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Ding, Richard, Stolowy (2005): Theories of Value
Hypothesis: “When the dominant school of thought 

changes, expectations towards accounting 
change.”

Why does the treatment of 
goodwill in accounting change?
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Research Question:

Is there a common evolution of 
the treatment of goodwill and 
underlying normative theories 

in the U.S.?
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Research Design:

From 1880 to 2001 
Methodology: literature review 

First:

Accounting treatments are classified 
according to their possible assumptions 
(next slide).

Second:

Is there a relation between major schools 
of thought, basic assumptions and 
opinion about goodwill in the literature?
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Assumptions
To what information should 
accounting  give priority?

Flows Stocks

Is G
W

 an asset ?

Asset
(less prudent)

Valuation at cost
Amortization over 
useful life

Market value
No amortization

Not Asset
(more 

prudent)

Valuation at cost
Immediate write-
off against 
reserves

Liquidation value
Rapid expensing
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Periods:

1. 1880-1929* Pre-regulatory Period
2. 1930-1958 Early regulations of the AIA
3. 1959-1972 The APB Period
4. 1973-2001 The FASB Period

* 1929 is derived from the Great Depression, unlike the other dates 
which are derived from the succession of standard-setting bodies.
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1880-1929: No Dominant Theory, 
but Various Practices

1880-1930: Raise of the modern form of 
businesses

Goodwill started to be accounted for as a way to 
reappraise the balance sheet

Great diversity of opinions on the questions: Is 
goodwill an asset ? What is its useful life? What 
should its subsequent treatment be?
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1930-1958: Write-off or Write-down?

After the Great Depression, general trend 
towards more conservatism in accounting.

Rise of a paradigm based on the 
importance of income determination, the 
historical cost principle and the matching 
principle

At the same time, immediate write off and 
gradual amortization of goodwill became 
dominant
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1959-1972: Amortization or Non 
Capitalization?

Economic growth but violent collapses and  
monetary instability

Immediate write-off (1967) and permanent 
retention (1970) were forbidden.

Authors who supported immediate write-off 
switched to non-capitalization, then to the 
pooling-of-interests method.

Permanent retention was no more discussed.
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1973-2001 Fair Value and 
Permanent Retention

Rise of Investors’ Viewpoint in the FASB 
Conceptual Framework.

Gradual switch from cost based valuation to 
market or model based valuation.

The dominant position towards goodwill turns 
to permanent retention1 (2001)

1also supported by a gradual disregard of amortizing goodwill, and the 
misuses of the pooling of interests
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Global 
Accounting 

Theory

Basic 
assumptions

Set of
Competitive 
Treatments

Permanent 
retention

Amortization

Write-off

GAAP

Accounting 
Stakeholders

(lobbying)

More or 
less 

support

Standard 
Setting

Assessment of Each
Proposal 

and Choice

Conclusion: The Role of Underlying 
Theories in Accounting ?
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