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Sammanfattning 

Bakgrund – Under år 2000 beslutade den Europeiska kommissionen om att anta ett 
förslag som hette EU Financial Reporting Strategy: the Way Forward. Antagandet av förslaget 
innebar att alla noterade bolag inom EU skulle presentera sin redovisning och sina 
årsredovisningar i linje med bestämmelserna i IAS – International Accounting Standards 
senast år 2005. När lagändringarna i IFRS 3 introducerades i mars 2004 innebar det att 
noterade bolag vid företagsförvärv fortsättningsvis skulle allokera den del av köpeskillingen 
som är hänförlig till kundkontrakt och relaterade kundrelationer som immateriell tillgång i 
balansräkningen. 

Problemdiskussion – IFRS 3 ger ingen vägledning överhuvudtaget med avseende på hur 
bolagen ska genomföra den ovan beskrivna allokeringen och uppskatta ett rättvist värde på 
kundkontrakt och kundrelationer. Inte heller finns det någon anvisning angående 
fastställandet av livslängd på kundkontrakt och kundrelationer som i sin tur ligger till grund 
för en rättvis värdering och en rättvis avskrivningsplan.  

Syfte – Syftet med den här uppsatsen är att undersöka hur fastställandet av livslängden på 
kundrelationer och kundkontrakt har utförts. Syftet är även att förklara beslutsprocessen 
och de bakomliggande motiven till varför företagsledningen väljer att använda den 
livslängd på kundrelationer och kundkontrakt de faktiskt gör. 

Metod – Studien har genomförts med en kvalitativ ansats som har involverat två noterade 
koncernbolag inom tre olika branscher, totalt har alltså sex bolag medverkat i uppsatsen. 
Semistrukturerade telefonintervjuer har gjorts med de involverade bolagen och även deras 
årsredovisningar har undersökts. För att kunna förklara handlandet angående 
värderingsprocessen och livslängdsprocessen har den positiva redovisningsteorin använts. 

Slutsats – Inget av de sex bolagen som medverkat i studien har använt sig av någon 
etablerad metod för att fastställa den återstående livslängden av kundrelationerna och 
kundkontrakten, och endast hälften av företagen har identifierat olika grupper av kunder. 
Ett samband har identifierats mellan att använda sig av en extern konsult vid fastställandet 
och att använda sig av olika återstående livslängder för olika kundgrupper. Alla sex 
företagen använder sig av linjär avskrivning på kundkontrakten och kundrelationerna. 
Detta kan till en viss gräns förklaras med positiv redovisningsteori. Alla företagen har 
använt sig av linjär avskrivning även om vissa av företagen till och med medger att 
degressiv avskrivning skulle ge en mer rättvis bild. Dessutom har långa avskrivningstider 
använts i en del av företagen för att sänka avskrivningskostnaderna som i sin tur ökar 
resultatet. Positiv redovisningsteori har alltså använts för att  flytta vinster till innevarande 
år. 
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Abstract 

Background – In the year of 2000 the European Commission adopted a communication 
called EU Financial Reporting Strategy: the Way Forward. The communication intended to make 
all listed companies within the EU arrange their financial statements in accordance with 
International Accounting Standards by 2005 at the latest. When the amendments of IFRS 3 
was introduced in March 2004 it meant that companies from that moment on, when 
acquiring another company, have to allocate the part of the purchase price assignable to 
customer contracts and the related customer relationships as an intangible asset. 

Problem discussion – IFRS 3 does not give any guidance whatsoever on how to 
accomplish the above described allocation and estimate a true and fair value of customer 
contracts and relationships. Let alone any direction regarding the establishment of the 
remaining useful life of the customer relationships and contracts, which constitutes the 
foundation of the fair valuation but also a true and fair view regarding amortizations. 

Purpose – The purpose of this thesis is to examine how the establishments regarding 
remaining useful life of customer relationships and contracts have been done. Furthermore, 
the purpose of this thesis is to explain the decision process and motives that results in why 
management choose to apply the specific remaining useful life of customer relationships 
and contracts they do. 

Method – This study has been carried out with a qualitative approach involving two listed 
group companies within three different industries, hence, six companies are involved in this 
thesis. Semi-structured telephone interviews have been made with the companies and the 
annual reports have been examined. In order to explain the actions behind the valuation 
and establishment process, the positive accounting theory has been used. 

Conclusion – None of the six companies taking part in this study have applied an 
outspoken method for the establishment of the remaining useful life of the customer 
relationships and contracts and only half of the companies have identified different 
customer groups. A relation can be identified between using an external consultant 
and applying different remaining lives for different customer groups. All companies 
amortize the customer relationships and contracts on a straight-line basis. This can 
be explained by the positive accounting theory to some extent. All companies applied 
straight-line amortization even though some of them actually admit that a declining 
balance would provide a fairer view. Furthermore, long amortization plans are used 
in some companies in order to decrease the amortization costs and hence increase 
the net income. Positive accounting has been applied in order to shift reported earn-
ings.
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1 Introduction 

“The remaining useful life estimation is one of the most overlooked procedures related to intangible asset 
analysis.” –Reilly and Schweihs (1998).   

1.1 Background 

In the year of 2000 the European Commission adopted a communication called EU Finan-
cial Reporting Strategy: the Way Forward. The communication intended to make all listed com-
panies within the EU arrange their financial statements in accordance with International 
Accounting Standards, henceforth called IAS, by 2005 at the latest. The reason for this was 
that national standards varied between countries and the main objective with the commu-
nication was therefore to increase the comparability of the financial statements. This would 
be achieved if all listed companies within the EU applied the same standards (Van Hulle, 
2000). The International Accounting Standards Board, henceforth referred to as IASB, was 
established in 2001 and is based in London. It is an independent accounting standard-
setter, which is funded privately. There are many countries within the EU and therefore 
also many different cultures, which have different perspectives on financial reporting and 
this have resulted in resistance and difficulties to interpret and apply the new regulation. 
The regulations developed by the European Commission are built on the International Ac-
counting Standards Board’s norms and are now known as IFRS – International Financial 
Reporting Standards (Artsberg, 2003). The standards issued by the IASB are authoritative 
announcements of how specific events and transactions should be presented and reflected 
in the financial statements. IASB collaborate with other standard-setting bodies around the 
world in order to obtain a global convergence in its standards (IFRS, 2005). 

When the amendments of IFRS 3 was introduced in March 2004 it meant that companies 
from that moment on, when acquiring another company, have to allocate the part of the 
purchase price assignable to customer contracts and the related customer relationships. The 
value assigned to these customer contracts and relationships should then be accounted as 
an intangible asset in the financial statements (International Financial Reporting Standards, 
2005). According to IAS 38, an intangible asset “is an identifiable non-monetary asset 
without physical substance” (IAS 38 § 8 page 1596 IFRS, 2005). According to Rundfelt 
(2004) the basis of the separation of intangible assets is to avoid including assets with a 
short economic life in to the goodwill value. 

IFRS 3 is called Business Combinations and discusses acquisitions and how these shall be pre-
sented in the financial statements. IFRS 3 replaces IAS 22, which allowed companies to use 
either the purchase method or the pooling of interests method (IN2). IFRS 3 on the other 
hand require all acquisitions to be accounted for by applying the purchase method (IN7 a). 
Another major change from IAS 22 is the requirement of separately identifying intangible 
assets of the acquired company in order to allocate the cost of the combination (IN10). 
The earlier standard, IAS 22, claimed that an intangible asset should only be recognised if it 
was probable that the future economic gains connected with the intangible would be cap-
tured by the entity, and that the costs associated with it could be measured reliably. IFRS 3 
has excluded the probability criterion since it is considered to be satisfied for an intangible 
in a business acquisition. Furthermore, IFRS 3 clarifies that the fair value of an intangible 
asset in an acquisition can usually be estimated adequately and reliably in order to be sepa-
rated from goodwill, especially if the intangible has a finite useful life (IN13).  
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In the following, points of IFRS 3 that are significant for this thesis will be presented; 

IFRS3p45 An intangible asset should be separated only if it meets the defini-
tion of an intangible asset in IAS 38 Intangible Assets and its value can 
be measured reliably. IAS 38 gives guidance on whether the value 
can be estimated reliably. 

IFRS3p46 According to IAS 38 an intangible asset is an identifiable asset that is 
non-monetary and has no physical substance. The identifiability 
criterion is of great importance and is fulfilled when a) the asset “is 
separable, i.e. capable of being separated or divided from the entity 
and sold, transferred, licensed, rented or exchanged, either 
individually or together with a related contract, asset or liability; or 
b) arises from contractual or other legal rights, regardless of whether 
those rights are transferable or separable from the entity or from 
other rights and obligations.” (IFRS, 2005, p. 285). 

IFRS3p14 The purchase method of accounting should be used to account for 
acquisitions of subsidiaries. 

IFRS3p24, 28 The cost of an acquisition should be measured as the fair value of 
the assets given, liabilities assumed or incurred and equity 
instruments issued, plus costs directly attributable to the acquisition 
at the date of the exchange. 

IFRS3p36-37 IFRS 3 requires the acquiring company to, at the date of the 
acquisition, separate the acquired company’s identifiable assets and 
liabilities, regardless of whether these were previously separated in 
the acquired companies financial statements or not. An intangible 
asset should be separated if its fair value can be assessed reliably. 

IFRS3p56 The excess of the cost of the acquisition over the fair value of the 
acquirer’s interest in the identifiable net assets should be recorded as 
goodwill. If the cost of the acquisition is less than the fair value of 
the net assets of the acquired company, the difference should be 
recorded directly in the income statement (IFRS, 2005). 

Jansson, Nilsson and Rynell (2004) argues that historically customer contracts and the 
related relationships have not been perceived as identifiable and have therefore been 
included in the goodwill value. The introduction of IFRS 3 results in far-reaching demands 
of the accounting of intangible assets and the fact that they should no longer be included in 
the goodwill value. Hence, intangible assets that earlier has been incorporated in goodwill 
must now be accounted separately in the financial statements. Assets are considered 
intangible if the acquiring company has the right of use or the proprietary right of the 
assets either through contracts or legislation, if the assets can be separated and sold, or 
when a reliable fair value can be estimated. Examples of customer related intangible assets 
that should be accounted separately in the financial statements are; customer lists, customer 
information, customer contracts and customer relations with or without contracts (Jansson 
et al., 2004). 
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1.2 Problem discussion 

The remaining useful life of a contract is crucial to establish when determining the value of 
intangible assets like customer contracts and relationships. At the moment, there is no pro-
nounced method for this establishment and the new regulation has caused confusion and 
disorder among companies who recently made an acquisition. 

IFRS 3 does not give any guidance whatsoever on how to accomplish the above described 
allocation and estimate a true and fair value of customer contracts and relationships. Let 
alone any direction regarding the establishment of the remaining useful life of the customer 
relationships and contracts, which constitutes the foundation of the fair valuation. In order 
to estimate the fair value of the customer base, it is vital to know the remaining life of the 
customer relationships and contracts. It is possible that the original objective with IFRS, 
that is global comparability and harmonization in accounting, will be jeopardized. This 
since there is no pronounced line of action and yet no custom on how to attain the 
regulation and arrive at a, from a global perspective, fair value of the acquired customer 
contracts and relations. Furthermore, the knowledge of recognized methods and models in 
the subject matter is limited and concerned companies as well as accounting firms are 
disorientated and sceptical towards the regulation. However, this topic does not only affect 
the concerned companies and the accounting firms. Stakeholders in general, i.e. 
shareholders, banks and customers, all presume the financial statements to reflect the 
reality. Hence, the importance of reliable financial statements cannot be enough 
emphasized. 

Since there is no explicit method or earlier experience for this valuation it is likely that 
companies conduct the valuation in different ways. Moreover, companies are different in 
nature and act on diverse markets and industries and hence have accumulated different 
experiences concerning how valuation and accounting should be executed. This implies 
that companies, when no guidance is available, probably will perceive the remaining useful 
life of customers and related relationships in different ways and hence also experiencing 
different decision processes and influences for establishing these.  

The remaining useful life of customer relationships and contracts is crucial from two 
aspects; as a basis for the valuation and as a basis for the amortization plan. These are 
closely related since they both describe the remaining useful life of the customers. As a 
basis for valuation the remaining useful life affects the value of the intangible asset and as a 
basis for the amortization the remaining useful life affects the yearly cost of the intangible 
asset and hence the yearly net income.  

The above discussion results in the following problem statement. The first question is of a 
descriptive kind since it aims to describe the reality. The second question is explanatory 
since it aims at explaining why the reality has been formed the way it has.  

• How have Swedish listed companies carried out the establishment of the remaining 
useful life of customer relationships and contracts? 

• Why does management choose a certain remaining useful life? 
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1.3 Purpose 

The purpose of this thesis is to examine how the establishments regarding remaining useful 
life of customer relationships and contracts have been done. Furthermore, the purpose of 
this thesis is to explain the decision process and motives that results in why management 
choose to apply the specific remaining useful life of customer relationships and contracts 
they do. 

1.4 Definitions and abbreviations 

This section presents some commonly used abbreviations in this thesis. It also defines 
some frequently used concepts and terms. 

Combination The bringing together of separate entities or businesses into one 
reporting entity (IFRS). 

Goodwill According to IFRS goodwill is defined as “future economic benefits 
arising from assets that are not capable of being individually 
identified and separately recognised” (IFRS, 2005). 

IAS   International Accounting Standards (Created by IASC) 

IASB   International Accounting Standards Board 

IFRS International Financial Reporting Standards (Created by IASB, 
formerly known as IAS) 

IN   Introduction 

1.5 Delimitations 

This thesis is limited to considering six Swedish listed group companies, since it is only 
listed group companies that are concerned by IFRS. Furthermore, this thesis will only 
consider companies that are concerned by the regulations described in IFRS 3 Business 
Combinations, that is the bringing together of separate businesses into one reporting entity. 
By examining six companies the possibility of contextual generalization will increase. This 
since it is assumed that six companies from three different industries will increase the 
insights and understandings in the context. By widening the study to three different 
industries it is believed that generalization will be more likely. Moreover, since it is just a 
minority of all existing companies that actually are concerned by the regulation of IFRS 3 
in Sweden today the generalization from the results in this study, within the concerned 
companies, will be even more likely. 
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1.6 Disposition 

This section describes the disposition of this thesis. The content of the remaining chapters 
will briefly be described below. 

Chapter 2 Method: This chapter describes how this study has been carried out. This is 
where the chosen research method is presented and it also discusses the validity and 
reliability of this thesis. 

Chapter 3 Frame of reference: This chapter starts with a presentation of a number of 
crucial definitions for this thesis. It further presents the relevant accounting theory that will 
serve as an analytical tool later in the thesis in order try to explain the reality. 

Chapter 4 Empirical research: The chapter containing empirical findings begins with a 
presentation of the companies that are involved in this study. The chapter continues with a 
compilation of the answers received during the interviews. This chapter constitutes the 
foundation to the following analysis. 

Chapter 5 Analysis: This chapter aims to analyze the empirical data with help from the 
chosen theory. The authors have chosen to use the empirical findings and theory that are 
relevant for the purpose of this thesis and the authors’ own reflections will be presented in 
the following chapter. This chapter will hence be the foundation of the conclusion of this 
study. 

Chapter 6 Conclusion: This chapter summarizes the analysis in a conclusion in order to 
show what the study has resulted in. In order to be able to follow the purpose of this 
thesis, the conclusion will be divided into two pieces, how and why. 

Chapter 7 Discussion: This chapter presents the authors’ own reflections and also 
critique of the study. Finally, suggestions of further research will be presented. 
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2 Method 

This chapter provides a picture of how the study has been conducted. The chapter starts with a presentation 
of chosen research and methodology approach followed by a presentation of the procedure of data collecting, 
choices of respondents, explanation of the structure of the analysis and a discussion regarding the 
trustworthiness of the thesis.  

2.1 Theory of science 

There are two main directions within the theory of science, namely the hermeneutic and 
the positivistic perspective. The first one is derived from the humanistics and is built on 
relative knowledge while the latter is derived from natural science and is built on absolute 
knowledge. The positivistic perspective describes and explains while the hermeneutic 
perspective tries to create an overall picture and understanding (Eriksson & Wiedersheim-
Paul, 2001). The positivistic perspective stresses the importance of creating reliable and 
certain knowledge and it assumes that human beings only have two sources of knowledge, 
observations through our five senses and our logic, common sense. (Thurén, 1991). Since 
the subject of accounting itself is not an absolute knowledge but rather a matter of 
judgement from case to case it is not credible to assume that a positivistic perspective is 
appropriate for this thesis. Hence, in order to carry out our study something more than 
solely our five senses and common sense is required. 

The hermeneutic perspective on the other hand tries to understand the whole picture 
rather than one complete reality by using more than our five senses and logic, that is feel-
ings. The hermeneutic perspective is built on interpretations of an observation or a situa-
tion that the researcher does by using earlier experiences, memories and feelings. Hence, 
this results in that a hermeneutic interpretation is uncertain and cannot be tested with the 
same reliability as a positivistic claim (Thurén, 1991). Eriksson and Wiedersheim-Paul 
(2001) argue that the researcher puts himself or herself in the place of the statistical analysis 
since it is him or her that interprets the findings. (Eriksson & Wiedersheim-Paul, 2001; 
Thurén, 1991). The purpose of this thesis is to examine how the establishments regarding 
the remaining useful life of customer relations and customer contracts have been made. 
Derived from this information the answers will be analysed in order to find out why deci-
sions concerning the remaining useful life have been made. Since every company and its 
customer relations are unique it is difficult to believe that there is one single truth about 
how the establishment of remaining useful life of customers should be performed. This 
fact leads us into uncertainty and it is therefore quite unfeasible to trust the logic of the re-
searchers since the outcome is dependant on the knowledge and experiences of the inter-
viewed people. Moreover, the conducted study requires interpretations to be made to some 
extent by the researchers. Hence this thesis is considered to be closer to the hermeneutic 
perspective than it is to the positivistic perspective.  

2.2 Research approach 

The available theories and the quality of the available theories will have a decisive role 
when choosing the method for a thesis. There are two different ways to draw conclusions 
when performing a study; trough induction or through deduction. A deductive approach is 
applied when trying to prove or apply a theory or theories on the reality while the inductive 
approach is applied when trying to discover new knowledge and there are no or little exist-
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ing theories in the subject matter (Holme & Solvang, 1997). Deduction is based on theories 
that are tested on the reality and results in logical conclusions (Eriksson & Wiedersheim-
Paul, 2001).  

The research area of this thesis is derived from new regulations and has become a real 
problem for many companies. Since the nature of the problem is new for European 
companies and no earlier research in the subject has been conducted there is also little 
existing theories to apply and test. However, when seen from accounting theory there are 
some available earlier research and theories to apply on the subject matter. Hence, the 
purpose of this thesis brings us closer to a deductive approach since it will be carried out 
with help from relevant accounting theory in order to be able to explain the reality and 
decisions made. 

The main difference between induction and deduction is hence that empirical observations 
will lead to theories while the deductive approach will explain the reality with help from 
theory. Hence, since theory will be used in order to help explaining and describing the 
reality a deductive approach is applied. 

2.3 Methodology approach 

There are two central methods available when collecting empirical data, qualitative and 
quantitative research. The difference between the two is the process but also quantification 
as well as perspectives. Which method to apply depends on the purpose and the research 
problem of the thesis. A qualitative study is generally characterized by a few explorative ob-
servations, which will give a holistic perception of the subject matter. This since the re-
searcher usually will be given the opportunity to explore the problem more thoroughly and 
be closer to the data (Ghauri, Grønhaug & Kristianslund, 1995). A quantitative study on 
the other hand is characterized by numerous observations, which are analysed with help 
from controlled statistical measurements (Holme & Solvang, 1997).  

Since the objective with this study is to examine how and why the establishments of the 
remaining useful life of customer relations and contracts have been conducted, a qualitative 
approach has been chosen. This study is dependant on examining certain events in which 
an in-depth understanding is crucial and hence a qualitative approach is best suited. More-
over, since the researchers will consider sensitive information, which most probably will 
involve interpretations to some extent, a qualitative approach is considered the most effec-
tive since it will gain more background to the empirical findings.  

The quantitative study generate generalizability in a more natural manner than a qualitative 
study does since it constitute a population and the outcome is verified by a statistical as-
sessment. A representative selection of the population will therefore create generalizability 
since the results then are not unique for the specific group studied (Bryman, 2002). The 
qualitative study can usually contribute to generalization within a specific context but is still 
dependant on the interpretation of the researcher and hence cannot generate generalization 
to the same extent and certainty as a quantitative method (Ghauri et al., 1995). 
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2.4 Applied method 

For this thesis qualitative semi-structured telephone interviews will be carried out in six dif-
ferent companies from three different industries. The selection of companies can be seen 
in table 2-1 below. The interview guide can be found in Appendix 1. 

2.4.1 Semi-structured telephone interviews 

There are different kinds of interviews to choose from when conducting a study. The range 
goes from structured and organized interviews to unstructured and unorganised interviews. 
These are two extremes and many other interview forms can be found in between (Bry-
man, 2002). The, for this thesis, applied interview is found somewhere in between the two 
and it is called a semi-structured interview. A semi-structured interview is characterized by 
a set of questions, which can be thought of as a framework. The questions are usually of 
the more general kind and the interviewer is able to ask follow up questions if the situation 
demands it (Bryman, 2002). Semi-structured interviews usually demand greater knowledge 
in the subject matter of the interviewer than structured interviews do. If the interviewer 
does not possess the necessary skills in the subject matter the risk of researching the wrong 
area or interpret the answers in a wrong way may increase (Ghauri et al., 1995). In order to 
minimize this risk the authors of this thesis prepared themselves well before the interviews 
both in terms of knowledge of the concerned company and in terms of knowledge in the 
subject matter and concerned theories. The authors studied the background of the problem 
as well as the regulations in IFRS 3 and the subject of intangible assets and accounting the-
ory before conducting the interviews. These preparations are believed to have increased the 
reliability of this thesis since the researchers thereafter were well aware of which questions 
to ask as well as interpreting the answers and looking for signs of certain events and feel-
ings with the interviewee. 

The interviews of this study were prepared with creating an interview guide, which has 
functioned as a tool for each interview. The interview guide was made with regard to the 
purpose of this thesis as well as theories chosen. The questions in the interview guide will 
be used as a framework since there might be situations in which follow-up questions are 
appropriate.  

There are several ways of conducting an interview; either by mail, by phone or by personal 
interviews. All of these methods have different advantages and disadvantages (Ghauri et al., 
1995; Eriksson & Wiedersheim-Paul, 2001). The interviews of this study will be carried out 
by phone. This since it is considered to be the most effective way with respect to the pur-
pose of this thesis but also with respect to the number of respondents chosen. According 
to Eriksson and Wiedersheim-Paul (2001) the advantages with telephone interviews are 
that they can be conducted quite quickly compared to personal interviews, the answering 
frequency will be high, the costs will be low and the interviewer can do follow-up ques-
tions. Saunders, Lewis and Thornhill (2003) argue that face-to-face interviews usually is the 
best way to perform interviews on a qualitative basis, but under particular circumstances 
telephone interviews may also be carried out. Such particular circumstances are access, limi-
tations in time, costs and distance. The main disadvantage with telephone interviews on the 
other hand is the fact that personal contact is an important ingredient when conducting in-
terviews, especially when sensitive information is required. This since a personal contact 
might generate a higher level of trust between the interviewee and the interviewer. Con-
ducting qualitative telephone interviews might hence decrease the reliability of the study. 
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Other disadvantages with telephone interviews are that respondents are less willing to share 
valuable time with the interviewer and that it is difficult to record relevant data (Saunders et 
al., 2003). 

The above discussion implies that face-to-face interviews rather than telephone interviews 
are the most appropriate method in a qualitative study. As mentioned above, telephone in-
terviews were chosen in order to be able to examine more companies than would have 
been possible if face-to-face interviews would have been conducted. This was obvious after 
conducting research concerning interesting respondents, which showed that the chosen re-
spondents are busy in their profession. Therefore, face-to-face interviews were excluded 
since it was considered more important to receive several answers considering the purpose 
of this thesis and the possibility of contextual generalization. Considering this fact, tele-
phone interviews were regarded more reliable than interviews by mail or survey. Such a 
method would have generated several answers but the answers would most likely have been 
superficial. Since this thesis is limited in time and money, with respect to the nature of the 
course, telephone interviews were still considered to be the most suitable alternative for 
this thesis. By keeping the potential weaknesses with telephone interviews in mind the re-
searchers tried to minimize the risks discussed above. The telephone interviews were 
booked in advance and the interviewee received the interview guide a week before the in-
terview occasion in order to be well prepared. The interviews were documented directly 
during the interviews by taking notes. After the interview was conducted the researchers of 
this study summarized the answers together with the interviewee in order to ensure that the 
answers were correctly understood. Some of the interviews were also followed up in order 
to supplement missing data from the first occasion of interviewing. 

2.4.2 Choice of respondents 

The research of this thesis is limited to examining Swedish listed companies only. This 
since it is yet only these companies that are concerned by the IFRS regulations. Since this 
thesis is limited in time it is impossible to investigate all possible companies concerned by 
the regulation. Hence, this thesis will treat three different industries, which were considered 
to be closely related with customer contracts and related relationships. The three chosen 
industries are telecommunications, energy and IT consulting. Within each chosen industry 
two companies will be interviewed and hence six companies in total will be investigated. 
The selected companies will be presented in table 2-1 in this section. By examining six 
companies in three different industries the possibility of contextual generalization will in-
crease. Examining several companies will enhance the insights and understanding in the 
context. The analysis of this thesis will be influenced by each individual company but also 
by cross-analysing the companies in order to find similarities or differences.  

In order to select the respondents with the highest probability of closeness to the problem 
annual reports have been read as well as discussions with accountants have been carried 
out. The selection is justified by the fact that it will be a sufficient number of companies in 
order to draw general conclusions in each segment. Furthermore, by interviewing two 
companies in each industry similarities and dissimilarities between the companies but also 
between the industries themselves will be discovered and hence generalization of this study 
will be facilitated. 

It was presumed that the selected industries and companies would be representative since 
their activities are closely related to customer contracts and the related customer relations. 
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Furthermore, acquisitions are common in the selected industries, which justify the applica-
tion of IFRS 3, and hence the probability that the selected companies have been in touch 
with the problem concerning remaining useful life increases. Since it is only listed compa-
nies that are concerned by the new regulation the selected companies were collected from 
the stock exchange list.  

In order to receive the most accurate data the respondents within each selected company 
was carried out carefully. Only the persons actually involved in the implementation of IFRS 
3 were chosen as respondents. The respondents and their positions within each individual 
company is evident from table 2-1. 

Industry Company Respondent Position of respondent 

Energy Vattenfall Birgitta Sundstöm Corporate Accounting 
Manager 

Energy E.ON Göran Eriksson Head of Mergers & 
Acquisitions 

Telecom Tele2 Sverker Bohlin Chief Controller  

Head of valuing 
intangible assets at 
acquisitions 

Telecom Telia Sonera Kristina Beckius Corporate Accounting 
Manager      

IT Telelogic Håkan Tjärnemo Chief Financial Officer 

IT WM-data Camilla Öberg Head of Investor Rela-
tions and Head of Im-
plementation of IFRS 3 

Table 2-1 Chosen companies and its respondents. 

2.5 Qualitative analysis 

According to Saunders et al. (2003), when analysing qualitative data it is crucial to approach 
the analysis in a systematic and well-planned mode. This is important because of the fact 
that the data is non-standardized and requires classification to some extent. There are 
different ways of analysing qualitative data and it differs in many senses from analysing 
quantitative data. For instance, the researchers’ interpretations are crucial in qualitative 
analysis.  

Most types of qualitative analysis have the same basic characteristics even though they dif-
fer in details. All analyses of qualitative data is firstly categorised in order to classify the data 
into categories. Since the research approach of this study is deductive the authors will clas-
sify the data into categories derived from the theoretical framework presented in the fol-
lowing chapter. The nest step in the qualitative analysis is to unitise the data by dividing it 
into smaller chunks of text, which in turn will be allocated in to different categories. Hence 
the categories are more overall conceptions while the units are more specific and detailed. 
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The third step in the analysis is to recognise relationships and develop categories. This is done 
within categories but also between different categories (Saunders et al., 2003). Larsson 
(1986) claims that the qualitative analysis is not only limited to the analytical part of a thesis 
but it rather permeates all parts of the thesis. He further emphasizes the importance of in-
terpretations in qualitative analysis. Interpretations are generally necessary for qualitative 
analysis and it is important that these interpretations are reasonable and does not include 
any personal opinions of the researchers. 

In this thesis the analysis section will follow the same structure as the section for the 
empirical findings. The structure of the empirical findings is in turn derived from the 
theoretical framework and the characteristics of positive accounting theory. The positive 
accounting theory was studied well before the broader categories were outlined and the 
empirical findings were thereafter supplemented with more facts from the selected 
companies that were missing from the first interview. Hence the presented theory have 
been the guide when collecting the empirical findings and completing the qualitative 
analysis of this thesis. 

2.6 Trustworthiness 

2.6.1 Reliability and validity 

According to Holme and Solvang (1997) the reliability of a study is dependant on how the 
measurements are conducted and how careful the researchers are when working with the 
collected information. The validity on the other hand is dependent on what is being meas-
ured and whether this is stated in the problem or not. Bryman (2002) state that the reliabil-
ity is fulfilled if the results of a study will be the same if the study was conducted all over 
again and hence is not affected by certain circumstances. In order to increase the reliability 
of the study an interview guide was constructed to work as a framework for the interviews. 
The interview guide was sent to the respondents a week in advance to help in the prepara-
tions of the answers. The questions were constructed in a clear manner and were also clari-
fied to the respondents before the interviews. After the interviews were conducted the col-
lected data was summarized and rendered together with the respondents in order to ascer-
tain that no misinterpretations and misunderstandings had occurred. 

Validity is fulfilled if the intended measured variable is actually measured (Eriksson & 
Wiedersheim-Paul, 2001). In order to secure the validity of the conducted study, the ques-
tions in the interview guide were designed with help from relevant accounting theory. 
Moreover, the interview guide was formed as a tool for semi-structured interviews and was 
therefore not restricted to the existing questions but also follow-up question could be 
asked since the questions in the guide are open. Hence, information that should not be re-
ceived if a structured interview had been conducted was given from the respondents. An-
other aspect that increased the validity of the study was the fact that the chosen respon-
dents were the ones who possess the most information regarding the chosen subject. Time 
and effort were spent on locating the right people to answer the questions and consulting 
with the CFO or the head of accounting and finance of each chosen company carried this 
out. As mentioned in the previous section some of the empirical findings were supple-
mented after the theoretical framework were decided to work as a tool in the qualitative 
analysis but also in order to ensure that what was intended to be measured was actually 
measured. 
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The chosen problem and theories of this study result in interpretations to different extents. 
Explaining why management have chosen a specific decision in the subject matter and the 
underlying causes of the decision is usually a sensitive subject since the individual’s own 
interests as well as affection of stakeholders are present. This fact put a lot of responsibility 
in the hands of the researchers since it demands sensitivity as well as objectivity when 
performing the interviews. By bearing this in mind during and after the interviews the 
researchers will try to minimize the risk of doing subjective judgements and interpretations. 
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3 Frame of Reference  

This chapter presents relevant theories regarding decision-making within companies. The chapter starts with 
a brief introduction to the concepts of customer relationships, intangible assets and the related problems of 
the valuation process. It further presents the relevant accounting theory in order to fulfil the purpose of this 
thesis. The presented theory contributes with understanding in the subject matter and will also function as a 
foundation for the data collection and the following analysis. 

3.1 Customer relationships 

The majority of successful companies put great effort in building and maintaining lifetime 
customer relationships in order to create customer retention and revenue growth. These 
companies are well aware that competitors are approaching their customers and hence have 
an infinite number of suppliers to choose from. Therefore the loyalty of customers cannot 
be taken for granted (Boe, 2005). Boe (2005) further argues that communication is the key 
ingredient for achieving customer satisfaction and that 70 percent of our communication is 
nonverbal. Therefore a successful company knows how to read their customers and if this 
is done in the right way the company will notice revenue growth and higher customer 
retention. 

Peppers and Rogers (2005) argue that many companies fail to build lifelong relationships 
with their customers since they have a short-term perspective on revenue growth. 
Therefore it is crucial to maintain the trust of ones customers in order to create long-term 
success.  

Turchan and Mateus (2001) on the other hand, argue that the primary focus should be on 
dissatisfied customers since dissatisfied customers spread the word to other possible future 
customers while a satisfied customer will recommend the company to others. Moreover, 
customers who have had problems with a product or service, which has been effectively 
solved by the company have higher repurchase intentions than satisfied customers who has 
not had any problems with the product or service at all. According to Turchan and Mateus 
(2001) the cost of replacing an existing customer is five times the cost of keeping that same 
customer and thus the importance of satisfied customers is crucial. 

Different markets contain a finite number of customers who will each do only X much 
business in a lifetime with any supplier. To survive in today’s competitive environment, one 
has to figure out how to make the most out of each customer, to keep them loyal and make 
them more profitable (Peppers & Rogers, 2005). Reilly and Schweihs (1999) assert that it is 
usually the service factor of a transaction that is the underlying cause of customer loyalty. 

Customer relationships exist when both parties, the customer and the business, have the 
capability to make direct contact with each other. The nature of the relationship can be 
either contractual or non-contractual. A non-contractual relationship is separated from 
goodwill through test and examination of transactions of similar asset types (Ellsworth, 
2004).  

3.2 Valuing the customer base 

The customer base of a company is in many cases the most important issue when deciding 
a company’s value in a merger or an acquisition and it is also a crucial part of one of the 
most controversial items on the balance sheet, namely the goodwill. Valuing an asset on the 
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basis of its possible future income is a subject of deliberation. The conservatives argue that 
only existing customers that the company has a contract with should be considered in the 
valuation while others consider a more baseless valuation to be more appropriate (White, 
2002).  

There are different ways to measure the value that customers generate for a company but 
there is no accurate or generally accepted method for achieving a true and fair value. The 
main reasons for this are that customer value is a vague concept and the measurements of 
the value is built on estimations of a future that generally is impossible to predict. 
Moreover, different industries face different difficulties in predicting customer loyalty, 
which is a crucial issue in the valuation of customer value. A company that has contracted 
customers might find it easier to estimate loyalty than a retailer will (Blyth, 2005). 

Collings and Baxter (2005) suggest that financial value of a customer over its lifetime is the 
value of the customer loyalty. In order to develop profitable customer relationships it is 
vital to understand the current and potential value of the customer base. 

3.3 Intangible assets 

According to Lev (2001), intangible assets are non-physical sources of value that are cre-
ated through innovation, human resources and unique organizational schemes. In order to 
create value to the company, these intangibles often interact with tangible assets. Reilly and 
Schweihs (1999) present the difference between a tangible asset and an intangible asset. 
That is, the value of a tangible asset is exclusively dependent upon physical attributes. The 
value of intangible assets on the other hand, derives completely from intangible influences 
that are affecting it.  

Intangibles are for sure not a new phenomenon, although it may sometimes seem like that 
is the case since a lot of focus and effort are out into the subject matter. However, a new 
phenomenon since the mid 1980s is the flow in intangible assets. This is caused mainly by a 
unique combination of two related economic factors: intensified business competition and 
deregulations in key economic sectors like telecommunications and electricity. These 
fundamental economical and political economic developments have radically changed the 
structure of the value within organizations and the intangible assets have come to play a 
major role as a key value driver for the business (Lev, 2001).    

The attention paid to identification and reporting of intangible assets is increasing due to 
the adoption of new accounting standards. The demand for an allocation of the purchase 
price for the businesses makes identification and valuation of intangible assets a crucial 
issue (Ellsworth, 2004). Up until recently, existing accounting standards have tended to 
neglect the creation of reporting standards regarding intangible assets. Consequently, no 
practice has evolved further than the traditional historical cost rules (Epstein & Mirza, 
2006). The current financial reporting requires maintained valuation of the intangible assets 
after the acquisition. The value that are mentioned is the fair value of the intangible asset, 
which is the amount at which an asset or liability can be bought or sold in a transaction 
between willing parties (Ellsworth, 2004). 

3.3.1 Remaining useful life of customer related intangibles 

In a valuation process, it is of great importance to understand the expected remaining life 
of the intangible assets. Reilly and Schweihs (1999) argue that it is particularly important to 
know the average life and retirement pattern of the intangibles. The analyst can then easier 



Frame of reference 

 

15 

estimate the remaining useful life of the surviving assets by taking these characteristics in 
consideration. Ellsworth (2004) views customer relationships experience mortality analo-
gous to human life expectancy. Hence, some customers maintain a short-term relationship 
and some others continue with a long-term relationship.  

The estimation of the remaining useful life is one of the most ignored procedures when it 
comes to intangible asset analysis. Yet, in every single case of intangible asset analysis, at 
least one implicit estimation of remaining useful life is being made (Reilly & Schweihs, 
1999). 

In order to establish a value of the customer base, it is necessary to determine the 
remaining life of a customer relationship. According to Jansson et al. (2004) a number of 
models have been developed in order to decide the value and life of customer contracts 
and relations. Mainly the customer fidelity is studied and calculations regarding the future 
development of the customer base are made. The ideal situation regarding remaining 
lifetime valuations is when the analyst reaches a conscious conclusion based upon 
thorough applications of life estimation practice. The reality however looks different. The 
estimation is more an afterthought or a default conclusion based upon the valuation 
method used (Reilly & Schweihs, 1999).   

3.4 Accounting theory 

According to Schroeder, Clark and Cathey (2001) the objectives of accounting theory is to 
present a framework of accounting principles but also to explain why companies choose to 
apply specific or certain accounting methods. Accounting theories are either normative or 
positive. The normative accounting theories are the oldest and aims to tell how something 
should be, for instance giving examples of accounting methods and solutions (Artsberg, 
2003). Godfrey, Hodgson and Holmes (2000) claim that normative theories cannot be em-
pirically tested since they are subjective and it is impossible to reveal how something ought 
to be empirically. The positive accounting theories on the other hand have been developed 
since the 1980s and aims to explain accounting practice (Artsberg, 2003; Schroeder et al., 
2001). Normative and positive accounting theory are related in the sense that the positive 
accounting theory was developed when the normative theories became inapplicable and 
criticised for not being able to explain the reality (Godfrey et al., 2000). 

Since the purpose of this thesis is to describe and explain the establishments of the remaining 
useful life of customer contracts and related relationships, the positive accounting theory 
will be presented. The presented theory will be used as a tool when analysing the empirical 
findings. The main reason for choosing the positive accounting theory is because it is one 
of the few accounting theories that is naturally explanatory. 

3.4.1 Positive accounting theory 

Watts and Zimmerman (1986) have created a number of hypotheses, derived from several 
empirical studies, in order to explain why the management in companies choose the ac-
counting standards they do. According to Boland and Gordon (1992), the theory of posi-
tive accounting derives from economics-based accounting theory and it can be useful to be 
aware of this theory in order to understand the positive accounting theory. Economics-
based theory has two salient features; methodological individualism and the neoclassical maximiza-
tion hypothesis. Methodological individualism aims to explain that every single social phe-
nomenon derives from a decision made by one individual. For example, when a board of 
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directors makes a decision, the explanation of the methodological individualism claims that 
the decision of the group can be explained by the individual decision of every group mem-
ber. The neoclassical maximization hypothesis takes these arguments one step further and 
claims that every individual makes such decisions that maximizes his or her own personal 
utility. An example of this would be that one would choose action A over action B, because 
of the utility obtained by choosing that action. The sacrificed utility is also taken into con-
sideration when making these decisions. Hence, an individual is presumed to choose action 
A if it the net utility would be greater than the one from choosing action B.  

 A key point of positive accounting theory is, according to Riahi-Belkaoui (2000), to explain 
and predict choice of standards made by the management, by analysing benefits and costs 
of specific financial disclosures in relation to different individuals and in relation to the 
allocation of resources within in the economy.  Riahi-Belkaoui (2000) further states that the 
positive accounting theory is built on the foundation of thoughts that management, 
shareholders and regulators/politicians are rational in their decision making processes and 
that they endeavour to maximize their utility, which is in direct relation to their 
compensation and hence, to their wealth. The chosen accounting principle by any of these 
groups derives from a comparison of the relative benefits and costs of each accounting 
principle in such way as to maximize the utility of these groups. It is hypothesized that the 
managers of a company take into consideration the effects of the reported numbers on tax 
regulation, political costs, management costs, information production costs and constraints 
found in bond-indenture provisions. Comparable hypotheses could be related to other 
groups, such as standard setters, auditors, academicians and others. 

Another basic assumption in the presented theory is according to Watts and Zimmerman 
(1986) that management in companies strives to maximize profits in the next few years and 
preferably the current year. One of their most useful tools in doing so is accounting princi-
ples. The accounting methods that will increase the decision makers own interests the most 
will be applied. Positive accounting theory provides people who need to make crucial deci-
sions regarding accounting policies with illustrations and explanations of consequences fol-
lowing the decisions. Riahi-Belkaoui (2000) claims that the central ideal of the positive ac-
counting theory is to develop hypotheses built on factors that have an effect on the world 
of accounting principles. Furthermore, the accounting choices rest on factors that repre-
sent the management’s incentives to choose accounting methods. The hypothesis pre-
sented in this thesis is the following; 

� Bonus plan hypothesis – all other things equal,  “managers of firms with bonus 
plans are more likely to choose accounting procedures that shift reported earnings 
from future periods to the current period.” (Watts & Zimmerman, 1986, p. 208). 

 
Other research has also supported the described hypotheses above. Dhaliwal, Salamon and 
Smith (1982, rendered/reproduced in Watts & Zimmerman, 1986) performed a study that 
showed that manager-controlled firms are more likely to apply depreciation methods that 
will shift reported earnings from later periods to current periods. The most common way 
to achieve this is by using straight-line depreciation. The reason for doing so is to increase 
compensation and hence the bonus plan hypothesis is supported. 
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Mouck (1990) presents the central part of the theory of positive accounting in a summary 
that includes seven propositions: 

1. The decision makers have the accurate information of their financial situation. 
 

2. Decision makers are rational, hence they favour the best obtainable option given their 
knowledge of the situation and of the aim at their clearance. 

 
3. Given 1 and 2, situations generates internal logics and the decision makers act suitably 

to the logic of their situations. 
 
4. Economic elements and configurations show stable, coordinated behaviour. 

 
5. The desires and preferences of individuals are independent from the market systems. 

 
6. Narrowly defined self-interest, and not public interest, is what motivates all decision 

makers. 
 
7. The company is regarded as a association of agreements among self-interested groups. 
 

The problem regarding management illustrated in the positive accounting theory inevitably 
leads us into agency theory. The bottom line in the theory is that individuals strive to 
maximize the outcome of their own interests and that they are quite innovative to achieve 
this. Agency theory describes the relationship between two parties, the agent and the 
principal. The agent is contracted or has agreed to act on behalf of the principal, i.e. the 
relationship between the management and the shareholders of a company. The agent is 
hence contracted to satisfy and protect the demands and interests of the principal. A 
question that is fundamental in agency theory from the accounting theory perspective is 
how a manager/the management/a shareholder might benefit from a specific accounting 
decision (Schroeder et al., 2001). This is also supported by Kaplan and Atkinson (1998) 
who promote the expectancy view of behaviour which argue that individuals act in ways 
that they expect and believe will give them the rewards that they intentionally desired. 
According to this view compensation plans play a central role in connecting the company’s 
and the principal’s objectives with the appropriate behaviour of the agent/individual. 

The above description illustrates the similarities between positive accounting theory and 
agency theory in the sense that a manager or the management of a company might choose 
accounting principles after the criteria that compensates them the most. This assumption is 
also in line with the bonus plan hypothesis. Furthermore, if the interests of the manager or 
the management in the company is to make them seem competent in order to increase the 
principal’s or other’s trust, they might choose accounting principles after the criteria which 
results in a higher result.  
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4 Empirical findings 

This chapter starts with a brief presentation of the chosen companies and continues with a compilation of the 
conducted interviews. The compilation of the conducted interviews is divided into two main sections; the first 
one is built on the first part of the purpose of this thesis that is how the establishments were conducted. The 
second one is built on the second part of the purpose of this thesis that is why management chooses a certain 
remaining useful life. The structure of the second section is derived from the positive accounting theory in 
order to facilitate the qualitative analysis. 

4.1 Presentation of the selected companies 

Table 4-1 presents a brief summary of the interviewed companies. In order to get a picture 
of the companies taking part in this study, some key figures and other relevant information 
is introduced. This information has been gathered from the web pages and the annual 
reports of each company.  

 Vattenfall E.ON Telelogic WM-
data 

Tele2 TeliaSonera 

Concerned by 
IFRS 3 

Yes Yes Yes Yes Yes Yes 

Operating 
profit/loss 

27 730 
MSEK 

6 149 
MSEK 

195 
MSEK 

394 
MSEK 

3 510 
MSEK 

17 549  
MSEK 

Profit before 
tax 

26 319 
MSEK 

5 181 
MSEK 

202 
MSEK 

401 
MSEK 

3127 
MSEK 

17 019  
MSEK 

Variable 
compensation    
/Bonus 

Yes Yes Yes Yes Yes Yes 

Table 4-1 Presentation of the interviewed companies. 

4.1.1 Vattenfall 

Vattenfall is one of Europe’s five largest energy companies and the largest heating 
producers within this region. Vattenfall has a customer base that constitutes 4.9 million 
customers. The number of employees is around 33 000 and the company is owned to 
100% by the government. Vattenfall’s incentive plan amount to maximum 16.7% of the 
normal fixed salary that is two monthly salaries. It is mainly the top management that is 
contracted bonuses. The starting point of the bonus plans is the long-term value creating 
objectives of Vattenfall, which partly consists of financial results (www.vattenfall.se). 

4.1.2 E.ON 

E.ON is a subsidiary company within the world’s largest energy group of companies in the 
private sector. E.ON Sweden has about 5 000 employees and a customer base of one 
million customers. E.ON’s top executive group has a fixed salary, yearly bonus called Short 
Term Incentives, which constitutes maximum 60% of the fixed yearly salary and they also 
have a special option program (www.eon.se). 
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4.1.3 Telelogic 

Telelogic is a leading provider of services and software for Enterprise Lifecycle 
Management (ELM) and is operating in 22 countries worldwide. Telelogic has worked 
together with its customers for more than 20 years, helping out with software development 
and systems engineering. Telelogic applies both a fixed and a variable part of the salary. 
The CEO of Telelogic has a bonus, which corresponds to 77% of the fixed yearly salary. 
This variable compensation is based in the growth and the net income of the company. 
Five other persons in the top management also have this variable compensation system, 
based on the same financial figures (www.telelogic.com). 

4.1.4 WM-data 

WM-data is one of the leading IT-consultancy firms in the Nordic regions. They employ 
around 9 000 persons and offer a wide range of design and IT related services in order to 
create efficiency and benefits for their customers. WM-data applies variable compensation 
with maximum 100% of the yearly fixed salary for the management group. The variable 
compensation is based on the financial results of the company. WM-data also applies an 
option program (www.wmdata.se). 

4.1.5 Tele2 

Tele2 is one of the leading alternative telecom operators in Europe. Tele2 offers products 
and services within both fixed and mobile telephony, broadband and cable TV, and they 
have more than 30 million customers in 23 different countries. Key persons within Tele2 
receive bonuses. The bonus is based on various key figures, income measures and also 
individual objectives (www.tele2.com). 

4.1.6 TeliaSonera 

TeliaSonera is one of the leading telecom operators in the Nordic regions and in the Baltic 
countries. They offer reliable, innovative and user friendly services within telecom to more 
than 28 million customers. TeliaSonera has a fixed salary and a also a variable 
compensation plan which ranges from 35% to 50% of yearly fixed salary depending on 
which position one has in the company. Bonuses are based on financial results as well as 
area of responsibility and individual objectives (www.teliasonera.se). 

4.2 How the establishments have been accomplished 

All of the companies that are involved in this study have allocated the value of customer 
relationships and customer contracts from goodwill. The companies within the energy industry had 
done this before IFRS 3 regulated it. The similar characteristics of the responding 
companies are the fact that the customer base constitutes a large part of the purchase price 
and that the subscriber contracts and customer relationships are the true value creators 
within the company. Similar for the companies within all three industries are the fact that 
they all, more or less, find the regulations to be very unclear and that directive is hard to 
follow due to lack of guidelines.  

Birgitta Sundström (personal communication, 2006-04-28) of Vattenfall, for example, states 
that her general impression of IFRS is that it demands very much from the companies, but 
rarely or never gives any guidelines whatsoever. This creates a great amount of stress and 
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frustration in the finance and accounting department. Håkan Tjärnemo at Telelogic (per-
sonal communication, 2006-05-12) is not very found of the new regulations due to the 
facts that it does not give any guidance whatsoever and that the profit and loss accounts 
will not at all reflect the reality as it did before the regulations. He sees this as highly prob-
lematic and is very concerned with the fact that the shareholders will be misleaded by nega-
tive changes in the financial statements due to the regulations. This will in the end, accord-
ing to Tjärnemo, impede acquisitions. WM-data (C. Öberg, personal communication, 2006-
05-03) sees this from another point of view, namely the harmonization issue and argues 
that the complying of the rules of IFRS 3 has become too much up to the users them-
selves, which will lead to very arbitrary valuations and the initial goal of harmonization will 
most likely not be reached, rather the opposite. Sverker Bohlin (personal communication, 
2006-05-04) of Tele2  is also a bit skeptical towards the new regulations, although his opin-
ion differs a bit from the others since he do not find the difficulties to be so severe. Rather, 
he considers the cash flow to be the most interesting and decisive value and questions 
therefore why there is a requirement of allocation of customer related intangible assets, 
when it does not affect the cash flow whatsoever.   

4.2.1 Establishments of the value of the customer base 

In order to establish the value of the remaining useful life, it is crucial to understand how 
the valuations of the customer base have been conducted. 

Vattenfall has, as mentioned above, allocated its customer relationships and contracts 
before the introduction of IFRS 3. According to Birgitta Sundström (personal 
communication, 2006-04-28), has the intentions been to allocate as much as possible of the 
assets so as little goodwill as possible is left in the balance sheet. No outspoken method has 
been used in order to establish the value of the customer base. The department of mergers 
and acquisitions within Vattenfall has the market knowledge and subtle intuition that it 
takes in order to make the establishment. Hence, no external valuation process has been 
used, but the competence within the company has been seen to be enough. E.ON, 
however, turned to consultants in an accounting firm when allocating the customer 
relations and contracts from goodwill, in order to certify that the valuation process is made 
correctly and objectively (G. Eriksson, personal communication, 2006-05-05). The method 
used for the allocation was the MEEM (Multiperiod Excess Earnings Method), which is a 
method based on cash flow, although it separates the value of the different assets. 
According to Göran Eriksson (personal communication, 2006-05-05), this method was 
chosen because of the fact that there was no existing market value of the customer base 
available. After the valuation process was completed, another accounting firm reviewed the 
valuation in order to ascertain that the final value was fair. As a rule of thumb, E.ON 
allocates about 50 % of the surplus value, which will be amortized, and the rest of it will 
constitute goodwill. E.ON stresses the difference before the requirement for allocation was 
introduced. At that time, everything constituted goodwill and would therefore most likely 
result in a higher net income for the company. Now, however, the net income can be very 
affected by the size of the amortization. It is Göran Eriksson’s firm belief that it is good to 
have as much as possible of the assets, tangible and intangible, on an amortization plan 
since this reflects the reality in a much more reliable way and will hence show a more fair 
view of the company. 

Telelogic (H. Tjärnemo, personal communication, 2006-05-12) states that they did not use 
a specific method in order to establish the value of the customer base. Tjärnemo admits 
that the valuation is very subjective and arbitrary. An amount from the total goodwill has 
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more or less been separated in order to follow IFRS 3. No external consultants have been 
used in this matter. Tjärnemo (personal communications, 2006-05-12) is very skeptical to-
wards these new regulations and has not put a lot of effort and money in this matter. He 
states that he will concentrate more on this when guidelines have been published. Accord-
ing to Camilla Öberg (personal communication, 2006-05-03) at WM-data, the most value 
driving factor in most of the acquisitions that have been the customer base. In order to es-
tablish a fair value of this group of intangible assets, WM-data turned to the same account-
ing firm as E.ON and they were also advised to use the multi period excess earnings 
method (MEEM). They chose to take advice from consultants when IFRS 3 was intro-
duced because they found it difficult to know how to carry out a valuation of this kind. 
Camilla Öberg (personal communication, 2006-05-03) further states that this method was 
chosen due to the fact that it mainly values the customer relations on a cash flow basis, 
however it is valued together with other assets that are crucial in order to be able to deliver 
the product or service to the customer and the working capital. This is valued together in 
order to come up with a fair purchase price. 

Tele2 on the other hand has used a method that they call Acquisition Cost Method (S. 
Bohlin, personal communication, 2006-05-04). This method was chosen because of the fact 
that Tele2 has a unique and deep knowledge within the field of valuing customer 
relationships and contracts. Tele2 knows exactly how much it costs to acquire a new 
customer and as far as they are concerned, they do not need any external help from 
consultancy firms to establish this value. An example of such a cost is advertisement costs. 
Tele2 frequently keeps track of how high these costs are which is why Bohlin (personal 
communication, 2006-05-05) consider their knowledge within acquisition costs to be highly 
reliable. Acquisition costs are one of the most important key ratios for Tele2 and they put a 
lot of resources into keeping this knowledge updated. According to Kristina Beckius at 
TeliaSonera (personal communication, 2006-05-05) a guideline for the “Procedure for 
Purchase Price Allocation” is produced in order to present methods that can be used in a 
valuation process of acquired assets. The guideline presents three approaches in order to 
derive the value of an asset: the market approach, the income approach and the cost 
approach. However, the most common model to use for valuating customer relationships 
is the income approach, which focuses on the income-producing capability of the subject 
asset. This method was chosen because it fits these kinds of assets in the best way since it 
focuses on the present value of the net economic benefit to be received over the life of the 
asset. 

4.2.2 Establishment of the remaining useful life 

The methods for establishing the value of the customer base are scarce, however, the 
methods for establishing the remaining useful life of acquired customer relationships and 
contracts are almost non-existent. This fact can be seen among the companies, since none 
of them has used a specific method for the establishment. However, none of them has 
established them in similar ways, they all have different arguments for how they have acted. 

When establishing the remaining useful life of acquired customer relationships and con-
tracts, Vattenfall (B. Sundström, personal communication, 2006-04-28) has used a relatively 
short remaining useful life of three to four years on all their customer relationships, and the 
amortization plan follows the remaining life. Vattenfall has different kinds on customer re-
lationships and contracts, depending on the time of notice. However, the different kind of 
customer relationships have all had this standardized usage period, and no classification 
have been made. The market knowledge and experience in the area of customer relation-
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ships within Vattenfall has been the determining factor when it comes to the establishment 
of the remaining useful life. E.ON (G. Eriksson, personal communication, 2006-05-05) 
does not use an outspoken method either when it comes to establishing the remaining use-
ful life of customer relationships. Their knowledge within the market behavior together 
with the original customer contract functions as well as a foundation for the establishment. 
However, E.ON never uses standardized remaining useful lives, since the customers differ 
incredibly much, and hence the remaining useful life will be different. There exists different 
groups of customers within E.ON and for some of these, it can be profitable for them to 
“shop around”, why the lives of these customers are expected to be shorter. For other cus-
tomers it is in principle impossible to change energy supplier and the customer is more or 
less obliged to choose energy from the local electricity net. The largest group of customers, 
seen from a volume perspective, is the district heating customers and these customers have 
a one year period of notice, but in reality it is almost impossible for them to switch sup-
plier. Because of these vital differences among the customer groups, it is necessary to take 
this into consideration when establishing the remaining useful life of the acquired custom-
ers. E.ON has chosen an amortization plan that writes off the customer relationships over 
the time that the relationships is expected to generate economic benefits and they have 
written these off on a straight-line basis. 

Telelogic’s Håkan Tjärnemo (personal communication, 2006-05-12) declares that they do 
not use an outspoken method when it comes to the establishment of the remaining useful 
life. The competence regarding the establishment exists within the company. He further 
argues that this is, as well as the valuation process regarding the customer base, highly 
subjective. They do not use any standardized values regarding the usage periods due to the 
fact that each and every one of the customers are unique in its features. The customers are 
only bound to Telelogic for one year, but in reality they are bound to the company for 
much longer, due to fact that it is highly complicated and costly to switch supplier. 
Different intangible assets have different amortization plans. Customer relationships have 
an amortization plan of ten years and they are written off on a straight-line basis. Camilla 
Öberg (personal communication, 2005-05-03) at WM-data states that they do not use a 
certain method or custom in order to establish the remaining useful life of the acquired 
customer relationships. According to them, this is a very difficult appraisal to make. WM-
data never uses any standardized estimations for the establishment of the remaining useful 
life. However, what can be stated as the normal and what in many of the cases arises is that 
a customer relation normally lasts for five years after the acquisition has been finished. 
Every year, WM-data assumes that they will lose about 20 % of their customer base. The 
prior information that serves as a foundation for the valuation of the remaining useful life 
is the original contract that exists when the acquisition occurs. Historical data from the 
acquired companies is hardly ever used, since it is rarely any data of this kind available. 
WM-data never uses any standardized remaining useful life periods for their customers due 
to the fact that they vary a lot. According to Öberg, what determines the remaining useful 
life of a customer relationship is how tied the customers is to WM-data, in other words, 
how hard it is for the customer to switch to another supplier. An example of this is the 
wage systems that they offer their customers. These are relatively difficult to change since 
they are often deeply implied within the customer’s company. This will result in the fact 
that the customer relationships will last longer and will hence have a longer remaining 
useful life. The life of customer relationships due to the wages systems are established to be 
from seven up to ten years. The customer relationships are written off on a straight-line 
basis over the established remaining useful life. 
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Just as well as Tele2 (S. Bohlin, personal communication, 2006-05-05) knows the acquisi-
tion costs of a customer, as well is their knowledge developed within the turnover rate of 
customers on the market. In order to establish the remaining useful life of the acquired cus-
tomer relationships and contracts, Tele2 uses historical data. This will result in an average 
value that will be established for each and every customer. Tele2 writes off these customer 
relationships on a straight-line basis. Tele2 amortizes all customer relationships on a 
straight–line basis over four years, even though many of the relationships will still exist af-
ter these four years. The remaining useful life can differ a bit depending on what kind of 
subscription the customer buys. According to Kristina Beckius (personal communication, 
2006-05-05) at TeliaSonera there is no established method for determining the remaining 
useful life of customer relationships. In order to determine the remaining useful life and 
thus the amortization plan of these contracts and relationships, each and every one of them 
is evaluated and tested based on historic and forecasted average percentage of subscripted 
customers that will leave TeliaSonera. Hence, the future amortization costs are not yet es-
tablished since the yearly amortizations are decided individually for every year.  

4.3 Why the specific establishments were chosen 

The chosen remaining useful life of the acquired customer relationships and contracts will 
have effect on the financial reports. The remaining useful life will be the foundation of the 
amortization plan, which in turn will affect the amortization costs. In order to understand 
how these decisions affect the financial figures, it is vital to know why they chose to act as 
they did and what the driving forces were. This question is however extremely sensitive, 
why no straight forward answers were really given. 

Vattenfall (B. Sundström, personal communication, 2006-04-28) claims that the reason for 
choosing a standardized solution for the establishment of the remaining useful life of the 
customer relationship was based on precautions. They did not want to estimate the 
relationships to be longer than they actually are; hence, they chose a more careful approach. 
However, Vattenfall is constantly aware of their existing customer relationships and every 
year they look over their customer relationships in order to ensure that the standardized 
remaining useful life and its amortization plan is reasonable and hence provides a true and 
fair view of the assets of the company. This might in turn lead to changed amortization 
costs and hence to a changed net income for Vattenfall. E.ON, however, never uses a 
standardized remaining life. According to Göran Eriksson (personal communication, 2006-
05-05), it is impossible for E.ON to establish one remaining useful life for all their 
customer relationships because of the fact that their different customers all have very different 
usage periods hence different remaining useful lives. According to Göran Eriksson their line 
of reasoning in this subject matter is crucial for the valuation process and hence what 
determined the establishment of the remaining useful lives. This since the energy market is 
quite unique regarding its customer relationships.   

Håkan Tjärnemo (personal communication, 2006-05-12) at Telelogic trusted the instincts 
and knowledge within the company when the establishment was done. He is however con-
cerned with the fact that the establishment will be vastly arbitrary due to the fact that it in-
volves many assumptions and may not in the end reflect the reality. He basically only allo-
cated the customer relationships and amortized them because of the new regulations. He further claims 
that the established the amortization plans are misleading as well. Since Telelogic acquires 
fast growing companies he does not see the point in amortizing the value of the customers 
since they in reality will be worth more and not less in the coming years. The determining 
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factors for WM-data for the establishment have been the existing experience and knowl-
edge within the group that works with the acquisition process (C. Öberg, personal commu-
nication, 2006-05-03). Because of practical reasons, the customer relationships are amortized 
on a straight-line basis. However, Camilla Öberg considers a declining balance amortization 
would provide a more fair view of the company. The motives behind the chosen method 
are claimed to be that it would be rather difficult for analysts to keep track of the amortiza-
tions, and nevertheless hard for themselves since they acquire so many small businesses. 

As mentioned above, Sverker Bohlin (personal communication, 2006-05-04) at Tele2 
claims that their knowledge within the field of customer turnover rate in the telecom 
market is as well as their knowledge within acquisition costs deep and highly reliable. There 
exists different groups of customer relationships and contracts, however, these do not 
differ that much, why the established remaining life of the customer relationships will result 
in roughly the same for all customers. Tele2 amortizes all the customer relationships on a 
straight-line basis. However, he thinks a more fair and true method for amortization would 
be the declining balance amortization method, since he believes that customer relationships 
and contracts have a declining value. The reason why they write them off on a linear basis 
and on a standardized plan of four years is because they want to keep it as simple as possible for 
investors and for the books. The establishments that TeliaSonera (K. Beckius, personal 
communication, 2006-05-05) resulted in regarding the remaining useful life of the allocated 
customer relationships were, as mentioned above, based on individual evaluations of the 
customer contracts. These evaluations resulted in amortization plans based on individual 
tests. The reason why TeliaSonera does not use an established plan over the following years is 
due to historical experiences, market conditions, and market regulations. Because of these tests, the 
amortization plans of these assets will both be prolonged and shortened, which in turn will 
lead to the fact that it is impossible to forecast the earnings of TeliaSonera. 
 

4.3.1 The interests of the persons involved 

Persons involved are the persons who are in any way active within the decision-making 
process regarding the establishment of the remaining useful life of the customer 
relationships. Similar for all respondents interviewed in this study is that neither one of 
them reveal any personal interests of the involved people in relation to the decisions made 
regarding the establishment of the remaining useful life. As mentioned earlier, this is a very 
sensitive question, in which the authors did not actually expect any straight answers. 
However, all the interviewed companies consider an increase in net income as an obvious 
objective for the company, the management, the employees and other stakeholders.  

4.3.2 The decision process 

The different decisions that are involved in the valuation process involve different people. 
The companies have different opinions on which the right person is to establish the 
remaining useful life of the company’s customer relationships and contracts. It differs both 
in if the company should have an external part valuing the customer relationships and who 
within the company that is most appropriate to make this valuation.  

Birgitta Sundström (personal communication, 2006-04-28) at Vattenfall claims that the 
competence within the field of establishing the remaining useful life and the value is to be 
found in the mergers and acquisitions department within the company. According to her, it 
is the people within this group who possess the deepest knowledge. The amortizations 
have followed the standards of the company. E.ON’s Göran Eriksson (personal communi-
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cation, 2006-05-05) claims the same thing as Vattenfall, when saying that the acquisition 
group possesses the knowledge that this process demands. However, in order to certify 
that their decisions are correct and in order to increase the objectivity of the valuation, an 
external consultant has been of help for E.ON. By using this expertise, they consider them-
selves to not only add deep knowledge within the area, but they also show different stake-
holders that they let external experts determine a value of the acquired customers, which in 
turn will lead to less speculations of personal interest. The amortization plan was more or 
less set on a standardized basis, that is to E.ON a straight-line basis. 

Håkan Tjärnemo (personal communication, 2006-05-12) at Telelogic states, as mentioned 
above, that the company did not use any external help in the process of establishing the 
remaining useful life of the acquired customer relationships. The vital factor in the decision 
process was to establish a value that reflects the true value the best. Tjärnemo is the CFO 
of Telelogic and was highly involved in the decision process regarding the amortization 
plans and hence, in the standard setting of a ten years amortization plan for customer 
relationships. Nevertheless, he is disturbed by the fact that this still does not provide a true 
and fair view of the net income of the company. The large amortization costs affects the 
net income in a negative way and they have to put a lot of effort into communicating this 
fact to the existing and prospective shareholders.  According to Camilla Öberg (personal 
communication, 2006-05-03) at WM-data, it was the trust in the chosen accounting firm 
that was decisive. It was their firm belief that this accounting firm had the best knowledge 
in this area of valuation, and that was the reason why they consulted them to conduct it. 
The co-workers of WM-data used their experience together with the consultants to 
establish the remaining useful life of the customers and hence, the consultants could set a 
fair value to the customer base. WM-data also uses benchmarking to a large extent in this 
matter. WM-data compares themselves with TietoEnator in order to reach a balance 
between goodwill and remaining allocations. This benchmark is carried out since 
TietoEnator and WM-data has acquired almost identical companies. The board of directors 
is however involved in the determination of amortization plan. They decide whether the 
basis for amortization should be small or big. Hence, the earnings will be in line with the 
arguments of the board of the company, because the size of the amortization costs directly 
affects the size of the earnings. This will according to Öberg consequently lead to the fact 
that the board has a large influence on the company’s net income. 

As mentioned before, Tele2 (S. Bohlin, personal communication, 2006-05-04) did not use 
any external valuation competence, but trusted the skills within Tele2 in this matter. Bohlin 
further claims that the only external parts that had any influence whatsoever on the deci-
sion process were the auditors. They were the only ones that actually affect the valuation 
process. After presenting the chosen method and the final value, the auditors have given 
them their opinions in the subject matter and considered the value to be fair. They later in-
form the board of directors of the valuation, but the board never affects how the valuation 
process is carried out or which methods to use. Sverker Bohlin (personal communication, 
2006-05-04) at Tele2 claims the same thing as companies before; the chosen method does 
not affect the income, but the chosen size of the amortizations. TeliaSonera (K. Beckius, 
personal communication, 2006-05-05) follows the example of Tele2 when not using any 
external expertise in the valuation process, due to the fact that the knowledge exists within 
the company. The management and the board of directors are the persons involved in the 
decision process regarding intangible assets. The management of TeliaSonera considers the 
valuation of intangible assets to contain critical estimations and assumptions and the con-
sequences of the chosen accounting principles regarding intangible assets such as customer 
contracts and relationships are of great importance in the decision process. Beckius (per-
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sonal communication, 2006-05-05) further claims that any stakeholders whatsoever did not 
influence the chosen valuation method and that the principle does not directly affect the 
income. Still, the fair value is highly affected by the remaining useful life of customer rela-
tions since the value increases/decreases when the remaining useful life in-
creases/decreases.  
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5 Analysis 

This chapter aims to analyze the empirical data with help from the chosen theory. The authors have chosen 
to use the empirical findings and theory that are relevant for the purpose of this thesis and the authors’ own 
reflections will be presented in the following chapter. This chapter will hence be the foundation of the 
conclusion of this study. 

5.1 How the establishments have been accomplished 

All the companies taking part in this study consider the customer base to constitute a large 
part of the purchase price and that the subscriber contracts and customer relationships are 
the true value creators within the company. This is also in line with Peppers and Rogers 
(2005) arguments since they claim that the handling of the customer base of a company is 
the crucial factor of survival. Ellsworth (2004) claims that the nature of the relationship can 
be either contractual or non-contractual which is also supported by the empirical findings. 
All participating companies seem to have a mix of contractual customers and non-
contractual customers. E.ON for instance, claims that they have customers on contracts, 
like the district heating customers, but also non-contractual customers which in many cases 
can be seen as contractual since it is almost impossible for these customers to change 
energy supplier. WM-data and Telelogic use the same arguments as E.ON when they claim 
that some customers have difficulties in switching supplier, which in turn results in longer 
relationships without a contractual base.  

Seen from the telecom companies’, TeliaSonera and Tele2, point of view the customers are 
mainly contractual and the remaining useful life is dependant on what kind of subscription 
the customer buys. This implies that the contractual customers are more frequent than the 
non-contractual customers. This might also be explained by the fact that it can be 
profitable for customers to switch supplier and that it is also easy to do this since the 
supply of telecom services is quite big. The above arguments are also in line with Blyth’s 
(2005) since he claims that different industries face different difficulties when it comes to 
customer loyalty and that contracted customers is easier to handle when estimating the 
remaining useful life. As Eriksson at E.ON puts it; for some customers it is more profitable 
to “shop around” and the interpretations made from the interviews with the concerned 
companies are that the telecom industry face more difficulties in keeping customers loyal 
since it is easy for customers to switch supplier. The energy industry as well as the IT 
industry usually keeps customers more easily since it is generally more difficult for 
customers to switch supplier. This implies that the remaining useful lives of the customers 
within the telecom industry should be shorter than the remaining useful lives of the energy 
and IT industry. This is also in line with the argumentation of Ellsworth (2004) who claims 
that customer relationships are as vivid as human relationships; some are long-term while 
others are more short-term.  

Reilly and Schweihs (1999) argue that it is especially important to know the remaining 
useful life of the intangibles since these constitute the basis for the valuation. However, 
none of the companies participating in this study has used a specific method for the 
establishment. Moreover, none of them has established them in similar ways; they all have 
different arguments for how they have acted  

• Vattenfall has different kinds on customer relationships and contracts, depending 
on the time of notice. However, all kinds of customer relationships have a stan-
dardized usage period, and no classification have been made. Vattenfall has used 
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their market knowledge and experience when establishing the remaining useful life 
of their customer contracts and relationships. All customer relationships and con-
tracts are written off on three to four years. 

• E.ON has different kinds of customer relationships and contracts. E.ON does not 
use an outspoken method when it comes to establishing the remaining useful life of 
customer relationships but rather the specific knowledge within the market in 
combination with the original customer contract constitutes the basis for the 
establishments of the remaining useful life of customer contracts and relationships, 
which is in line with the amortization plan.  

• Telelogic does not apply an explicit approach for the establishment of the 
remaining useful life of their customer relationships. The establishment is rather 
based on experience and subjective judgments. All customer relationships and 
contracts are amortized on a ten-year basis even though the contracts only reach 
for one year. 

• WM-data does not apply a specific method for establishing the remaining useful life 
of the customer contracts and relationships. Instead each group of customers is 
evaluated with the basic assumption that five years is the normal usage period and 
then up to ten years of remaining useful life and amortization is applied depending 
on the usage period.  

• Tele2 uses historical data when establishing the remaining useful life of acquired 
customer contracts and customer relationships. Different customers have different 
remaining useful lives in the valuation process but then they are all amortized over 
a period of four years. 

• TeliaSonera has different remaining useful lives for different kinds of subscriptions 
and customers. These are determined on a historical basis derived from the 
percentage of customers that leave TeliaSonera for other telecom suppliers. These 
further tested yearly and the amortization plans follow usage periods. 

The above imply that none of the six companies in the study have applied a specific 
method for establishing the remaining useful life of customer relationships and contracts. 
All seem to have used estimations of different kinds and to different extents. The 
interpretation of the above is that Reilly’s and Schweihs’s (1999) argumentation regarding 
the importance to know the remaining useful life is not met among the companies, and this 
process is therefore one of the most ignored in the interviewed companies. The 
interpretation from the study is that all companies are quite uncertain and insecure about 
the establishments and hence that this part is being somewhat ignored in the valuation 
process and in the amortization plan. The establishments carried out seem to be more in 
line with the fact that the estimations are more a reflection or a default in the valuation 
process (Reilly & Schweihs, 1999). Thus, as implied earlier in this section, it seems natural 
that the IT companies have the longest remaining useful lives and amortization plans. Due 
to this fact it seems to the authors reasonable that E.ON and TeliaSonera strive to obtain 
an amortization plan that reflects the true usage period. What is worth to underline from 
the empirical findings is that it is unexpected that neither the energy companies nor the 
telecom companies use the same arguments. Furthermore, it is rather surprising that Tele2 
chose to apply a standardized amortization plan of four years, when the customers in this 
industry do not have severe difficulties in changing suppliers due to shorter period of 
notice. 
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5.2 Why the specific establishments were chosen 

5.2.1 The interests of the persons involved 

As mentioned in the section of the empirical findings, neither one of the interviewed 
respondents reveal any personal interests. Of course, this is a very charged issue and a 
straight answer would have been rather surprising. The foundation of positive accounting 
theory, the maximization hypothesis, however claims that every individual makes such 
decisions that maximize his or her own utility (Boland & Gordon, 1992). This implies that 
the companies in this study would have had their own personal interests in mind when 
establishing the remaining useful life of the customer relationships. Although none of the 
respondents have claimed this out loud, it is obvious that all companies have a variable 
compensation plan and the majority of the companies base this variable compensation on 
financial results. These financial results can most likely be affected by the remaining useful 
life and hence, the amortization costs.  

The positive accounting theory further claims that management, shareholders and 
regulators/politicians are rational in their decision process and that they endeavour to 
maximize their utility, which is in direct relation to their compensation and hence, to their 
wealth (Riahi-Belkaoui, 2000). This is also supported by the second of Mouck’s (1990) 
seven propositions, which claims that people act rationally and therefore favour the best 
obtainable option given their knowledge of the situation. Since it is not possible to have a 
detailed look at the incentive plans of each company, and neither to see exactly whom this 
plan comprises, it is hard to see whom actually benefits from it. However, it is most likely 
people involved in the valuation process who benefits from the incentive plans, perhaps 
not directly in every case. What is common for all involved companies is that they all claim 
that the knowledge of the area of customer valuation is the foundation. However, it cannot 
be excluded that these people do not only use their knowledge in order to set a fair value, 
but also by the fact that the best option in turn affects the net income. The people involved 
in the valuation process may not increase their own wealth directly from choosing one 
accounting principle or the other, however, the people may satisfy the manager above him 
or her and in the end satisfy themselves. Thus, the involved people act rationally in order to 
benefit from it, directly or indirectly. All the participating respondents claim that one of the 
main objectives and interests of the management and employees is to increase the net 
income. The interpretations made by the authors regarding this issue is that the persons 
involved are interested in maximizing the net income since the effects thereof will gain the 
persons involved in one way or another. Either by receiving a bonus, or by the fact that 
such an achievement will make the persons involved seem competent, or a combination of 
the two. This is also in line with the principal-agent relationship in which the agent is 
contracted to satisfy and protect the interests and demands of the principal. If the agent, in 
this case the persons involved in the establishment of the remaining useful life of customer 
contracts and relationships, contribute to making a, from the principal’s view, satisfying net 
income, the agent will most likely also be pleased (Schroeder et al., 2001).  

According to the founders of the positive accounting theory Watts and Zimmerman 
(1986), the management in companies strives to maximize profits in the next few years and 
preferably the current year. One of their most useful tools in doing so is accounting princi-
ples. Hence, they claim that the accounting methods that will increase the decision makers 
own interests the most will be applied. All companies within this study emphasize the fact 
that an increase in net income is an obvious objective. Since people are assumed to act ra-
tionally, it seems reasonable that it is favoured to increase one’s personal wealth soon, pref-
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erably the current year. With the accounting principles that are central in this study, such as 
amortization principles, it is possible to change the net income with help of these. The am-
ortization plans derive from and are strongly connected with the remaining useful life of 
the customer relationships and contracts. However, it is not necessarily said that the per-
sons involved actually used different accounting principles to increase their own wealth.  

5.2.2 The decision process 

According to the positive accounting theory and methodological individualism, every single 
social phenomenon derives from a decision made by one individual (Boland & Gordon, 
1992). From the empirical findings, the authors can see that different people have been 
involved in different processes and that it certainly differs among the companies. For 
example, only two of the companies chose to consult external firms in order to establish 
the remaining useful lives of the customer relationships, and hence, the value of the 
customer base. This was only one step in the entire valuation process and yet, only two of 
the firms decided to use external help in order to achieve some kind of objectivity. For the 
two companies, E.ON and WM-data, who chose to use an external consultancy firm for 
this, it was not a matter of a lack of competence within the company, but a statement and a 
guarantee that the value was true and fair and objectively viewed by external eyes. Since the 
external consultancy firms are not directly affected by the decisions regarding the 
establishments of the remaining useful life it can be more or less assumed that the 
established remaining useful lives applied in E.ON and WM-data have not been affected by 
personal interests, thus it is not said that the decisions regarding the amortization plans are 
not affected by personal interests in the two companies.  

Another key point of positive accounting theory regarding the decision process is, 
according to Riahi-Belkaoui (2000), to explain and predict choice of standards made by the 
management, by analysing benefits and costs of specific financial disclosures in relation to 
different individuals and in relation to the allocation of resources within in the economy.  
To predict the chosen standards among the selected companies is not the purpose of this 
thesis, however, to explain the choices made by the management is the core of this study. 
As mentioned in the empirical part, TeliaSonera have chosen the management and the 
board of directors to be in charge of the valuation process of the customer contracts. 
These persons are further the ones who decide which accounting principles to use and 
hence, they decide in what year the net income should be the highest. TeliaSonera explains 
this fact by claiming that this procedure involves critical estimations and assumptions. 
Thus, the consequences of the decisions are severe and these persons are the ones who will 
be held responsible for this.  

What should be emphasized in the empirical findings is that all companies but one chose 
amortization plans that write off the value of the customer relationships over the same 
number of years as they are expected to generate economical benefits. Furthermore, all 
companies chose to use an amortization plan with a straight-line basis, which in reality will 
smoothen the costs over the entire usage period. This goes hand in hand with what Watts 
and Zimmerman (1986) states, which was already mentioned in section 5.2.1, about the fact 
that the management has a tendency of maximizing the profits of the current year by using 
accounting principles that enables them to do so. Tele2 is the only company that applies a 
standardized amortization plan of four years, regardless if the customer contract will last 
shorter or longer. Consequently, this would mean that Tele2 would increase or decrease 
their net income due to lower or higher amortization costs in relation to the remaining use-
ful life. It is quite interesting that both WM-data and Tele2 think that a more fair view of 
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the net income of the company would be to write the customer relationships off with a de-
clining balance amortization plan, meaning that amortizations of the remaining customer 
relationships are bigger the first years and then declines over time. The fact that the cus-
tomer relationships tend to have a declining balance could be true for all companies, and 
hence, it would be fairer to use a declining balance amortization plan. If they would all 
choose a declining balance amortization plan, it would in reality mean that the net income 
would be lower the current year and then increase due to lower amortization costs in the 
coming years. Hence, the chosen accounting principle will provide the companies with a 
higher reported net income than what would have been achieved if they would have cho-
sen an accounting principle that some of the companies consider to provide a more fair 
view. Something else worth mentioning could be the fact that Telelogic applies a relatively 
long amortization plan of its customer relationships. The choice made to have a straight-
line amortization plan over such a long time will result in the fact that the amortization 
costs will be lower every year for this company and hence, the net income will not be as af-
fected. However, the CFO of Telelogic seemed highly aware of this matter. 

The arguments that the companies build their decisions on is mainly simplicity; it will be 
easier for analysts to follow the amortizations, it will be easier for the company to keep 
track of amortizations since they acquire so many small businesses every year and for 
keeping the books as simple as possible. Vattenfall, for example, have chosen a 
standardized usage period regardless of the characteristics of the customer relationship. No 
classifications have been made in order to obtain precaution and simplicity. To the authors, 
these arguments seem quite thin. Furthermore, the respondents have had some difficulties 
in motivating a reasonable answer to this issue. Analysts should be able to follow declining 
amortizations without any larger problems, the company should not have any problems 
with different amortization costs over coming years and this would not convey any decisive 
problems for the books. This kind of behaviour is also supported by Dhaliwal, Salamon 
and Smith (1982) who presents a study, which shows that manager-controlled firms are 
more likely to apply depreciation, and amortization methods that will shift reported 
earnings from later periods to current periods. The most common way to achieve this is by 
using straight-line depreciation. This is true for all companies in this study, which according 
to Dhaliwal et al. (1982) indicates that all six companies intend to shift the net income to 
the current year instead of obtaining it in the future. One of the reasons for doing so could 
be to increase the individual compensation and hence the bonus plan hypothesis is 
supported.  

Mouck (1990) states in his sixth proposition regarding positive accounting theory that 
decision-makers have a narrowly defined self-interest and this is what motivates them. 
According to the respondents in this study, this is not the case. Neither one of the 
companies did say that the chosen method had anything to do with the fact that it affected 
the compensations or bonus plans. Although, as can be seen from the annual reports all 
incentive programs are based on some kind of financial goals. The outcome will hence be 
that amortization costs do affect the net income, which in turn will affect the bonus plans. 
The interpretations made from the above argumentation is obvious; the interviewed 
companies have chosen a straight-line amortization plan in order to shift reported net 
income to current periods. 

5.2.3 Interests of persons involved versus decision process 

The persons involved in the process inevitably affect the decision process. What may differ 
is to what extent the different people are involved in the different companies. Accounting 
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theory claims that the chosen accounting principle by any of the people involved derives 
from a comparison of the relative benefits and costs of each accounting principle in such 
way as to maximize the utility of these persons (Riahi-Belkaoui, 2000). Since there is no 
outspoken truth from this study regarding how or if the personal interests have affected the 
choice of accounting principles, it is difficult to accept the theory completely. However, in 
some cases it can be seen or interpreted that it is more obvious. Riahi-Belkaoui (2000) fur-
thermore argues that the accounting choices rest on factors that represent the manage-
ment’s incentives to choose accounting methods. The incentives in this study would be the 
variable compensations or obtaining a strong and competent image. As mentioned before, 
all involved companies have this type of bonus plans and these are without doubt affected 
by the chosen accounting principle. However, none of the respondents ever mentioned a 
word saying incentive systems would have anything to do with the chosen accounting prin-
ciples. The authors did however not expect this.   

The bonus plan hypothesis presented by Watts and Zimmermann (1986) claims that  
“managers of firms with bonus plans are more likely to choose accounting procedures that shift reported 
earnings from future periods to the current period.” This seems likely for all companies in this study 
since all persons involved actually chose to write off the customer relationships on a 
straight-line basis, although some of the companies consider declining balance amortization 
plans to provide a more true and fair net income. This chosen method further smoothens 
the net income over the years of the amortization plan and hence supports the thoughts of 
Dhaliwal et al. (1982) who claim that by using straight-line depreciation the net income will 
be shifted to the current year.  

The relationship between the persons involved and the decision process will be interpreted 
and analysed one by one below in order to obtain a deeper understanding of why the 
companies decided to take specific actions. 

In the case of Vattenfall, there is no clear evidence that the persons involved in the 
decision process regarding accounting principles actually chose the ones that would benefit 
them. It could however be the case that there is a possibility that personal incentives exists 
regarding the choice of accounting principles. Yet, the authors of this thesis cannot 
interpret the collected data in anyway so that there exist evidence that support the positive 
accounting theory. This statement is based upon the facts that Vattenfall base their 
establishments on precaution, which in turn will lead to higher amortization costs and 
hence a lower net income.  

E.ON does not only trust their own instinct, but has also confirmed it twice in letting 
external consultants be part and revise the valuation process. This implies that objectivity 
has been of great importance for E.ON and hence, the application of personal interests in 
the accounting principles have been reduced. However, the authors cannot exclude the 
possibility that personal interests have affected the amortization plans, since the external 
consultants did not take part of that decision process. Although there are no apparent 
evidence for this since individual assessments of amortization plans are conducted for each 
customer group. 

In the case of Telelogic, only one person, the CFO, has been involved in the decision 
process regarding the estimation of the remaining useful life of the customer relationships 
and its amortization plans. This choice regarding the estimation of the remaining useful life 
seems like it was made deliberately, however, the choices regarding the straight-line amorti-
zation plans could not quite be motivated. Instead, the respondent considered a declining 
balance to be more appropriate. However, a straight-line amortization plan was still used. 
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These facts are interpreted and according to the authors, they support the positive account-
ing theory in the sense that the respondent claims that the new regulation results in a lower 
net income due to high amortization costs and this is also the motive behind the unusually 
long amortization plan of ten years. With the position the respondent holds in the com-
pany, it is of great interest that the net income will maintain high due to the fact that he is 
one of the persons involved in the compensation plan. Nevertheless, it is of great impor-
tance for the respondent to be able to show a, from the shareholders’ point of view, good 
result. The shareholders in this case can hence be seen as the principals and Tjärnemo can 
be seen as the agent, and since he is the only decision maker in this subject matter he has all 
the power to affect this matter. Thus, both the positive accounting theory and the agency 
theory can most likely be accepted. 

WM-data has chosen to consult an external firm in order to establish the value of the 
customer base and the remaining useful life of the acquired customer relationships. 
However, the establishment of the amortization plan was determined with the board of 
directors. This implies that the valuation of the customer base together with the remaining 
useful life is valued on an objective basis. Moreover, the amortization plans might be 
subjects of personal interests since it is persons with variable compensation plans that 
make the decisions. Furthermore, it is the opinion of WM-data that a straight-line 
amortization plan does not fully provide a fair net income, but rather, a declining balance 
amortization does. Yet, WM-data has chosen to write off the customer relationships on a 
straight-line basis without a reasonable explanation. Therefore, the positive accounting 
theory can be accepted in this case.  

Tele2 puts all their trust in the competence within the company and excluded any external 
consultants as well as the board of directors. This implies that it is hard to accept the 
positive accounting theory in this case, due to the fact that there are no evidences that 
claim that there exists any personal interest in the decision process regarding the estimation 
of the remaining useful lives of the customer relationships. However, Tele2 states that a 
declining balance amortization plan would be more suitable for these kinds of assets, yet 
they apply a straight-line amortization plan. They claim that this is because of simplicity 
reasons, but it might as well be of personal interest. However, the authors do not have any 
obvious support for this assumption.  

In the case of TeliaSonera the positive accounting theory can to some extent be applied. 
This due to interpretations claiming that there exist personal interests in the decision proc-
ess. This is supported by the fact that it is the persons who are involved in the decision 
process regarding the establishment of the remaining useful life of the customer relation-
ships and its amortization plans whom the incentive programs as well comprise. It is how-
ever not directly outspoken by the company, but to the authors it is evidence enough that 
this new regulation creates opportunities for involving personal interests in the establish-
ment. 
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6 Conclusion 

This chapter summarizes the analysis in a conclusion in order to show what the study has resulted in. In 
order to be able to follow the purpose of this thesis, the conclusion will be divided into two pieces, how and 
why. 

6.1 How 

None of the six companies taking part in this study have applied an outspoken method for 
the establishment of the remaining useful life of the customer relationships and contracts. 
Only half of the participating companies, E.ON, WM-data and TeliaSonera, have chosen to 
carefully identify different customer groups within the customer base. These customer 
groups have different remaining useful lives and these will be written off over the 
remaining usage period. Thus, the remaining useful life is critical when the amortization 
plan is determined. All six companies have estimated the remaining useful life from the 
accumulated knowledge within the company. However, two of the companies, E.ON and 
WM-data, have in addition to this consulted an external firm. A relation can be identified 
between using an external consultant and identifying customer groups with different 
remaining useful lives. Hence, a more careful establishment seem to have been done in 
these cases. All companies have applied a straight-line amortization plan, regardless if the 
company has identified different customer groups. 

6.2 Why 

As mentioned above, all six companies amortize the customer relationships and contracts 
on a straight-line basis. The reason for doing so can be explained by the positive 
accounting theory to some extent.  

Many of the companies claim that simplicity is the main reason for choosing a straight-line 
amortization plan. The authors however, claim that this is a poor excuse, due to the fact 
that all companies have declared that they all have the interest in increasing the net income.  In 
order to increase the net income, straight-line amortizations and long amortization plans 
are two accounting principles that can be used. The analysis showed that all companies 
applied straight-line amortization even though some of them actually admit that a declining 
balance would provide a fairer view of the financial statements. Furthermore, long amortization 
plans are used in some companies, Telelogic for instance, in order to decrease the amortization 
costs and hence increase the net income. These types of actions made by the decision makers 
seemed, to the authors, highly deliberate. Nevertheless, it is apparent to the authors that the 
companies have intended to use a straight-line amortization plan in order to shift the 
reported net income from the coming years to the current year.  

From the conclusions drawn above, it is the opinion of the authors that positive account-
ing has been applied in order to shift reported earnings. That is not to say that positive ac-
counting has been applied in the sense of incentive programs and bonuses. However, it is 
important to bear in mind that all six companies have outspoken variable compensation 
plans for the top management. It can therefore not be totally excluded that personal inter-
ests of any kind have been taken into account and affected the decision to shift the earn-
ings to the current year. 
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7 Final Discussion 

This chapter presents the authors’ own reflections and also critique of the study. Finally, suggestions of 
further research will be presented. 

7.1 The authors’ own reflections 

The general impression of the authors after conducting the study is that companies and 
decision makers express a strong resistance regarding the regulation in IFRS 3. This can be 
explained by the lack of guidelines but also by the fact that companies face high 
amortization costs of their most value creating factor; their customers. For many of the 
companies it seems unnatural to assume that the customer loyalty will decline in value over 
time and hence force amortizations.  

When it comes to the establishments of the remaining useful life of customers it might be 
reasonable to presume that different customers have different remaining useful lives and 
that it therefore is crucial to have different amortization plans for theses different customer 
groups. Yet, only half of the participating companies have applied this way of reasoning. 
The authors believe that this would reflect the reality in a better way than if all customer re-
lationships and contracts are amortized on the same basis. 

From the conducted study the authors believe that new standards like IFRS 3, which do 
not come with guidelines or some kind of instructions, open up for interpretations, which 
in turn allow free scope of personal interests supported by positive accounting theory. 
Hence the decisions regarding such interpretations might very well reflect personal desires 
and objectives. Moreover, after conducting the study the authors considers the original ob-
jective with IFRS, the harmonization criteria, to be somewhat jeopardized due to the fact 
that all companies have more or less established their own methods which in turn will lead 
to unharmonized accounting. 

7.2 Critique of the study 

After conducting the study the authors consider the choices made during the research 
process to be good, although some parts have been more or less problematic. When using 
a qualitative approach in the chosen subject matter it is to some extent difficult to examine 
personal interests of the respondents. By applying telephone interviews when such a sensi-
tive subject is discussed it can be difficult to create openness with the respondents. More-
over, few managers would actually admit that they make decisions that will maximize their 
own wealth. It is possible that personal interviews would have provided a more open and 
honest conversation. If personal interviews had been conducted less companies would 
probably have been examined which in turn could have created an even deeper understand-
ing. The authors still believe that subjective interpretations not have been made and that 
the applied theory still has helped in explaining the decisions and motives behind the ac-
counting principles. Furthermore, the interview technique was improved during the process 
and hence follow up was made and therefore more information was collected as well as the 
relationships with the respondents improved. 

Other critique worth mentioning when reflecting upon the study is that more or less one 
theory was applied for explaining the decision process. It is possible that other behavioural 
theory could have been applied in addition to the chosen theory, without a direct connec-
tion to accounting. 
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7.3 Suggestions for further research 

Interesting question has been raised during the completion of this thesis. The harmoniza-
tion criteria of IFRS and IASB for instance could be interesting to study further. Since the 
authors of this thesis not consider the harmonization to be met regarding IFRS 3 it would 
be interesting to see if this is the case when other standards are examined.  

Moreover, it would be interesting to study if this is the case when seen from an interna-
tional perspective. Are there differences between countries in the establishments of remain-
ing useful life of customer contracts and relationships? 
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Appendix 1 Interview guide 

According to IFRS 3, listed companies should, at an acquisition, allocate the part of the 
purchase price that is assignable to customer relations and customer contracts. This alloca-
tion should be handled as an intangible asset in the financial statements. This item should 
hence no longer be considered as goodwill, only the remainder of the purchase price after 
all allocations have been conducted is considered as goodwill. 

The purpose with this thesis is to examine how listed companies have established the re-
maining useful life of existing customer relations and customer contracts in acquired com-
panies, this since the useful life is one of the most crucial factors when it comes to affecting 
the value of the intangible asset. The main focus is hence not put on the valuation of the 
customer base but rather on how to estimate and establish the remaining useful life. 

The following questions will be asked to 2 companies from three different lines of busi-
ness; hence six companies in total will be interviewed. 

1. How was the allocation of values of acquired customer relations and customer con-
tracts from goodwill achieved?  Which valuation methods were applied? 

 
2. Why did you choose this method? 

3. How was the remaining useful life of the customer relations/contracts established? 
Which method was used in the process? Why was this specific method applied? On 
which bases of information were the establishment of the remaining useful life 
made? (How does the forecast period in the cash-flow application regarding the 
valuation of customer relations/contracts agree with the established remaining use-
ful life? Was an average used as a foundation for depreciation or is depreciation 
implemented over the expected time of generated benefits from the asset? 

 
4. Were there different remaining useful lives for different groups of customer rela-

tions/contracts? How can these differences be explained and how did it affect the 
establishment? 

 
5. Will the chosen method of establishing the remaining useful life affect the income 

of the company? In which way? What is your opinion about this? 

 


