kpmg goodwill impairment guide

kpmg goodwill impairment guide serves as a crucial resource for companies and accounting professionals in
navigating the complexities of goodwill impairment testing and reporting. This guide outlines the key
principles, methodologies, and regulatory considerations endorsed by KPMG, one of the leading global
professional services firms. Understanding goodwill impairment is vital for accurate financial reporting and
compliance with accounting standards such as ASC 350 and IAS 36. The guide addresses the identification of
reporting units, the measurement of fair value, and the circumstances that trigger impairment tests.
Additionally, it provides insights into common challenges and best practices for documenting and disclosing
impairment results. This article presents a detailed overview of the KPMG goodwill impairment guide,
designed to assist organizations in managing goodwill on their balance sheets effectively. The following
sections will explore the fundamental concepts, procedural steps, and strategic implications of goodwill

impairment according to KPMG’s guidance.
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Overview of Goodwill and Impairment

Goodwill represents the excess of the purchase price over the fair value of identifiable net assets acquired in
a business combination. It reflects intangible assets such as brand reputation, customer relationships, and
intellectual property that do not qualify for separate recognition. Over time, the carrying amount of

goodwill must be tested for impairment to ensure it is not overstated on the balance sheet.

Impairment occurs when the carrying value of goodwill exceeds its recoverable amount, requiring a
write-down to reflect its diminished value. This process is governed by accounting standards like ASC 350
in the United States and IAS 36 internationally. The objective is to provide transparent and accurate

financial information to stakeholders.



Definition and Importance of Goodwill

Goodwill is an intangible asset that arises during acquisitions and represents future economic benefits. It is
important because it can significantly affect a company’s financial position and performance. Proper

assessment of goodwill value protects investors from inflated asset values and potential losses.

When to Test for Goodwill Impairment

KPMG’s goodwill impairment guide emphasizes that goodwill should be tested at least annually, or more
frequently if events or changes in circumstances indicate potential impairment. Such triggering events

may include adverse market conditions, poor financial performance, or changes in business strategy.

KPMG’s Approach to Goodwill Impairment Testing

KPMG advocates a rigorous and methodical approach to goodwill impairment testing, aligning with
applicable accounting standards and leveraging best practices. Their methodology focuses on identifying
reporting units, estimating fair values, and comparing these to carrying amounts to determine impairment

losses.

Identification of Reporting Units

A critical first step in the impairment process is defining reporting units, which are the smallest
components of an entity with discrete cash flows. KPMG’s guide provides detailed criteria for determining

these units, ensuring consistency and compliance with ASC 350 and IFRS guidelines.

Fair Value Measurement Techniques

KPMG recommends using valuation techniques such as discounted cash flow analysis, market comparables,
and other industry-specific approaches to estimate the fair value of reporting units. The choice of method

depends on availability of data and reliability of inputs.

Step 1 and Step 2 Testing under ASC 350

Under U.S. GAAP, goodwill impairment testing involves a two-step process. Step 1 compares the fair value
of the reporting unit to its carrying amount. If fair value exceeds carrying amount, no impairment is
recognized. Step 2 involves measuring the impairment loss by comparing the implied fair value of

goodwill to its carrying value if Step 1 indicates impairment.



Key Steps in the Goodwill Impairment Process

The KPMG goodwill impairment guide outlines a systematic process to ensure accurate and compliant

impairment testing. Organizations should follow these steps to maintain effective goodwill management.

1. Determine the Reporting Units

Identify discrete units within the organization that will be tested for impairment. This involves analyzing

organizational structure and cash flow generation sources.

2. Assess Triggering Events

Evaluate whether any internal or external events suggest that goodwill might be impaired. Examples

include deteriorating market conditions, loss of key customers, or regulatory changes.

3. Estimate Fair Value of Reporting Units

Use appropriate valuation techniques to estimate the fair value of each reporting unit. This often involves

forecasting future cash flows and applying discount rates.

4. Compare Fair Value to Carrying Amount

Perform the Step 1 test by comparing the fair value of the reporting unit to its carrying amount, including

goodwill. If fair value is less, proceed to Step 2.

5. Calculate Impairment Loss

In Step 2, determine the implied fair value of goodwill and compare it to the carrying amount. The

difference represents the impairment loss to be recognized.

6. Document and Disclose Results

Maintain thorough documentation supporting assumptions, methods, and conclusions. Disclose impairment

losses and related information in financial statements as required.



Checklist for Goodwill Impairment Testing

Identify reporting units accurately

Monitor for triggering events regularly

Select appropriate valuation methods

¢ Use consistent and supportable assumptions

¢ Ensure compliance with relevant accounting standards

Document all procedures and findings comprehensively

Common Challenges and Practical Considerations

Implementing goodwill impairment testing presents several challenges, many of which are addressed in
the KPMG goodwill impairment guide. Understanding these issues improves the reliability of impairment

assessments.

Estimating Fair Value with Limited Market Data

‘When market comparables are scarce, estimating fair value becomes complex. KPMG advises utilizing
internally generated cash flow forecasts and considering multiple valuation approaches to enhance

reliability.

Subjectivity in Assumptions and Estimates

Assumptions about growth rates, discount rates, and terminal values involve judgment and can
significantly impact impairment outcomes. The guide stresses the importance of using reasonable and

supportable inputs based on historical data and market conditions.

Impact of Economic and Industry Changes

Economic downturns or shifts in industry dynamics require heightened vigilance in impairment testing.

KPMG recommends regular reviews of market conditions to promptly identify impairment triggers.



Coordination with Auditors and Regulators

Collaboration with auditors is essential to validate methodologies and assumptions. KPMG’s guide

emphasizes transparent communication and thorough documentation to satisfy regulatory scrutiny.

Disclosure Requirements and Reporting

Accurate disclosure of goodwill impairment is a critical aspect of financial reporting. KPMG’s goodwill
impairment guide outlines the necessary disclosures to comply with accounting standards and enhance

transparency for stakeholders.

Required Disclosure Elements

Financial statements must include information about the amount of goodwill, the nature of reporting units,

the impairment loss recognized, and the methods and assumptions used in impairment testing.

Presentation of Impairment Losses

Impairment losses should be presented separately in the income statement or within operating expenses,
depending on the reporting framework. Clear presentation helps users of financial statements understand

the impact on profitability.

Management’s Judgments and Estimates

Disclosures should include commentary on significant judgments and uncertainties in the impairment

testing process, providing insight into management’s decision-making.

Ongoing Monitoring and Future Impairment Risks

KPMG advises organizations to disclose ongoing monitoring processes and any risks of future impairments,

offering a forward-looking perspective for investors and analysts.

Frequently Asked Questions



What is goodwill impairment according to KPMG guidelines?

Goodwill impairment, as outlined in KPMG's guidelines, refers to the process of evaluating whether the
carrying amount of goodwill exceeds its recoverable amount, indicating a loss in value that must be

recognized in the financial statements.

When should companies perform goodwill impairment testing per
KPMG?

KPMG recommends that companies perform goodwill impairment testing at least annually, and more
frequently if there are indicators of impairment such as significant adverse changes in the business

environment or market conditions.

What are the key steps in KPMG’s goodwill impairment testing process?

The key steps include identifying cash-generating units (CGUs), determining the recoverable amount of
these units, comparing it to the carrying amount including goodwill, and recognizing impairment losses if

the carrying amount exceeds the recoverable amount.

How does KPMG suggest measuring the recoverable amount for goodwill
impairment?

KPMG suggests measuring the recoverable amount as the higher of fair value less costs to sell and value in
use, with careful consideration of assumptions used in discounted cash flow models for value in use

calculations.

What are common indicators of goodwill impairment highlighted by
KPMG?

Common indicators include deteriorating market conditions, increased competition, declining cash flows,

adverse regulatory changes, or significant underperformance relative to expectations.

How should companies disclose goodwill impairment according to
KPMG’s guide?

KPMG advises that companies should disclose the amount of impairment loss, the events or changes in
circumstances leading to the impairment, the CGUs affected, and the methodology and key assumptions

used in the impairment test.



What challenges does KPMG identify in conducting goodwill
impairment tests?

KPMG identifies challenges such as estimating future cash flows, selecting appropriate discount rates,

allocating goodwill to CGUs, and dealing with the subjectivity involved in determining fair value.

How does KPMG recommend handling goodwill impairment in a multi-
segment organization?

KPMG recommends allocating goodwill to the appropriate CGUs or groups of CGUs that are expected to
benefit from the synergies of the business combination, ensuring impairment testing is performed at the

lowest level for which goodwill is monitored.

‘What recent updates has KPMG provided regarding goodwill

impairment accounting standards?

KPMG’s recent updates emphasize enhanced disclosures, increased scrutiny on assumptions used in
impairment testing, and alignment with the latest IFRS and US GAAP standards to improve transparency

and comparability in goodwill impairment reporting.

Additional Resources

1. Goodwill Impairment: A Practical Guide for Accountants

This book offers a comprehensive overview of goodwill impairment testing, focusing on the practical
application of accounting standards such as IFRS and US GAAP. It provides step-by-step guidance on
identifying impairment indicators, measuring impairment losses, and documenting findings. Ideal for
accountants working in auditing firms like KPMG, the book bridges theoretical concepts with real-world

practice.

2. KPMG’s Approach to Goodwill and Intangible Assets Impairment

Specifically tailored to KPMG professionals, this guide outlines the firm’s methodology and best practices for
conducting goodwill impairment reviews. It includes case studies and examples based on KPMG’s internal
policies and client engagements. Readers will gain insight into KPMG’s risk assessment procedures and the

importance of maintaining compliance with regulatory frameworks.

3. IFRS 3 and Goodwill Impairment: Interpretation and Application

This title dives deep into IFRS 3, covering business combinations and the subsequent impairment testing of
goodwill. The book explains complex concepts in a clear manner and demonstrates how to apply accounting
principles consistently. It is a valuable resource for auditors and financial analysts involved in goodwill

valuation and impairment.



4. Goodwill and Intangible Asset Impairment: Theory and Practice

Combining academic theory with practical examples, this book explores the challenges of valuing and
impairing intangible assets, including goodwill. It discusses valuation techniques such as discounted cash
flow and market approaches, providing readers with tools to perform robust impairment analyses. The text

also addresses regulatory updates and their impact on impairment testing.

5. Auditing Goodwill Impairment: Techniques and Tools for Assurance

Designed for auditors, this book details the procedures for auditing goodwill impairment tests, emphasizing
risk assessment, evidence gathering, and reporting. It highlights common pitfalls and how to avoid them,
ensuring audit quality and compliance. The guide also covers the use of technology and data analytics in

enhancing audit effectiveness.

6. Valuation of Goodwill and Business Combinations

This book covers the valuation principles underlying goodwill recognition and impairment in business
combinations. It provides practical insights into fair value measurement, purchase price allocation, and
impairment testing. Suitable for valuation professionals and auditors, the text helps readers understand how

to support goodwill valuations with sound methodologies.

7. Challenges in Goodwill Impairment Testing: Insights for Practitioners

Focusing on the complexities and judgment involved in goodwill impairment, this book discusses common
challenges faced by practitioners, such as estimating future cash flows and discount rates. It offers strategies
to address uncertainty and improve the reliability of impairment conclusions. The book is enriched with

illustrative examples and expert commentary.

8. Corporate Accounting and Goodwill Impairment under US GAAP

This title explains the treatment of goodwill and its impairment under the US GAAP framework,
highlighting differences from IFRS. It guides readers through the application of ASC 350 and related
accounting pronouncements, providing practical tips for compliance and reporting. The book is particularly

useful for professionals working with multinational corporations.

9. Goodwill Impairment Reporting and Disclosure: Best Practices

Emphasizing the importance of transparent financial reporting, this book outlines the disclosure
requirements related to goodwill impairment. It discusses how to communicate impairment findings
effectively to stakeholders and regulators. The guide also reviews recent trends and regulatory updates

impacting disclosure practices in financial statements.
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