
kpmg goodwill impairment guide

KPMG goodwill impairment guide is a crucial resource for organizations navigating the complexities of
goodwill accounting and impairment testing. Goodwill arises from business combinations and reflects the
excess of purchase price over the fair value of identifiable net assets acquired. As businesses evolve and
market conditions change, it becomes imperative to assess whether the recorded goodwill is impaired. This
article delves into KPMG's guidance on goodwill impairment, its significance, methodology, and key
considerations for financial professionals.

Understanding Goodwill and Its Importance

Goodwill represents intangible assets that cannot be individually identified or easily quantified, such as
brand reputation, customer relationships, and employee expertise. It plays a vital role in mergers and
acquisitions, often serving as a key driver of value. However, goodwill is not static; it can be subject to
impairment, necessitating careful evaluation and judgment by finance teams.

What is Goodwill Impairment?

Goodwill impairment occurs when the carrying amount of goodwill exceeds its recoverable amount. This
situation can arise from various factors, including:

- Deterioration in market conditions
- Decline in the financial performance of a reporting unit
- Changes in the competitive landscape
- Changes in management strategy

When impairment is identified, organizations must recognize a loss in their financial statements, which can
significantly impact earnings and equity.

KPMG Goodwill Impairment Guide Overview

The KPMG goodwill impairment guide provides a comprehensive framework for assessing goodwill and
conducting impairment tests. It aligns with the requirements of the International Financial Reporting
Standards (IFRS) and the U.S. Generally Accepted Accounting Principles (GAAP). The following sections
outline the key components of the guide.



1. Identifying the Reporting Units

Before assessing goodwill impairment, organizations must identify their reporting units. A reporting unit is
defined as an operating segment or one level below an operating segment. KPMG emphasizes that the
identification of reporting units is critical because it determines how goodwill is allocated and tested for
impairment.

Key considerations when identifying reporting units include:

- Management Structure: How management organizes and evaluates the performance of its operations.
- Financial Reporting: The level at which financial information is available and reviewed by management.
- Operational Independence: The degree of autonomy and distinct operational capabilities of each unit.

2. Determining the Fair Value

The fair value of reporting units is essential for conducting impairment tests. KPMG's guide outlines
various methods for determining fair value, including:

- Market Approach: Comparing the reporting unit to similar entities with observable market transactions.
- Income Approach: Estimating the present value of future cash flows generated by the reporting unit.
- Cost Approach: Assessing the current replacement cost of the assets associated with the reporting unit.

Organizations may use a combination of these methods to arrive at a fair value conclusion.

3. Performing the Impairment Test

According to KPMG, the impairment test involves a two-step process:

- Step 1: Compare the fair value of the reporting unit with its carrying amount, including goodwill. If the
fair value exceeds the carrying amount, no impairment exists, and no further action is required.

- Step 2: If the carrying amount exceeds the fair value, the organization must calculate the impairment loss.
The impairment loss is the excess of the carrying amount of goodwill over its implied fair value, which is
determined by allocating the fair value of the reporting unit to its identifiable assets and liabilities.

Key Considerations for Goodwill Impairment Testing



When conducting goodwill impairment tests, organizations should take the following key considerations
into account:

1. Timing of Testing

KPMG recommends that organizations perform goodwill impairment tests at least annually or more
frequently if there are indicators of potential impairment. These indicators may include:

- Significant adverse changes in the business climate
- Declines in the market value of the reporting unit
- Changes in the composition or structure of the reporting unit

2. Documentation and Disclosure

Robust documentation is vital for supporting the conclusions reached during the impairment testing
process. KPMG advises organizations to maintain detailed records of:

- Assumptions and methodologies used in the fair value calculations
- Rationale for identifying reporting units
- Results of the impairment tests and any related journal entries

Additionally, adequate disclosure in financial statements is essential to provide transparency to stakeholders
regarding the impairment testing process.

3. Sensitivity Analysis

KPMG highlights the importance of conducting sensitivity analyses as part of the goodwill impairment
assessment. This analysis helps organizations understand the potential impact of changes in key assumptions
on the fair value of reporting units. For instance, organizations may evaluate how variations in discount
rates, growth rates, and market conditions could affect the outcome of the impairment test.

Conclusion

The KPMG goodwill impairment guide serves as an invaluable tool for organizations aiming to navigate
the complexities of goodwill accounting and impairment testing. With a focus on identifying reporting
units, determining fair value, and conducting thorough impairment tests, finance professionals can better



manage the risks associated with goodwill impairment.

Understanding the factors that lead to goodwill impairment, establishing robust testing procedures, and
maintaining transparent documentation are essential components of effective financial reporting. As
businesses continue to evolve, the KPMG goodwill impairment guide remains a critical resource for
ensuring compliance and promoting sound financial practices.

In conclusion, organizations should regularly review their goodwill impairment processes and consider the
guidance provided by KPMG to ensure they remain compliant with accounting standards while
effectively managing their goodwill assets. By doing so, they can safeguard their financial health and
maintain stakeholder trust in their financial reporting.

Frequently Asked Questions

What is the purpose of the KPMG Goodwill Impairment Guide?
The KPMG Goodwill Impairment Guide provides comprehensive insights and methodologies for assessing
goodwill impairment, helping organizations comply with accounting standards and ensuring accurate
financial reporting.

How often should companies evaluate goodwill for impairment according
to KPMG guidelines?
According to KPMG guidelines, companies should evaluate goodwill for impairment at least annually or
more frequently if events or changes in circumstances indicate that the asset might be impaired.

What are some indicators of potential goodwill impairment highlighted in
the KPMG Guide?
Indicators of potential goodwill impairment may include significant declines in market value, adverse
changes in the business environment, or underperformance relative to expectations, as highlighted in the
KPMG Guide.

What role does cash flow forecasting play in the KPMG Goodwill
Impairment assessment?
Cash flow forecasting is crucial in the KPMG Goodwill Impairment assessment, as it helps estimate the
future cash flows that the reporting unit is expected to generate, which is essential for determining the fair
value of goodwill.



Does the KPMG Goodwill Impairment Guide address the impact of
economic conditions on impairment tests?
Yes, the KPMG Goodwill Impairment Guide addresses the impact of economic conditions on impairment
tests, advising companies to consider macroeconomic factors that could affect the valuation of their goodwill.
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