kpmg goodwill impairment guide

kpmg goodwill impairment guide offers a comprehensive framework for understanding and managing
goodwill impairment in accordance with accounting standards. Goodwill impairment is a critical topic for
finance professionals, auditors, and corporate management, as it impacts financial statements and investor
confidence. This guide explains the key concepts, methodologies, and regulatory requirements involved in
assessing goodwill impairment. It also highlights KPMG’s approach to identifying impairment indicators,
performing impairment tests, and documenting results effectively. The article covers the nuances of fair
value measurement, cash-generating units (CGUs), and the importance of robust assumptions in
impairment testing. Finally, it discusses common challenges and best practices to ensure compliance and
accuracy in goodwill impairment analysis. The following sections provide a structured overview of this

essential subject.

Understanding Goodwill and Its Impairment

KPMG’s Approach to Goodwill Impairment Testing

Key Steps in Goodwill Impairment Assessment

Common Challenges and Considerations

Best Practices for Effective Goodwill Impairment Management

Understanding Goodwill and Its Impairment

Goodwill represents the excess of the purchase price paid in a business combination over the fair value of
the identifiable net assets acquired. It reflects intangible factors such as brand reputation, customer
relationships, and employee expertise. Goodwill is recorded as an intangible asset on the balance sheet but is
not amortized regularly. Instead, accounting standards require entities to test goodwill for impairment at

least annually or when events indicate potential impairment.

Definition and Recognition of Goodwill

Goodwill arises during a business acquisition when the purchase consideration exceeds the fair value of net
identifiable assets. It is recognized as an intangible asset under accounting frameworks such as US GAAP
(ASC 350) and IFRS (IAS 36). This intangible asset remains on the balance sheet unless impaired, reflecting

the future economic benefits expected from synergies and other intangible factors.



What Constitutes Goodwill Impairment?

Goodwill impairment occurs when the carrying amount of goodwill exceeds its recoverable amount. The
impairment process ensures that goodwill is not overstated on the financial statements. The recoverable
amount is the higher of fair value less costs of disposal and value in use. If the carrying amount is higher, an

impairment loss must be recognized, reducing goodwill and impacting earnings.

KPMG’s Approach to Goodwill Impairment Testing

KPMG’s goodwill impairment guide emphasizes a systematic, risk-focused approach to impairment testing.
The firm advocates for thorough identification of cash-generating units (CGUs), rigorous valuation
techniques, and transparent disclosures. The approach aligns with regulatory requirements and leverages

industry best practices to enhance the accuracy and reliability of impairment assessments.

Identification of Cash-Generating Units

KPMG highlights the importance of correctly identifying CGUs, which are the smallest identifiable groups
of assets that generate cash inflows independently. Proper CGU identification is critical because goodwill
impairment tests are performed at this level. Misidentification can lead to inaccurate impairment

conclusions or misallocation of goodwill.

Valuation Methodologies

KPMG employs multiple valuation methodologies to estimate the fair value of CGUs, including discounted
cash flow (DCF) analysis, market comparable approaches, and recent transaction data. The choice of method
depends on the nature of the business, available data, and market conditions. The DCF method is frequently

used, relying on well-supported assumptions about future cash flows, discount rates, and growth rates.

Key Steps in Goodwill Impairment Assessment

The goodwill impairment process involves several critical steps to ensure that impairment is identified and
measured correctly. KPMG’s guide outlines these steps clearly, providing a robust framework for

practitioners.

Step 1: Review for Indicators of Impairment

Entities must assess whether any internal or external events indicate potential impairment. Common

indicators include significant adverse changes in the business environment, decline in market value, poor



financial performance, changes in key assumptions, or regulatory developments. If such indicators are

present, a full impairment test is required.

Step 2: Determine the Recoverable Amount

The recoverable amount is calculated as the higher of fair value less costs to sell and value in use. This
involves estimating future cash flows and applying an appropriate discount rate. KPMG stresses the

importance of documenting assumptions and validating inputs with market data and management forecasts.

Step 3: Compare Carrying Amount to Recoverable Amount

The carrying amount of the CGU, including goodwill, is compared to the recoverable amount. If the
carrying amount exceeds the recoverable amount, an impairment loss is recognized. The loss reduces the

goodwill balance and is recorded in the profit and loss statement.

Step 4: Disclose Impairment in Financial Statements

KPMG recommends transparent disclosure of impairment losses, including the reasons for impairment, the
methods used, key assumptions, and the financial impact. This enhances investor understanding and

complies with reporting requirements.

Common Challenges and Considerations

Goodwill impairment testing presents several challenges that require careful attention to avoid errors and

misstatements. KPMG’s goodwill impairment guide addresses these issues comprehensively.

Challenges in Estimating Future Cash Flows

Forecasting future cash flows accurately is difficult due to market volatility, changes in consumer behavior,
and macroeconomic uncertainty. Overly optimistic or pessimistic projections can distort impairment results.
KPMG advises using conservative and supportable assumptions based on historical performance and market

trends.

Discount Rate Determination

Selecting an appropriate discount rate is critical as it affects the present value of future cash flows. The rate

should reflect the risk profile of the CGU and the time value of money. KPMG suggests using a weighted



average cost of capital (WACC) methodology, adjusted for specific business risks.

Allocation of Goodwill to CGUs

‘When goodwill relates to multiple CGUs, allocation must be performed on a reasonable and consistent basis.
Incorrect allocation can lead to misstated impairment results. KPMG encourages detailed analysis and

documentation to support allocation decisions.

Best Practices for Effective Goodwill Impairment Management

Implementing best practices enhances the reliability, transparency, and compliance of goodwill impairment

testing. KPMG’s guide outlines several recommendations for organizations.

1. Regular Monitoring: Continuously monitor for impairment indicators beyond the annual test to

identify issues promptly.

2. Robust Documentation: Maintain thorough records of assumptions, methodologies, and rationale

supporting impairment conclusions.

3. Cross-Functional Collaboration: Involve finance, valuation experts, and auditors to ensure

comprehensive assessment and validation.

4. Use of Technology: Leverage specialized software tools for modeling and data analysis to improve

accuracy and efficiency.

5. Training and Awareness: Ensure staff are knowledgeable about the latest accounting standards and

KPMG’s guidance on goodwill impairment.

Frequently Asked Questions

What is goodwill impairment according to KPMG's guide?

Goodwill impairment, as explained in KPMG's guide, occurs when the carrying amount of goodwill
exceeds its recoverable amount, indicating that the asset's value has declined and must be written down in

the financial statements.



‘When should a company perform a goodwill impairment test based on
KPMG's guidance?

KPMG advises that companies should perform goodwill impairment tests at least annually, or more
frequently if there are indicators of impairment such as significant adverse changes in the business

environment or economic conditions.

What are the key steps in the goodwill impairment testing process
outlined by KPMG?

The key steps include identifying cash-generating units (CGUs), determining the recoverable amount of
each CGU, comparing it with 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 recommends measuring the recoverable amount as the higher of fair value less costs of disposal and

value in use, using appropriate valuation techniques and assumptions that reflect current market conditions.

What valuation methods does KPMG recommend for goodwill
impairment testing?

KPMG typically suggests using discounted cash flow (DCF) models to estimate value in use, and market-
based approaches such as comparable company analysis or recent transactions to estimate fair value less costs

of disposal.

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

Companies should disclose the amount of goodwill impaired, the events or changes in circumstances leading
to the impairment, the methods and assumptions used in the impairment testing, and the impact on

financial statements as per KPMG's recommendations.

What are common challenges in applying KPMG's goodwill impairment
guidance?

Common challenges include accurately identifying CGUs, selecting appropriate discount rates, forecasting

future cash flows reliably, and dealing with management bias in assumptions used for impairment testing.



How can companies mitigate risks related to goodwill impairment under
KPMG's framework?

Companies can mitigate risks by establishing robust internal controls, regularly reviewing assumptions and
inputs, engaging valuation experts when necessary, and maintaining transparent documentation of the

impairment testing process as advised by KPMG.

Additional Resources

1. Goodwill Impairment: A Practical Guide for Accountants

This book offers a comprehensive overview of goodwill impairment testing, focusing on practical
application for accountants and auditors. It explains key concepts, regulatory requirements, and step-by-step
procedures to identify impairment indicators. Readers will find detailed examples and case studies to

enhance their understanding of the impairment process.

2. KPMG’s Guide to Accounting for Goodwill and Intangible Assets

Authored by experts at KPMG, this guide provides in-depth insights into the recognition, measurement,
and impairment of goodwill and intangible assets. It aligns with IFRS and US GAAP standards and includes
best practices for compliance and reporting. The book is ideal for finance professionals seeking authoritative

guidance from a leading global firm.

3. Goodwill Impairment Testing Under IFRS and US GAAP

This title explores the differences and similarities in goodwill impairment testing under major accounting
frameworks. It breaks down the technical requirements and highlights common challenges faced by
companies during impairment reviews. The book also includes illustrative examples and discusses recent

updates in accounting standards.

4. Financial Reporting and Goodwill Impairment: A Guide for Auditors
Targeted at audit professionals, this book covers the critical aspects of auditing goodwill impairment tests. It
discusses risk assessment, documentation requirements, and how to evaluate management’s assumptions and

methodologies. The guide helps auditors ensure accuracy and compliance in financial reporting.

5. Accounting for Goodwill: Principles and Case Studies

This book provides a foundational understanding of goodwill accounting, including recognition,
amortization, and impairment. It features numerous real-world case studies to demonstrate how companies
handle goodwill on their balance sheets. The text serves as a valuable resource for students and practitioners
alike.

6. Goodwill Impairment and Corporate Valuation Techniques
Focusing on the intersection of goodwill impairment and business valuation, this book explains valuation
methodologies such as discounted cash flow and fair value measurement. It guides readers through assessing

impairment triggers and determining recoverable amounts. The book is useful for valuation experts and



financial analysts.

7. IFRS 3 and Goodwill: Implementation and Impairment
This title delves into IFRS 3’s requirements for business combinations and subsequent goodwill accounting.
It covers initial recognition, measurement, and detailed impairment testing procedures. Practical tips and

illustrative examples help professionals navigate complex scenarios in compliance with IFRS.

8. Goodwill Impairment: Regulatory Perspectives and Compliance Strategies
Examining regulatory viewpoints, this book outlines the legal and compliance dimensions of goodwill
impairment. It discusses how different jurisdictions approach impairment testing and reporting

requirements. The book also offers strategic advice for companies to manage compliance risks effectively.

9. Advanced Topics in Goodwill Impairment and Financial Reporting

This advanced-level book addresses complex issues related to goodwill impairment, such as impairment in
volatile markets and the impact of macroeconomic factors. It includes discussions on emerging trends,
recent standard updates, and future directions in goodwill accounting. The resource is designed for senior

finance professionals and academics.
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