
kpmg goodwill impairment guide

KPMG Goodwill Impairment Guide: Navigating the
Complexities of Intangible Asset Valuation

Are you grappling with the intricacies of goodwill impairment testing? Does
the thought of complying with complex accounting standards like IFRS 9 and
ASC 350 leave you feeling overwhelmed? You're not alone. Goodwill impairment
is a significant challenge for many businesses, and understanding the nuances
is crucial for accurate financial reporting and maintaining a healthy bottom
line. This comprehensive KPMG goodwill impairment guide will demystify the
process, providing a clear, step-by-step approach to navigating this critical
aspect of financial accounting. We’ll break down the key concepts, explore
practical examples, and highlight the insights offered by KPMG's expertise in
this area.

Understanding Goodwill and Why Impairment Matters

Before diving into the specifics of impairment testing, let's establish a
solid foundation. Goodwill, in simple terms, represents the excess of the
purchase price of a company over the fair value of its identifiable net
assets. Think of it as the premium paid for the intangible value—brand
reputation, strong customer relationships, skilled workforce—that isn't
easily reflected on a balance sheet.

Why does impairment matter? Because if the value of this goodwill decreases
below its carrying amount, accounting standards require companies to
recognize an impairment loss. Failing to do so can lead to inaccurate
financial reporting, impacting investor confidence, credit ratings, and even
regulatory scrutiny. This is where a robust understanding of the impairment
testing process becomes paramount.

The KPMG Approach to Goodwill Impairment Testing

KPMG, a global leader in professional services, offers a wealth of resources
and expertise on goodwill impairment. Their approach typically involves a
rigorous, multi-step process that adheres to the latest accounting standards.
Key elements often include:

Identifying Goodwill: Clearly defining and isolating the goodwill acquired in
a business combination is the first crucial step. This involves carefully
assessing the fair value of identifiable net assets at the acquisition date.

Determining the Fair Value of the Cash-Generating Unit (CGU): Goodwill is not
tested in isolation. Instead, it's allocated to cash-generating units (CGUs),



which are the smallest identifiable group of assets that generate cash
inflows largely independent of other assets or groups of assets. Determining
the fair value of the CGU is crucial and often involves complex valuation
techniques. KPMG utilizes various methods including discounted cash flow
(DCF) analysis, market comparable analysis, and precedent transactions.

Performing the Impairment Test: This involves comparing the carrying amount
of the CGU (including allocated goodwill) to its recoverable amount. The
recoverable amount is the higher of the fair value less costs of disposal and
the value in use. This step often necessitates significant judgment and
reliance on reliable forecasts.

Recognizing Impairment Loss: If the carrying amount exceeds the recoverable
amount, an impairment loss must be recognized on the income statement. The
loss is calculated as the difference between the carrying amount and the
recoverable amount.

Practical Examples and Case Studies (Illustrative
scenarios based on KPMG's methodologies)

Let's consider a hypothetical scenario: Company A acquires Company B for $100
million. The fair value of Company B's identifiable net assets is $70
million. Therefore, the goodwill recognized is $30 million. This goodwill is
allocated to the CGU representing Company B's operations.

Over time, due to unforeseen market changes or underperformance, the fair
value of the CGU might drop to $80 million. Since this is below the carrying
amount ($70 million + $30 million = $100 million), an impairment loss of $20
million would need to be recognized. KPMG's expertise lies in accurately
determining these fair values and navigating the complexities of this
calculation within the prescribed accounting frameworks.

KPMG often employs sophisticated models and analyses to assess the impact of
various factors on goodwill impairment, such as:

Economic forecasts: Macroeconomic trends and industry-specific forecasts
heavily influence valuation.
Market conditions: Competitive pressures and changes in consumer demand
directly impact the value of a CGU.
Management forecasts: Internal projections of future cash flows are critical
inputs into impairment testing models.

KPMG's role extends beyond simply performing the calculations. They help
clients understand the implications of the results, develop strategies to
mitigate future impairment risks, and ensure compliance with relevant
accounting standards. Their experience in dealing with complex scenarios and
diverse industries provides invaluable guidance to companies facing goodwill
impairment challenges.



Staying Compliant with IFRS 9 and ASC 350

KPMG’s expertise is particularly valuable in navigating the complexities of
IFRS 9 and ASC 350, the international and U.S. accounting standards governing
goodwill impairment. These standards mandate specific methodologies and
disclosures, requiring a deep understanding of accounting principles and
valuation techniques. KPMG’s consultants are well-versed in these standards,
helping companies ensure accurate and compliant financial reporting.

Conclusion

Navigating the world of goodwill impairment can be daunting. However, with a
structured approach and the guidance of experienced professionals like KPMG,
companies can effectively manage this critical aspect of financial
accounting. This KPMG goodwill impairment guide has provided a foundational
understanding of the process, highlighting the importance of accurate
valuations, compliance with relevant standards, and the proactive management
of impairment risks. By understanding the key steps and leveraging expert
resources, businesses can confidently address goodwill impairment challenges
and ensure the accuracy and reliability of their financial statements.

FAQs

How often does goodwill impairment testing need to be performed?1.

Goodwill impairment testing is typically performed annually, or more
frequently if there are indicators of impairment, such as a significant
decline in the market value of the CGU or significant negative changes in the
business environment.

What are the key differences between IFRS 9 and ASC 350 regarding1.
goodwill impairment?

While both standards require impairment testing, there are subtle differences
in terminology, specific requirements for impairment testing methodologies,
and disclosure requirements. KPMG's expertise helps companies navigate these
differences to ensure compliance with the applicable standard.

Can I use my internal accounting team for goodwill impairment testing?1.

While your internal team might possess some relevant expertise, engaging



external experts like KPMG is often beneficial. They bring specialized
knowledge, independent oversight, and experience with complex scenarios and
various valuation methodologies, mitigating risks and ensuring compliance.

What happens if my company fails to perform proper goodwill impairment1.
testing?

Failing to perform proper impairment testing can lead to material
misstatements in the financial statements, attracting regulatory scrutiny,
impacting investor confidence, and potentially leading to legal liabilities.

What are some key indicators that suggest the need for a more frequent1.
goodwill impairment assessment?

Key indicators include significant negative changes in market conditions
affecting the CGU, significant underperformance compared to budget or
forecasts, major restructuring or impairment of other assets within the CGU,
and changes in legal or regulatory environments affecting the CGU's
operations.
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