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Abstract  
 

The objective of IAS 36 is to guide a company on how to apply procedures to ensure that its 

assets are carried at no more than their recoverable amount. The standard IAS 36 is however 

obscure and full of gaps to be filled with assumptions made by the CFO. Considering the 

obscurity of IAS 36, the audit of goodwill impairment tests and possible write downs can 

have different outcomes depending on the relationship between the auditor and CFO. This 

paper contributes to the literature by investigating how the auditor-CFO relationship 

influences the audit of goodwill impairment tests and possible write downs. The primary data 

consist of eight semi-structured interviews with four auditor-CFO pairs, in four Swedish listed 

companies. The auditor- CFO relationship and related negotiations are found to highly 

influence the audit of goodwill impairment tests and possible write downs. The findings 

indicate that the respondents view the auditor-CFO relationship as being proactive. 

Depending on what role the auditor is ascribed in the relationship by the CFO, the goodwill 

impairment tests and possible write downs have a different outcome, where optimistic values 

of the impairment tests are either upheld by implementation of relevant strategies or write 

downs are conducted.  
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Definitions 
 

CEO - Chief Executive Officer  

CFO - Chief Financial Officer  

CGU - Cash- Generating Unit  

IAS - International Accounting Standards  

IASB - International Accounting Standards Board  

IFRS - International Financial Reporting Standards  

ISA - International Standards on Auditing  

WACC - Weighted Average Cost of Capital 
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1 Introduction  

1.1 Accounting for goodwill 

Until the early 20
th

 century the majority of all managers were owners of their companies but 

today most listed companies hire managers to manage the firm, whilst the owners 

(shareholders) are separated from management. Therefore shareholders and other users of 

financial statements are bound to the information disclosed by management, with no other 

insight about the company (Ding et al., 2008).  Disclosures of financial statements are 

important for the comparability and understanding of them, not only to shareholders but also 

to other users of the financial statements; regulators, investors, lenders and the public, since 

the financial statements influence their economic decisions. This creates an information 

asymmetry between the shareholders and managers, which increases the risk of management 

being able to disclose financial information containing errors and wrongdoings (Jensen & 

Meckling, 1976). Independent external auditors are assumed to mitigate this information 

asymmetry when auditing a company’s financial statements and when stating an opinion 

whether the financial statements provide a true and fair view of the company (ISA 200, Para. 

3). In accordance with agency theory, the audit conducted by an independent auditor serves as 

a “monitoring mechanism” of the financial reports and the company’s governance, in order to 

ensure high quality of financial reports and help protect the interests of shareholders and other 

stakeholders (Gendron & Bédard, 2006; Power, 2003).  

In today’s information society many companies display high values of intangible assets and 

especially high goodwill values in their financial statements. Therefore the value of goodwill 

acquired in a business combination (e.g. an acquisition or merger) is of importance for 

shareholders and other stakeholders because it affects the total value of the company. The 

IASB defines goodwill acquired in a business combination as “future economic benefits 

arising from assets that are not capable of being individually identified and separately 

recognized.” (IFRS 3, Appendix A, Defined terms). In an attempt to increase the 

comparability, transparency and relevance of financial statements internationally, the IASB 

developed and issued international standards. The use of these international standards is 

expected to prevent financial instability, because potential problems are made transparent in 

an early stage (Humphrey et al., 2009). Sweden and all stock market listed firms in the 

European Union started to use the IFRS/ IAS in January 2005. Since the introduction of the 
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international standards and especially IAS 36 Impairment of Assets, which guides a company 

on how to ensure that its assets are carried at no more than their recoverable amount (IAS 36, 

Para. 1), the accounting for goodwill has changed. The main importance of the shift in 

accounting for goodwill is that impairment testing is conducted instead of amortizing 

goodwill from acquisitions, and that goodwill is recognized as an asset with indefinite useful 

life (Alexander et al., 2011, pp.293, 306; Carlin & Finch, 2009). Although, this new way of 

disclosing goodwill acquired in a business combination has, instead of increasing the 

transparency, comparability and reliability, complicated the calculation and recognition of 

goodwill as an asset. In terms of auditing this means that auditors now need vast information 

from management about how the impairment tests and possible write downs of goodwill have 

been conducted in order to understand the financial reports and to ensure qualitative and 

trustworthy financial statements (Power, 2003).  

The importance of the calculation and recognition of goodwill as a company asset was 

highlighted earlier this year, when the Swedish energy- company Vattenfall did a “Big-bath” 

30 billion SEK write down, disclosed in their annual report from 2013, on goodwill acquired 

in business combinations. Goodwill was written down because of a revaluation of the 

acquisitions made in Germany and the Netherlands, and due to the negative trend in the 

energy market. The 30 billion SEK write down posed a negative effect on the financial results 

of the company and it also had a political impact when no dividends to the company’s 

shareholders (the Swedish government is the majority owner) were paid out (Vattenfall, 

2014). 

1.2 Actors on the goodwill accounting stage  

Financial reports are regarded as more reliable, by the users of financial statements, if being 

audited by an auditor, and this is stated to improve the efficiency of the capital markets. 

Roughly put, trusting the audit creates a trust in financial statements (Power, 2003). For listed 

companies, an audit engagement involves an audit team, headed by a responsible auditor 

(hereafter referred to as “the auditor”). In order for the auditor to be able to perform the audit, 

the auditor needs to obtain relevant information about the client company, which will include 

contact with employees at various levels within the company and also with the board of 

directors. However, as the audit is primarily a financial audit, it is the company’s CFO who is 

the most important point of contact for the auditor. Thereby, the prime audit relationship is 

that between the auditor and the CFO (Beattie et al., 2001, pp. 11-12). Therefore, it is 
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important that auditors remain independent from CFOs when auditing financial reports in 

order to maintain reliability and trustworthiness in the disclosed information from 

management to shareholders (Carrington, 2010a).  

An auditor should consider the problem of independence, especially when dealing with 

international accounting standards, such as IAS 36, which are more principle based than rule 

based. The standard IAS 36 is obscure and full of gaps to be filled with interpretations and 

assumptions made by the CFO (Peterson & Plenborg, 2010).  Considering the obscurity of 

IAS 36, the CFO’s judgment concerning goodwill write downs can be biased and the 

information asymmetry between shareholders and management can be enhanced if the auditor 

is not independent enough in relation to the CFO and if the CFO does not provide the auditor 

with relevant information about the goodwill impairment tests (Carrington, 2010a; Jensen & 

Meckling, 1976).  

In order for the auditor to be able to increase the reliability of financial statements and be able 

to identify and assess risks of material misstatements, when auditing financial statement items 

that cannot be measures precisely but only estimated, it is important that the auditor obtains a 

deep understanding of the company and its environment (ISA 540, Para.2). When determining 

the value of goodwill acquired in a business combination, by estimating for example future 

cash flows, the auditor needs to obtain an understanding of how the CFO conducts the 

estimates of future cash flows and thereby understand the underlying data used when 

conducting the estimates. This is done through different communication channels with the 

CFO and in some cases other corporate governance actors, such as the board of directors or 

the audit committee (ISA 540, Para.8.). The auditor chooses whom to communicate with, 

whilst the CFO chooses which and what information is to be revealed to the auditor (Sweeney 

& Pierce, 2011). Depending on the relationship between the auditor and the CFO, if the CFO 

views the auditor as a threat or as an advising friend, the relationship between the CFO and 

the auditor can influence the interpretation of IAS 36 and negotiations on goodwill 

impairment testing and possible write downs during the audit (Gibbins et al., 2001; Perreault 

& Kida, 2011). In turn, it can also influence the risk of not finding material misstatements in 

the financial statements in time. Up to date, few studies have empirically examined the 

interaction between the auditor and the CFO, despite the importance of this relationship 

(McCracken et al., 2008; Hellman, 2011). Considering the lack of studies conducted in this 

area, especially in a Swedish context, highlighting how the auditor-CFO relationship 
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influence negotiations of financial reporting items during an audit and its outcome on what is 

disclosed in the financial statements, the following research question is asked:  

How does the auditor-CFO relationship influence the audit of goodwill impairment tests and 

possible write downs?  

 

Given the limited amount of studies conducted in this area, this study should be viewed as 

exploratory with the ambition to discover empirical patterns regarding how the auditor-CFO 

relationship influences the audit of goodwill impairment tests and possible write downs. This 

research paper therefore aims to explore and contribute to an increased understanding of how 

the auditor-CFO relationship influences the audit of goodwill impairment tests and possible 

write downs in Swedish listed companies, in accordance with IAS 36. It is of importance 

since the auditor-CFO relationship context and related negotiations are regarded to influence 

what is finally disclosed in the financial reports and thereby the financial value of a company, 

and the economic decisions of users of the financial statements. In this paper, the term 

relationship is defined as: “developed and continuing long- term interactions between two 

parties, the auditor and CFO.” This study focuses on both parties (auditor and CFO) who 

discuss their roles, relationship and the negotiations concerning goodwill impairment tests and 

possible goodwill write downs during an audit. 

2 Literature review 

The literature review provides a conceptual understanding of how the auditor-CFO 

relationship can influence the audit of goodwill impairment tests and possible write downs. 

The literature review is divided into two parts. The first part examines how CFOs conduct 

goodwill impairment tests and possible write downs; and how auditors audit the goodwill 

impairment tests and write downs. The second part refers to previous research on auditor-

CFO relationship, negotiations and their possible implications on the audit of goodwill 

impairment tests and write downs. The second part is summarized and emerges into a model 

which was used when collecting and analyzing data.  
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2.1 Goodwill impairment in accordance with IAS 36 

The objective of IAS 36 Impairment of Assets is to guide a company on how to apply 

procedures to ensure that its assets are carried at no more than their recoverable amount (IAS 

36, Para. 1). An asset is carried at more than its recoverable amount if its carrying amount 

exceeds the amount to be recovered through use or sale of the asset. The carrying amount of 

an asset is the amount at which the asset is recognized after deducting any impairment losses 

(IAS 36, Para. 6). If an asset is found to be carried at more than its recoverable amount, the 

asset is impaired according to IAS 36 and the company shall recognize an impairment loss 

(IAS 36, Para. 1). However, an impairment loss recognized for goodwill shall not be reversed 

in a subsequent period (IAS 36, Para. 124; Alexander et al., p.321).  

The IASB defines goodwill acquired in a business combination as “future economic benefits 

arising from assets that are not capable of being individually identified and separately 

recognized.” (IFRS 3, Appendix A, Defined terms). Roughly put, if acquiring a business for 

100 MSEK and the net separable assets have fair value of 60MSEK, goodwill is worth 

40MSEK (Alexander et al., 2011, p. 294). Goodwill acquired in a business combination shall 

be tested for impairment annually, no matter if there is any or no indication of impairment 

(IAS 36, Para. 10b, 90, C3).  If an asset may be impaired, the recoverable amount shall be 

estimated for that asset, or the recoverable amount of the cash-generating unit (CGU) to 

which the asset belongs, if it’s not possible to estimate the recoverable amount of the 

individual asset (IAS 36, Para. 22, 66). A CGU is the smallest identifiable group of assets that 

generates cash inflows which are independent of the cash inflows from other assets (IAS 36, 

Para. 6). Identifying an asset’s CGU involves managerial judgment (IAS 36, Para. 66). The 

CGUs shall be identified consistently through the years, unless a change is justified (IAS 36, 

Para. 72). The annual impairment test of CGUs to which goodwill has been allocated can be 

performed at any time during an annual period, provided that the test is performed at the same 

time every year (IAS 36, Para. 96).  

Goodwill acquired in a business combination shall from the acquisition date be allocated to 

each of the acquirer’s CGU, or groups of CGUs, which expect to benefit from the synergies of 

the combination. Each CGU to which goodwill is allocated shall represent the lowest level 

within the entity to which goodwill is monitored for internal management purposes and not be 

larger than an operating segment before aggregation (IAS 36, Para. 80, C2). If a company 

revises its reporting structure in a way that changes the composition of a CGU to which 
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goodwill is allocated, goodwill shall be reallocated to CGU affected, using a relative value 

approach similar to the one of disposal (IAS 36, Para. 87).  

The recoverable amount of an asset or a CGU is the higher of its fair value less costs of 

disposal and its value in use (IAS 36, Para. 18, 74). Fair value is the price that would be 

received if selling an asset or the price paid to transfer a liability in an arm’s length 

transaction between knowledgeable market participants at the measurement date (IAS 36, 

Para. 6; Alexander et al., p.106). Sometimes it will not be possible to measure the asset’s fair 

value less cost of disposal because no reliable estimate can be done under current market 

conditions (Alexander et al., p.107). Then it is possible to use the asset’s value in use instead, 

as its recoverable amount (IAS 36, Para. 20). The value in use is calculated as the present 

value of future cash flows arising from the asset or CGU (IAS 36, Para. 6). 

When calculating the value in use, the following needs to be taken into account; 1) estimate 

future cash flows derived from the asset or CGU and applying an appropriate discount rate to 

those future cash flows 2) expectations about variations in the amount or timing of the future 

cash flows 3) the time value of money, represented by the current market risk-free rate of 

interest (WACC) 4) the price of uncertainty inherent in the asset or CGU (IAS 36, Para. 30-

31). The discount rate used shall be a pre-tax rate which reflects present market assessments 

of the time value of money and the risks connected to the asset for which estimates of future 

cash flows have not been adjusted (IAS 36, Para. 55). The pre-tax market assessment rate is 

estimated from the rate implicit in current market transactions for similar assets or from the 

weighted average cost of capital (WACC) of a listed company which holds a similar asset in 

terms of service potential and risk to that of the asset under review (IAS 36, Para. 56).  

The value in use measurements shall also: 1) base the cash flow projections on reasonable 

assumptions which represent management’s best estimates of future economic conditions 2) 

base cash flow projections on management’s most recent budgets/ forecasts that cover a 

maximum period of five years, unless a longer period can be motivated for and it can 

demonstrate to forecast cash flows over a longer period 3) base the cash flow projections on 

management’s most recent budgets/ forecasts by extrapolating the projections using a steady 

or declining growth rate (unless a increasing rate can be motivated for) for subsequent years. 

The growth rate shall not be higher than the market rate in which the asset is used, if cannot 

be motivated for (IAS 36, Para. 33, 35).  
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2.2 Auditing goodwill accounting estimates and related disclosures 

In the international standard on auditing ISA 540, auditors can find rules and guidance on 

how to audit accounting estimates and related disclosures made by the CFO when determining 

the value of goodwill acquired in a business combination. The auditor’s objective when 

auditing accounting estimates is to collect sufficient and appropriate audit evidence in order 

to: 1) determine if management estimations are reasonable 2) assess the risk of material 

misstatements in collected evidence and 3) reassure the users of financial statements that 

related disclosures in the financial statements are adequate in the context of the applicable 

financial reporting framework. This is done through the auditor’s understanding of the 

company, its environment and the way the CFO identifies transactions which need to be 

estimated and disclosed according to IAS 36 in the financial statements (ISA 540, Para.6; ISA 

315, Para.3).  

The CFO can use different methods in order to evaluate different outcomes of the accounting 

estimates. For example the CFO can undertake a sensitivity analysis when determining how 

the monetary amount of an accounting estimate varies with different assumptions. The 

sensitivity analysis can lead to a range of outcomes, which are characterized as “pessimistic” 

and “optimistic” (ISA 540, Para. A103). However, the sensitivity analysis may also show that 

an accounting estimate is not sensitive to changes in particular assumptions. Alternatively it 

can show that the accounting estimate is sensitive to several assumptions, which can then 

become the focus of the auditor’s attention (ISA 540, Para. A104). When determining and 

assessing the risks of material misstatements for accounting estimates the auditor also needs 

to create an understanding for the internal control of the company, CFO’s assumptions 

underlying the accounting estimates, and if the CFO has used an expert when making the 

estimates. Misstatements which arise from error (an unintentional misstatement, including the 

omission of amounts or disclosures) or fraud (an intentional misstatement, including the 

omission of amounts or disclosures to deceive financial statement users to obtain advantage), 

are regarded as material if they individually or aggregated can be expected to influence the 

economic decisions of users when reading the financial statements (ISA 200, Para.6).  

During the audit the auditor may identify circumstances which give rise to the need for 

accounting estimates that management failed to identify (ISA 540, Para. A20). Risks of 

material misstatements are regarded to be greater for significant judgmental matters that 

require the development of accounting estimates, which is the case of cash flow estimates 
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(ISA 315, Para. A134). The inputs or assumptions can sometimes not be observed in the 

marketplace and instead internally entity-developed models are used for making the estimates 

(ISA 540, Para. A3, A7). Estimation involves judgments based on information available when 

the financial statements are prepared, these includes making assumptions about matters that 

are uncertain at the time of estimation (ISA 540, Para. A8). Accounting estimates are 

imprecise and can be influenced by managerial judgment. Such judgment can unintentionally 

or internationally include management bias, due to for example the urge to achieve desired 

results. The sensitivity of an accounting estimate to management bias increases with the 

subjectivity involved in making it (ISA 540, Para. A9). Although, some form of management 

bias is inherent in subjective decisions, in making such judgments there does not have to be an 

intention by management to misguide the users of financial statements. However, if 

management has an intention to misguide the users of financial statements, management bias 

is fraudulent (ISA 540, Para. A10).  

The auditor can address the assessed risks of material misstatements by emphasizing to its 

team to maintain professional skepticism towards accounting evidence and when interacting 

with the CFO (ISA 330, Para. A1). However, in order for an auditor to detect fraudulent 

behavior, elements like for example accountability to superiors, time pressure and the 

relationship with the CFO can affect the auditor’s assessments (Kornberger et al., 2011).  

2.3 The auditor-CFO relationship and its importance for the audit of goodwill 

impairment tests and write downs 

2.3.1 Agency theory 

According to the agency theory there exist an information asymmetry between shareholders 

(principals) and management (agents). This leads to agency costs to the company because the 

shareholders, which are detached from the company’s daily operations, have a hard time 

controlling if management stewards their invested capital in accordance with their best 

interest in mind (Gendron & Bédard, 2006). Agency theory assumes that there is a conflict of 

interest between the principals and the agents and states that the agents act opportunistically 

when managing the company and when disclosing financial information, in the form of for 

example financial statements. This affects the principals’ economic decisions based on 

reading the financial statements. The auditor is therefore viewed as an important “control 

mechanism” to the shareholders because of the independent audit of financial information 
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disclosed by management (Broberg, 2013, p. 40). The independent audit reduces the agency 

costs, and thereby protects the shareholders against a biased management (Jensen & 

Meckling, 1976).   

2.3.2 Auditor- CFO relationship and related negotiations  

Prior research, which applies the lens of social positioning negotiation research, suggests that 

the character of the auditor-CFO relationship will influence the audit and that current audit 

methodologies rely on the interaction and negotiations of the two actors (Hellman, 2011). 

Negotiation is defined as “process of interaction between disputing parties whereby, without 

compulsion by a third-party adjudicator, they endeavor to come to an interdependent, joint 

decision concerning the terms of agreement on the issue between them.” A dispute arises 

“when the two parties are unable and/ or unwilling to resolve their disagreement.” Negotiation 

encompasses bargaining, which “consists of the presentation and exchange of more or less 

specific proposals fir the terms of agreement on particular issues.” The problem faced by 

negotiators is that of “being independent while having interests which are in contrast to those 

of the other party.” In addition, “negotiating presumes certain symmetry in the balance of 

power.” Power can be defined as “the ability of one actor to overcome resistance in achieving 

a desired result” (Beattie et al., 2001, p. 43).  

Negotiations taking place between an auditor and CFO concerning the interpretation of 

obscure accounting standards are common and valuable for what is finally disclosed in the 

financial statements and thereby the users economic decisions. The standard IAS 36 is one of 

those standards which is full of gaps to be filled with individual interpretations made by the 

CFO (Beattie et al., 2001). The auditor can also interpret the standard differently from the 

CFO and by discussing and negotiating the standard and its more obscure terms; the standard 

can be made clearer and more understandable. Considering the obscurity of IAS 36, the 

CFO’s judgment concerning goodwill write downs can be biased and the information 

asymmetry between shareholders and management can increase if the CFO does not provide 

the auditor with relevant information about goodwill impairment testing and possible 

goodwill write downs (Jensen & Meckling, 1976). Even if IAS 36 is extended with several 

notes on how to conduct goodwill impairment testing and write downs, these notes can be 

interpreted differently depending on the companies’ economic context. This makes it hard for 

regulators to control the standard and for auditors to audit goodwill impairment tests and write 

downs, even with guidance from ISA 540 when it comes to interpretations of the CFO’s 
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calculations (Beattie et al., 2001). Therefore the auditor-CFO relationship is of importance in 

order to understand goodwill impairment tests, possible write downs and their impact on the 

financial reports (Gibbins et al., 2001). 

Negotiations taking place between the auditor and CFO are influenced by different factors, 

both external and internal. Examples of external factors are accounting standards, CFOs 

responsibilities towards the shareholders (enhance invested shareholder capital) and other 

stakeholders and users of financial statements. Examples of internal factors are CFO’s 

relationship with other key corporate governance functions, such as the board, the internal 

auditors and the audit committee. The relationship with the external auditor and the auditor’s 

knowledge about the company and its environment is considered the most important internal 

factor, since it is assumed to have a direct impact on the financial reports. If the CFO finds the 

auditor’s knowledge about the company and its operations satisfying, it is more likely that the 

CFO takes the auditor’s advice during a negotiation (Gibbins et al., 2001; Gibbins et al., 

2007).  

When auditing financial reports the auditor can act either as a pure control mechanism or 

more as an advising element in the audit process. Which role the auditor takes is selected by 

the CFO, who in the early stage of the negotiation process determines the role of the auditor, 

which is held during the whole audit process (McCracken et al., 2008). The auditor will 

approve of this because it is seen as a reputational failure of the audit firm to lose a client and 

even worse to sign an unclean audit (Gibbins et al., 2001). The auditor-CFO negotiations are 

guided by how the CFO and auditor indentify their relationship and how they view their 

respective parts in this relationship. According to McCracken et al. (2008) the CFO is the one 

who determines how the relationship with the auditor should be characterized, either by 

initiating a proactive or a reactive relationship. A proactive relationship is characterized by 

that the CFO initiates a consulting relationship with the auditor before the financial statements 

are completed, in order to be sure of that the financial statements follow all standards and 

regulations correctly. The CFO bestows on the auditor the power to ensure compliance with 

relevant accounting standards. In a proactive relationship, the auditor is considered to be a 

“friend” and an “expert advisor”. The financial statements tend to be viewed as a joint 

product, where the auditor co-creates them. The CFO values the auditor’s opinion and asks 

for advice on accounting and disclosure treatment in the early stages of developing the 

company’s position, often prior to consummating the transaction or making accounting 
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estimates. However, this type of relationship, when the auditor acts like an advisor, poses a 

threat to the independency of the auditor when getting too involved in the company providing 

both a regular audit and a consultancy service (Sikka, 2009).  

In a reactive relationship on the other hand, the CFO views the auditor as a “control 

mechanism” and does not communicate with the auditor more than necessary, and merely 

after the financial reports are completed. The CFO actively consents any proposed changes in 

the accounts and challenges the legitimacy of the auditor’s position. The auditor is viewed as 

a “police” who is only to audit the completed financial statements in order to provide an 

opinion about how well management stewards the interest of the shareholders and other 

stakeholders. This can however contribute to finding material misstatements in the financial 

statements late in the audit process, since the accounting issues are almost always being dealt 

with after year-end or at the time of the quarterly review (McCracken et al., 2008). A reactive 

relationship can thereby complicate negotiations and make it harder for the auditor to identify 

material misstatements when the audit is seen as a “police officer” instead of an advising 

“friend”.  

The auditor- CFO negotiations are fluid with continual redefinitions not only of the discussed 

issue but also of the negotiation roles and relationships (“shadow negotiations”). Parties to a 

negotiation focuses not only on the substantive issue being negotiated but also partake in a 

“shadow” negotiation; a negotiation over interpretation of negotiator’s roles and actions 

permissible in the relationship that takes place simultaneously with the negotiation over 

substantive issues. The CFOs actions and expectations in these shadow negotiations appear to 

define the auditor’s role and the relationship parameters, but both can evolve over time  

(McCracken et al; Gibbins et al., 2007). The audit partners express a desire to be in the 

“ideal” relationship where they assume the role of the “expert advisor” (as opposed to the 

“police officer”) but they seemingly have no explicit strategy to move the relationship toward 

a proactive rather than reactive state. The audit partner is the relationship manager whose job 

is to see that client management remains happy. These roles and relationships negotiated in 

the shadows also influence how the negotiation process unfolds, including the set of 

alternative accounting treatments considered during negotiations. Audit firms appear to 

manage the assignment of partners to engagements based on CFOs preferences and remove 

those partners who are in poor relationships, irrespectively of why the relationship is 

considered by the CFO to be poor (McCracken et al., 2008).  
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During negotiations, the CFO and auditor can pose different strategies to enhance ones 

position and authority. McCracken et al. (2008) describe these strategies as a dance where it is 

often the CFO who is leading the dance by showing a set of “moves” and the auditor is the 

one responding with a set of “turns”. It is through these “moves” and “turns” that the shadow 

negotiation about relationships and roles take place. Examples of strategic acts taken by the 

CFO, “moves”, is to threaten to end the relationship with the auditor if the auditor does not 

provide added value to the audit-service and if the auditor is incompliant during negotiations 

(Beattie et al., 2001, p. 283). The CFO can criticizes the auditors accounting expertise if 

negotiations concerning interpretations about an obscure standard such as IAS 36, does not 

fall into the desired interval made by the CFO (Beattie et al., 2001, p. 48). The CFO can for 

example make optimistic estimations when conducting goodwill impairment tests about future 

cash flows, far over what the auditor considers appropriate in order to have a chance to 

negotiate to an “in-between level”. The auditor can “turn” the discussion towards the 

accounting standards and interpretations where the auditor generally has expertise advantage.  

“Opinion shopping” is a typical “move” where the CFO asks another auditor in another firm 

for a second opinion when feeling unsatisfied with the current auditors answer to an issue. 

The CFO can also challenge the audit partner’s accounting expertise by strategically asking 

for a second opinion from the audit firm’s national office as well as attacking the underlying 

importance of the accounting standards by referring to them as not reflecting the economic 

reality of the company. However, the audit partner can attempt to “turn” this “move” by 

consulting the national office in advance of the CFO in order to be on the same page as the 

office accounting expertise.  

Another “turn” possible to be made by the auditor when responding to a “move”, is to 

threaten the CFO to sign an unclean audit, or to resign from the engagement (Beattie et al., 

2001, p. 283; McCracken et al., 2008). This would implicate that the CFO and the rest of the 

management has failed to steward the interest of the shareholders and other stakeholders. 

However, this “turn” is seldom used because an unclean audit could lead to a client loss and a 

reputational damaged to the audit firm (McCracken et al., 2008; Perreault & Kide, 2011). It 

appears that the CFO has more “moves” to choose between in the auditor-CFO negotiations in 

order to position the auditor’s role in the relationship, whereas the auditor has few “turns” to 

position the CFO (Hellman, 2011).  
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If a conflict would arise, about for example different opinions regarding if goodwill shall be 

written down or the amount of goodwill write down, it is the auditor that should solve it, 

keeping the CFO’s interest in mind (McCracken et al., 2008). This phenomenon of keeping 

the CFO satisfied can be explained by a study made by Hellman (2011) were it could be 

observed that CFOs tend to justify their seeking of influence over the audit by referring to the 

auditor-CFO relationship as a “costumer-supplier” relationship, where CFOs view themselves 

as representing the paying costumer who is entitled to receive value for money. Audit firms 

obtain revenue directly from the client, with company directors having control over the 

remuneration of the auditor (Beattie et al., 2001, p. 19). The CFO can thereby be viewed as to 

hold a key role in negotiations with auditors (Bame-Aldred & Kida, 2007).  

Fronted by this “costumer-supplier” relationship which the auditor and the CFO are regarded 

to obtain, agency theory is knocked down. According to the agency theory an auditor is an 

independent actor seeking to enhance the value of shareholders by reducing the information 

asymmetry between shareholders and management when conducting an audit; which in turn 

reduces the agency costs (Carlin and Finch, 2009). However, the “costumer-supplier” 

relationship poses a threat to the auditor’s independence and what is finally disclosed in the 

financial statements if the auditor is struggling with thoughts of the CFO changing auditor 

after the annual meeting if the auditor does not respond to the needs of the CFO (Hellman, 

2011). Auditors have to make tradeoffs between being close to the CFO and at the same time 

maintaining enough distance. On the other hand, auditors have to interact with their clients 

when collecting audit evidence and when obtaining an understanding of the client and its 

environment. However, the interaction with clients creates risks for reduced audit quality and 

threats to auditor independence. Auditors’ identification with the client may increase which 

could reduce auditor objectivity (Ibid.).  

It is the auditor’s responsibility to maintain and nourish the auditor-CFO relationship and also 

obtain sustainable communication channels with the CFO and the board (McCracken et al., 

2008). The auditor should provide the board and management with timely observations 

arising from the audit, which are relevant to the board’s responsibility to oversee the financial 

reporting process, and thereby promote an effective two-way communication (ISA 260, Para. 

9). The auditor shall determine which person is most appropriate to communicate with from 

the company’s governance structure and if it is necessary to communicate with the whole 
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governing body (ISA 260, Para.11-12). For example the auditor should report to the audit 

committee if finding flaws in the company’s internal control, during the audit.  

ISA 315 emphasizes the need for understanding the client company and its environment, 

which requires much interaction in order to gain knowledge about business matters and 

internal control systems. Keeping distance to the CFO may increase the reliability of the audit 

evidence, but the information received from closer interaction with the client may be 

considered more relevant when performing the audit (Hellman, 2011). By communicating 

with management, the auditor can prohibit material misstatements to be disclosed in the 

financial reports (Sweeney & Pierce, 2011). However, the auditor cannot stretch as far as to 

be the one to craft the accounting material of the company, since that would create an 

independency thereat to the auditor. The auditor’s independence if of high importance since 

the main objective of the audit is to enhance the degree of confidence of intended users in the 

financial statements disclosed by management (ISA 200, Para. 3). Auditors’ independence 

from the CFO is considered as one of the essential elements of auditing. Independence in 

mind (expressing a conclusion without being affected by influences that compromise 

professional judgment) and appearance (the avoidance of significant facts and circumstances 

that a reasonable third party can conclude that professional judgment has been compromised) 

are important features of audit quality (IESBA, Section 290, Para.290.6). In order for the audit 

to be perceived as trustworthy and qualitative the auditor needs to be perceived as trustworthy 

and independent to be able to obtain both of these services, if not the trustworthiness of the 

financial statements is lost (Power, 2003). Since third parties are unable to observe directly 

independence in mind, the appearance of independence assumes prime importance. This is 

recognized explicitly in most current professional conduct codes (Beattie et al., 2001, p. 19).  

Individual stakeholders have to rely on the work of auditors if they are to ascribe value to the 

audit. It is more likely that the work of auditors is closer associated with comfort rather than 

assurance (Carrington & Catasús, 2007). However, there must be some sufficient comfort or 

trust associated with auditing, what a sufficient audit is can therefore vary amongst 

stakeholders (Carrington, 2010a).What is regarded as the auditor’s responsibility to advice 

about within the audit engagement and what stretches over this advice is an important 

question that every auditor needs to answer when auditing a company. Consultancy services, 

which are not directly connected to the audit, provided by the auditor, give the auditor an 

enhanced knowledge about the company and can thereby provide the auditor with insightful 
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data that can be used during the audit. However, the service can be viewed as making the 

auditor a less independent actor, due to the extra income provided by the client. The auditor 

can for instance be motivated to accept assumptions in the financial statements which are not 

in accordance with specific standards or regulations due to the extra income (Carrington, 

2010b, pp.181-185).  

2.3.3 Summary 

Prior research suggests that auditing goodwill impairment tests and possible write downs is 

influenced by the relationship between the auditor and the CFO pair. In accordance with 

agency theory the auditor is viewed as a guardian of shareholders interest against a biased 

management, which can lead to a bad relationship with the CFO who will view the auditor as 

a threat and a pure control mechanism, instead of an advising element. The CFO is the one 

who determines the parameters of the relationship with the auditor, by initiating an either 

proactive or reactive relationship. Depending on the type of relationship, goodwill impairment 

tests and possible write downs are regarded to have a different outcome, which is illustrated 

below in Figure 1. A proactive relationship is characterized by the CFO initiating a consulting 

relationship with the auditor before the final financial statements are completed, in order to be 

sure that the financial statements follow all standards and regulations correctly. In a proactive 

relationship, the auditor is considered to be a “friend” and an “expert advisor”. In a reactive 

relationship on the other hand, the CFO views the auditor as a control mechanism of the 

CFO’s work and does not communicate with the auditor more than necessary and merely after 

the financial reports are completed. The auditor is viewed as a “police officer” who is only to 

audit the complete financial statements in order to provide an opinion about how the CFO 

stewards the interest of the shareholders and other stakeholders. This can however lead to  

material misstatements found in the financial statements appearing late in the audit process 

since the accounting issues are dealt with after year-end or at the time of the quarterly review. 

Irrespective of relationship, the auditor is seen to be the relationship manager, keeping the 

CFOs interest in mind due to the fact that the CFO is a costumer of the audit service, whilst 

the auditor is the supplier of it. If keeping the CFO’s best interest in mind, it might not be 

needed to write down goodwill this year, but instead adopt a strategy of deterring it to the next 

year. The model of analysis found below, simplifies the above stated, in a figure which 

provides a conceptual understanding of how the auditor-CFO relationship can influence the 

audit of goodwill impairment tests and possible write downs.  
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2.3.3.1 Figure 1. Model of analysis (Own illustration)  

 

 

3 Methodology  

3.1 Research design and method 

In order to develop an increased understanding for how the auditor-CFO relationship 

influences the audit of goodwill impairment tests and possible write downs in Swedish listed 

companies, a qualitative method with semi-structured interviews was chosen, in order to 

capture the depth and complexity of the topic. Due to the lack of studies conducted within this 

research area, especially within the context of Swedish listed companies, this study sets out to 

explore the phenomenon by grasping the subjective meaning of social action. This is done by 

adopting a social constructionist framework where the research phenomenon is viewed as a 

social creation being in a constant state of revision (Bryman & Bell, 2011, pp. 17, 22, 386; 

Saunders et al., 2009, pp. 116, 139-140). The data collection method chosen in this study is 

inspired by similar studies conducted by McCracken et al. (2008) and Hellman (2011), who 

conduct semi-structured interviews in order to capture the depth of the auditor-CFO 

relationship and its influence on the financial statements, and then use secondary data sources, 

annual reports and newspaper articles, as a complement to the primary data.  
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In order to fulfill the objective of this study, deep and rich information about the phenomenon 

is needed. Interview studies are often criticized of the inability to generalize the findings. 

However, if the aim of the study is to obtain a deeper understanding of general knowledge, 

then focusing on few intensive case studies is far more efficient, even if it is not statistically 

possible to generalize the findings (Kvale, 1996, p.102). Therefore a multi-case study of four 

Swedish listed companies was chosen, with semi-structured interviews with four auditors 

working for the “Big 4” audit firms and four CFO’s working in four different Swedish listed 

goodwill intense companies. Since 2002, the “Big 4” refers to the audit firms: Deloitte, Ernst 

& Young, KPMG and PwC (Broberg, 2013, p. 15). Using a multi-case study approach makes 

it possible to generate deep and rich insights about the cases and thereby compare them to one 

another and identify both differences and similarities (Bryman & Bell, 2011, p. 63). In order 

to produce detailed and deep descriptions about the studied phenomena a qualitative method 

was used when investigating the research question, where semi- structured interviews were 

conducted in order to generate primary data and generate knowledge about the auditors and 

CFOs behavior (Kvale, 1996, p.72). By using both primary data collected from the semi-

structured interviews with the respondents and complementary secondary data collected from 

the companies’ annual and newspaper articles about the companies, in order to re-check the 

respondents answers, it is trusted that the collected data is adequate in order to reliably answer 

the research question (Saunders et al., 2009, pp. 152-154).  

3.2 Sampling 

Qualitative research approaches are commonly used in order to develop or increase the 

understanding for a specific area of research, where depth and richness of the information is 

more important than the quantity of information. In this form of qualitative approach, with 

semi-structured interviews, a purposive sampling is regarded as best suited to generate deep 

and relevant knowledge about the topic (Bryman & Bell, 2011, p. 442, 489, 492). However, 

the findings of the purposive sample cannot be statistically generalized to the population at 

large (Kvale, 1996, p.233). It is of high importance to select respondent who are known to 

have a relevant knowledge base in order to provide information about the research topic 

(Holmblad Brunsson, 2005, p.45). Hence, a purposive sampling was made when selecting the 

respondents to provide knowledgeable and credible information about how the relationship 

between the auditor and CFO influences goodwill impairment tests and possible write downs. 

In order to collect data about the research topic, four CFO’s in Swedish listed goodwill 
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intense companies (as could be found on Placera.nu, 2010-11-16) and four auditors working 

in the “Big 4” firms were chosen as respondents. The auditors were selected from the “Big 4” 

because of the vast knowledge of different business and its connections to Swedish listed 

companies. Interviewing CFOs of goodwill intense firms is done due to their experience of 

goodwill impairment testing and possible write downs.  

Due to the delicate nature of the researched phenomenon, the respondents are anonymous in 

this study. By interviewing the respondents and by assuring their anonymity this method is 

assumed to bring deeper understanding about the topic and an answer to the research question. 

To ensure that the topics discussed are related to reality and that the answers to the questions 

asked obtained by the respondents are reliable, data were collected from goodwill intense 

companies’ financial statements along with a glance through what has been written about the 

companies in media considering goodwill impairment tests and write downs. Due to the above 

stated, the time limit of the study and resources, a total of eight respondents was chosen and 

seen as a adequate and valid number to generate deep and rich knowledge about the 

phenomenon.  

3.3 Data selection and processing 

3.3.1 Semi-structured interviews  

Data were primarily gathered through eight separate semi-structured interviews with four 

auditors and four CFOs denoted “Auditor A-D” and “CFO A-D” in this study, which are in an 

auditor-client relationship. The auditors and CFOs were interviewed separately, without the 

auditor or the CFO knowing about the interview with their client respectively auditor. This 

research approach permits one to listen to the thoughts of both parties separately of their 

relationship and their roles in the context of goodwill impairment tests and possible write 

downs. The interviews were conducted by the author. The semi-structured interviews 

provided an openness and flexibility which enabled the respondents to describe their “every-

day” life in relation to the researched topic (Kvale, 1996, p.84). The interviews allowed the 

respondents to talk about their situations from their own perspectives, in their own words 

(Kvale, 1996, p.70). This in turn enabled an interpretation of the descriptions and “stories” 

provided by the respondents of the researched phenomenon. The semi-structured interviews 

consisted of several themes and questions, and an interview guide was handed out to the 

respondent in advance (see Appendix). The interview guide was generated from the model of 
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analysis (found in the “Literature review” section). The interviews had a set of themes and 

questions which were covered, but an openness of changes in questions and sequence in order 

to follow up the “stories” told by the respondents (Kvale, 1996, pp.124, 129). The interviews 

with the auditors and CFOs started with a context for the interview, defining the study’s 

purpose, the use of audio recorder and then asking more ordinary questions in order get to 

learn the respondent and the company better. Then, more direct and probing questions were 

asked about how the CFO conducts goodwill impairment tests in accordance with IAS 36 and 

respectively how the auditor conducts auditing of goodwill impairments tests and possible 

write downs (Holmblad Brunsson, 2005, p.47; Bryman & Bell, 2011, p. 477). The interview 

continued with asking the auditors and CFOs about which risk areas they found to be of 

importance to the impairment test and questions about the auditor-CFO relationship and its 

influence on the impairment tests and possible write downs. By the end of the interview the 

respondents were asked to discuss what they believe are the main factors to nourish a sound 

(proactive) relationship between the two actors and to highlight or add something they found 

to be of importance to the research question (Kvale, 1996, p.128). When collecting data 

through semi- structured interviews, one has to regard the risk of respondent bias. However, 

by asking these kind of open questions, where the respondents were encouraged to talk openly 

about their experiences, new knowledge about the research phenomenon could be detected. In 

order to reduce the risk of affecting the respondents answers, leading questions were not 

asked in the beginning of the interview, but instead leading questions were asked later on in 

the interview in order to verify the that the correct interpretations were made by me as an 

interviewer and also to instantly check the reliability of the respondents’ answers (Kvale, 

1996, p. 158).  

The usage of an interview guide with certain pre-defined themes, questions and structure 

eased the analysis of collected data, by providing a solid base for comparing the respondents’ 

answers. The interview guide also facilitated the flexibility required to obtain new data, when 

asking non pre-defined follow up questions (Bryman & Bell, 2011, p. 467). Due to the 

complex and context bound nature of the studied phenomenon, the interview guide was sent 

to the respondent some days in advance of the interview, with a reassurance of the 

respondents’ anonymity in the study, in order to create a transparent and relaxed environment 

during the interview. Another reason for sending the interview guide to the respondents in 

advance is that many of the questions had to be prepared and thought of in advance in order to 
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be answered with credibility and relevance. All of the interviews were audio recorded and 

notes were taken during the interviews in order to not miss any revealing body language, tone 

of voice and expressions when discussing the topic and answering the interview questions 

(Kvale, 1996, pp.125, 129). The interviews lasted for approximately 40-50 minutes each. 

After the interview, the audio recorded material and the notes were transcribed into written 

text in order to facilitate interpretation of data and data analysis (Kvale, 1996, pp.160, 163). 

After the data had been transcribed into written text, the condensed material was sent to the 

respondents in order to re-check data, which ensured that the collected data has stayed 

reliable, objective and credible, which enabled the data analysis after the collection of 

secondary data (Holmblad Brunsson, 2005, pp.48, 81-82; Kvale, 1996, p. 144). Transcribing 

the interview, structuring material into text, facilitates an overview of collected data and 

allows a more thorough examination of the respondents’ “stories” (Bryman & Bell, 2011, p. 

481). Transcribing is in itself a beginning of data analysis (Kvale, 1996, p.169). Since the 

transcriptions are to provide both a general and detailed view of the respondent: rephrasing, 

condensing of statements and editing of the transcript were done. This in order to facilitate the 

analysis in the form that categories and condenses the meaning (“stories”) of what is said 

(Kvale, 1996, pp. 170-171; Bryman & Bell, 2011, p. 481, 483). 

3.3.2 Annual reports and newspaper articles 

Secondary data were collected from the companies’ annual reposts from 2012 and 2013, 

where the attention was drawn to how the company described and presented the goodwill 

impairment tests and write downs. Press releases from the companies’ web pages and other 

mass media outputs for the preceding twelve months from three qualitative Swedish financial 

newspapers: “Dagens Industri”, “Affärsvärlden” and “SvD Näringsliv”, were used in order to 

create a deeper understanding for the companies, the strategies behind an impairment test and 

the companies’ operating environment. Future cash flows, potential growth and analysis 

concerning the companies’ profits and market values were also searched for and collected. 

Also the ration of goodwill/ total shareholders’ equity was calculated in order to recheck how 

goodwill intense the company is and its possible effects on the companies’ total value and 

dividends. Prior to each interview and after each interview, the annual reports and newspaper 

stories about the company’s were read. Hence, going into each interview I had a rich set of 

declarative knowledge about with which to contextualize the interviewee’s “story”. This is 

done as a complement to primary data in order to verify the reliability of collected primary 
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data (Bryman & Bell, 2011, p. 550), and to present a clearer picture of the indicators, such as 

the WACC used when determining the value in use of goodwill but also the overall economic 

situation of the company and its strategies to reach certain growth goals.  

3.4 Reliability and Validity 

3.4.1 Reliability 

Individuals, social entities and activities change continuously and therefore the reliability of a 

qualitative study is concerned with reproducing the same context all over again when 

measuring the consistency of findings (Bryman & Bell, 2011, p. 41). Increasing the reliability 

of the interview findings is desirable in order to counter random subjectivity; however a 

strong emphasis on reliability may counteract creative innovations and variability (Kvale, 

1996, pp. 245-236). In order to strengthen the reliability in this study a triangulation of data 

sources and selection of trustworthy respondents were chosen. The reliability was also 

strengthened by audio recording the interviews and taking notes during the interviews. Also 

leading questions were asked on the interview in order to quickly re-check reliability of the 

respondents’ answers (Kvale, 1996, p. 158). After the data had been transcribed into written 

text, the condensed material was sent to the respondents in order to re-check data, which 

ensured that the collected data has stayed reliable (Holmblad Brunsson, 2005, pp.48, 81-82; 

Kvale, 1996, p. 144). 

3.4.2 Validity 

The validity of this investigation rests on the soundness of the conceptual presumptions of the 

study and on the logic of derivations from theory to the research question of the study. During 

interviewing, validity refers to the trustworthiness of the respondents “stories” and the quality 

of the interview itself (Kvale, 1996, p. 237-238). Credibility is in this study established by 

respondent validation and triangulation, where more than one source of data, semi- structured 

interviews and collection of annual report and magazines, are used to study the phenomenon 

and thereby access different levels of reality (Bryman & Bell, 2011, pp. 396-397).  

3.5 Data analysis 

This study uses two steps to analyze collected data by describing and interpreting themes, 

found in the model of analysis, of the respondent’s lived world. The data analysis consists of 

meaning condensation and categorizing meaning (Kvale, 1996, p.187; Bryman & Bell, 2011, 

p.525).  
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3.5.1 Meaning condensation and categorization  

Meaning condensation entails an abridgement of the meanings expressed by the interviewees 

into shorter formulations, in which the main sense of what is said is rephrased into fewer 

words (Bryman & Bell, 2011, p. 586). First, the whole interview is read through in order to 

develop a broad picture of the interview, central themes are developed from the whole picture 

and the themes that dominate are expressed as simple as possible. Themes which were spotted 

are: relationship, negotiation, cash flow model, IAS 36, timing of impairment tests.  That 

enables the expressed meanings to condensate into more essential meanings which can be 

grouped into categories (coding) (Kvale, 1996, p.194). The coding of transcripts was done 

manually by the researcher, by writing marginal notes on the transcripts and refining these 

notes into categories. Because of that, the interpretations and classifications are potentially 

subject to bias. In order to reduce the effects of such bias, the findings are presented in a way 

that should make the reader able to judge the validity of the interpretations and classifications 

made.  

4 Findings  

In this section the collected primary data obtained by the semi-structured interviews with four 

auditors and four CFOs, which are in an auditor-CFO relationship, is presented and analysed. 

The four interviewed auditors were from the “Big 4” audit firms; whilst the four CFOs were 

from four different goodwill intense Swedish listed companies, denoted “Company A-D”, in 

businesses that include financial services, industry, high technology and media. I denote the 

four pairs of auditors and CFOs as: “Auditor A-D” and “CFO A-D”, where for example 

“Auditor A” makes a couple with “CFO A” and “Company A”, and so on. Below the 

respondents’ relationship and related negotiations concerning the audit of goodwill 

impairment tests and possible write downs are presented in detail.  

4.1 General about the respondents and used method when conducting goodwill 

impairment tests 

The interviewed CFOs are all responsible for the goodwill impairment tests and possible 

goodwill write downs in their respective companies. All four companies test the value of 

goodwill for impairment at least once per year, at the same time, in the end of the year 

(November-December). If there is any indication of a change in for example the profitability 

of a segment, impairment tests are done more frequent, in order to recognize a possible 
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impairment loss (IAS 36, Para. 10b, 90, 96, C3). The impairment tests are all based on 

calculations of the recoverable amount by calculating the value in use, using a discounted 

cash flow model (IAS 36, Para. 6, 18, 74). The cash flow models are standardized and the 

prime differences involve key assumptions concerning figures of terminal values, market 

growth rates, discount rates and working capital requirements. The impairment test requires 

an assessment of the utility value of the CGU, or group of CGUs, to which the goodwill is 

allocated, which is then compared with the carrying amount in the consolidated accounts. This 

in turn requires the anticipated future cash flows from the CGU to be estimated and a relevant 

pre- tax discount rate, equivalent to the calculated required return, to be established for 

calculating the cash flows current value. The future cash flows used are based on the 

companies’ budgets the first year and thereafter on managements’ estimation of annual 

growth and market development in order to extrapolate cash flows after the explicit forecast 

period. An impairment loss is recognized for a CGU, or group of CGUs, when the recoverable 

amount of goodwill is lower than the carrying amount (recognized value) of goodwill, in 

accordance with IAS 36 (IAS 36, Para. 30-31, 33, 55-56). Table 1 and Table 2 summarize the 

specific information concerning the CFO and company, the auditor and audit firm, their 

length of relationship and material key figures in the cash flow model. The key figures are 

collected from the four Swedish listed companies’ annual reports from 2013.  

4.1.1 Table 1. Summary of the specific information concerning the CFOs, companies and 

material key figures in the cash flow models 

 
 Company 

A 

Company 

B 

Company 

C 

Company 

D 

Nasdaq OMX Stockholm list Mid Cap Large Cap Mid Cap Large Cap 

Occupation  CFO CFO CFO CFO 

Years within the company 4  2 11,5 8 

Years of business experience  >10  <10 >10 >10 

Impairment tests per year  1 1 1 1 

Goodwill/ Total equity  30%  65% 48% 65% 

Discount rate  12.04-

12.84% 

11.2% 10.3% 12% 

Growth rate 2% 2% 2% 2,5% 
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Time horizon for the cash flow 

prognosis  

3 years  5 years 5 years 5 years 

Sensitivity analysis (at which point 

does it exist a need for an impairment, 

considering a deviation from the 

growth rate)  

+- 5% -1.7%, 

+0.9% 

+-2% +-2.5% 

Goodwill write downs (2013) 0 0 0 1 

 

4.1.2 Table 2. Summary of the specific information concerning the auditors, audit firms 

and length of relationship with the CFOs 

 

 Audit firm 

A 

Audit firm B Audit firm 

C 

Audit firm 

D 

Type of audit firm Big 4 Big 4 Big 4 Big 4 

Occupation Auditor, 

partner 

Auditor, senior 

manager 

Auditor, 

partner 

Auditor, 

partner 

Years within the audit 

firm 

15 10 15 >30 

Years of audit 

experience 

>20 >10 >20 >40 

Length of relationship 

with CFO 

>3 years  >3 years >3 years >3 years 

 

4.2 Auditor- CFO relationship  

All of the interviewed auditor and CFO pairs characterized their relationship as proactive, 

where the auditor role is viewed more as an advising element in the audit process, rather than 

a pure “control mechanism” of the CFO’s work. The CFOs where the ones setting the 

parameters of the relationship and thereby choosing to initiate a consulting relationship with 

their auditor before the financial statements were completed, in order to be sure of that the 

financial statements are without any material misstatements. These findings are in compliance 
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with McCracken et al. (2008), but stand in contrast with the agency theory discussed by 

Jensen & Meckling (1976). CFO A presents an example of this:  

“In order to have a sound relationship with the auditor, it is important that both parties know 

how the audit engagement is set. The auditor’s prime task is to audit the company’s financial 

statements. However, if the auditor only audited the financial statements, without providing 

consultancy services, this would not provide any real value to the company and the service 

would be regarded as too expensive. The auditor should combine the role of a “regular” 

auditor with the one of an advisor in order to create value for the company and the audit, and 

this would result in a mutual trust. The auditor should take the role of an “expert advisor”, 

and not only a regular auditor.”  

Auditor A is ascribed the role of an “expert advisor” and a “speaking partner” (McCracken et 

al., 2008), which is considered to add value to the audit. The parts of the audit engagement are 

divided into the CFO’s territory, knowing the company best, and the auditor’s territory, 

knowing accounting and auditing regulation best. Auditor A illustrates this:   

“A typical auditor-CFO relationship is built on a mutual respect between the two parties 

[auditor and CFO]. Communication, constant dialogue, availability and timing are important 

parameters. Even the audit firm’s expert team and the client company’s expert team are in 

constant dialogue, discussing for example certain issues concerning the interpretation and 

usage of the standard IAS 36. The CFO knows the company best and I know accounting and 

auditing standards best. My role is to be viewed as a “speaking partner” and an advisor who 

audits financial information in order to contribute to quality assurance of the information 

distributed by the CFO.”  

The auditor can also be ascribed the role of a “friend”, where the CFO trusts the auditor even 

more than when being denoted an “expert advisor”. The CFO is bestowing on the auditor the 

power to ensure compliance with all reasonable interpretations of accounting standards. CFO 

D and Auditor D describe this:  

“I find the auditor to be somewhat like an old friend, one that you do not meet regularly but 

when you eventually do meet, all you have to do is to bring him up to speed in order to get a 

good advice, if needed.”  
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“With almost all of my clients I have a consultancy relationship where I hold a supporting 

function. With one of them I have an almost friendship- like relationship. It is important that I 

build a good amount of trust in order to be perceived as supporting and understanding.”  

However, this type of proactive relationship, when the auditor acts like an “expert advisor” or 

a “friend”, can pose a threat to the independence of the auditor when getting too involved in 

the company providing both a regular audit and a consultancy service (Sikka, 2009). 

According to agency theory, the auditor should be a protector of shareholders’ interest against 

an assumed biased management (Gendron & Bédard, 2006). If the auditor is to add value to 

the audit, the auditor’s independence can be hurt due to a too close attachment to the CFO, 

and thereby the shareholders interests can be affected negatively. Consultancy services, which 

are not directly connected to the audit, provided by the auditor in order to improve the 

company’s accounts, give the auditor an enhanced knowledge about the company and can 

thereby provide the auditor with insightful data which can be used during the audit. It can 

however also be viewed as a service which makes the auditor a less independent actor, due to 

the extra income provided by the client (Carrington, 2010b, pp.181-185).  

Auditors are dependent on the cooperation of the CFOs and honesty, mutual respect and trust 

is needed to create qualitative audits and add value to the client company. When working 

close to the CFO during the audit, the financial statements are viewed as a joint product by the 

pair, where the auditor is a co-creator when working as a “team” with the CFO, to ensure that 

the financial statements are free from material misstatements and to provide a true and fair 

view of the company. However, the CFO also recognizes that the auditor holds two functions: 

controlling and advising, and thereby also recognizes that the auditor’s functions can be used 

as it is best suited in the company. CFO B and Auditor B describe this:  

“I would characterize my relationship to the auditor as sound and this has much to do with 

that we have a very knowledgeable audit firm and auditor. I often use the auditor as a 

counselor and ask about the risks incorporated in different assumptions. However, the auditor 

also has a pure auditing role, but the advising part takes a large part of the audit process and 

it is actually what the auditors’ work with mostly. Neither I or my colleagues try to sneak stuff 

trough the audit, instead we constantly discuss different scenarios and assumptions and their 

effects on the accounting with the auditor.”  
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“I would characterize our [auditor and CFO] relationship as very good because of our trust 

in each other, and a constant dialogue which leads to increased transparency. The CFO and I 

work as a team due to our common goals of providing a true and fair view of the company . I 

believe this is also the best way to minimize the risk of material misstatements in the financial 

reports. I find it important that we keep a high degree of integrity and dare to discuss matters 

that can be difficult for the relationship. This can be somewhat tricky since the auditee is the 

one paying for the service and if the relationship between the auditor and CFO is bad, this 

will have a huge impact on the audit, therefore the relationship needs to be nourished in 

order to stay sound.”   

Both the auditor and CFO view the auditor as a supplier of a service, where the CFO is the 

costumer of it (Hellman, 2011). Therefore it is not strange to recognize that the CFO is the 

one who sets the parameters of the relationship and that the auditor is the relationship 

manager whose job is to see to that client management remains happy (McCracken et al., 

2008). By communicating with the CFO, the auditor can prohibit material misstatements to be 

disclosed in the financial reports. The auditor provides the CFO, CEO and audit committee 

with timely observations arising from the audit, and thereby promotes an effective two-way 

communication, in accordance with ISA 260 (Para. 9). CFO C and Auditor C illustrate this 

“costumer-supplier” relationship:  

“We [auditor and CFO] have a very good relationship, built on mutual respect for our 

different parts played in the relationship. We have an ongoing dialogue with our auditor, who 

holds the part of an advisor, however we do not buy many consultancy services other from 

some technical ones. The auditor adds value to the audit by advising me, within the set of the 

audit engagement, nothing more. The auditor holds a strict auditing role, but it is important 

to be able to discuss important matters, which is something we have agreed on and which 

works fine for us. I meet the auditor at least every third month, also the audit committee and 

CEO are present at the meetings. The CEO usually report monthly to the auditor about the 

company’s operating environment, which also holds a positive effect on the audit since the 

auditor is kept up to speed on everything material happening in the company.”  

“It is important to be very service minded as an auditor and sensitive to the CFO’s needs, 

however this should not affect the audit more than keeping it in the back of my head that the 

CFO is paying for the service I provide.”  
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4.3 The obscurity of IAS 36 

The objective of IAS 36 Impairment of Assets is to guide a company on how to apply 

procedures to ensure that its assets are carried at no more than their recoverable amount (IAS 

36, Para.1). Considering the obscurity of IAS 36, the CFO’s judgment concerning goodwill 

write downs can be biased and the information asymmetry between shareholders and 

management can increase if the CFO does not provide the auditor with relevant information 

about the key assumptions of the goodwill impairment test (Jensen & Meckling, 1976). Even 

if IAS 36 is extended with several notes on how to conduct goodwill impairment testing and 

write downs, these notes can be interpreted differently depending on the companies’ 

economic context. There exists a separate doctrine on how to calculate for certain estimates, 

such as the WACC and growth rate, which makes it even harder for both the auditors and 

CFOs to interpret and audit the key figures of the test. This also makes it hard for regulators to 

control and implement the standard correctly (Beattie et al., 2001). CFO B and Auditor B 

provide an example of this:  

“The standard IAS 36 is very obscure and full of gaps to be filled with interpretations. 

However, we also have competent valuation experts within the company who interpret it, but 

sometimes the auditor and the audit firm’s valuation experts assist. I do not need much 

consultation or technical guidance concerning the standard itself, but more consultation 

regarding the assumptions made when calculating for goodwill, such as the WACC.”   

“The standard IAS 36 has taken a while to settle down amongst Swedish CFOs and many 

acquisitions have provided high goodwill values, but few write downs. The standard is full of 

assumptions to be made, and there exists a separate doctrine in financial books regarding 

financial methodologies, which need to be understood in order to conduct the impairment 

tests correctly. I am in constant dialogue with the CFO. The CFO can be in need of some 

assistance and asks me how I interpret and find solutions for different scenarios, however our 

experts [in the audit firm] also tend to be involved in these matters and they read the financial 

reports in order to technically conclude if the content is good enough.”  

The CFOs need to discuss the standard with their auditor in order to interpret the standard 

correctly, if not, there is a risk of material misstatements not being detected in time, especially 

if the relationship is not proactive (Gibbins et al., 2001; McCracken et al., 2008). The CFO is 

the one with detailed knowledge about the company, the auditor is the one with general 
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knowledge about its business, and can therefore have a hard time detecting wrongly made 

interpretations. However, considering the general knowledge about the company’s business, 

the auditor can benchmark certain values and enhance the chance of detecting misstatements 

in time. The auditor is also the one who discuss the interpretation of IAS 36 with the CFO in 

order to interpret it correctly. CFO C and Auditor C describe this:  

“The standard IAS 36 is obscure and provides room for individual interpretations since the 

evaluation questions concerning the value of goodwill is not clear. I need to discuss the 

consequences of the assumptions with the auditor. A typical evaluation question can be how 

to calculate for the after tax rate, and then convert it to a pre- tax rate as it is said in the 

standard. I believe that if the relationship is not sound, the auditor will have a hard time 

detecting and questioning unreliable assumptions or unrealistic interpretations of the 

standard. The auditors have a good business overview. However, I do not believe that they 

have detailed knowledge about certain business.”  

 “IAS 36 is a very technical standard; however, every assumption made using the standard is 

based on subjective judgment and interpretation of the standard. Information and knowledge 

intensive companies such as IT companies, base the impairment tests on cash flow projections 

of an indefinite timeline, which gives room for even more subjective assumptions about the 

value of goodwill. Then it is important to incorporate a business-specific risk when estimating 

future cash flows. In listed companies, the vast external data and benchmarking which exist 

provides a more solid ground for the estimates made when conducting impairment tests.”  

4.4 Cash flow model  

4.4.1 Internally generated cash flow model 

The four CFOs all stated that their company uses internally generated cash flow models when 

calculating the value of goodwill. CFO A for example states that: 

“The cash flow model which is used in the impairment test is internally generated, in 

cooperation and through discussion with the auditor.”  

As mentioned in ISA 540 (Para. A3, A7, A134), internally generated models increase the risk 

of the auditor not being able to recognize material misstatements in time when auditing the 

goodwill impairment tests. However, the auditor and CFO pairs also stated that even if the 
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cash flow models are internally generated, they are generated in cooperation with the auditor 

and the audit firm’s valuation experts. Auditor A provides an illustration of this: 

“My clients use cash flow model which are often generated within the company. However the 

model is always discussed with the auditor and approved by the [audit] firm’s valuation 

experts, since it is vital that the model is technically and mathematically correct in order for 

the value of goodwill to be correct. The valuation experts run through the model thoroughly 

in order to audit material technical figures and assumptions made by the CFO”  

Therefore, the risk of not finding material misstatements decreases due to an increased 

understanding of the calculation model and a thorough technical audit of it, in accordance 

with ISA 540 (Para.6) and ISA 315 (Para.3).  

4.4.2 Key parameters of the cash flow model 

When conducting and auditing an impairment test based on value in use measurements, both 

auditors and CFOs are aware of the subjectivism in the accounting estimates and which 

parameters to treat with extra care. Key parameters of the cash flow model are for example: 

the pre- tax discount rate, time value of money represented by the current market risk-free rate 

of interest (WACC), the growth rate, the debt-equity ratio and operating margin for a specific 

CGU. By evaluating how key figures in the cash flow model affect the value of goodwill,  the 

CFO can conduct a sensitivity analysis to determine how the monetary amount of an 

accounting estimate varies with different assumptions, as mentioned in ISA 540 (Para. A103). 

However, dependent on the relationship with the auditor, it is more common that the auditor is 

the one who conducts a sensitivity analysis, and not the CFO. By evaluating the key figures of 

the cash flow model by using a sensitivity analysis, the auditor can create an understanding 

about the reliability of the CFO’s calculations. CFO A and CFO B who are in an “expert 

advisor”, respectively, “team”/” costumer- supplier” relationship with their auditor provide an 

example of this:  

“The cash flow model is very sensitive to all kinds of assumptions. Important indicators which 

we keep an extra eye on when conducting goodwill impairment tests are the risk free interest 

rate (WACC), required rate of return, a three year budget and an infinite growth rate in the 

cash flow analysis. We do not conduct a sensitivity analysis [where pessimistic or optimistic 

scenarios are calculated for] therefore the cash flows are not adjusted for risk. The auditor 
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however conducts a sensitivity analysis, which we find to be enough in order to adjust for 

risk.”  

“When I do the impairment tests I base them on a base-case, and the only risk we regard is 

adjusted by the WACC. I then send the test to the audit who then runs a sensitivity analysis 

where low- base- and high- case calculations are made, where for example the auditor 

changes the WACC and growth rate with 1-2% and evaluate how this affects the value of 

goodwill and at what case a write down is needed.” 

The auditor or the audit firm’s experts are often the ones who conducts a sensitivity analysis 

and sometimes an own impairment test based on the CFO’s assumptions, in order to be aware 

of the risk inherent in the assumptions made by the CFO. The auditor is the one who has the 

final say when determining if the figures are reliable or not. This is described by Auditor A 

and Auditor B, who are in an “expert advisor” respectively “costumer-supplier” relationship 

with the CFO:  

“Key parameters in the cash flow model which are viewed more rigorously by me are the 

WACC and the growth rate of the unit to where goodwill is allocated. I discuss all the key 

assumptions made by the CFO and I conduct an own impairment test of the company’s 

goodwill, where I consider external data, volume of transactions, growth rate and so on. Both 

I and our [audit firm] experts conduct a sensitivity analysis where the growth rate and WACC 

chosen in the cash flow model is changed with 1-2% up and down.”  

 “Listed companies have vast external data which can be used as benchmarking when 

conducting the impairment tests. Listed companies have a good sense of technical details in 

the cash flow model, because they also have valuation experts situated in the company. 

However, I always have the final say in what is regarded as reliable and correct.”  

CFO C conducts an own sensitivity analysis, which Auditor C audits without conducting an 

own, due to their agreement of the parameters of the audit engagement, which can be 

explained by their “costumer- supplier” relationship: 

“The goodwill impairment test is based on a “base-case” derived from the budget and later 

on a sensitivity analysis is made where I alter the WACC and discount rate in order to be sure 

that there is no need for a write down. The auditor does not have to conduct an own 

sensitivity analysis, but merely audit mine. However, all the assumptions made concerning for 
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example the WACC and the future growth rate is discussed with the auditor and I have to be 

able to motivate why I did the assumptions. The whole cash flow model and its calculated 

outcome is sent to the auditor who judges if the assumptions are relevant and reliable”  

“A high tech- consultancy company has a low need for investments and also low working 

capital requirements. Therefore, operating margin is of importance for the forecast of future 

cash flows. The recoverable amount for a CGU is estimated by using cash flow projections 

and the calculated figure is later compared to the CFO’s sensitivity analysis and the 

company’s stock market value in order to establish if the value of goodwill is reliable.”  

In the “friendship”- like relationship, CFO D is the one conducting a sensitivity analysis in 

order to be able to motivate the chosen key figures to Auditor D, who later on discusses the 

assumptions behind the values with CFO D and benchmarks the assumptions:  

“The cash flow model is sensitive to changes in the profitability of an acquired company, the 

pre- tax discount rate, the risk free interest rate (WACC), regulations which affect the five 

year budget and an infinite growth rate in the cash flow analysis. I conduct a sensitivity 

analysis with the auditor monitoring the outcome.”  

“The foremost indicators that I look at when auditing impairment tests and write downs is 

how the profitability has developed in the acquired unit, if the unit does not reach the 

required rate of return, the risk of a write down increases. Other parameters is if the CFO 

uses too low risk factors and too aggressive prognosis [“hockey-stick” growth] when 

determining the cash flow projections. It is important that the CFO can motivate, and show 

that the value of future transactions and related profits are reliable in order for them to be 

legit when using them in impairment tests and possible write downs of goodwill. The CFO 

usually does this by providing me with a sensitivity analysis, if required.”  

4.5 The importance of goodwill write downs to the involved parties  

All of the interviewed CFOs were reluctant to conduct a goodwill write down since it would 

be perceived as a reputational failure of the CFO’s work of making good deals when 

acquiring a company. The CFO holds a responsibility to the company’s shareholders to 

enhance their invested equity and not to make poor deals, which can lead to an economic 

hazard to the company (Gendron & Bédard, 2006). CFO A illustrates this:  
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“No goodwill impairment test has shown that a write down is needed, but instead shows that 

the margins are very good. I have done very good deals, and acquired many cheep 

companies.” 

It is however found to be common to conduct a goodwill write down when changing CEO, in 

order to be able to blame the previous CEO of the poor acquisitions. CFO C provides an 

example of this:  

“Since the acquired companies are profitable, I do not find any need for a write down on 

goodwill. When the standard IAS 36 was implemented, I believe that many CFOs and auditors 

thought that goodwill write downs were to be done on more regular bases, however it is more 

common to conduct “big-bath” goodwill write down when for example replacing CEO, as an 

instant receipt on bad acquisitions, blamed on the previous CEO.”  

CFO B admits that the prognosis of future cash flows is based on a somewhat higher growth 

rate than can be motivated for in their current economic stance:   

“No write downs have been done so far, and this is motivated by the prognosis of the 

company’s growth rate, which is calculated to be higher in the future when the company has 

exited the recession.”  

The auditors however, found it to be their responsibility to balance the pressured CFOs when 

finding that the cash flow prognosis are too optimistic, considering the chosen WACC and 

growth rate, and make the CFOs reevaluate their assumptions. This can be explained by the 

auditor as an assurer of that the financial statements provide a true and fair view of the 

company (ISA 200, Para. 3; Carrington & Catasús, 2007). Auditor B illustrates this: 

“The cash flow model consists of historical values and therefore pressured CFO can conduct 

more aggressive forecasts concerning the WACC and company growth rate in order to 

undermine a goodwill write down. Most companies do not want to write down goodwill 

because it is seen as a signal to stakeholders that the company has done some unprofitable 

acquisitions, which can affect the company’s reputation.” 

Auditor A describes that the auditors’ are the ones who hold vast knowledge about different 

business and knowledge about the client company, and are therefore the ones who have the 

final word when auditing the CFO’s estimates:  
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“I am responsible for everything concerning the audit and the one with vast knowledge about 

the client company. Therefore, I am the one who have the final word about the CFO’s 

assumptions. “ 

It is of high importance that the CFO can motivate the key figures in the cash flow model, or 

implement a plan in order to increase the margins of the test and deter a goodwill write down 

to the next year, if found that there might be a need to impair goodwill. Auditor C, who is in a 

“costumer- supplier” relationship with CFO C, states that:  

“As long as the CFO can provide a reliable motivation for the key figures in the impairment 

test, and as long as the CFO provides a reasonable plan concerning how to increase the 

margins in the impairment test, there is no need for an impairment of goodwill.”  

When a goodwill write down is conducted however, it is due to the tight margins of the test 

and for example changes in regulation, which can affect a particular unit to which goodwill is 

allocated. The need for impairment is discussed with the auditor, who recommends a write 

down since the value of goodwill cannot be motivated. This is illustrated by CFO D, who 

views the auditor as a “friend”:  

“We had to write down goodwill with an amount of nearly 150MSEK due to lack of 

transparence, and changes in regulation and profitability in that particular market. This was 

vastly discussed with the auditor, before presenting it to the board. However, since the 

auditor found an impairment to be the best alternative, I could not find any reason to deter a 

write down, and neither could the board.”  

The value of goodwill has the ability to affect the total assets of the company, and thereby the 

value of the company. The board should therefore treat the asset with extra care, though, this 

is not the case due to the technical and somewhat obscure nature of goodwill, even if ending 

up with a “Big- bath” write down. Auditor D describes this:  

“One of my clients did a very large write down due to a reevaluation of the non-profitable 

acquisitions made during the past years and due to a downturn in the market where the 

company operates. Goodwill is often treated somewhat poorly due to the lack of interest from 

the company board. This because of the somewhat too technical impairment tests of goodwill, 

which are hard to understand and to present to the board. Goodwill is a very important asset 
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which can affect the total value of the company and the company board should try to create 

an understanding for the CFO’s assumptions when conducting goodwill impairment tests.”  

4.6 Issues under discussion during the audit of the goodwill impairment test  

4.6.1 Timing of the goodwill impairment test   

IAS 36 states that goodwill shall be tested for impairment annually, at any time during an 

annual period, provided that the test is performed at the same time every year (Para. 90, 96, 

C3). The interviewed auditors posed a concern about the timing of the goodwill impairment 

test and stated that the tests are due rather late in the audit process, which can lead to a risk of 

discovering material misstatements late in the audit process. However, Auditor A and Auditor 

B believe that their proactive relationship with the CFO reduces the risk of finding material 

misstatements late in the process, because of their cooperation during the whole audit 

engagement and the conduct of the impairment test. Since the standard IAS 36 does not 

provide any further guidance on when to conduct the impairment tests, constant dialogue and 

awareness of the inherent timing risks should decrease the risk of finding material 

misstatements late in the audit process:  

“The CFO often tends to conduct goodwill impairment tests Q4 in November- December. I 

am more interested in conducting a goodwill impairment test Q3 and I often push for it. 

However, the CFO pushes on waiting until after the budget is settled in Q4. It is a bit more 

trickier to conduct an impairment test Q3, however if not conducted in Q3 the financial 

reports risk to be materially wrong for three quarters of an period until the next audit, if not 

finding the material misstatements in time. The risk of finding material misstatements late in 

the audit process decreases by our ongoing dialogue and sound relationship.”  

“Discussions concerning the impairment tests are due rather late in the audit process, 

because the CFO conducts the impairment test in November- December after the budget is 

approved by the board. I audit the Q3 report, which the impairment tests are based on, and 

after that a dialogue with the CFO is initiated, concerning assumptions and estimations found 

in the test.”  
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4.6.2 Negotiating accounting estimates and related assumptions    

Negotiation encompasses bargaining, and presumes certain symmetry in the balance of power, 

in order for the negotiating parties to achieve a desired result (Beattie et al., 2001, p. 43). The 

CFO is the one who holds vast knowledge about the company and understands it fully; the 

auditor is the one who holds vast knowledge about standards and other regulations. If the 

CFO finds the auditor’s knowledge about the company and its operations satisfying, it is more 

likely that the CFO takes the auditor’s advice during a negotiation about for example the 

chosen WACC and growth rate (Gibbins et al., 2001; Gibbins et al., 2007). The CFO also has 

the opportunity to discuss and negotiate with the audit firm’s experts concerning key values, if 

not satisfied with the outcome of the auditor-CFO negotiation, using the “move” called 

“opinion shopping”. The auditor can attempt to “turn” this “move” by consulting the audit 

firm experts in advance of the CFO, in order to be on the same page as the firm’s accounting 

expertise (McCracken et al., 2008). However, the CFO knows that the auditor is the one with 

the outmost power to reject the CFO’s assumptions. CFO A provides an example of this by 

stating:  

 “I talk to the auditor continuously during the whole audit process and we start to discuss the 

technical parts of the goodwill impairment tests already in the autumn. I also discuss the cash 

flow model with the audit firms accounting experts in the corporate finance department. 

Mostly, our discussions evolve around key figures in the cash flow model, such as market rate 

of return, working capital and growth rate.”  

“I am very satisfied with our engaged audit firm and our auditor, we have had the same audit 

firm for a very long period of time and changed auditor now and then. The auditors 

understand us and the business in which we operate well. We try to resolve every 

disagreement or conflict as soon as it is approaching, in order to avoid a clash. If we did not 

try to resolve the disagreement, the auditor has the outmost power to say: no, we will resolve 

the matter this way, as it is reflects the standards better, and the matter will be resolved the 

way the auditor says.”  

The auditor is able to influence how the CFO identifies CGUs, in order to facilitate the audit 

or the accounting for goodwill. Identifying an asset’s CGU involves the CFO’s judgment and 

the CGUs shall be identified consistently through the years, unless a change is justified as it is 
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in this case, where a change provided increased transparency (IAS 36, Para. 66, 72, 80). CFO 

A illustrates this:  

“Some year ago, the auditor and I had discussions concerning how to identify the company 

segments and after that I have altered our way of identifying the CGUs to which goodwill is 

allocated. Now, a CGU is similar to that of a segment, which is followed up continuously in 

the business. Before, the CGUs were related to consumer basis and we did a follow up on the 

flows of revenue. The way of how the CGUs are identified now is believed to be more 

transparent, and I also find it to be easier to understand.” 

Based on the audit evidence the auditor needs to evaluate if the accounting estimates in the 

financial statements are reasonable or misstated in the context of the applicable financial 

reporting framework, IAS 36 (ISA 540, Para. 18). During the audit the auditor may identify 

circumstances which give rise to accounting estimates that the CFO failed to identify. The 

interviewed auditors however state that the CFOs often tend to be too aggressive in their 

prognosis, which can increase the risk of misstatements in the accounting estimates, rather 

than missing to conduct certain estimates. The CFO can make optimistic estimations when 

conducting goodwill impairment tests about future cash flows, far over what the auditor 

considers appropriate in order to have a chance to “move” the negotiation to an “in-between 

level”. The auditor can “turn” the negotiation towards the accounting standards and 

interpretations, where the auditor has expertise advantage (McCracken et al., 2008). The 

issues are continuously discussed with the CFO, but also with the audit committee and the 

client company board. Auditor A provides an example of this:  

“The largest issue at hand when auditing an impairment test is to audit how the CFO has 

calculated: 1) The WACC, since there are no direct guidelines to be found on how to do it in 

IAS 36. 2) The assumptions of future growth usually follow a “hockey-stick” line where the 

assumptions are not reinforced. 3) Too aggressive future growth and market prognoses. 

However, it is more common that the CFO is too aggressive when making assumptions which 

lead to wrong accounting estimates, than missing to conduct certain estimates. I often act as 

an advisor when the CFO asks questions about how a goodwill write down would affect the 

taxation of the company and how to handle the effects of the tax. These issues are primarily 

discussed with the CFO and later on with the audit committee and the board.”  
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Every key assumption made by the CFO and related estimate is negotiated with the auditor, 

where the auditor has to conclude if the estimates are reliable. CFO B describes this:  

“Every assumption made and used in the impairment test is run through with the auditor. The 

auditor especially looks at the assumptions made about future cash flows, growth rate, the 

historical assumptions made by the company, the WACC and so on. The last time the auditor 

looked at the impairment test, it was found the WACC was too high, but this is motivated due 

to the current recession. However, the auditor has said that we have to show that the business 

can enter more profitable levels or else our assumptions will not be regarded as reliable.”  

If finding the CFO’s projections as being too optimistic and the margins for the goodwill 

impairment test to be too narrow, goodwill may have to be written down if not a reasonable 

plan on how to monitor and deter the goodwill write down can be made. Auditor B illustrates 

this by stating:  

“If I find that the impairment test is based on too narrow margins, I ask the CFO to conduct 

an own sensitivity analysis, where the WACC and growth rate is changed with 1-2% up and 

down in order to see how it affects the outcome of the value of goodwill and if these new 

figures indicate that a write down is pressing. We both [the auditor and CFO] want to provide 

the financial market with correct figures and to do a good job, considering that we have to 

work as a team. If the impartment test shows that there might be a need for an write down of 

goodwill, the CFO and board supervises this more rigorously the following year. If I find that 

the company deviates from its prognoses and that the CFO does not make reasonable 

assumptions concerning goodwill impairment tests, even if the standard provides room for 

interpretations which allow more aggressive forecasts, it can solely be a reason for writing 

down goodwill.”  

When negotiating, especially when dealing with technical issues concerning for example the 

calculation of the WACC, negotiations are held in two steps. First, the client firm’s valuation 

experts negotiate with the audit firm’s valuation experts in advance, before letting the auditor 

and CFO negotiate the details of the discussed issue. The side who won the first negotiation, 

either the CFO’s experts or the auditor’s experts, was also the “winning” side of the second 

negotiation, where the auditor and CFO themselves negotiate in detail. This was found to be 

due to the usage of the first negotiation’s outcome as powerful evidence when entering the 

second negotiation. This finding adds knowledge to the negotiation research body found in 
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studies by Gibbins et al. (2001), McCracken et al. (2008) and Hellman et al. (2011), who 

stipulate that the auditor and CFO are the ones negotiating important accounting issues only 

amongst themselves. CFO A and Auditor A provide an example of this:  

“Key figures in the cash flow model, such as the WACC, are often first discussed between our 

[CFO’s] valuation experts and the audit firm’s valuation expert, before I or the auditor enter 

the discussion.” 

“Neither I nor the CFO need to be present when more technical details surrounding the 

impairment test are discussed. Instead our [audit firm’s] valuation experts and the client 

company’s valuation experts discuss the matter amongst themselves, before letting us [auditor 

and CFO] discuss and evaluate if the matter is solved in a proper manner. Let’s say that the 

issue under discussion is solved in favor of our [audit firm’s] experts, when entering 

discussion with the CFO, the issue will be solved in exactly the same. The experts’ discussion 

provides a basis for our [auditor and CFO] discussion and therefore the outcome of the two 

discussions will be the same.  

Conflicts or disagreements arising when negotiating certain key values are solved quickly by 

implementing a strategy in order to uphold optimistic values (Hellman, 2011), or else the 

auditor has to sign an unclean audit (Sweeney & Pierce, 2011; McCracken et al., 2008), which 

is uncommon. This would implicate that the CFO has failed to steward the interest of the 

shareholders. The strategy has to be documented as long with deviations from it and other 

important factors for the audit, if not, the auditor can face litigation, amongst reputational 

damage (Beattie et al., 2001). CFO C and Auditor C provide an example of this:  

 “We [the auditor and CFO] rarely have any conflicts or disagreements. I find it to be 

discussions concerning formalities which are something the auditor finds more important 

than I do. For example sometimes we can have heated discussions on how to present or 

account for certain key values of the impairment test.”   

“The discussion that follows is no bargaining, but more of a dialogue about key values and it 

is important that I as the auditor hold good knowledge of the company and its business 

environment in order to guide the dialogue. Sometimes the goodwill impairment tests does not 

lead to write downs even if they theoretically are supposed to, but instead a strategy is 

developed in order to for example reach an desired growth rate. Then I have to live with it 
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this audit period, and continue to audit the impairment test and the strategy the following 

period, in order to be able to state an opinion if the strategy has been implemented 

successfully and an write down has been avoided. When a storm is approaching it is 

important to discuss in a calm manner and highlight material issues, such as deviations from 

standards and rules. It is not a threat, but a reminder of that the assumptions made should be 

relevant and presented without any material misstatements or too optimistic assumptions 

about future profitability, or else I have to write an unclean audit in order to point to the 

found deviations.”  

“For example I sat on a meeting with the client company board where they discussed that one 

unit had a decline in profit, this was documented at the meeting and via a discussion with the 

board and CFO a strategy was evolved of how this decline was to be dealt with during the 

year. Deviations shall be documented, because if the strategy of dealing with the goodwill 

impairment is not implemented successfully the board shall not be able to ask, why did not the 

auditor discover this and warn us about it?”  

A sensitivity analysis is conducted in order to provide a solid ground for the assumptions 

made. If the sensitivity analysis shows that the margins of the goodwill impairment test are 

too narrow, and the relationship with the auditor is based on seeing the auditor as a “friend” 

and “expert advisor”, the value of goodwill is written down. CFO D and Auditor D describe 

this:  

“We rarely have any disagreements about assumptions made when conducting the goodwill 

impairment test. I conduct the test, and if the auditor finds some estimate to be too optimistic 

or the margins to be too narrow, I conduct a sensitivity analysis in order to be able to see how 

changes in the growth rate or WACC affects the value of goodwill. If the auditor finds the 

margins to be too narrow, as in the case of this year’s impairment, I have to write down the 

value of goodwill.”  

“I assess if the assumptions made by the CFO about the value of goodwill are reasonable. I 

need to evaluate and understand all the CFO’s assumptions and judgments when auditing the 

goodwill impairment test and the CFO needs to base the impairment test on material derived 

from the business combination. Even if the CFO finds the estimates to be “bullet proof” I still 

need to conduct a sensitivity analysis of the value of goodwill found in the impairment test, in 
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order to be able to value the CFOs assumptions. Often, the CFO does not conduct a 

sensitivity analysis unless asked to.”   

4.7 Summary of the findings  

Table 3 summarizes the findings; the auditor- CFO relationship context, negotiation tactics 

(“moves” made by the CFO, and “turns” made by the auditor) and their influence on the audit 

of goodwill impairment tests and possible write downs.  

4.7.1 Table 3. Summary of the findings; relationship contexts and their influence on the 

audit of goodwill impairment tests and possible write downs  

 Auditor A- CFO A Auditor B- CFO B Auditor C- CFO C Auditor D- CFO D 

Type of 

relationship  

 

 “Speaking partner”/ 

“Expert advisor” 

“Team”/ “Costumer-

supplier” 

“Costumer- supplier” “Friend”/ “Advisor” 

Negotiation 

tactics  

 

“Moves”:  

 “Opinion 

shopping” 

 Optimistic 

estimations 

 “Turns”:  

 Consulting the 

audit firm’s 

experts in 

advance of the 

CFO  

 Discuss the 

interpretation 

of accounting 

standards 

Moves”:  

 Optimistic 

estimations 

 Critique of 

IAS 36 

“Turns”:  

 Advising the 

CFO to adopt 

a strategy to 

uphold the 

optimistic 

values 

“Moves”:   

 Optimistic 

estimations 

  Critique of the 

auditor’s 

knowledge 

about the 

company 

 Critique of IAS 

36 

“Turns”:  

 Discuss the 

interpretation of 

accounting 

standards  

 Advising the 

CFO to adopt a 

strategy to 

uphold the 

optimistic 

values 

 Threatening to 

“Moves”:  

 Optimistic 

estimations 

“Turns”:  

 Discuss the 

interpretation 

of accounting 

standards 
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5 Discussion and concluding remarks  

5.1 The auditor-CFO relationship’s influence on the audit of goodwill impairment tests 

and possible write downs  

This research paper contributes to an increased understanding of how the auditor-CFO 

relationship influences the audit of goodwill impairment tests and possible write downs in 

Swedish listed companies, in accordance with IAS 36. The auditor-CFO relationship context 

and related negotiations are found to highly influence the audit of goodwill impairment tests 

and write downs, which is to a large extent compliant with prior social negotiation positioning 

research (Gibbins et al., 2001; McCracken et al., 2008; Hellman, 2011). The auditor-CFO 

relationship influences what is finally disclosed in the financial reports and thereby the 

financial value of a company, and the economic decisions of the users of the financial 

statements. Depending on how the auditor- CFO relationship is characterized and what role 

the auditor is ascribed in the relationship by the CFO, the impairment tests and possible write 

downs have different outcomes.  

 

The findings of this study indicate that all the respondents describe the auditor-CFO 

relationship as proactive, where the CFO initiates a consulting relationship with the auditor 

before the financial statements are completed. The CFO bestows power to the auditor to make 

sure that the financial statements are compliant with relevant standards and regulations. The 

sign an unclean 

audit 

Influence 

on the 

goodwill 

impairment 

tests  

 

Material misstatements 

are found in time 

 

Optimistic values are 

deterred  

Material misstatements 

are found in time 

 

Optimistic values are 

sustained  

Material misstatements 

are found in time 

 

Optimistic values are 

sustained  

Material misstatements 

are found in time 

 

Optimistic values are 

deterred 

Influence 

on the 

goodwill 

write 

downs 

 

A goodwill write down 

is conducted if needed, 

after discussing it with 

the auditor 

A goodwill write down 

is deterred by adopting 

a strategy to uphold 

optimistic values 

A goodwill write down 

is deterred by adopting a 

strategy to uphold 

optimistic values 

A goodwill write down 

is conducted if needed, 

after discussing it with 

the auditor 
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impairment test and possible write downs are seen as a co-creation with the auditor, because 

of the constant dialogue concerning different assumptions made in the impairment test. This 

constant dialogue and proactive climate is also believed to decrease the risk of finding 

material misstatements late in the audit process. The emphasis of the proactive relationship is 

put on adding value to the audit, by advising the CFO on how to interpret the standard IAS 36 

and how to evaluate different assumptions made in relation to the impairment test. This is 

done by providing consultation services, both within and outside the audit engagement, which 

can pose a threat to the auditor’s independence.  

Consultancy services, which are not directly connected to the audit, provided by the auditor in 

order to add value to the audit, can be viewed as a service which makes the auditor a less 

independent actor, especially due to the extra income provided by the client. This extra 

consulting service is however highly esteemed by the CFOs, who found the auditors’ advice 

to enhance the audit quality by assuring the correct interpretation of IAS 36 and correct 

forming of key values.  The CFO is the one with detailed knowledge about the company; the 

auditor is the one with detailed knowledge about standards and general knowledge about the 

auditee’s business. The auditor can thereby have a hard time detecting wrongly made 

interpretations. Auditors are consequently dependent on the cooperation of the CFOs; where 

honesty, mutual respect and trust is needed to create qualitative audits. Therefore, one can ask 

if the auditor’s role is to be entirely independent from the CFO and if this can be achieved at 

all when dealing with obscure standards such as IAS 36 and when the audit evidence is based 

on assumptions, which are dependent on the CFO’s judgment. It can be argued that the 

auditor cannot be entirely independent as long as the audit evidence is not, however this does 

not have to pose a threat to the auditor’s work when stating an opinion whether the financial 

statements provide a true and fair view of the company. Instead, this merely indicates that the 

traditional view of the auditor as an independent from the CFO should be revised.  

The findings show that the proactive relationship is divided into sub-categories; dependent on 

what role the CFO ascribed the auditor. The four found sub-categories of the auditor’s role are 

denoted: “friend”, “expert advisor”, “team- member” and “supplier of a service”. Although, 

irrespective of what role the auditor had, all of the interviewed CFOs were reluctant to 

conduct a goodwill write down, because this would be seen as a reputational failure of the 

CFO’s capability to make good deals when acquiring a company. The auditors however, 

found it to be their responsibility to balance the pressured CFOs when finding that the cash 
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flow prognosis are too optimistic, considering the chosen WACC and growth rate, and make 

the CFOs reevaluate their assumptions. Therefore negotiations with the auditor were initiated 

in order to enhance the chance of deterring a goodwill write down. Negotiations were found 

to be held in two steps. First, the client firm’s valuation experts negotiate with the audit firm’s 

valuation experts in advance, before letting the auditor and CFO negotiate the details of the 

discussed issue. The side who won the first negotiation, either the CFO’s experts or the 

auditor’s experts, was also the “winning” side of the second negotiation, where the auditor 

and CFO themselves negotiate in detail. This was found to be due to the usage of the first 

negotiation’s outcome as powerful evidence when entering the second negotiation. All of the 

interviewed CFOs made optimistic assumptions about future cash flows when conducting 

impairment tests which they tried to uphold by different negotiation tactics, “moves”. The 

auditor was the one who had to balance these optimistically made values by responding to the 

“moves” made by the CFO, by applying different “turns”. Even if the CFOs where seen to 

have more “moves” to chose between during negotiations, the auditors’ fewer “turns” were 

more powerful and thereby the auditor was found to have the final say in the negotiations 

about goodwill impairment tests and write downs.  

 

If the auditor holds the role of a “friend” and “expert advisor”, a goodwill write down is 

conducted, if the margins of the impairment test are found to be too narrow or changes in 

regulation indicate a write down has to be done. Although, if the auditor is ascribed the role of 

a “team-member” and “supplier of a service”, the optimistic values made by the CFO in the 

impairment test do not directly lead to a goodwill write down, instead a strategy is 

implemented in order to uphold the optimistic values, and thereby a goodwill write down is 

deterred. Due to the view of the CFO as the costumer of the audit service, whilst the auditor is 

the supplier of it, the auditor was found to be the relationship manager, keeping the CFO’s 

interest in mind. If keeping the CFO’s interest in mind, it might not be needed to write down 

goodwill this year, but instead recommend the CFO to adopt a strategy to deter the write 

down to the next year. The auditors who were in these roles (“team-member” and “supplier of 

a service”) are therefore regarded to have a smaller influence on the impairment tests and 

write downs. However, if the CFO was found to not implement the strategy correctly the 

following audit period, and the optimistic values are not upheld, a write down is conducted 

after discussions with the auditor and the client company board.  
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The traditional view of the auditor, posed by the agency theory discussed by Jensen and 

Meckling (1976), as being denoted the role of a “control mechanism” of the CFO’s work, is 

not applicable in this studied context. Instead, the findings indicate that recent studies, which 

apply the lens of social positioning negotiation research, are more relevant when studying the 

auditor- CFO relationship’s influence on the audit of goodwill impairment tests and possible 

write downs. However, no reactive relationship, which McCracken et al. (2008) found to be 

present in Canadian listed companies, where the auditor is viewed as a “police officer” of the 

CFO’s work, was either found in this study. This can be explained by the climate in which 

Swedish listed companies operate, where the auditor’s report is signed by the responsible 

auditor, instead of only the audit firm, as is the case of Canadian listed companies, and 

thereby the auditor’s name is available to the public. By having the auditor’s name available 

to the users of financial statements, the main “move” which can be used by CFOs of ending 

the relationship with the auditor, but not changing audit firm, is therefore harder to apply. 

Ending the relationship with the auditor would send a signal to the users of financial 

statements that the CFO was not satisfied with the auditor because of various reasons, which 

could affect the remuneration of the auditor. Although, this could also indicate that the CFO 

has not stewarded the shareholders equity, but instead behaved opportunistically, which the 

auditor found, and this is covered up by terminating the engagement with the auditor.  

5.2 Future research 

There are some areas concerning this phenomenon which are worth pursuing. The 

respondents described the negotiation process as fluid and evolving over time. Therefore, the 

influence of the auditor-CFO relationship on the audit of goodwill impairment tests and 

possible write downs would be better understood, if the relationship context was researched 

by using a longitudinal approach. Also using other methodological techniques then the one in 

this study could be of interest, such as observation, in order to be able to research the auditor 

and CFO pairs when entering discussions concerning goodwill impairment tests and possible 

write downs. In order to be able to generalize the findings of the auditor-CFO relationships 

influence on the audit of goodwill impairment tests and possible write downs, quantitative 

methods could be used were collecting macro data could be of interest. For example, the 

phenomenon could be investigated by collecting macro data of how many Swedish listed 

companies conduct impairment tests, for example by starting to collect data from when IAS 

36 was implemented in Sweden and continuing up to date. After that, one could try to 
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investigate why the companies conducted impairment tests (or why they did not) and how this 

was influenced by the auditor-CFO relationship, by adding qualitative methods, such as semi- 

structured interviews or observation, in order to be able to fully capture the phenomenon.  

All the respondents in this study are regarded to be in a long-term relationship and therefore 

the “shadow” negotiations discussed in the theory section were impossible to detect and 

discuss because the auditor and CFO did not remember how they usually entered the 

negotiations, only which tactics they used during the negotiations. By researching this in 

budding relationships, where an auditor is new to the CFO, it can be assumed that the shadow 

negotiations are easier to spot, in order to understand how the initial relationship parameters 

are set and their influence on the shaping of the relationship.  

The strategies used when negotiating are of interest when investigating the influence of the 

auditor-CFO relationship on the audit of goodwill impairment tests and write downs. These 

should be researched more in detail in order to understand how effective they really are in 

negotiations and how different negotiation tactics can be used in different relationships. Also 

one should investigate if the negotiation tactics and relationships change depending on 

different businesses in which the CFO operates in.  

The importance of other actors, such as the audit committee and the board, are factors which 

are not included in this study, because this study focuses on the prime relationship between 

the auditor and CFO. However, the other actors can pose different influences on the auditor-

CFO relationship when auditing goodwill impairment tests, by for example upholding the 

optimistic values or initiate a write down; thereby, this should be researched further.  

Finally, what is believed to have the largest impact on the auditor-CFO relationship and audit 

quality would be to thoroughly examine if the auditor views the CFO as the client, or the 

shareholders of the company, and how this influences audit of goodwill impairment tests and 

possible write downs.  

5.3 Limitations   

The findings of this study cannot be generalized, but only applied in a similar context, due to 

the nature of the study and because of the interviewed CFOs coming from a wide range of 

business, company sizes and financial sophistication. Hence, the interviewed CFOs may not 

be representative of all Swedish listed goodwill intense companies.  
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Appendix 

Interview guide- Auditor  

For how many years have you worked within the company?  

What is your current occupation? 

How many years of experience do you have within your occupation? 

In what way are you involved with auditing goodwill impairment testing and goodwill write 

downs?  

Can you describe how an audit of goodwill impairment testing is conducted? 

Have you provided the CFO with a model or principle for conducting the impairment test or 

advised the CFO on how to use an internally generated model?  

Has any of the impairment tests you have audited lead to goodwill write downs? 

Who or what function was involved when conducting the audit of impairment tests and 

possible write downs? 

How would you describe the discussions during the audit of impairment tests with the 

involved parties? Could you give an example of a discussion which influenced the impairment 

test or the conclusion of conducting a write down? 

For how long have you used IAS 36 Impairment of Assets?  

Can you explain and give examples of any difficulties you have had applying the standard? 

Has this influenced the goodwill impairment tests and write downs? 

Do you find the standard to be obscure? 

If you find IAS 36 to be an obscure standard, have you ever experienced that you interpret the 

standard differently from the CFO? If so, in what way and how did you resolve this? 

Have you helped the CFO to identify CGUs to which goodwill is allocated? Are they 

identified consistently through the years? If not, then why? 

What kinds of judgments and estimations are needed to conduct impairment tests? 

When the CFO estimates the recoverable amount for a CGU using cash flow projections, what 

do you regard to be of importance when auditing these accounting estimates?  

Do you encourage your client to conduct a sensitivity analysis when determining how the 

monetary amount of an accounting estimate varies with different assumptions? 

Describe the process if finding the CGUs value to be incorrect? Can you give an example of 

such a situation and how it was solved? 
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Have you during an audit identified circumstances that give rise to the need for accounting 

estimates that management failed to identify? 

Have you provided the CFO consultancy concerning any issues with the standard IAS 36 or 

the impairment testing process?  

Do you believe that providing both a regular audit and a consultancy service would harm your 

independence?  

How would you characterize a typical relationship between an auditor and CFO? 

If a conflict or disagreement with the CFO would arise, how will it be resolved? Can you give 

an example of a conflict/ disagreement and how the issue arose? 

Whose interests were influenced by the issues resolution?  

Was there a search for compromise when solving the issue?  

Where you satisfied with the outcome of the resolution?  

What approach did you use to ensure the CFO that your position was acceptable? 

Have conflicts with the CFO influenced the audit of impairment tests? 

Regarding decisions affecting the financial statements, do you find the CFOs voice as 

dominating? 

What do you as an auditor believe are the main factors to nourish a sound relationship with 

the CFO? 

Would you like to highlight or add something to the interview?  
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Interview guide- CFO 

For how many years have you worked within the company?  

What is your current occupation? 

How many years of experience do you have within your occupation? 

In what way are you involved with goodwill impairment testing and goodwill write downs?  

Can you describe how a goodwill impairment test is conducted within your company? 

Do you use a specific model or principle when conducting the impairment test? 

How did you come to use the model or principle? Is it internally generated?  

How many times per year do you conduct a goodwill impairment test? Is it conducted during 

the same time frame for every year? 

Has any of the impairment tests lead to a goodwill write down? 

Who or what function was involved when conducting the impairment test and possible write 

down? 

How would you describe the discussions during the impairment test with the involved parties? 

Could you give an example of a discussion which influenced the impairment test or the 

conclusion of conducting a write down? 

For how long have you used IAS 36 Impairment of Assets?  

Can you explain and give examples of any difficulties you have had applying the standard? 

Has this influenced the goodwill impairment test and write down? 

Do you find the standard to be obscure? 

If you find IAS 36 to be an obscure standard, have you ever experienced that you interpret the 

standard differently from the auditor? If so, in what way and how do you resolve this? 

How do you identify CGUs to which goodwill is allocated? Are they identified consistently 

through the years? If not, then why? 

Can you describe a write down for a CGU? 

What kinds of judgments and estimations are needed to conduct impairment tests? 

What method do you use when estimating the recoverable amount for a CGU?  

If you estimate the recoverable amount for a CGU using cash flow projections, what do you 

regard to be of importance?  
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How do you adjust cash flows for risk when determining the recoverable amount using 

estimation of cash flows?  

Do you believe that auditors in general have a good knowledge about their client in order to 

understand and audit the value of the CGUs?  

Describe the process if the auditor finds the CGUs value to be incorrect? Can you give an 

example of such a situation and how it was solved? 

Have you consulted your auditor concerning any issues with the standard IAS 36 or the 

impairment testing process?  

How would you characterize your relationship to your auditor?  

If a conflict or disagreement with the auditor would arise, how will it be resolved? Can you 

give an example of a conflict/ disagreement, how the issue arose and how it was resolved? 

Whose interests were influenced by the issues resolution?  

Was there a search for compromise when solving the issue?  

Where you satisfied with the outcome of the resolution?  

What approach did you use to ensure the auditor that your position was acceptable? 

Have conflicts with the auditor influenced the audit of impairment tests and the tests 

themselves? 

What do you as a CFO believe are the main factors to nourish a sound relationship with the 

auditor? 

Would you like to highlight or add something to the interview?  

 


