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ABSTRACT 

The new treatment for goodwill is a radical departure to the existing practice of reporting in Malaysia, with prepares having to deal with complex techniques for assessing impairment, and added disclosure requirements. Given the change, there exists the possibility of inconsistencies in disclosure quality. The purpose of this paper is to examine the level of compliance and assess the quality of disclosures made in accordance with this new standard. Using a sample of 36 of the largest Malaysian listed corporations as at 2006, we find significant levels of non-compliance and substantial variation in the quality of disclosures pertaining to impairment testing.

INTRODUCTION 
Goodwill and the standards which regulate its measurement and reporting are commonly regarded as some of the most controversial aspects of financial reporting. One consequence of this has been the diversity of practice in relation to goodwill accounting and reporting, both within and across jurisdictions. Malaysia represents a good case in point. Prior to the adoption of an IFRS based reporting framework in that country, no binding standard governing on goodwill had ever reached the point of implementation. Before the achievement of that significant milestone three approaches to goodwill reporting were commonly used in Malaysia. First, goodwill was capitalised as a permanent item but subjected to periodic review for write down purposes. Second, goodwill was capitalised and subjected to systematic amortization against profit and loss and, third, immediate write-off against reserves. 

However, the opportunity for greater transparency inherent in the design of FRS 136 is contingent on the navigation, on the part of preparers and auditors through a highly complex reporting regime. In particular, FRS 136 calls for the disclosure of a range of factors which organisations may view as sensitive, including projected growth rates and the provision of a segmented perspective on firm risk characteristics. In the absence of adequate audit and regulatory oversight, the complexity of the FRS 136 regime, together with the frequency with which its application calls for the exercise of discretion and judgement may conspire to result in the production of information of a lower quality than that hoped for by standard setters or delivered under competing reporting frameworks (Watts 2003).

DATA AND METHODOLOGY
To facilitate analysis of the final research sample, the thirty six companies were divided into six groups comprising organizations with related principal lines of business. At the date of sampling, the companies included in the final sample controlled assets valued at RM 678,289 million, which included goodwill of RM 31,260 million. An overview of the research sample broken down by assigned sector, the Ringgit Malaysia value of company assets within the sector, and the Ringgit Malaysia value of goodwill for each sector is shown in Table 1, below. 

Table 1– Overview of Research Sample
	Sector
	Total Assets

(RM million)
	Total Goodwill

(RM million)
	Goodwill as % of Total Assets

	
	
	
	

	Basic Materials & Oil & Gas (n=2)
	5,695
	195
	3.43%

	Consumer Goods (n=6)
	160,685
	831
	0.52%

	Consumer Services & Health Care (n=4)
	67,253
	5,225
	7.77%

	Financials (n=11)
	349,289
	9,783
	2.80%

	Industrials (n=9)
	82,159
	4,136
	5.03%

	Technology, Telecommunication & Utilities (n=4)
	13,208
	11,090
	83.96%

	
	
	
	

	TOTAL (n=36)
	678,289
	31,260
	4.61%

	
	
	
	


Results and Discussion

The first group of analytical procedures performed on the data gathered for this study focused on the use of CGUs as an element of the impairment testing process. A threshold question of interest was the degree to which the total reported value of each sample firm’s goodwill could be completely reconciled to the sum of the goodwill values disclosed as having been allocated that firm’s defined CGUs. The annual reports of thirty six companies reveal evidence of substantial non compliance with this basic element of the FRS 136 disclosure architecture.

As Table 2 demonstrates, a subset of 21 companies from the final research sample complied with the requirement to produce disclosures which facilitated full reconciliation between the balance sheet value of total goodwill and the total amount split between defined CGUs. However 15 companies (almost 42% of the final sample) failed to produce disclosures permitting reconciliation between their balance sheet goodwill and amounts allocated to CGUs. In many instances the reason for the lack of capacity to undertake this process of reconciliation stemmed from a total absence of disclosures pertaining to CGUs.

Conclusion

The requirement that FRS 136 be adopted in Malaysia represented a substantial break from a past in which there had been no mandatory standard framework for goodwill accounting and reporting. Thus, at least this element of the move to IFRS in Malaysia must be viewed as having the character of a substantial shock, leading to questions as to the degree to which reporting entities, auditors and regulators would be positioned to respond effectively.

This pressure was exacerbated in the case of Malaysia’s new goodwill standard as a consequence of its inherent complexity, and the degree to which the exercise of judgment and discretion are necessary elements of the standard’s operating machinery. The research question posed in this paper related to the extent to which firms required to report under this new framework demonstrated a capacity to do so in a manner which resulted in systematic compliance and which resulted in the production of more transparent, higher quality financial disclosures.

The evidence set out above suggests that the quality of the response has been mixed indeed. While some firms produced financial reports and appear to have adopted value analysis practices largely consistent with the technical requirements objective thrust of the new standard, many failed to meet the mark.

A number of factors may explain this. In part, the results we report may be related to a misinterpretation of the materiality rules and their impact on what is and what is not required to be disclosed. However the proposition that this explains all observed deviations from prescribed practice appears difficult to sustain, in light of the evidence.
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