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A Report on "A Research of the Accounting
Procedure for Goodwill Based on Matching Concept"

Shinya MATSUSHITA

Abstract

The purpose of this research is to suggest an accounting procedure for goodwill based on the
matching concept as a means of improving business combination performance indicators. It has been
pointed out that the accounting procedure based on International Financial Reporting Standards
(IFRS) No.3 does not provide timely information to investors who want to understand the
reasonableness of the consideration spent by the acquiring company in a business combination and the
degree of success of the business combination. Based on Barker and Penman [2020], I clarified that
the conceptual framework's failure to recognize the assets based on matching with future earnings (the
probability of earning future earnings) causes overstatement of goodwill, which in turn causes
problems in the presentation of business combination performance. Furthermore, as a means of
dealing with these problems, I analyzed the Paton and Littleton [1940] model, which uses initial
recognition by capitalization of future earnings and subsequent measurement by amortization, and the
Oh [2016] model, which uses initial recognition by capitalization of future earnings and subsequent
measurement by non-amortization (impairment). In addition, the relationship between the two models
was examined. As a result, this research proposed that only the excess earnings of the acquired
business, for which the probability of future earnings can be assessed, should be initially recognized
as goodwill, and that amortization and impairment should be used in subsequent measurement

according to the results of the excess earnings test.

Keywords : goodwill accounting, matching concept, mergers and acquisitions, asset valuation,

accounting for intangibles






