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This thesis examines the relationship between goodwill occuring from‘ business
combinations under the purchase method and profitability of listed firms in the Stock
Exchange of Thailand. It was hypothesized that the greater the goodwill, the greater the
profitability and excess eamings. This is because, theoretically, goodwill represents a firm's
profitability in excess of the normal eamnings of an industry.

The data for this study were obtained from financial statements of listed firms in the
Stock Exchange of Thailand from 2000 to 2003. Gross profit margin, operating income
margin, earings before interest and taxes margin, net profit margin, return on total assets,
return on investment, and return on total equity ratios were used as proxies for firm's
profitability and a difference between actual profit and normal profit as a proxy for firm's
excess eamings. The statistical tools were the test of difference between two independent
samples by the parametric method (T-test) and the non-parametric method (Mann-Whitney
U test). All statistical tests were done at 0.05 significant level.

The results indicate that gross profit margin and operating income margin, both of
which measure a firm's ordinary or major ongoing activities, and goodwill have significantly
positive relationship. In other words, the more the goodwill of listed firms, the greater the
gross profit margin and operating income margin. On the other hand, eamings before
interest and taxes margin, net profit margin, return on total assets, return on investment,
return on total equity, and excess earnings do not significantly relate to goodwill because
these ratios were based on net profit which includes both operating profit and other

¢

revenues and expenses arising from activities outside the main operations of the business.
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