the carrying amount of goodwill and its féir vaiue,
but 1ASB by comparing between the carrying amount of goodwill and .the

recoverable amount. From here, the goodwil impai}ment test faced -
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problems of cost, complicated and time- consuming.

Research Problem

Thé problem of this research is that implementing the goodwill
impairment test annually or more is very complicated, costly and it takes
more time that made the test benefits is less than the incurred cost. So
more of the financial statements preparers evade of implementing the
test  and manipulate of the goodwill impairment losses by disregarding it
in the financial statement.'(FASB,T'opicBéO,ZOM.pI). All the mentioned
problems led the financial managers and CEQCs to evade of-recognizing
of the goodwill impairment Ioéses. For proteéting their managerial
_discretions and financial positions. All these mentioned problems are
'shortcomings' of the goodwill impairment approach. Especially, the test is
based on measuring with the fair value that leads to many manipulations
and psrsonal judgment. Thus, all these deficlencies provide the users
with financial information isn't,accuréte.. So there is-a need for a new

solution for solving all these mentioned problems.

Importance of Research |

This research infroduces a solution for the goodwill impairment test
problems of cost, c'omblicated and time consuming by suggesting the
revenue that arises from the sale of goods or renders of services as a
proposed indicator for predicting the goodwill impairment losses without
estimates and personal judgment. Thus, closing -all the mampulatton thus

_ provudlng the users with financial mformatton ts accurate.
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Research Objectrve

This research aims to propose a new model for testing the goodwn!l for
impairment that is based on using the revenue as an indicator of the .
goodwill impairment. ' o
Research Hypotheses. _
This research tests _the hypothesis as follows:- .
— There is a positive relationship between the recorded goodwill and the

revenue that arises from the sale of goods or renders of services.

Research Methodology _
For achieving the research objective and test the research hypothesis,
"the researcher used an applied study.

- An applied Study.
This study aims to test the relationship between the recorded goodwil

and the revenue that arises from the sale of goods or renders of services
and predict of the future 'goodwill, after that comparing between the future
- goodwill and the current goédwitl to determine if there is a goodwill
impairment foss or not. This study based on two statements that are the
balance sheet and income statement by the fmanma! statements that
'ilsted on the Egyptlan Stock Exchange and the companies' sites that
have goodwil.
Research Limitations

This research interested in the purchased goodwill. So this research
focuses on the con‘solidate:d financial statements of companies that
subjected to me{ge'r or acquisition, thus Have goodwill in the financial

statements. The researcher coilected these - financial statements from
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companies listed on the Egyptian Stock Exchange and the companies’
sites. This research excludes the compahies that don't record goodwill in
the financial statements. . " '
Research orgamzatlon
Introduction:
Chapter one: 'The goodwilt |mpalrment approach under FASB&IASB" -
Chapter two: "The propose rnoder for the ‘goodwill |mpalrment G
Chapter three Conclusions, Results and Recommendatrons

"The conceptual framework of goodwﬂl"

Goodwill is one of the most controversial intangible assets.. Th:s
controversy arises from the nature of goodwill which is almost impossibie
fo quantify. So more of the stand_akds setters and researchers inferé_s_ted
i it; Conceptually, the goodwill is future economic benefits arlsing from
the other assets.acquired in & business combination that are not
individually identified and separately recogﬁized. (Kf_eSo et al. 2012,
p674). According to SFAS142, Goodwill is the excess of the cost of an
acquired entity over the net of the arﬁounts"_éssigned to assets accjuired
and liabilities assumed. (FASB, SFAS142,2001, p80).

Goodwill arising | | -

The goodwill arises as é result of _increaéing_t_hé édmpetition in the
market, the desire of companies to achieve the greatest profit '-ahd
provide the customer with the best services and products. The'goodwill'
has two types, internally generatéd goddwili and purchased‘ goodwi!l.

Internally generated gobdwill is that has been built up over time and
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cannot be verified objectively.(Triest,ﬁOOB', p149).It cannot be capitalized
on the balance sheet, but it's recorded as an expénse in the income
statement. (Kieso et al.,2012,p674).The purchased goodwill arises as a
result of business combinations. i is-defined as the difference between
ihe amount paid and the net assets of (tangible and intangible) and
liabilities. (Kieso et al..2012,p074) |

The accounting treatment of goodwill

Anciently, many standards treated the goodwill with wriﬁng_oﬁ‘ against
equity reserves accounts in the year of acquisition. (Seetharaman,2004,
p140). It is written down only when the carrying amount of goodwitl
exceeds its implied fair value. (Jerman and Manzin, 2008,p220). After
that APB Opinion No.17 stated that goodwill should be amortized over a
period that cannot exceed 40 years, (Jerman and Manzin, 2008, p224).

But more problems faced the amortization approach of goodwill. The
most problems faced the purchased goodwill are that there is difficulty in
determining the useful iife for the amortization of goodwill and the -
arbitrary ceiling because the traditional amortization method by using the
straight fine of goodwill over an arbitrary period doesn't reflect the
| _ economic reahty and doesn't provide with useful :nformation to the users
'of the financial statements. (Qamm 2013, p65).

So in2001, FASB transition from the amortization to the goodwil
impairment approéch. Wheh the fair value of goodwill exceeds its
carrying amount the impairment happens.(FASB,SFAS142 ,2007,P12).
The test must be implemented annually or more if there are events or

circumstances occur.
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There are two sieps for performing the goodwill impainj’néht test.. (IAS36,
' 2010,P3). R
The First Step: Compare the carrying amount of the unlt mcludlng the
goodwill, with its recoverable amounl '
The second step: Compare the lmplled value of goodwﬂl with its
carrying amount. Any excess of the carrylng amount of goodwill over 1ts
implied value is recogmzed lmmedlately, in profts and losses, as an
impairment loss. Any remaining excess of the carrymg amount of the unit
over its recoverable amount is recognized as an impairment loss and
allocated to the other assets of. the unit on a pror'ated'basis,"b'a-s'e'd' on
the carrying amount of each asset in the unit. ' T
'Goodwill impairment test under FASB & lAsB'

There Is a difference between FASB&IASB with re_galid-to'thé first éiep
of the goodwill impairment test. Under FASB the 't'e_s"l _has been
irﬁple_mented by comparing between the carrying amount of t'h_e.goodwilt
. and its fair value.(FASB, SFAS142,2001,P15).But under IASB, the test
has been implemented by comparing between the carrying amount and
recoverable amount, (IAS36, 2010, P3). 7 | _ c

Although the fransition from the amortization ‘to the lmpalrment
approach, the goodwill impairment test faced more problems of cost,
complicated and time¥consuming. These problems led the financial
managers and CEOs to manipulate in implémentihg the test’ by
disregarding the goodwill impairment losses in the financial reports for
their managerial discretions. (Stephen, 2016, pl’(i)._ So FASB & IASB
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hotd joint pfoject concluded that FASB, Topic350 canceled the second

slep _of. the goodwilf impafrment test for. simplifying the test. (FASB,

_ Top'ic350. .201)7, p2). But this simpliﬁcétion opens to more manipulation

| and personal judgment. Thus the financial information under the goodwill

impairment test isn't accurate. So there is a need for a better solution for

solving these problems and closing all the manipulzation and personal
A

Judgment
"Applymg a proposed model for the goodwnl! Impalrment
_ test'

'Accbrding to .the mentioned problems, the researcher suggested a new
"??;f,lndicator to determine if there is a goodwill impairment or not at the same
“"’ume ‘avoid all the mentioned problems before. The standard setters
|nd|cated ‘that there is a possibility to use a qualltatlv_e indicator
for detérminirig if- there is an impairment or not, but uniil now the
standard setters don't indicate for a specific solution or indicator; So the
researcher tried to find a solution to these problems. So the researcher
proposes a hew model for implementing the goodwill impairment test by
using an applted study to lest the relationship between the revenue and

- the recorded goodwill. This proposed indicator has been applied fo actual
companies.
"The Applied Study"

1.Introduction:
Because of the problems of the goodwil impairment test, the
researcher interested to introduce a solution to these difficulties. So the

researcher suggested the revenue as an indicator for predicting the
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goodwill impairment losses by testing the relationship between the
recorded ‘goodwill and the revenue. This research only applies o the‘
companies that have been subjected to merger or acquisition, thus it has
been recorded goodwill in the financial statement.

2. Study aim. '

This study aims to test the relationship between the recorded goodwill
and the revenue, predict. of the future recorded goodwill, Also predict of
the goodwill impairment losses by comparing batween the fujure goodwill
and the current goodwill to determine if there is a goodwill impairment
loss-or not. The researcher applied this indicator for confirming that this
indicator has the capability of predicting the goodwill impairment losses
without the mentioned problems. The researcher thinks that this indicator
Is easy to apply, it doesn't take more time, and it doesn't cost. This
indicator will be tested in the Egyptian environmant.

3. Study Hypotheses

For testing the relationship between the revenue and the goodwill, the
researcher used these hypotheses:~ -

HO: There isn’t a significant positive relationship between the recorded
goodwill and the revenue. :

HI: There is a positive significant relationship between the recorded
goodwill and the revenue.
4.8tudy methodology

This study is based on the regression analysis to measure the

relationship between the revenue and the recorded goodwill. This study
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collects the data from the financial statements of some companies. The
research measured tﬁe relationship between two variables to illustrate the
ratio thal the revenue able to explain thé change that hébpens in the
recorded goodwill. |
5.Study community

This study just applied fo the companies that have been subjected for
merger or acquisition process, thus it has a recorded goodwill in thie
financial statement.
6.Study Sample: _

The researcher used actual financial statements of the companies that
. have the following conditions:—

= The financial statements of the companies that have been
subjected to merger or acquisition procéss thus have goodwill.

e The companies that published their financial statements from
2009 to 2016. The researcher chose this period after the financial
crisis that happened in 2008 when many researchers accused the

fair vaiue that It is the first responsible for the financial crisis.
Thus,' it's not suitable for implementing the goodwill impairmerit
test. ’

x These companies that have been subjected to. the goodwill
impaifment test under FASB& IASB and disclosed in the financial
statements.

Although the research community is 107 approximately, the researcher
applied to five companies that are a part of the original community.

These companies are McDonald's, Samsung, Orascom for Construction
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and Industry, Nestle and Coca~Cola}. The researcher excluded the
companies that didn't comply with FASB&IASB, the companies that didn't
publish the financial statements from 2009 to 2016.For explaining and
analyzing the relationship between the recorded goodwili and the

revenue. The researcher used the following equation:-

y = a + Bx-terror.

Y — is the predicted value for the dependent variable;— Y is the
recorded or purchased goodwill.

X ——p Is the Independent variable that explains the change of the
dependent variable; X — is the Revenue.

A —> Constant, Interpret the vaiue of Y when X =0

B — it measures the slope of regression ling; it is the rate of change
ih Y with a unit change in X.

E — itis a random error,

This analysis is implemented on the revenue and the goodwill of the

following companies:-

1-MceDonald's company.
) Mcdonalds
in Miifion USD 2009 2010 2011 2012 2013 2014 ] 2015 2016

Total Revenue 22,745 | 24075 270058 ;27567 | 28106 | 27.441 25413 | 24,622

Reorded goodwilly 2,425 2,586 2,653 2,804 2,873 2,735 2,516 2,337

2-Samsung company,

Sanuing

In milin VS 20 mo f oA 02 013 04 105 Wb

Tofalof Revence [ 13630067 | IS4G30D | MGSQ0LYT § WEI008 | LIROD6T [ 206050 | 00SS3RE | 201866145

Recorded gooihelll | 9,885 B.461 5340 | SIS | 05 3576 910339 134,580
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3- Orascom for construction and industry company.

Orascom For Construction and Industry
IhMI_Illor'l usD 2009 20;(! 2011 ) 2012 2013 2014 2015 2016
-Tolalnfrevenue_ 213128 27552.4. 32722 33287 | 6212.9 | TB40O.S 3882.4 | 4033.1
Recordedgood'wlll 9871.2 105999 o556 | 9059.3 | 6099.3 {62765 | 13.8 13.8
-4- Nestle company.
Nestie
In millions USD 2008 2010 2011 2012 2013 2014 | 2015 2016
~'| Revenue of sales | 99,361 o472 | gledz | 02,188 | 92156 | 91,612 | 88,785 89,469
Recorded goodwll] o7 500 | 27031 | 20,008 { 32615 | 31039 | 34567 (32772 | 33,007
5- Coca cola company.
o Coca Cola
In Miflion USD o009 | 2010 | 2011 | 2012 | 2013 2014 | 2015 | 2016
Revenue 30,990 | 35,119 | 46,542 | 48,017 46854 | 45008 | 44,204 | 41,863
Recorded goodwil| 4,224 | 11,665 12219 | 12,255 | 12,312 | 12,100 11,280 | 10,629
‘The statistical results by SPSS
Correlation Table (1 /1)
Recordad goodwill Ravenue .
Recorded goodwilt | Pearson correlation .'851“
Ravenue Pearson correlation LB51e%
++Corpelation is sighificant at the 0.01 level (2-tailed).
Regression Table (1/2)
R' R Adjusted § Std.Error of B
Square | R Square the Estimate
Constant Revenue
0.851F 0.724 0.716 158440.742
| 5606.896 { 0.003
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Results analysis:-

Rega.rding, the correlation analysis, there is a positive relationship
between .the'recorded goodwill and the revenue with (.85-!—). Also, p-
Value is equal fo 0.000 that is less than the significance level, 5%, so
'v;ie reject the null hypothesis that indicated there isn't a positive
relationship between the recorded goodwill and the revenue. And we
accept the -alternative hypothesis thaf indicated  there is a ' positive
relationship between the recbrded goodwll and the revehue.

Regarding, the regression analysis, we find that the independent
variable explains 72% of the changes that happened in the dependent
variable. So we find that the revenue explains 72% of the changes that
happened in the goodwill. Thus, the researcher suggests that using the
revenue as an indicator for predicting df the goodwill impairmen_t. And the
remaining 28% is due to some other variables that are included in the
‘regression equation that is y = 5606.896 +0.03x. '

Explaining the results and comments:—

Table (1/3)
Table of variance and regression analysis .
Source | DF | S8 s 3“ E | P-value
Regression | 1 } Z497E+12 [ 2497E+12 | 99.479 | 0.000°

Eror {38 | 9,539E+11 § 25103468831 | - -
Total | 39 | 3451E+12 - - 1 -

It is clear from the table of variance analysis that P-Value Is equal to

Zero that is less than significant level 5'%. Thus we accept the main
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hypothesis, that indicates thét there Vis a significant relationship with
statistical significance between the recorded goodwill and the revenue.
And reject that the null hypothesis that indicates for there isn’t a
significant relationship with statistical significance between the recorded
goodwill and the revenue. '

Implementat&on of the proposed indicator.

The researcher implemented the revenue as a proposed indicator for
applying to Coca—Cola company 10 ilustrate how to predict the goodwill

rmpalrmen’t The researcher used 2016 as an appllcatqon year.,

Coca Cola

in Million
usp

2009 | 2010 | 2011 | 2012 || 2013 | 2014 | 2015

Revenue | 30,990 || 35,119 § 46,542 § 48,017 | 46,854 45,998 44,294

Recorded ‘
4224 | 11,665 | 12219 || 12,255 12,312 12100 § 11,289
goodwill - :
_ The statistical resulis by SPSS
Correlation ~ Table (1/4)
Recorded Goodwill ' Revenug
Recorded -
Pearson Correlation §- 803+
Goodwill
Revenue Pearson Correlation {  .803*°

«»Correlation is significant at the 0.01 level (2—tailed).
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Regression Tabte (1/5)
: Adjusle;i_ Std.Errar of the
R R 8guare B
. R Square |  Estimate _
0.803 | 0.644 0573 1929.208 Constant | . Revenue

-4216.237 0.355

The analysis’ results _ _
Regardmg the correlatlon analye:s there is a poeltave relatlonshlp
between the recorded goodwill and the revenue with (:803+4).
Regarding, the regression analysis, we find that the lndependent
variable explains 80.3% of the changes that happened. in 1he dependent
-variable, So we find that the revenue explains 80.3%of the changes that
happened in the goodwill. Thus, the researcher suggests that using the

revenue as an indicator for predicting of goodwill impairment.’ And the

rest 19.7% indicates for other factors include the random error.
From the foIIowin:q ﬁgljre, we can write the equatioh es follows:~ -
y=atbx —> y= 355X~4216.237. |

In case we have the revenue of 2016 as follows (41, 863). We can

apply the equafion and -predict the recorded goodwﬂ! in 2016. The

followmg result shows that the predictive value of the recorded goodwnll
2016 is 10645 § instead of 10629 $. When compar_rng_ the goodwill
recorded in 2015 and 2016. We find that there is a decline of 644 million
dollars at the goodwill that Is the goodwill impairment losses. So this
proposed Indicator has the capability to solve the problems of the

goodwill impairment fest.
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Summary of the analytical and comparative study
This study confrrmed that the proposed indicator has the capability. of

predrctmg the goodwrll impairment Iosses easrly without the mentroned

problems before and without estimation or personal judgment

' Conclusron _
_ This research concluded that the goodwrll is one of the most
controversmt and diffi cult intangible assets After, the transition from the
amortization to the impairment approach, the ‘goodwill becomes so
complex. There are more difficulties when implementing the goodwill
impairment test of costly, complex and trme—oonsumlng All these
mentioned problems led more financial statements preparers to dlsregard
implementing the test because the test benefiis less than the incurred
costs" Additionally, more of CEOs disregard the"goodwitI impairmer'rt
losses in the financiaf reports for their managerral discretions .

Although FASB Toprc’HO canceled the second step of the goodwill
|mparrment test to srmpllfy The test still has diffi cu!tres and subject fo
personat judgment So the researcher suggested an indicator for
predicting the goodwill impairment losses without manrpulatron by the
applied study that concluded that this indicator has the capabrlrty of
predicting the goodwill rmperrment_ without more cost, compficated, and

time-consuming, because this indicator is easy to use, doesn't cost and
saves time.'

Restlts:
This study concluded that the proposed indicator able to predlct of the

recorded goodwrtl easﬁy wrthout all the problems of the goodwil
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impairment test of cost, complex and time—bonSuming. Funhermore, it is
capable of closing all the manipulations by using the revenue that arises
from the sale of goods or renders of services. This indicator can
determine the recorded goodwill for next year because there is a positive
relationship between the -goodwill and the revenue. After that, the
researcher can determine the losses by comparing the .currently recorded
goodwill and the last year to determine if there is an impairment loss or
“ not, ' | '

Recommendations.

For decreasing the difficulties of the goodwil impairment approach,

! The researcher recommends . developing the current goodwill

-impairment test.
The fesear_cher recommends closing all the manipulations and

[E

estimations by using the regression analysis to determine the
extent of the capability of the proposed indicator to explain the
~ recorded goodwill for predicting with the next recorded goadwill,
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Building on thé resource orches.trat'ion literature, we use & two step technique through
structural equation model[sng io testa mode] where entrepreneurial orientation (EO)mob111zes
resources {o influence SMEs perfonnance Using, survey data from 180 SMEs in techmcal
industry sectors, our resulls indicate that EO mediates (partially) social capital - firm
perfoﬁnance relationships, This finding driye managers to understand that networks provide
critical base for eﬁtrepreneuriai activiiies,. however, building large, high quality networks is
sssential to mﬁbilize resources within EO to develop competitive edvantage and achieve

superior and positive firm performance.

Introduction

Entrepreneurial otientation (EO) is reflected in its three core dimensions: innovativeness,
risk-taking and proactiveness; and has o positive effect on firm performance (Hean, Thi, &
Ping, 2007; Rauch, Wikhmd, Lumpkin, & Frese, 2009; William J Wales, Patel, Vinit, & -
Kreiser; 2013). Previous studies highlight that firms with high BO are more able to capturs
opportunities, adjust its operations in the mnrketplace to enhance performance and increase—
proﬁtability (Y.-H. Li, Huang, & Tsai, 2009; Stam- & Elfring, 2008). EO improves firm
perfonnaﬁce by facilitating. firm's ahility to identify innovative: opportunities: with: greater
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