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The purpose of this study is to investigate the relationship between goodwill from business
combination activities and future operating performance and future cash flows of the listed firms in the
Stock Exchange of Thailand. Based on the concept that the business combination activities could
provide some advantages for the combined firms, goodwill is a form of rewards the acquirers paid in

exchange for excess profits and future benefits.

The data were obtained from the secondary data sources in the period from 2000 to 2004. There
were 224 firm-year observations collected from 76 listed firms, excluding firms in the financial sectors and
the firms under the rehabilitation process. The statistical techniques used in this study consist of 1) the
descriptive statistics--frequency, percent, minimum, maximum, mean, and standard deviation of the
sample data, and 2) the inferential statistics—-the multiple regression analysis at 95% confidence interval--
for the hypothesis testing purpose, in order to explain the relationship between goodwill and future
operating performance and future cash flows. The control variables are the market to book ratio, the

leverage ratio, and the types of industry sectors.

The results indicate that the currently recognized goodwill presented in the financial statements
is statistically related to the future operating performance, as measured by the change in the earnings
before interest, tax, depreciation, and amortization expense, for the 1-year to 3-year period in the future.
The results, however, suggest no significant relationship with the future cash flows, as measured by the
change in the cash flows from operating activities. Goodwill from the business combination activities,
therefore, bring in some forms of non-monetary benefits as the increased market share, the production

efficiency, the strategic enhancement, etc.





