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Abstract 

David E. Vance did research on “Return on Goodwill.”  He found that return on assets for 

companies with goodwill was higher than that for companies without goodwill, thereby 

demonstrating that goodwill contributes to corporate profitability.   Further, Vance studied the 

return on assets by industry and generally found the same results; exceptions were not systemic. 

I replicate and extend Vance’s work.  First, his results may be contaminated because the 

data included in his study are from both pre-FASB 141 and post-FASB 141 years. The FASB 

issued Statement No. 141 in June 2001 and became effective for firms in December 2001.  

Vance’s data are drawn from 1995 to 2004.  By choosing firms from the period 2001-2010, I can 

avoid  this possible contamination. 

Second, I extend Vance’s study by looking at cash flow from operating activities (CFO) 

in addition to earnings before income taxes (EBIT).  I scale these variables not only by total 

assets (TA) but also by shareholder’s equity (SHE).  Vance examined only EBIT/TA.  I research 

EBIT/TA, CFO/TA, EBIT/SHE, and CFO/SHE.  These extensions attempt to assess whether 

Vance’s results are sensitive to his one specification. 

The major empirical findings are: 

(a) As Vance found in his study for all industries and for all 10 years, except for minor 

random differences, return on assets is significantly greater for companies with goodwill 

than those without goodwill. This is also true for CFO/total assets.   

(b) For manufactruing and service companies, return on equity is also siginificantly greater 

for companies with goodwill than those without goodwill. This is also true for 

CFO/shareholder’s equity.  But transportation, retail, and financial service companies 



 

ii 
 

generally do not exhibit any statistically significant difference in any industry for 

companies with goodwill and companies without goodwill. 

 The major conclusion from the empirical analysis is that: All companies with goodwill 

have higher returns on assets than the companies without goodwill. Companies with goodwill in 

manufacturing and services industries generate greater returns on shareholder’s equity than those 

without goodwill. So those companies with goodwill have enough residual profit to pay 

shareholders an incremental return after they pay off the incremental interest to creditors. 

Companies with goodwill in transportations, retails and financial services are financing the 

mergers and acquisitions with debt, so they are generating extra returns on assets to cover 

incremental interest fully or partially. Once they pay interest, however, companies with goodwill 

in these industries do not have enough residual profit to pay shareholders significantly higher 

returns relative to the companies without goodwill.   
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1. Introduction 

Goodwill is a residual value (Hamlen, Huefner, and Largay, 2010, pp.38-41). It is the 

difference between the purchase price of a company and the fair value of its net assets. This 

difference is booked as an asset under authority of Financial Accounting Standards Board 

(FASB) Statement of Accounting Standards (SFAS) No. 141 and No. 142. The argument for 

goodwill is that acquirers pay the fair market value of firms and the difference between the 

purchase price and the fair market value of acquired net assets represents a premium for the skills 

of management and other value not captured by other identifiable resources. 

David E. Vance (Rutgers University School of Business Camden) published his paper 

“Return On Goodwill” in the Journal of Applied Business Research in March 2010. He 

compared two groups of companies: those with goodwill and those without goodwill, as well as 

companies with high goodwill and no goodwill.  In his conclusion, companies with booked 

goodwill and with high goodwill performed at least as well as, and frequently better than, 

companies without goodwill.  Vance measured performance as return on assets; specifically, 

earnings before interest and taxes divided by total assets.  He concludes that goodwill is a rent-

generating asset. 

In Vance’s research, there exists a possible contamination. SFAS No.141 and 142 came out 

in June 2001, replacing the old rule—APB Opinion 16. On the FASB website, it stated: “The 

provisions of this statement reflect a fundamentally different approach to accounting for business 

combinations than was taken in Opinion 16,” (SFAS 141). The single-method approach used in 

this statement reflects the conclusion that virtually all business combinations are acquisitions and 

thus, all business combinations should be accounted for in the same way that other asset 

acquisitions are accounted for—the values exchanged.  The new rule changes the accounting for 
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business combinations in Opinion 16 in several significant respects: the FASB eliminated 

pooling of interests and it required the expensing of merger costs.   

These differences between APB Opinion 16 and SFAS 141 and SFAS 142 might limit 

Vance’s conclusions.  He sampled firms from the ten year period of 1995 to 2004, but FASB No. 

141 and No. 142 was published in 2001; therefore, the different accounting methods that 

companies used before 2001 and after 2001 may have materially impacted the results.   By 

choosing firms from the time period 2001-2010, I will avoid this possible problem. 

I first replicate Vance’s work for the time period 2001-2010.  I employ return on assets 

defined in the same manner as Vance.  I employ a t-test for the equality of mean return on assets 

for the two groups, companies with and without goodwill.  

I extend Vance’s work by using cash flow from operating activities (CFO) in addition to 

earnings before income taxes (EBIT).  To the extent that EBIT is correlated with CFO, the 

results should be similar for the two metrics.  To the extent that accruals and deferrals drive apart 

EBIT and CFO, the results will differ. 

Finally, I extended Vance’s work by scaling EBIT and CFO by shareholder’s equity (SHE) 

as well as total assets (TA).  Dividing the asset flow measures by TA yields a return to the firm, 

which is a yield to all providers of capital.  Dividing the two asset flow measures by SHE 

produces a return to the shareholders, which might differ from the return to the firm. 

The contributions of this study are to demonstrate whether the impact of goodwill on 

company performance is measurable and to analyze variability of that impact industry by 

industry. 
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Section 2 of this thesis presents the literature review. Section 3 discusses the research 

question. Section 4 describes the data and methodology applied.  Section 5 presents the empirical 

analysis and tables.  Section 6 summarizes the results and conclusions. 

2. Literature Review 

Goodwill has been a hotly debated topic in accounting for many decades. Some argue that 

goodwill is simply a plug figure that has no real value (Lander and Reinstein, 2003; Massoud 

and Raiborn, 2003) and that goodwill should be written off immediately (Catlett and Olson, 

1968). Some suggest that goodwill represents an overpayment (Johnson and Petrone, 1998),. 

Some claim that goodwill does not fit the definition of an asset, which is an account that 

represents resources that generate future revenue (Samuelson, 1996; Schuetze, 1993).  

As goodwill is that part of the purchase price that is left after all the tangible and identified 

intangible assets have been fair-valued, a high proportion of goodwill left implies that there is a 

risk that there has been a failure to identify and fully value intangible assets. An alternative 

possibility is that the price paid was too high, in which case the overpayment is allocated to 

goodwill. It can take several years to identify overpayments and management is usually reluctant 

to acknowledge that mistakes have been made. History is littered with examples of poor 

acquisitions such as that of AOL by Time-Warner and, in Europe, Mannesmann by Vodafone 

(SFAS 141: The first 5 years). 

One significant controversial issue is that SFAS 141 does not require any description of the 

factors which justify the amount paid for goodwill.  Some strongly believe that it is in the 

interests of shareholders that this information should be provided and that SFAS 141 should be 

better drafted in this respect (SFAS 141: the first 5 years). 
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In Vance’s research, he empirically researched thirty-eight industries to assess whether 

goodwill is a rent generating asset. Through two groups of tests on metrics: companies with 

goodwill vs. companies with no goodwill and companies with high goodwill vs. companies with 

no goodwill. The companies with booked goodwill and with high goodwill performed as well as, 

or better than, companies without booked goodwill.  Vance concludes that these results refute the 

theory that goodwill is simply a plug number. 

These discussions center on the question whether goodwill can contribute to future revenue 

or profit generating in a measurable way. If goodwill can contribute to future revenue or profit 

generation in a measurable way, then one may conclude that goodwill is an asset.  If it cannot 

generate future benefits, goodwill is not an asset. 

3. Research Question 

Goodwill is a residual value, which makes it very difficult to measure its ability to generate 

future revenue. If goodwill can generate future revenue, then companies with booked goodwill 

should perform comparably to companies without booked goodwill. How to measure the 

company performance is the problem that this study will examine. Return on assets (ROA), 

return on equity (ROE), cash flow from operations over total assets (CFA), cash flow from 

operations over equity (CFE) are four good measures of the overall profitability of a company. 

The ROA ratio shows a company’s ability to generate profit per dollar of assets. The ROE ratio 

shows the company’s profitability per dollar of stockholder investment. Cash flows from 

operations over either total assets or shareholders’ equity indicate the company’s ability to 

generate cash per dollar of assets or per dollar of shareholders’ investment. 

The research question in this thesis is: Do the companies with booked goodwill percentage 

have a higher return than the companies with no booked goodwill? I distinguish between the two 
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groups by using the percentage of goodwill, which is measured by goodwill/total assets, using 

0.01 as my threshold.  Goodwill firms goodwill have at least one percent of their total assets in 

goodwill; non-goodwill firms have less than one percent of their total assets in goodwill. 

4. Data and Methodology 

4.1.    Firms employed 

Return on assets was analyzed for the ten year period 2001 to 2010. Firms on the Compustat 

North American database that had the necessary data were employed in this study.  To avoid 

meaningless results for return on equity and potential problems with shareholders’ equity close 

to zero, I eliminated firms with stockholders’ equity less than $1 million.  To be consistent with 

Vance’s study, I also eliminated firms with total assets less than $20 million.  This also will 

reduce the number of outliers in the remaining data set.  I also restrict firms to those whose fiscal 

year ends on December 31. 

Firms with incomplete information during a particular year were eliminated from the sample 

for that year.  A company eliminated in one year may still be included in the set of firms for 

another year if it meets the data requirements for that year.  Companies thus may be employed 

for some or all of the years in this study. 

This study will group the firms into industries as there may be industry effects when 

comparing the goodwill firms with the non-goodwill companies.  A common way of 

implementing this is via the Standard Industry Classification (SIC) system, as developed by the 

federal government.  (In addition to the Vance study, Fama and French (1997) illustrates the 

utilization of the SIC codes in the design of their empirical study.)  This classification system 

assigns a four digit standard industrial codes to a variety of industries.  As explained in 

Wikipedia (“Standard Industrial Classification”): 
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“The SIC codes can be grouped into progressively broader industry classifications: industry 

group, major group and division. The first 3 digits of the SIC code indicate the industry group, 

and the first 2 digits indicate the major group. Each division encompasses a range of SIC codes: 

for instance, the division of manufacturing holds all SIC codes with the first two digits between 

20 and 39. To look at a particular example of the hierarchy, SIC code 2024 (ice cream and frozen 

desserts) belongs to industry group 202 (dairy products), which is part of major group 20 (food 

and kindred products), which belongs to the division of manufacturing.” 

This study puts firms into eight broad industry groups based on the first digit of the SIC code.  

The industry groups are: mining and construction, manufacturing (food, textile, lumber, 

chemical), manufacturing (rubber, metal, machinery, electrical), transportation, wholesale and 

retail trade, financial industries, services (hotels, automobile, amusement) and services (health, 

legal, education).  I omit the broad group with the first digit 0 or 9 because there were few firms 

in these two sectors. 

The SIC code and industry type are listed in Table 1 as shown below. 

Table 1: SIC Code and Industry Type 

SIC Code Industry Type 

1,000 – 1,999 Mining and Construction 

2,000 – 2,999  Manufacturing (food, textile, lumber, 

chemical) 

3,000 – 3,999 Manufacturing (rubber, metal, machinery, 

electrical) 

4,000 – 4,999 Transportation 

5,000 – 5,999 Wholesale and Retail Trade 

6,000 – 6,999 Financial Industries 

7,000 – 7,999 Services (hotels, automobile, amusement) 

8,000 – 8,999 Services (health, legal, education) 
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4.2.    Ratios employed 

This study focuses on the performance of goodwill versus non-goodwill firms.  I obtain 

goodwill and total assets for each entity.  For each firm-year in the sample I compute the 

goodwill as a percentage of total assets.  Goodwill firms goodwill have at least one percent of 

their total assets in goodwill, and non-goodwill firms have less than one percent of their total 

assets in goodwill. 

The variables of interest are EBIT/TA, EBIT/SHE, CFO/TA, and CFO/SHE.  Thus, I need to 

obtain EBIT, CFO, TA, and SHE for each firm-year to compute these four ratios. 

Specifically, in a given year and a given industry, for each firm meeting the data 

requirements of stockholders’ equity at least $1 million and total assets at least $20 million, I 

extracted Goodwill, EBIT, CFO, TA, and SHE from the Compustat database.  Goodwill is Data 

Item 328 on the Compustat file; total assets is Data Item 90; EBIT or operating income after 

depreciation is Data Item 570;  shareholders’ equity is Data Item 734; and cash from operating 

activities is Data Item 557. 

 

4.3.    Null and alternative hypotheses 

The general purpose of this study is to examine the profitability of goodwill and non-

goodwill firms.  The profitability metrics are operating income to assets, cash flow to assets, 

operating income to equity, and cash flow to equity.  Operating income is operationalized as 

earnings before and interest, similar to what Vance did. 

I first replicate Vance’s study by exploring the return on assets for the goodwill firms and for 

the non-goodwill firms.  I then examine three variations to this metric, as discussed above.  The 

four hypotheses, in null form, is: 
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H1: ROANGW = ROAGW 

H2: ROENGW = ROEGW 

H3: CFANGW = CFAGW 

H4: CFENGW = CFEGW 

 

where ROA denotes return on assets, ROE is return on equity, CFA stands for cash flow/total 

assets, and CFE denotes cash flow to equity.  GW signifies the goodwill firms, and NGW 

indicates the non-goodwill firms. ROAGW stands for the mean ROA for the goodwill group of 

firms, while ROANGW denotes the mean ROA for the non-goodwill group, and similarly for the 

other constructs. 

If goodwill is truly an asset, then it should generate economic rents as Vance described.  If 

this is so, then one might expect goodwill firms to produce higher return metrics than the non-

goodwill companies.  This suggests that the hypotheses will be tested against one-tailed 

alternatives.  Thus, the corresponding alternative hypotheses are: 

 

H1A: ROANGW  < ROAGW 

H2A: ROENGW  <  ROEGW 

H3A: CFANGW  <  CFAGW 

H4A: CFENGW  <  CFEGW 

 

The “<” sign in each hypothesis indicates that this is a one-tailed test. In particular, if a 

difference exists, the mean return metric should be higher for the goodwill firms. 

A Type 1 error is the error of rejecting the null hypothesis when the null hypothesis is true.  

Some studies set a probability value or p-value for this Type 1 error, which is also called alpha.  
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If the p-value is .05, that is, if alpha equals .05, then the probability of committing a Type 1 error 

is 5 percent.  Given a particular alpha, one obtains a relevant threshold and compares some 

statistic with this threshold and decides whether or not to reject the null hypothesis. 

A variation is to compute the relevant statistic and report the probability of a Type 1.  This is 

what I do in Tables 2-11.  For example, if the p-value is 0.04, one would interpret this as a 4% 

chance of observing a difference in means as large as observed even if the two population means 

(goodwill and non-goodwill firms) are identical.  In other words, repeated experiments from the 

same populations would lead to a difference smaller than one observed 96% of the time but 

larger than the difference observed in 4% of experiments. 

 

4.4   Statistical method 

I test the hypotheses with the the test for equality of means assuming equal variances 

(Mason, Lind and Marchal 1999, pp.320-323).   The test statistic is: 

 

where Y1 and Y2 are the sample means and N1 and N2 are the number of firms in each group.  

And 

 

 

where sp  
 
is the pooled standard deviation assuming equal variances and s1 and s2 are the sample 

standard deviations. 
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I used Excel to compute the test statistics. The data analysis function in Excel generated 

the p-value of each 10 year data set.  Excel outputs the sample means, the sample variances, the 

number of firms in each group, the t-statistic, and the p-value. 

5. Empirical Analysis 

From the t-test for two samples assuming equal variances on ROA, ROE, CFA and CFE, I found that 

ROA and CFA generally are significant, but ROE  CFE are significant for some industries but not for 

others.  For most of the years, p-value of the return on total assets appears statistically significant. 

Most of the p-values were less than the 0.05 threshold. If the 0.10 threshold is chosen, then all 10 

years appear to be significant for all industries in general. Therefore, I can reject the null 

hypotheses of H1: ROANGWi = ROAGWi and H3: CFANGWi = CFAGWi , and accept the alternate 

hypotheses of H1A: ROANGWi < ROAGWi and H3A: CFANGWi < CFAGWi.  I may conclude that 

companies with booked goodwill have higher operating income return on assets and higher cash 

flow from operating activities return on assets than the companies with no booked goodwill.  

For most of the years, p-value of the return on shareholders’ equity appears to be not 

statistically significant. Most of the p-values were greater than the 0.05 threshold. Therefore, the 

null hypotheses of H2: ROENGWi = ROEGWi, H4: CFENGWi = CFEGWi cannot rejected. I may 

conclude that companies with booked goodwill do not have higher return on shareholder’s equity 

than the companies without booked goodwill. This is true for all 10 years.  However, there is an 

industry effect.  Manufacturing and service firms frequently display a statistically significant 

difference between these returns, the mining and construction industry has a difference half the 

time but no difference for the other five years, while retail, transportation, and financial service 

firms generally do not have a difference between the means of the goodwill and non-goodwill 

companies. 
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On each of the tables shown below, n-no GW column represents number of companies which 

have goodwill percentage (goodwill/total assets) less than 0.01; n-GW column represents number 

of companies which have goodwill percentage greater than or equal to 0.01. There are four big 

categories of testing, EBIT/TA, EBIT/SHE, CFO/TA and CFO/SHE. Within each category, I 

tested the mean return of the companies with no goodwill versus the mean return of the 

companies with goodwill.  Within the table, I display these means and the p-value (one-tailed 

test). This test is done for all companies, which met the selection criterias, reported on 

Compustat from 2001 to 2010 with the fiscal year ended on December 31.    
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Table 2: 2001 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 243 68 0.03 0.08 0.02 0.05 0.51 0.00 0.13 0.10 0.01 0.30 0.05 0.00 

2000-2999 696 183 (0.48) 0.02 0.00 0.47 0.12 0.35 (0.23) 0.04 0.00 (0.50) 0.19 0.14 

3000-3999 499 439 (0.07) 0.02 0.00 (0.12) 0.13 0.00 (0.01) 0.06 0.00 0.00 0.24 0.00 

4000-4999 632 201 (0.29) (0.03) 0.05 0.41 0.30 0.83 (0.15) 0.03 0.07 0.28 0.39 0.13 

5000-5999 219 171 (0.72) 0.03 0.00 (0.60) 0.00 0.08 (0.22) 0.06 0.02 (0.51) 0.17 0.06 

6000-6999 600 177 (0.08) 0.02 0.03 0.18 0.12 0.79 (0.04) 0.04 0.02 0.07 0.13 0.20 

7000-7999 371 246 (0.19) (0.11) 0.00 (0.30) (0.18) 0.04 (0.05) 0.00 0.00 (0.02) 0.09 0.03 

8000-8999 83 82 (0.05) 0.05 0.00 (0.05) 0.23 0.00 0.02 0.07 0.03 0.13 0.21 0.09 
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Table 3: 2002 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 337 85 (0.52) 0.04  0.05  (0.15) 0.03  0.13  (0.29) 0.03  0.08  0.04  0.18  0.11  

2000-2999 277 325 (0.16) 0.05  0.00  (0.15) 0.25  0.00  (0.11) 0.06  0.00  (0.07) 0.27  0.00  

3000-3999 347 536 (0.09) 0.03  0.00  (0.14) 0.13  0.00  (0.02) 0.07  0.00  0.02  0.22  0.00  

4000-4999 556 257 (0.29) 0.01  0.02  0.17  0.08  0.89  (0.08) 0.06  0.04  0.25  0.09  0.97  

5000-5999 175 188 (0.84) 0.06  0.04  0.10  (0.07) 0.82  (0.22) 0.07  0.04  (0.39) (0.16) 0.19  

6000-6999 580 197 (0.19) 0.06  0.00  0.28  0.20  0.82  (0.07) 0.07  0.00  (0.05) 0.23  0.07  

7000-7999 215 336 0.00  0.05  0.00  (0.10) 0.06  0.02  0.00  0.03  0.02  0.05  0.16  0.03  

8000-8999 49 115 (0.13) 0.07  0.00  (0.32) 0.21  0.00  (0.04) 0.08  0.00  (0.13) 0.22  0.00  
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Table 4: 2003 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 353 100 (0.54) 0.05  0.08  0.05  0.11  0.21  (0.01) 0.09  0.01  0.09  0.22  0.15  

2000-2999 295 332 (0.15) 0.06  0.00  (0.22) 0.26  0.00  (0.11) 0.07  0.00  (0.14) 0.26  0.00  

3000-3999 320 560 (0.06) 0.04  0.00  (0.15) 0.15  0.00  (0.02) 0.06  0.00  (0.05) 0.19  0.00  

4000-4999 443 217 0.06  0.06  0.77  0.19  0.25  0.03  0.08  0.10  0.01  0.27  0.41  0.00  

5000-5999 99 158 0.06  0.07  0.12  0.19  0.27  0.07  0.09  0.08  0.86  0.24  0.29  0.12  

6000-6999 582 203 (0.30) 0.07  0.06  0.24  0.26  0.24  (0.02) 0.08  0.08  0.06  0.31  0.11  

7000-7999 153 345 0.00  0.02  0.08  0.00  0.13  0.07  0.04  0.06  0.09  0.12  0.21  0.06  

8000-8999 41 120 (0.10) 0.07  0.00  (0.09) 0.16  0.00  (0.01) 0.07  0.00  0.08  0.18  0.05  
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Table 5: 2004 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 331 118 (0.68) 0.06  0.03  0.46  0.14  0.83  (0.30) 0.09  0.07  (0.22) 0.24  0.12  

2000-2999 399 356 (0.29) 0.04  0.00  (0.48) 0.16  0.00  (0.22) 0.05  0.00  (0.36) 0.16  0.00  

3000-3999 309 580 (0.02) 0.06  0.00  0.01  0.16  0.00  0.00  0.05  0.00  0.02  0.13  0.00  

4000-4999 509 253 (0.57) 0.05  0.06  0.05  0.39  0.03  (0.14) 0.08  0.05  0.68  0.43  0.82  

5000-5999 107 168 0.06  0.08  0.05  0.17  0.26  0.01  0.06  0.07  0.14  0.15  0.20  0.12  

6000-6999 1044 409 (0.21) 0.04  0.07  0.32  0.25  0.85  (0.07) 0.04  0.05  0.33  0.16  0.85  

7000-7999 186 432 (0.12) 0.00  0.00  (0.23) 0.08  0.00  (0.06) 0.05  0.00  (0.11) 0.12  0.00  

8000-8999 50 133 (0.11) 0.06  0.00  (0.15) 0.16  0.00  (0.03) 0.06  0.00  (0.04) 0.17  0.00  
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Table 6: 2005 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 281 123 (0.04) 0.08  0.00  0.05  0.19  0.03  0.03  0.11  0.00  0.15  0.25  0.04  

2000-2999 383 351 (0.28) 0.04  0.00  (0.43) 0.18  0.00  (0.24) 0.05  0.00  (0.37) 0.19  0.00  

3000-3999 399 603 (0.11) 0.05  0.00  (0.24) 0.14  0.00  (0.09) 0.04  0.00  (0.23) 0.13  0.00  

4000-4999 419 230 0.06  0.07  0.08  0.18  0.26  0.03  0.07  0.07  0.50  0.25  0.34  0.00  

5000-5999 110 160 0.03  0.08  0.01  0.17  0.20  0.18  0.04  0.07  0.03  0.18  0.16  0.79  

6000-6999 992 426 (0.14) 0.04  0.10  0.25  0.26  0.21  (0.03) 0.03  0.05  0.06  0.18  0.01  

7000-7999 157 435 (0.10) 0.02  0.00  (0.19) 0.09  0.00  (0.03) 0.05  0.00  (0.06) 0.15  0.00  

8000-8999 40 137 (0.07) 0.05 0.00 (0.05) 0.09  0.05  (0.03) 0.06  0.00  0.01  0.14  0.03  
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Table 7: 2006 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 299 136 (0.64) 0.10  0.03  0.24  0.21  0.76  (0.31) 0.12  0.04  0.20  0.30  0.23  

2000-2999 387 352 (0.31) 0.05  0.00  (0.54) 0.18  0.00  (0.23) 0.06  0.00  (0.38) 0.19  0.00  

3000-3999 365 600 (0.11) 0.05  0.00  (0.23) 0.13  0.00  (0.08) 0.05  0.00  (0.18) 0.11  0.00  

4000-4999 412 235 0.06  0.07  0.04  0.22  0.22  0.50  0.08  0.10  0.00  0.30  0.32  0.15  

5000-5999 99 162 0.06  0.06  0.70  0.24  0.13  0.92  0.03  0.06  0.00  0.12  0.15  0.17  

6000-6999 898 446 (0.01) 0.04  0.02  0.26  0.16  0.50  (0.01) 0.03  0.02  0.08  0.05  0.81  

7000-7999 140 427 (0.11) 0.02  0.00  (0.18) 0.03  0.00  (0.01) 0.06  0.00  0.05  0.12  0.08  

8000-8999 41 132 (0.16) 0.05  0.00  (0.22) 0.16  0.00  (0.10) 0.06  0.00  (0.19) 0.17  0.00  
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Table 8: 2007 Performance Analysis  

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 303 131 (0.53) 0.08  0.00  (0.53) 0.25  0.05  (0.18) 0.11  0.00  (0.14) 0.28  0.04  

2000-2999 395 332 (0.33) 0.05 0.00 (0.60) 0.21  0.00  (0.23) 0.21  0.00  (0.38) 0.06  0.00  

3000-3999 336 591 (0.10) 0.04  0.00  (0.21) 0.11  0.00  (0.06) 0.05  0.00  (0.11) 0.13  0.00  

4000-4999 406 237 0.05  0.07  0.06  0.27  0.24  0.84  0.07  0.09  0.00  0.31  0.35  0.14  

5000-5999 91 158 0.03  0.05  0.14  0.08  0.07  0.74  0.04  0.06  0.13  0.10  0.13  0.14  

6000-6999 811 458 (0.07) 0.04  0.07  0.12  0.26  0.04  (0.04) 0.04  0.06  0.10  0.19  0.11  

7000-7999 137 407 (0.06) 0.02  0.00  (0.13) 0.05  0.00  0.00  0.07  0.00  0.07  0.15  0.04  

8000-8999 56 135 (0.48) (0.03) 0.00  0.12  0.32  0.14  (0.29) (0.01) 0.00  0.10  0.47  0.10  
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Table 9: 2008 Performance Analysis  

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 312 113 (0.80) 0.08  0.03  (0.35) 0.16  0.09  (0.29) 0.12  0.02  0.19  0.28  0.15  

2000-2999 359 294 (0.36) 0.05 0.00 (0.78) 0.27  0.00  (0.29) 0.06  0.00  (0.61) 0.25  0.00  

3000-3999 389 517 (0.13) 0.04  0.00  (0.26) 0.14  0.00  (0.09) 0.06  0.00  (0.17) 0.18  0.00  

4000-4999 441 250 (0.56) 0.07  0.06  (0.20) (0.64) 0.87  (0.18) 0.10  0.08  0.13  (0.24) 0.89  

5000-5999 105 156 (0.10) 0.07  0.00  0.51  0.18  0.90  (0.01) 0.08  0.00  0.64  0.13  0.94  

6000-6999 820 412 (0.28) 0.03  0.05  0.18  (0.39) 0.95  (0.07) 0.03  0.04  0.18  0.01  0.84  

7000-7999 149 340 (0.09) 0.04  0.00  (0.18) 0.16  0.00  (0.03) 0.09  0.00  (0.03) 0.29  0.00  

8000-8999 38 118 (0.12) 0.07  0.00  (0.16) 0.28  0.00  (0.05) 0.09  0.00  (0.02) 0.32  0.00  

 

 

 

 

 

 

 



 

20 
 

Table 10: 2009 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 218 113 (0.06) 0.03  0.00  (0.16) 0.06  0.00  0.04  0.11  0.00  0.16  0.22  0.05  

2000-2999 235 288 (0.07) 0.06 0.00 (0.23) 0.23  0.00  (0.05) 0.08  0.00  (0.10) 0.28  0.00  

3000-3999 292 486 (0.03) 0.03  0.00  (0.10) 0.08  0.00  0.01  0.08  0.00  0.01  0.21  0.00  

4000-4999 390 211 0.05  0.07  0.00  0.17  0.29  0.00  0.08  0.10  0.01  0.28  0.43  0.00  

5000-5999 105 147 (0.02) 0.06  0.00  0.14  (0.21) 0.88  0.01  0.10  0.00  0.54  0.20  0.95  

6000-6999 826 365 (0.33) 0.03  0.06  0.30  0.08  0.87  (0.24) 0.04  0.08  (0.20) 0.10  0.14  

7000-7999 117 311 0.03  0.06  0.00  0.10  0.17  0.04  0.06  0.11  0.00  0.24  0.28  0.12  

8000-8999 60 83 0.04  0.08  0.04  0.04  0.30  0.02  0.07  0.10  0.07  0.14  0.37  0.04  
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Table 11: 2010 Performance Analysis 

  
  
  

  
EBIT/TA 
  

  
EBIT/SHE 
  

  
CFO/TA 
  

  
CFO/SHE 
  

Industry 
n-no 
GW  

n-
GW 

mean-
no GW 

mean -
with 
GW 

P-
value 

mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

 
mean - 
no GW 

mean -
with 
GW 

P-
value 

1000-1999 267 112 (0.58) 0.06  0.05  0.09  0.10  0.23  (0.10) 0.09  0.00  0.32  0.19  0.83  

2000-2999 383 304 (0.50) 0.05 0.00 (0.05) 0.08  0.07  (0.37) 0.05  0.00  (0.08) 0.00  0.15  

3000-3999 364 525 (0.23) 0.04  0.00  (0.22) 0.11  0.00  (0.13) 0.05  0.00  (0.18) 0.09  0.00  

4000-4999 398 243 (0.35) 0.07  0.08  0.17  0.15  0.78  (0.31) 0.10  0.09  0.17  0.23  0.18  

5000-5999 155 83 (0.02) 0.07  0.03  (0.42) 0.25  0.06  0.04  0.07  0.05  (0.28) 0.21  0.06  

6000-6999 783 346 (0.19) 0.04  0.06  (0.13) 0.19  0.11  (0.14) 0.04  0.06  0.30  0.17  0.85  

7000-7999 163 366 (0.50) 0.04  0.00  0.02  0.08  0.20  (0.30) 0.08  0.00  0.14  0.26  0.16  

8000-8999 54 105 (0.21) 0.07  0.00  (0.27) 0.05  0.06  (0.10) 0.09  0.00  0.27  0.09  0.90  
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6. Conclusion 

Return on assets is alsmost always significant across all ten years and all industries. This 

replicates Vance’s research. Cash flow over total assets also supports this finding. This proves 

that it does not matter if return is measured as income or as cash flow from operations in this 

context.  

Return on equity is usually significant for SIC code 2,000-2,999, 3,000-3,999, 7,000-7,999, 

8,000-8,999, which are manufacturing industries and service industries. Return on equity is 

usually not significant (when α= 0.10) for transportations (SIC Code: 4,000-4,999), retails 

(5,000-5,999) and financial service industries (6,000-6,999). Half of the firms have return on 

equity significant in mining and construction (1,000-1,999), and half of them do not. Cash flow 

over shareholder’s equity mimics return on equity. So it does not matter if return is measured as 

income or as cash flow from operations. 

Year-to-year affects mean returns as firms follow the business cycle, but the results 

mentioned above are no different here. In other words, the difference between the means is not 

affected by the business cycle. 

The major conclusion from the empirical analysis is that: All companies with goodwill have 

higher returns on assets than the companies without goodwill. Companies with goodwill in 

manufacturing and services industries generate greater returns on shareholder’s equity than those 

without goodwill. So those companies with goodwill have enough residual profit to pay 

shareholders after they pay off the interest to creditors. Companies with goodwill in 

transportations, retails and financial services are financing the mergers and acquisitions with 

debt, so they are generating extra returns on assets to cover incremental interest fully or partially. 
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Once they pay interest, companies with goodwill do not have enough residual profit to pay 

shareholders significantly higher returns relative to the companies without goodwill. 
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