
kpmg impairment guide
kpmg impairment guide provides a comprehensive framework for understanding and
applying impairment testing in accordance with international accounting standards. This
guide is essential for professionals dealing with asset valuation, financial reporting, and
compliance with IFRS and US GAAP. It covers key concepts such as identifying impairment
indicators, measuring recoverable amounts, and recognizing impairment losses. The kpmg
impairment guide also addresses practical challenges, including impairment testing for
goodwill and intangible assets, as well as disclosure requirements. This article explores the
critical components of impairment testing, methodologies recommended by KPMG, and
best practices to ensure accurate financial statements. Additionally, it highlights common
pitfalls and offers insights into recent developments in impairment accounting. Below is an
overview of the main topics covered in this guide.

Understanding Impairment and Its Importance

Identifying Indicators of Impairment

Measurement of Impairment Loss

Impairment Testing for Goodwill and Intangible Assets

Disclosure Requirements and Reporting

Practical Challenges and Best Practices

Understanding Impairment and Its Importance
Impairment refers to a reduction in the recoverable amount of an asset below its carrying
value on the balance sheet. The kpmg impairment guide emphasizes the critical role
impairment testing plays in ensuring that assets are not overstated, thereby maintaining
the reliability and relevance of financial statements. Recognizing impairment promptly
helps in reflecting the true economic value of assets and prevents misleading financial
reporting. This section provides an overview of impairment concepts, including the
rationale behind impairment testing and its connection to accounting standards like IAS 36
and ASC 350.

Definition of Impairment
Impairment occurs when the carrying amount of an asset exceeds its recoverable amount,
which is the higher of fair value less costs of disposal and value in use. The kpmg
impairment guide clarifies that impairment can affect various asset classes, including
property, plant and equipment, goodwill, and intangible assets. Understanding this
definition is fundamental to performing accurate impairment assessments.



Significance in Financial Reporting
Proper impairment recognition ensures that financial statements present a true and fair
view of a company’s financial position. The guide highlights the importance of impairment
testing in preventing asset overvaluation, which can mislead investors and creditors. It also
supports compliance with regulatory requirements and enhances transparency in financial
disclosures.

Identifying Indicators of Impairment
The kpmg impairment guide outlines specific indicators that signal potential impairment
of assets. Identifying these triggers is the first critical step in the impairment testing
process. Indicators may be external or internal and often require professional judgment to
evaluate their impact on asset values.

External Indicators
External factors that may indicate impairment include significant declines in market value,
adverse changes in the technological or economic environment, increases in market
interest rates, and legal or regulatory changes that affect the asset’s value or use. The
guide stresses the importance of monitoring these external indicators continuously.

Internal Indicators
Internal indicators involve physical damage to assets, obsolescence, underperformance
relative to expectations, or plans to dispose of or restructure operations involving the asset.
The kpmg impairment guide advises organizations to establish robust internal controls to
detect such signs promptly.

Measurement of Impairment Loss
Measurement is a core aspect of impairment testing covered extensively in the kpmg
impairment guide. It involves determining the recoverable amount and comparing it with
the carrying amount to quantify any impairment loss accurately. The guide describes the
methodologies used and the calculations involved.

Recoverable Amount Calculation
The recoverable amount is defined as the higher of an asset’s fair value less costs of
disposal and its value in use. The guide breaks down each component:

Fair value less costs of disposal: The price obtainable from selling the asset in an
orderly transaction minus any direct selling costs.



Value in use: The present value of the future cash flows expected to be derived from
the asset.

Discount Rates and Cash Flow Projections
Accurate measurement of value in use requires estimating future cash flows and selecting
an appropriate discount rate. The kpmg impairment guide provides guidance on how to
determine discount rates that reflect the time value of money and asset-specific risks. It
also discusses the importance of using reliable cash flow projections based on reasonable
and supportable assumptions.

Impairment Testing for Goodwill and Intangible
Assets
The kpmg impairment guide dedicates a significant portion to impairment testing for
goodwill and indefinite-lived intangible assets, given their unique characteristics and the
complexities involved. Goodwill impairment testing is often one of the most challenging
areas for preparers and auditors alike.

Goodwill Impairment Testing Process
Goodwill is tested for impairment at the cash-generating unit (CGU) level. The guide
explains the step-by-step process, including identifying CGUs, determining recoverable
amounts, and comparing these amounts with carrying values. If the recoverable amount is
less, an impairment loss must be recognized.

Intangible Assets with Indefinite Useful Lives
Intangible assets such as trademarks or brand names that have indefinite useful lives
require annual impairment testing regardless of whether there are impairment indicators.
The kpmg impairment guide provides detailed instructions on performing these tests and
documenting the assumptions used.

Disclosure Requirements and Reporting
Transparency in impairment reporting is critical to maintain stakeholder confidence and
comply with accounting standards. The kpmg impairment guide outlines the necessary
disclosures related to impairment losses, reversals, and the assumptions made during
impairment testing.



Required Disclosures Under IFRS and US GAAP
The guide enumerates the disclosure requirements, which typically include:

The amount of impairment loss recognized or reversed during the period.

The events and circumstances leading to the impairment.

Methodologies and key assumptions used in measuring recoverable amounts.

Details about the CGUs involved, particularly for goodwill impairments.

Impact on Financial Statements
Impairment losses affect both the balance sheet and the income statement. The kpmg
impairment guide emphasizes the importance of accurate reporting to reflect these
impacts clearly, including adjustments to asset carrying values and recognition of
impairment expenses.

Practical Challenges and Best Practices
Implementing impairment testing in practice involves several challenges, which the kpmg
impairment guide addresses with practical advice and best practices. These
recommendations help organizations improve accuracy, consistency, and compliance in
impairment assessments.

Common Challenges
Some typical challenges include:

Estimating future cash flows with sufficient reliability.

Selecting appropriate discount rates that reflect asset-specific risks.

Determining CGUs and allocating goodwill accurately.

Maintaining adequate documentation to support judgments and estimates.

Best Practices
The guide advises adopting a structured approach, including regular impairment reviews,
involving cross-functional teams, and leveraging external valuations when necessary. It



also stresses the importance of ongoing training and staying updated with evolving
standards and regulatory guidance.

Frequently Asked Questions

What is the KPMG impairment guide?
The KPMG impairment guide is a comprehensive resource provided by KPMG that outlines
the processes, methodologies, and best practices for assessing and accounting for asset
impairments in accordance with relevant accounting standards.

Which accounting standards does the KPMG impairment
guide focus on?
The KPMG impairment guide primarily focuses on impairment requirements under IFRS
(such as IAS 36) and US GAAP (ASC 350 and ASC 360), offering guidance on recognition,
measurement, and disclosure.

How does the KPMG impairment guide help with
goodwill impairment testing?
The guide provides detailed instructions on identifying cash-generating units, performing
impairment tests, estimating recoverable amounts, and determining when and how to
recognize goodwill impairment losses.

Does the KPMG impairment guide cover impairment
testing for intangible assets?
Yes, the guide includes specific sections on impairment testing for intangible assets,
including the assessment of useful lives, recoverable amount calculations, and disclosure
requirements.

What methodologies does the KPMG impairment guide
recommend for calculating recoverable amounts?
KPMG's impairment guide recommends using the higher of fair value less costs of disposal
and value in use, with value in use often calculated using discounted cash flow models
aligned with market participant assumptions.

How frequently should impairment testing be
performed according to the KPMG guide?
The guide suggests annual impairment testing for goodwill and indefinite-lived intangible
assets, and testing for other assets whenever indicators of impairment exist.



What are common indicators of impairment highlighted
in the KPMG impairment guide?
Common indicators include significant declines in market value, adverse changes in the
business environment, poor asset performance, and legal or regulatory changes impacting
asset use.

Does the KPMG impairment guide provide examples or
templates for impairment calculations?
Yes, the guide often includes illustrative examples, calculation templates, and practical
tools to assist professionals in applying impairment testing procedures accurately.

How can KPMG's impairment guide assist auditors
during impairment reviews?
The guide helps auditors understand key risk areas, evaluate management assumptions,
assess compliance with standards, and ensure adequate disclosures are made in financial
statements.

Where can I access the latest version of the KPMG
impairment guide?
The latest KPMG impairment guide can typically be accessed through KPMG's official
website, client portals, or by contacting KPMG representatives directly for the most up-to-
date resources.

Additional Resources
1. KPMG Guide to Impairment Testing and Accounting
This comprehensive guide by KPMG offers in-depth insights into impairment testing,
covering the latest accounting standards and regulatory requirements. It provides practical
examples, case studies, and step-by-step instructions for identifying and measuring
impairment losses. The book is essential for auditors, accountants, and financial analysts
seeking to master impairment assessments.

2. Impairment of Assets: Principles and Practice
This book explains the fundamental concepts and practical approaches to asset impairment
under IFRS and US GAAP. It includes detailed discussions on cash-generating units, goodwill
impairment, and recoverable amount calculations. Readers will benefit from real-world
scenarios and analytical tools to apply impairment principles effectively.

3. Financial Reporting and Impairment: A Practical Approach
Focused on the intersection of financial reporting and impairment, this book guides
professionals through the complexities of impairment disclosures. It highlights the
importance of accurate impairment recognition for transparent financial statements and
compliance. The text is rich with examples from various industries to illustrate key



concepts.

4. IFRS 36 Impairment of Assets: Commentary and Analysis
This title offers a thorough analysis of IFRS 36, the core standard governing impairment of
assets. It breaks down the standard's requirements, including indicators of impairment and
measurement techniques. The commentary is valuable for accountants needing to ensure
compliance with international financial reporting standards.

5. Goodwill and Intangible Asset Impairment: A Practical Guide
Specializing in goodwill and intangible asset impairment, this book addresses challenges in
valuation and impairment testing. It explores methodologies for estimating fair value and
value in use, emphasizing consistent application of accounting policies. Case studies
demonstrate how to handle complex impairment scenarios effectively.

6. Corporate Impairment Testing: Strategies and Solutions
Aimed at corporate finance professionals, this book discusses strategic approaches to
impairment testing within organizations. It covers risk assessment, impairment indicators,
and the integration of impairment reviews into corporate governance. The guide also
examines the impact of impairment on financial performance and stakeholder
communication.

7. Audit Considerations in Asset Impairment
This book is designed for auditors and audit managers, focusing on audit procedures
related to asset impairment. It outlines key risk areas, testing techniques, and
documentation requirements to ensure thorough audit coverage. The text also addresses
challenges in auditing complex impairment calculations and estimates.

8. Valuation Techniques for Impairment Testing
This detailed resource explores various valuation methods used in impairment testing,
including discounted cash flow and market-based approaches. It provides guidance on
selecting appropriate techniques based on asset type and industry context. The book is
valuable for valuers, accountants, and financial analysts involved in impairment
assessments.

9. Impairment Accounting: Best Practices and Emerging Trends
Covering the latest developments in impairment accounting, this book highlights best
practices and evolving regulatory trends. It discusses the impact of technological
advancements and economic changes on impairment assessments. Readers gain insights
into enhancing impairment processes to improve accuracy and compliance.
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