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Abstract

Over time, the concept of goodwill has changed significantly: if initially goodwill is considered to be the result of
a good and valuable relationship between the business owner and his clients, the current concept is broader
because it encompasses more intangible economic factors from company. Thus, using the specialized literature,
the purpose of the paper is to provide an overview of the accounting treatment of the goodwill and the relationship
between its value and the company's notoriety as well as the effects of the negative goodwill on the financial
position of the company.
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. INTRODUCTION

In recent years, especially in the context of the development of the global market and the intensification of
the entities consolidation operations, the goodwill has acquired a significant advantage which gives it a greater
importance and materiality in the total assets of an entity (Cosmulese, 2018). So, the problem of recognizing and
evaluating intangible assets, for which we have tried to point out some defining elements, continues to provoke
controversy all the more since, in a society marked by competition and change, the estimation of the future benefits
generated by investments depends less on their material or immaterial nature and more than the characteristics of
the market within which they operate (degree of competition, speed of technological changes) (Grosu, Bostan,
Socoliuc, Mates, Hlaciuc & Mihalciuc, 2011).

Over time, goodwill has been considered a factor associated with the business synergy phenomenon
(Bedford, 1997); from the accounting point of view it has been described as an unidentifiable resource, a generic
term that includes several attributes that cannot be directly attributable to an asset, such as: notoriety, customer
relationship, strategic location, etc. (Tollington, 1997) and which can be characterized as "an impalpable,
intangible, immaterial, abstract, and invisible good" and categorized in vague terms as "advantages, benefits,
rights, sources and privileges of a successful business” (Ratiu, 2013: 20).

Nowadays, companies communicate that they are customer oriented (Mulder, 2006), their main assets are
employees, the most important thing is innovation and that corporate social responsibility is almost as important
as making profit. Indeed, corporate responsibility can also be used as a strategic marketing tool capable of
capturing a market niche or ensuring a very good reputation, which will later be rewarded (see
http://www.aecal.org/). Maintaining the reputation is an asset and the risk of losing it, which can be instantaneous
and for unexpected reasons, is the main threat to any company and its shareholders.

Il. THE EVOLUTION OF THE GOODWILL CONCEPT

Goodwill is the economic value of capital in producing long-term profit, that is, to capitalize on the income
that will be generated over time (Zannoni, 2005). The amplitudes of the period, used for evaluation purposes, are
extracted from the connection of the annual financial years and are projected throughout the period of complete
implementation of a project to create the benefits. The progress of long-term economic profit leads to a more
complex notion, represented in fact by the economic value of capital and goodwill.

The economic capital can be obtained from the capitalization of the revenues that will be generated in the
future, the goodwill being the result of the same capitalization, but only in relation to the economic profit.

Finally, it can be seen that the way in which the goodwill is rooted and present in the realities of the
company, it is widespread in the elements that make up the capital and assets of the company and is realized in the
capacity of the production unit, to realize revenues that, nevertheless, are different for each market and for every
business or entrepreneurial reality that operates on the market (Mironiuc, 2012: 19).

An entity may be characterized differently, as the algebraic sum of the assets or elements that make up the
capital, or understood as an efficient and adequate union to achieve the purpose for which it was formed, that is,
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the ability to obtain an economic benefit (Horomnea, 2013: 344). In its definition, there is a goodwill when, due
to its set of operations and the optimization of management in time, the company established under the conditions
of trading on the same market and taking into account the invested capital, can manage to obtain a relatively higher
income than the one obtained by other entities that are apparently identical (Banacu, 2012). That is why there are
a lot of factors such as: patents, trademarks, location of the factory or commercial spaces, good relations with
customers and staff and many more, which can be attributed to goodwill.

The first British and North American publications contribute to the clarification of the concept of goodwill.
Thus the first accounting article regarding the commercial fund quoted in the analyzed literature was published in
1884 (- although the term itself has a much older use, dating from the beginning of the seventeenth century (Harris,
1884). Thus, Leake (1921) makes attempts to explore the nature of goodwill, defining it as "the right that grows
out of all kinds of previous efforts in the pursuit of profit, value growth or other benefits."

Each company is therefore the synthesis of a combination of productive factors that are organized by the
entrepreneur, in the most efficient way, with his activity and intuition (Socea & Ciubotariu, 2012).

When we refer to the commercial fund, we all think about the clientele and the prestige of the company it
has, but this concept can be synthesized as the difference between the value of a company and the value of the
individual goods that constitute it. Put more simply, goodwill is a notion that generates income based on a set of
assets (Civil Code, Article 2555).

The dictionary textually refers to the word goodwill, as: "the recognized value of an economic company,
based on elements such as reputation, turnover and clientele”. From this simple definition we can distinguish two
basic concepts: goodwill is a recognized value; goodwill depends on the elements that make up an enterprise.
Goodwill, simply called an "impetus", is characterized as the ability of a company to make more revenue, financial
benefits or profits compared to another company, also to give more value to the complex of assets that make up
the company (Encyclopedic Dictionary 98,000 Definitions, 2012: 115, 201).

The term commercial fund is used when evaluating entities that are subject to “merger, divestment,
consolidation and even for taxation” operations (Petrescu, 2009: 113). Therefore, goodwill can be defined as an
intangible asset that generates future economic benefits resulting from the synergy between identifiable assets, or
from intangible assets that do not meet the definition of an identifiable intangible asset (Hoegh-Krohn & Knivsfla,
2000: 245).

Grosu and Socoliuc (2016: 71), define the goodwill as the entity's ability to make a profit, which derives
either from specific factors, capable of contributing positively to income, or by increasing the value for the entire
set of assets on which the entity holds, in relation to the value related to each individual asset.

In defining and explaining the concept of goodwill, the International Valuation Standards (1VSC, 2018,
par. C11-146), which define goodwill as any future economic benefit resulting from an activity of an asset group,
are of real help, which is not separable from the entire activity or group of assets.

The goodwill therefore consists of a number of factors that contribute to determining the profitability of the
enterprise. For example, reputation, long-term relationships with suppliers, credits in money and financial markets,
accumulated experience, tradition of production are the factors that contribute to the formation of capital owned
by the company.

In short, goodwill is an abstract, intangible concept, which includes best practices and is included in the
company, it is the invisible part that is able to group the individual assets and ensure that they are not producers of
any income, but of a higher income, an extraordinary profit, so as to increase the commercial value of the company
as a whole.

Some authors consider that the problem of defining and conceptualizing this asset is underestimated, which
is why it is not at all surprising that, for an entity, the evaluation, recognition and reporting of information on this
subject are chaotic, lacking in importance and credibility (Mates, Anisie & Cosmulese, 2016: 70).

I1l. THE ACCOUNTING TREATMENT OF GOODWILL AS STIPULATED BY IAS/IFRS INTERNATIONAL
ACCOUNTING RULES AND NATIONAL ACCOUNTING REGULATIONS

In accordance with the provisions contained in the regulations of our country, the goodwill indicates that
part of the goodwill that does not exist within other patrimony elements, but which participates in maintaining and
developing the potential of the company, such as: retail market, clientele, reputation and notoriety and other
intangible items, which will be separately disclosed in an intangible assets account.

According to the international accounting regulations IAS 38 - Intangible Assets, only in certain cases a
category of expenses are incurred in order to obtain favorable effects in the future. There are many cases where
the expenses presented as a contribution to the internally generated goodwill are not recognized as assets, because
they cannot be considered as identifiable resources that are controlled by the company so that they can be reliably
evaluated (IAS / IFRS , 2015, IAS 38, par. 2). Therefore, in accordance with IFRS (IAS 38 and IFRS 3 - Business
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combinations), the goodwill will be recognized as an intangible asset only at the date of purchase, provided that a
business combination will take place (IAS / IFRS, 2015, IAS 38, par. 3).

In accordance with the categories of intangible assets, regulated by the accounting norms compliant with
the European directives in Romania and by the international standard, it follows that the goodwill represents the
public opinion on the company located in a certain area, by the company's reputation, by the manufacturing brand,
by services or trade, the commercial relations that the company maintains in a certain geographical area, but also
the clientele of the respective company. Within an acquisition or combination of undertakings, it is the element
that adds value to the goodwill that may exercise a beneficial or less beneficial action on the acquisition cost of
the entity.

The identifiable nature of an intangible asset implies that it is "distinguished from goodwill" (IFRS, 2005:
1676). The condition of identifiability is fulfilled if the intangible assets are separable (that is, they can be sold,
transferred, authorized, rented or exchanged and the future economic benefits attributable to the respective asset
can be distributed, without missing the future economic benefits generated by other assets used within the same
activities). At the same time, intangible assets must derive from contractual rights or legal rights of another nature,
regardless of whether those rights are transferable or separable from the entity or other rights and obligations.
Identifiable intangible assets include patents, copyrights, licenses, customer lists, brand names, software,
marketing rights and specialized know-how. The characteristic that these elements have in common is the non-
existence of the material, physical substance and the fact that they have a useful life of more than one year
(determined or indeterminate).

From an accounting perspective, goodwill appears in the reporting of an entity only when it is acquired
through acquisition, being considered an economic resource, of an intangible nature. On the other hand, the values
resulting from the application of favorable government regulations, favorable rates related to loans, senior
management and good working relationships are examples of non-identifiable intangible assets (Cosmulese, 2018).

Thus, the goodwill not only includes those immaterial and indivisible conditions of the company that allow
it to compete in the market, guaranteeing higher profits, but also all the practices implemented to maintain this
condition. If the goodwill is present, in almost every company, the opportunity to represent it from an accounting
point of view is very different.

The value of goodwill that can be represented in the balance sheet is the difference between the price paid
to acquire a business, or a part of it, and the net value of the assets acquired. The difference paid in addition derives
from the desire to have higher profits in the future, being represented by a goodwill in the acquired company or in
a part of it.

The way in which goodwill generates revenue for the current year, and how it influences future income, is
also different. It should not be forgotten, that in order to represent the best values of the company, we must take
into account certain accounting rules by keeping the discretionary margins reduced to the body that prepares the
accounting in order to avoid the significant distortion of the financial statements. Higher confidence in budgetary
values can lead to more efficient market prices, lower capital costs for publicly traded companies or greater
opportunities for value creation.

Therefore, goodwill contains in itself a series of practices that allow the company to obtain higher profits,
however, when there is a company acquisition and it has a certain value in the balance sheet, it is not easy to
quantify how much of the fund commercially acquired contributed to the higher income created. We must
recognize that assigning a financial value to each of the intangible value generators can be difficult, but this does
not necessarily need to be an argument for abandoning the search to provide meaningful measures for these assets
(Cosmulese & Alexandru, 2017: 225).

Depending on the results of the valuation of the assets that support the entity, some questions will arise, for
example, whether these assets will have a certain value or can they have a value greater than all the existing assets?
What is this difference and to whom is it due? To be brief and objective, we can say that the value of the individual
goods that make it up may be less than the value of the company, this result is called goodwill. But not every time
the value of the goods can be lower, it is possible that there are situations where it is the opposite, that is the totality
of the goods is worth more than the value of the company, this result will be called negative goodwill.

IV. NEGATIVE GOODWILL AND THE EFFECTS ON THE FINANCIAL POSITION OF THE COMPANY

In the previous subchapter we presented the positive significance of goodwill, which is a higher income, an
extraordinary profit due to the company as a whole compared to other capitals of other similar entities, practically
obtaining a profit above the normal one. But there may still be situations in which the company fails to earn a
higher income, identical to what happens in times of crisis.

As aresult, an enterprise may record a positive goodwill, or a negative goodwill. Negative goodwill occurs
when the company is less productive so that its value is less than the current value of the sum of the individual
assets that compose it (Zanda, 1974: 222). In these cases, the value of the economic capital seems to be lower than
the current value of the equity of the entity (Angiola, 1997). The inability to manage existing resources within
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companies repeatedly leads to the recording of losses, expenses higher than the value of incomes that have no
compensation in the factors of production and meeting the needs.

When identifying and quantifying the goodwill, whether it is an asset (goodwill) or a liability (negative
goodwill), the legal provisions in the field should be taken into account. Thus, the entities that organize and run
the accounting according to the accounting regulations in accordance with the European directives, when
recognizing the goodwill, they shall apply the requirements of the Order of the Minister of Public Finance no.
1802/2014, with subsequent modifications and completions. In this respect, in order to recognize the negative
goodwill, an entity must ensure that the identifiable assets acquired have not been overvalued and the debts have
not been omitted or undervalued (lornache, 2013: 12).

Going back to the term of goodwill mentioned above, it can be stated that the negative goodwill of a
company appears when, through the pre-entrepreneurship and relations with internal and external operators
(relations with employees, customers, suppliers, relations with funders, etc.), the company fails to make an
adequate profit in time, or unfortunately only achieves expenses, i.e. only losses. In this situation, negative
goodwill or badwill is precisely the difference that would affect the assets of the entity. It can be considered a
profitable business to buy a company with a negative goodwill because the value of the goods is lower than their
real value (YYang, 1927). According to IFRS 3 in par. 57, such situations are not really a positive business because
they can indicate in some cases the following possible errors:

« over-appreciation of the activity;
* minimizing or omitting certain or even potential obligations;
* incorrect determination of the cost of the company complex.
However, the society as a whole, even if it is on the downside, thanks to the fact that it already works,
could have positive intangible values, this being the theory of the value of continuity (Zanda & Lacchini, 1994).

V. CONCLUSION

| believe that the claims that the goodwill is influenced by the economic evolution of the company is closely
related to its profit and to the evolution in the market in which it operates, or in other words the higher profits of
the entity increase directly in proportion to the value of the goodwill. Basically, it can be noticed that when the
economic entities have goodwill, its evaluation depends, essentially, on the possibility of making forecasts as
accurate as possible regarding the future revenues, with the help of the data and analysis to which the company
has access in the assessment of the economic environment in which it operates, thus managing to rationally predict
its evolution. Under these conditions, accounting standards become a normative framework, but also a guide in
terms of defining and recognizing goodwill. However, they only prescribe how they should be recorded in
accounting, without referring to the empirical result. Goodwill continues to be a problem for accounting, both in
terms of identifying and attributing it to the source that generates it.
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