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The Impact of Applying International Accounting Standards
Related to Goodwill in Business Combination on the Investment

Decisions
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Dr. Mohammad Majeed Saleem

Abstract

Companies have headed for business combinations to ensure continuity
and competitiveness in the light of economic changes in the Arab and
foreign markets. Also, the attacked of the corruption in public
shareholding companies has been increased. It also attached the
exaggeration of assets and goodwill to serve the interests of corporate

management.

The study aimed to know if the corporate management exploits the
accounting methods of goodwill to maximize net income during their
period of work, and if the international accounting standards related to
goodwill have met the requirements of investor, management and
external auditor. One of the objectives of the study is to learn how
goodwill be calculated, and how prepare impairment test of goodwill,
which is considered as a challenge for investors in evaluation process
of their activities in the holding company (HC). Another objective was to

identify the new and radical amendments to IFRS (3R).
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To achieve the study objectives, a comprehensive survey of the financial
statements of the study population was conducted during the period
(2007-2011). The study population consisted of (34) public companies.
Then, the researcher conducted several site visits and interviews with

the external auditor, corporate management and experts.

It is concluded to accept two out of four hypotheses. The third
hypothesis was accepted because there was no difference between the
views of the external auditor and management. The first hypothesis was
technically accepted due to lack of evidence. The second and the fourth
hypotheses were rejected. This goes against literature that suggests
that diverse methods lead to inconsistencies and incomparability, and
that different ways of calculating goodwill affect budget assets and the

amount of loss in case of goodwill impairment.

The second and fourth hypotheses were rejected because there was a
correlation between decisions of managers and test of goodwill
impermanent. Also, there were different point of views between the

Finance Director, Executive Director and External Auditor.

The results of the study can be summarized that there is a failure and
absence of control on part of Securities Commission and the Companies

Control Department as the companies continue to encroach on the

rights of investors.
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The companies are still using the traditional method in the calculation of
goodwill, and that the diversity of evaluation procedures (methods of
calculation, or impermanent test) leads to different values in the

company's financial statements and the market price share.

Accordingly, the researcher reached many recommendations including:
Contracts and cash bonus of corporate managers should be based on
net income to avoid inflating the growth of sales volume. Also, (at least)
one member of the Board of Directors should have background,
experience and competences as far as the company’s field is
concerned. In addition, Professional Organizations have to translate the
IAS changes, and finely, putting the right person in the right place at the
regulatory institutions such as the Companies Control Department and

the Securities Commission.
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