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KPMG Goodwill Impairment Guide: Navigating the Complexities of Goodwill Accounting

kpmg goodwill impairment guide serves as an essential resource for finance professionals, auditors, and
business leaders who deal with the intricacies of goodwill valuation and impairment testing. Goodwill,
often arising from acquisitions, represents the premium paid over the fair value of identifiable net assets of
an acquired entity. While goodwill is an intangible asset that can significantly impact a company’s balance
sheet, its impairment testing requires careful judgment and adherence to accounting standards. KPMG’s
guidance provides clarity and practical approaches to navigate these complexities effectively.

Understanding goodwill impairment is crucial because it directly affects financial reporting, investor
confidence, and compliance with accounting frameworks such as IFRS and US GAAP. This guide will
explore the key concepts, methodologies, and considerations outlined in KPMG’s approach to goodwill
impairment, helping organizations manage this accounting challenge with confidence.

What Is Goodwill and Why Does Impairment Matter?

Goodwill is an intangible asset that arises when a company acquires another business for more than the fair
value of its identifiable net assets. It reflects elements such as brand reputation, customer relationships,
intellectual property, and synergies expected from the acquisition. Unlike tangible assets, goodwill is not
amortized but must be tested annually for impairment.

Goodwill impairment occurs when the carrying amount of goodwill exceeds its recoverable amount,
signaling that the acquired business’s value has declined. This decline could be due to economic downturns,
competitive pressures, or unforeseen operational challenges. Impairment leads to a write-down on the
balance sheet and a corresponding charge in the income statement, which can significantly impact reported
earnings.

KPMG Goodwill Impairment Guide: Core Principles

KPMG’s goodwill impairment guide emphasizes a structured and transparent approach to impairment
testing. The process is designed to align with accounting standards such as IAS 36 (Impairment of Assets)
under IFRS and ASC 350 under US GAAP. Here are some foundational principles that KPMG highlights:



1. Identification of Cash-Generating Units (CGUs)

Goodwill is allocated to cash-generating units or groups of CGUs that benefit from the acquisition.
Identifying these units accurately is critical because impairment testing is performed at this level. KPMG
advises companies to consider the smallest identifiable group of assets that generate cash inflows
independently, ensuring that goodwill allocation reflects economic realities.

2. Annual Impairment Testing and Trigger Events

KPMG underscores the importance of conducting at least one impairment test annually, typically at the
end of the reporting period. However, if there are indicators or trigger events suggesting a decline in
value—such as market volatility, loss of key customers, or changes in industry conditions—an interim test
should be performed. This proactive approach helps capture impairment losses promptly.

3. Determining Recoverable Amount

The recoverable amount is the higher of the fair value less costs of disposal and the value in use of the CGU.
KPMG’s guide highlights the challenges in estimating these values, particularly the value in use, which
relies on discounted cash flow (DCF) models. Assumptions around future cash flows, discount rates, and
growth rates must be carefully documented and reviewed to ensure reliability.

Best Practices in Goodwill Impairment Testing According to
KPMG

Performing goodwill impairment testing can be complex, but KPMG offers practical tips to streamline the
process and improve accuracy.

Robust Valuation Models

Using well-structured DCF models is central to impairment testing. KPMG recommends sensitivity
analyses on key assumptions such as discount rates and cash flow projections to understand the impact of
changes and to identify areas of significant judgment or estimation uncertainty.



Documentation and Audit Trail

Comprehensive documentation is essential. KPMG encourages organizations to maintain detailed records of
assumptions, methodologies, and rationale behind impairment conclusions. This not only supports internal
governance but also facilitates external audit processes.

Integration with Business Strategy

Goodwill impairment should not be viewed solely as an accounting exercise. KPMG’s guide stresses
aligning impairment testing with strategic business reviews. Changes in market conditions or business
plans should feed into the impairment assessment, ensuring it reflects current realities.

Common Challenges and How KPMG Addresses Them

Goodwill impairment testing often poses several difficulties. KPMG’s experience sheds light on how to
overcome these obstacles.

Estimating Future Cash Flows

Forecasting future cash inflows involves uncertainty, especially in volatile industries. KPMG advocates for
using multiple scenarios and involving operational management to ground assumptions in realistic business
conditions.

Choosing Appropriate Discount Rates

Determining the discount rate is critical as it affects the present value of cash flows. KPMG’s guide
recommends using a rate that reflects the time value of money and risks specific to the CGU, often derived
from the weighted average cost of capital (WACC).

Dealing with Complex Group Structures

For companies with multiple CGUs or complex organizational structures, KPMG advises clear allocation of
goodwill and consistent testing methodologies across units. This ensures impairment results are comparable
and reliable.



Regulatory and Reporting Considerations

KPMG’s goodwill impairment guide also navigates the regulatory landscape, highlighting compliance
requirements and reporting nuances.

IFRS vs. US GAAP Perspectives

Though IFRS and US GAAP share similar impairment testing concepts, there are differences in application.
For instance, IFRS requires the recoverable amount to be the higher of fair value less costs of disposal and
value in use, while US GAAP primarily uses fair value. KPMG’s guide explains these distinctions and
offers practical advice for multinational companies.

Disclosures and Transparency

Transparency in financial reporting is essential when goodwill impairment occurs. KPMG outlines the
disclosure requirements, including detailed explanations of impairment triggers, valuation methods, and
impacts on financial statements. These disclosures help investors and stakeholders understand the
company’s financial health.

Leveraging Technology and Tools for Impairment Testing

With increasing complexity, KPMG encourages leveraging advanced technologies to enhance goodwill
impairment processes.

Automated Valuation Tools

Using software to automate discounted cash flow calculations and sensitivity analyses reduces manual errors
and speeds up the testing process. KPMG often integrates such tools into their advisory services.

Data Analytics and Scenario Planning

Data analytics enables companies to analyze historical trends and market data more effectively, improving
cash flow forecasts and risk assessments. Scenario planning tools help visualize outcomes under different
assumptions, supporting more informed decision-making.



Final Thoughts on the KPMG Goodwill Impairment Guide

Navigating goodwill impairment is a nuanced and critical aspect of financial reporting. KPMG’s goodwill
impairment guide stands out as a valuable resource that combines technical rigor with practical insights. By
following their recommended approaches—such as identifying appropriate CGUs, conducting timely
impairment tests, using robust valuation techniques, and maintaining clear documentation—companies can
better manage goodwill on their balance sheets and maintain stakeholder confidence.

In an ever-changing economic environment, staying informed and proactive about goodwill impairment
ensures that financial statements truly reflect the value of a company’s assets and future potential. Whether
you are a CFO, auditor, or financial analyst, leveraging the knowledge embedded in KPMG’s goodwill
impairment guide can provide clarity and confidence in one of accounting’s more challenging areas.

Frequently Asked Questions

What is goodwill impairment according to KPMG's guide?
Goodwill impairment, as outlined in KPMG's guide, refers to the process of evaluating whether the
carrying amount of goodwill on the balance sheet exceeds its recoverable amount, indicating a loss in value
that must be recognized in financial statements.

When should companies perform goodwill impairment testing as per
KPMG?
According to KPMG's goodwill impairment guide, companies are required to perform impairment testing
at least annually, or more frequently if there are indicators that goodwill might be impaired.

What are the key steps in the goodwill impairment testing process in
KPMG's guide?
KPMG's guide outlines key steps including identifying cash-generating units (CGUs), determining the
recoverable amount, comparing it to the carrying amount, and recognizing impairment losses if the
recoverable amount is lower.

How does KPMG recommend allocating goodwill to cash-generating
units?
KPMG recommends allocating goodwill to the smallest identifiable cash-generating units that are expected
to benefit from the business combination that gave rise to the goodwill.



What valuation methods does KPMG suggest for determining
recoverable amount in goodwill impairment?
KPMG suggests using either the fair value less costs of disposal or the value in use methods, depending on
which is higher, to determine the recoverable amount for goodwill impairment testing.

How should changes in assumptions affect goodwill impairment testing
according to KPMG?
KPMG advises that changes in key assumptions such as discount rates, cash flow projections, and growth
rates should be carefully reviewed and updated, as they can significantly impact the impairment
assessment.

What disclosures does KPMG recommend for goodwill impairment in
financial statements?
KPMG recommends disclosing the carrying amount of goodwill, the basis for impairment testing, key
assumptions used, and any recognized impairment losses in the notes to the financial statements.

How does KPMG address the impact of COVID-19 on goodwill
impairment testing?
KPMG's guide highlights the importance of reassessing assumptions and estimates in goodwill impairment
testing due to the economic uncertainty and potential changes in cash flow forecasts caused by COVID-19.

What are common challenges in goodwill impairment testing mentioned
by KPMG?
Common challenges include estimating future cash flows accurately, selecting appropriate discount rates,
allocating goodwill to CGUs, and dealing with volatile market conditions, all of which require careful
judgment as per KPMG.

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

kpmg goodwill impairment guide serves as a critical resource for financial professionals, auditors, and
corporate accountants tasked with assessing and managing the value of goodwill on company balance sheets.
In an era marked by frequent mergers and acquisitions, intangible assets like goodwill have become
increasingly significant, yet their valuation remains complex and often subjective. KPMG’s guidance offers



a structured framework to approach goodwill impairment, ensuring compliance with accounting standards
such as IFRS and US GAAP, while also addressing practical challenges faced by organizations.

Understanding goodwill impairment is essential because it directly impacts reported earnings and financial
health perceptions. The KPMG goodwill impairment guide not only elucidates the theoretical
underpinnings but also provides pragmatic approaches to testing, measurement, and disclosure. This article
delves into the nuances of KPMG’s methodology, exploring how it aligns with regulatory requirements,
the tools it recommends, and the implications for stakeholders involved.

Goodwill Impairment: Conceptual Foundations and Accounting
Standards

Goodwill arises when a company acquires another entity for a price exceeding the fair value of identifiable
net assets. This premium reflects intangible benefits such as brand reputation, customer relationships, and
synergies expected from the acquisition. However, goodwill is not amortized but subjected to periodic
impairment testing. An impairment occurs when the carrying amount of goodwill exceeds its recoverable
amount, necessitating a write-down.

KPMG’s goodwill impairment guide emphasizes adherence to key accounting frameworks:

IFRS vs. US GAAP: Diverging Approaches

- **IFRS (IAS 36):** Requires annual impairment testing of goodwill at the cash-generating unit (CGU)
level or more aggregated level where goodwill is monitored internally. The recoverable amount is the
higher of fair value less costs to sell and value in use.
- **US GAAP (ASC 350):** Employs a two-step impairment test, first comparing the fair value of a
reporting unit to its carrying amount. If the carrying amount exceeds fair value, the second step measures
the impairment loss by comparing goodwill's carrying amount to its implied fair value.

KPMG’s guidance navigates these differences by advising clear documentation and robust fair value
estimation techniques tailored to respective standards. This dual focus ensures multinational corporations or
those transitioning between accounting regimes can maintain compliance without compromising audit
quality.

Key Elements of the KPMG Goodwill Impairment Guide

The guide is comprehensive, encompassing several critical areas to assist practitioners:



1. Identification of Reporting Units and CGUs

Proper identification of the unit to which goodwill is allocated forms the foundation of impairment testing.
KPMG stresses the importance of aligning CGUs with internal management reporting and business
operations. Misalignment can lead to inaccurate impairment conclusions and regulatory scrutiny.

2. Selection of Valuation Techniques

KPMG recommends a judicious choice between valuation methods:

Income Approach: Estimating the present value of future cash flows, factoring in growth rates and
discount rates reflective of risks.

Market Approach: Utilizing comparable transaction multiples or market data to infer fair value.

Cost Approach: Less common for goodwill, but considered in certain circumstances.

The guide advocates for sensitivity analysis around key assumptions, recognizing the inherent uncertainty
in forecasting.

3. Impairment Indicators and Trigger Events

While annual testing is mandatory, KPMG highlights the necessity to assess impairment indicators
throughout the year. These triggers might include:

Significant adverse changes in market conditions

Declines in operating performance

Technological obsolescence or regulatory shifts

Loss of key customers or contracts

Early identification ensures timely recognition of impairment losses, maintaining transparency.



4. Documentation and Disclosure Requirements

The guide underscores meticulous documentation practices, including rationale for assumptions,
methodologies used, and reconciliation of results. Transparent disclosures in financial statements help users
understand the impact of goodwill on financial position and performance, aligning with the qualitative
aspects of accounting standards.

Challenges and Practical Considerations in Applying the Guide

Despite KPMG’s detailed framework, the goodwill impairment process entails several practical challenges:

Subjectivity in Valuation Assumptions

Estimating future cash flows and selecting discount rates involves significant judgment. Overly optimistic
forecasts can mask impairment needs, while conservative estimates might lead to premature write-downs.
KPMG’s guide attempts to mitigate this through recommended sensitivity analyses and benchmarking.

Complexity in Multisegment Entities

For diversified companies with multiple reporting units, allocating goodwill and conducting impairment
tests can be resource-intensive. The guide advises a coordinated approach between finance, valuation
experts, and auditors to maintain consistency.

Impact on Financial Reporting and Stakeholders

Goodwill impairment affects earnings, equity, and potentially debt covenants. KPMG’s guide highlights the
importance of communicating the rationale behind impairment decisions to investors, creditors, and
regulators. Transparency helps manage market perceptions and supports informed decision-making.

Comparative Insights: KPMG’s Guide vs. Other Big Four Firms

While all major accounting firms provide goodwill impairment guidance, KPMG’s approach is noted for its
practical orientation combined with technical rigor. Compared to Deloitte’s focus on valuation techniques
and PwC’s emphasis on disclosure policies, KPMG balances these elements with a strong emphasis on



internal controls and process integration.

Ernst & Young (EY) often highlights industry-specific considerations, whereas KPMG’s guide serves as a
versatile, cross-sector tool. This flexibility makes it particularly valuable for companies facing dynamic
business environments or undergoing complex transactions.

Leveraging Technology and Tools Recommended by KPMG

KPMG encourages the use of advanced valuation software and data analytics to enhance accuracy and
efficiency. Automated cash flow modeling, scenario simulations, and real-time market data integration
reduce manual errors and support robust impairment testing.

Moreover, the guide suggests integrating impairment testing workflows into enterprise risk management
systems, promoting continuous monitoring rather than isolated annual exercises. This proactive stance
aligns with evolving regulatory expectations and best practices in corporate governance.

The Future of Goodwill Impairment: Trends Highlighted in
KPMG’s Guide

Emerging trends addressed in KPMG’s goodwill impairment guide include:

Increased Scrutiny from Regulators: Post-financial crisis, regulators demand higher transparency and
justification for impairment outcomes.

ESG Considerations: Environmental, social, and governance factors increasingly influence valuation
assumptions, especially for goodwill linked to brand reputation and customer loyalty.

Integration with Digital Transformation: Use of AI and machine learning to refine impairment
indicators and forecasting models.

These developments suggest that goodwill impairment practices will become more data-driven and
transparent, underscoring the relevance of KPMG’s evolving guidance.

KPMG’s goodwill impairment guide remains an indispensable tool for professionals seeking to navigate the
intricacies of intangible asset valuation. Its balanced approach integrates regulatory compliance, practical
application, and forward-looking insights, equipping organizations to manage goodwill effectively amid



changing economic landscapes and accounting standards.
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