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Goodwill Accounting
Goodwill accounting can be defined as the collection or assembling of all the intangible things that contribute to the long-term earning of a company. The goodwill of a business may arise from customer satisfaction, favorable locations and quality of products and services. According to Oyewobi and Ifeoluwapo (63), goodwill is an intangible asset that is associated with a business combination. Businesses report goodwill as a non-current asset in the statement of financial position. Goodwill involves assets that cannot be identified separately. This paper aims at discussing the features or characteristics of goodwill, the types of goodwill, factors that affect the goodwill and accounting for goodwill.
Goodwill can be characterized by being an intangible asset, that is, it is neither visible nor a fictitious asset such as customer relation (Saastamoinen 538). Intangibility is a source of a company’s competitive advantage in the market. Goodwill’s valuation depends on the judgement from the valuer or the customer. Goodwill is not separatable from the organization. This characteristic makes goodwill different from other identifiable assets because it requires the business to be disposed of as a whole. Goodwill is largely affected by fluctuations. Internal and external factors of a business may cause the fluctuation value of goodwill. There is no relationship between the amount used to build goodwill and the value of the goodwill. 
There are different types of goodwill and they include purchased goodwill and non-purchased goodwill. According to Garcia et al. (314), purchased goodwill arises when a business entity is acquired or bought at an amount of money that exceeds the fair value of the separable purchased total assets. The purchased asset is shown on the statement of financial position as an asset. Purchased goodwill is the only one that can be recognized on the company’s books of account. Non-purchased goodwill can also be referred to as inherent goodwill. Non-purchased goodwill involves excess value of a business entity. Inherent goodwill entails internally generated goodwill and due to the business reputation, it arises over time. Inherent goodwill is better compared to purchased goodwill because inherent goodwill has a lot of gains and has no costs are involved (Garcia et al. 314).
There are various factors that affect goodwill (d'Arcy et al. 203). These influential factors include the amount of required capital, nature of the business, management efficiency, location factors, relationship involved and quality of products or services. A business that requires little amount of capital and yields a high rate of profit tends to have more goodwill. Risky businesses have uncertain profits. Businesses that have a continuous demand for products and services by customers enjoy more profits and thus they have more goodwill. Examples include monopolistic and limited competition businesses. Organizations that have efficiency in their management have high productivity with efficient cost that leads to high profits. High profits increase goodwill value. A favorable location of a business enhances goodwill value (Gao et al. 1060). Good relationships between a business and its customers, employees, suppliers and the government are a result of hard work ethic and builds the value of goodwill. Businesses that provide high-quality products and services receive high profits which leads to increased goodwill.
There are various steps that are followed in the calculation of goodwill (Huikku et al. 68). The first step is the determination of the fair value of the organization’s assets. It is important to note that the book value of the business is not always equal to the fair value. Once the fair value of assets of the business has been determined, they are added together. Subtract the liabilities of the business from the assets of the business. The result will be the book value which is the amount that the market would pay for the assets. To calculate goodwill, subtract the book value from the purchase price. The resulting amount in most cases is a positive amount. After determining the amount of goodwill, an entry is opened to recognize or record the acquisition. Goodwill accounts need to be tested for impairment each year. Impairment results from the occurrence of anything bad that affects the business and causes a decline in the market value of the business’ assets below the book value. When impairment occurs, goodwill should be reduced by an amount that is equal to the amount between the book value and the new market value. A journal entry is recorded in recognition of goodwill impairment. According to Huikku et al. (68), loss on impairment is used as a contra-asset account to account for a decrease in goodwill. Loss on impairment is credited for the impairment mount and goodwill for the same amount is debited.
Goodwill in accounting is treated as an intangible asset that results from the acquisition of an existing business and cannot be identified separately or be divided from the business (Oyewobi 63). Since goodwill can neither be seen nor touched, it is classified as an intangible asset on the statement of financial position. Goodwill is considered to have no definite useful life and for this reason, it is never amortized (Saastamoinen 538). Management of a company needs to value goodwill yearly to determine if there is a need for impairment. In case the market value goes below the purchasing price or book value, there is a need to record impairment to bring the market value down. Any increase in the market value is not accounted for in the balance sheet.
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