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Which Is better, Amortization or Impairment of Goodwill?:
An Analysis from the Viewpoint of Shareholder Utility and Management Incentive

Shinya HANAMURA

Abstract

This paper analytically examines whether a company should depreciate goodwill or adopt non-deprecia-
tion accounting. It is concluded that, from the viewpoint of company value maximization and management
utility maximization, both shareholder and management are able to maximize their utility simultaneously
by using a relative benefit rule as the amortization schedule. On the other hand, if a company does not
depreciate goodwill periodically, neither shareholder nor management can maximize their utility. In this
situation, when the probability of impairment is high, management will make efforts even if shareholders
decrease their bonus payments, and when the probability of impairment is low, management will not make
efforts unless shareholders raise their bonus payments. This implies that impairment can be the incentive
for management effort.
Keywords: information superiority, information disadvantage, goodwill, impairment, residual value, relative

benefit rule, IAS36
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