
New standards streamline
annual goodwill impairment testing
Goodwill impairment testing may get simpler for companies that adopt new guidelines
issued by the Financial Accounting Standards Board (FASB). Using the right approach, you
may be able to reduce costs by streamlining the goodwill impairment testing process.

What has changed?

The new standard modifies the two-step goodwill impairment test by introducing a new
"Step 0." Using this approach, companies can assess "qualitatively" whether it is more
likely than not that a reporting unit's fair value is greater than its carrying amount. If the
answer is "yes," then no further testing would be required.

Keys to success

Some concerns have emerged around the complexity and uncertainty that may arise upon
implementing the new standard. For instance, will the assertions used in "Step 0" be
accepted by a company's independent auditor? Is too much subjective judgment required?

PwC believes that a "Step 0" approach can be successfully managed with appropriate
planning, a robust goodwill impairment testing policy and proper documentation (see
"Top 10 implementation guidelines" on next page). When qualitative analyses used in
"Step 0" could be considered a close call, companies should discuss their situations early
on with auditors to avoid last-minute Step 1 analyses and the potential delay in
completing financial statements. Otherwise, using the "Step 0" approach can streamline
processes and help reduce costs.
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How PwC can help

PwC has developed comprehensive guidelines for you
to consider as you adopt the new goodwill impairment
testing standards. Our approach integrates valuation,
accounting, tax and business advisory expertise to help
you establish policies and procedures designed to
withstand auditor and regulatory scrutiny. Our
specialists are available to help you map out an
effective adoption approach that will streamline your
future impairment costs and processes.
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Top 10 implementation suggestions Key insights

1. Develop a robust goodwill impairment testing
approach

Identify key resources and processes to monitor specific
qualitative factors on an ongoing basis.

2. Create high-quality documentation
Prepare a comprehensive memo/matrix to be updated at
each testing date.

3. Evaluate performance since last analysis
Consider financial performance since the prior analysis.
Underperformance relative to budget is a factor that may
imply a Step 1 analysis is warranted.

4. Address market-based metrics
Consider assessing trends in company-specific and
guideline peer market capitalizations and multiples,

5. Consider multiple reporting unit structures carefully

If one or more reporting units fails "Step 0," the level of work
required by auditors to gain comfort with management’s
assertions may increase. Consider proactive measures to
mitigate this risk and reduce costs.

6. Prepare for SEC scrutiny Provide adequate disclosures and documentation.

7. Prepare for heightened analyst scrutiny
Ensure C-Suite executives are apprised of key judgments in
advance of conference calls with analysts.

8. Assess other indefinite-lived intangible assets
Consider change in processes/ methodologies related to
testing indefinite-lived intangible assets

9. Consider impact of reporting units with negative
carrying value

The recent ASU issued in December of 2010 is expected to
cause an increase in impairments for reporting units with a
negative carrying value.

10. Don't forget about taxes
Ensure carrying values and qualitative assessments of
reporting unit fair values appropriately consider deferred tax
and related impacts.


