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What is goodwill?  

• As defined in IFRS 3, goodwill is an asset 

representing the future economic benefits 

arising from other assets acquired in a 

business combination that are not individually 

identified and separately recognized.  
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what’s the essence of goodwill? 

  --Excess return ?  

  --Residual value?  

Theoretically, it should be excess 

return, since goodwill arises due 

to the synergy from business 

combination.  

 

But it is hard to be  

measured directly 

It is just a calculated  balance 

under residual method 

That means goodwill is kind of residual value. Actually, 
we couldn’t reasonably assure whether the amount of 
goodwill recognized is true and fair or not. 
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Recognition and initial measurement of 

goodwill 

▪ Two methods allowed  (Pursuant to IFRS 3)  :  

   --Full recognition method 

 

   --Partial recognition method 

 

 

 

Goodwill = Business Acquisition Consideration –

Proportionate fair value of identifiable net assets 

obtained from the acquiree (CAS20) 

Only the goodwill of CI’s is 
recogized, and it is applied in China  

CI’S+NCI’S goodwill are 
recognized  
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Due to enterprises’ response to the national call of diminishing excess capacity 

or their own development strategy, there are more and more M&A businesses 

in Chinese capital market. This slide shows the data of M&A finished by listed 

company under assessment and approval by CSRC in the last three years 

 

Current M&A and goodwill  situation in China 

(Source: Wind Info) 

Purpose of 

restructuring 
Year 2015 Year 2016 

Year 2017 

(Jan. – Oct.) 
Total  

Business 

transformation          12            8            6           26  

Asset adjustment          13           25           10           48  

Horizontal 

integration         132          164           76          372  

Vertical integration          28            7            4           39  

Diversification 

strategy          57           32           33          122  

Back-door listing          38           23            5           66  

Overall listing          10            2            3           15  

Strategic cooperation           2            1            3            6  

Financial investment           -            1            1            2  

Others            -            1            -            1  

Total          292          264          141          697  
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From this graph, we can see both the quantity of listed companies and the 

Annual amount of goodwill shows the growing trend in recent years. Especially 

in last three years, it raised a big step. 



9 

Proportion of goodwill accounting 

for combination cost 

In recent three years among our engagement with listed companies on M&A business,   

29 are about business combination not under common control, and those companies 

have recognized a large amount of goodwill. Of which, 22 companies recognize goodwill 

that accounting for over 50% of the consideration, while 3 companies are even over 90%.  

Those three companies are mainly engaged in cross-border M&A, while target 

companies are mainly engaged in the game development and internet advertising that 

are not quite related to main business of listed companies. 

M&A 

engagement 

we performed 
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(1) The  target company may be overvalued 

Two main reasons for the  phenomena: 

(2) It is difficulty to identify the identifiable intangible assets 

that unrecognized in financial statements of target company.  

Why M&A can cause such a huge goodwill? 

As emerging industries and new economy model spring up, some listed companies 

begin to get involved in emerging industries such as internet, high technology, etc. 

Usually, the total value of a target company is estimated under income method and 

priced based on P/E ratio in the same industry, while P/E ratio in some emerging 

industries is relatively high as China stock market is still under development, thus 

cost of M&A is usually very high. 

As internet and high-tech companies are usually light in fixed assets, their most value 

lies in human capital, which isn’t an identifiable intangible asset according to existing 

standards. When the acquirer allocate combination cost in fair value of obtained 

identifiable net assets and liabilities, identifiable net assets usually accounts for a very 

small proportion, and the rest unallocated part forms the goodwill of large amount. 



 How to subsequently measure the  goodwill ? 

 

 

  --Amortization method 

 

 

  --Impairment test 
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  Thorny problem in practice 

only an impairment test is 

required for goodwill. 

 

But it is difficulty to implement  

in practice 

 

According to current 

accounting standards, 

Amortization method has 

been cancelled 



  1st problem lies in the determination of the rule  for 

goodwill impairment test 

  -- Should the carrying amount of a reporting unit to which 

goodwill is allocated be compared with its fair value?  

Or  

  --Should the carrying amount of a goodwill asset be 

compared with its implied fair value? 
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  Thorny problem in practice 

IFRSs and US GAAP have different rules on this issue. Under current US 

GAAP, carrying amount of a goodwill asset should be compared with its 

implied fair value. However, according to the latest exposure draft of 

Intangibles - Goodwill and Other (Topic 350) (Issued: May 12, 2016),  Step 2 

of the current impairment test is suggested to be eliminated and companies can 

directly compare carrying amount of reporting unit with its fair value. 
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▪  Besides ,there are several difficulties in impairment 

test  

     

    (1) It is flexible to define cash-generating units to 

which goodwill is allocated; 

 

▪  (2) How to consider the influence of other identifiable 

intangible asset impairment? 

 

  Thorny problem in practice 
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▪  2. Difficulties in impairment test  

 

   ( 3)  Specific impairment test methods are different in practice; 

           --Regarding whether to use qualitative assessment for a 

reporting unit ? 

 currently ,some companies firstly perform qualitative 

assessement,and impairment is determined on whether the target 

company has fulfilled the performance commitment made in M&A, 

i.e. if the target company can generate the forecasted profits, the 

goodwill is basically determined as not impaired and no provision 

shall be made. 

     --Besides, ther are one step and two steps method applied in 

practice. 

  Thorny problem in practice 
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Consequence of current treatment 

• 1. Assets and profits may be overstated 

• --If it is not impaired based on qualitative assessment, 

large amount of goodwill will remain untreated for a 

long time, and assets and profits may be overstated, 

leading to doubts about the authenticity of the overall 

financial information. 

 

• 2. Income statement may fluctuate significantly 

• --Once the environment or technology is replaced or 

core staffs of target company leave, there might be a 

significant impact on financial statements. 
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Suggestions 

    1. To extend the scope of identifiable assets which was 

not recognized by target company 

 

 

 

     

    2. To simplify the impairment test model 

  

    3. To reuse former amortization method 

       --suggest to make amortization of goodwill with useful life 

no longer than 10 years. Certainly,10 years is a little bit 

arbitrary, but we think it is still better than impairment test so far. 

Such as human cost ,Stable client resources. 
it can improve the proportion of identifiable net 
assets on allocation of combination costs.   



Proposals Objective  

• 1. Promote a rational valuation on target company 

during the process of M&A;  

 

• 2. Accurately reflect the true company’s business 

performance after M&A. 

 

In our opinion, these measures can ,To a certain extent 

Since goodwill impairment test more depends on estimates, it’s 
hard for auditors to make reasonable assurances of  the 
company’s provision for impairment. 



A single set of high-

quality, understandable, 

enforceable and 

globally accepted 

accounting standards 

can be expected soon! 

Joint effort 

IASB 

AOSSG 

Fellows in the 

accounting profession 
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Happy to know that the goodwill and impairment 
has already on the IASB’s active research project 
list, and some of my suggestions are also being 
considered by IASB. So , a reasonable solution 
can be expected soon. 
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[Shen Yingling] 

Partner of Pan-China CPAs LLP 

 

  

Finally, wish you all everything goes 

well during the meeting in Hangzhou, 

and may this meeting be a complete 

success! 



About Pan-China 

20 

Go beyond, Pan-China,  

and connect to the world. 

Pan-China Certified Public Accountants LLP, established 

by a group of senior CPAs in December 1983, is one of 

the largest accounting service providers in China. 

According to the list of top 100 firms published by CICPA 

in 2016, Pan-China ranked the third among the Chinese 

local firms.  

  

Pan-China has more than 30 years experience and 

professional capability to meet clients’ needs. We have 

been seriving more than 5000 clients including A-share, 

B-share and H-share listed companies, large state-

owned enterprises, foreign-invested enterprises, etc. 

Currently we have more than 300 listed clients, and more 

than 600 New OTCBB clients, which make us one of the 

top firms in China serving most listed companies. 


