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Abstract

The Effect of K-IFRS Adoption on Goodwill Impariment Timelinesst
Baek, Jeong-Han" + Choi, Jong-Seo™

In this paper, we aim to analyze the effect of accounting policy change subsequent to the
adoption of K-IFRS in Korea, whereby the firms are required to recognize impairment losses on
goodwill on a periodic basis rather than to amortize over a specific period. As a principle-based
accounting standard, the K-IFRS expands the scope of fair value measurement with a view to
enhance the relevance and timeliness of accounting information. In the same vein, intangibles
with indefinite useful life, of which goodwill is an example, are subject to regulatory impairment
tests at least once a year. Related literature on the impact of mandatory change in goodwill
policy document that impairment recognition is more likely to be practiced opportunistically,
mainly because managers have a greater discretion to conduct the tests under K-IFRS.
However, existing literature examined the frequency and/or magnitude of the goodwill
impairment before versus after the K-IFRS adoption, failing to notice the impairment symptoms
at individual firm level. Borrowing the definition of impairment symptoms suggested by Ramanna
and Watts(2012), this study performs a series of tests to determine whether the goodwill
impairment recognition achieves the goal of communicating timelier information under the
K-IFRS regime.

Using 947 firm-year observations from domestic companies listed in KRX and KOSDAQ
markets from 2008 to 2011, we document overall delays in recognizing impairment losses on
goodwill after the adoption of K-IFRS relative to prior period, based on logistic and OLS
regression analyses. The results are qualitatively similar in robustness tests, which use
alternative proxy for goodwill impairment symptom. Afore-mentioned results indicate that
managers are likely to take advantage of the increased discretion to recognize the impairment
losses on goodwill rather than to provide timelier information on impairment, inconsistent with
the goal of regulatory authority, which is in line with the improvement of timeliness and
relevance of accounting information in conjunction with the full implementation of K-IFRS. This
study contributes to the extant literature on goodwill impairment from a methodological

viewpoint. We believe that the method employed in this paper potentially diminishes the bias
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% Phd, Dept. of Business Administration, Pusan National University, jhbaek@pusan.ac.kr
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mherent in researches relying on ex post impairment recognition, by conducting tests based on
ex ante Impairment symptoms, which allows direct examination of the timeliness changes
between before and after K-IFRS adoption.

Key Words: K-TFRS, Goodwill, Impairment, Timeliness



