
Considerations for Early Adoption of Goodwill Impairment 

 

Accounting Standards Update (ASU) 2017-04, Intangibles—Goodwill and Other (Topic 350):  Simplifying the Test for 
Goodwill Impairment, eliminates Step 2 of the goodwill impairment test and changes the impairment loss 
calculation for all reporting entities that have goodwill reported in their financial statements and have not elected 
the private company alternative.  Although simplified, there are items to consider before adopting the standard 
early.  Among them are planned changes to the composition of reporting units, and adoption of ASU 2016-13, 
Financial Instruments—Credit Losses (Topic 326):  Measurement of Credit Losses on Financial Instruments.  Early 
adoption of ASU 2017-04 is permitted for interim or annual goodwill impairment tests performed with a 
measurement date after January 1, 2017. 

Intangible Assets 

Goodwill 

With the new standard, goodwill impairment will be determined and measured by comparing the fair value of a 
reporting unit to its carrying amount, including goodwill.  If the carrying amount exceeds its fair value, the entity 
will recognize an impairment loss as the difference between the fair value and the carrying value to the extent 
goodwill is allocated to the reporting unit—taking into account the effect of deferred taxes—and provided the 
reporting unit has positive carrying value.     

ASU 2017-04 eliminates the requirement to compare the implied fair value of a reporting unit’s goodwill with the 
carrying amount of that goodwill to measure the impairment loss.  This exercise requires a hypothetical purchase 
price allocation analogous to a business combination.  Also eliminated is the requirement for any reporting unit 
with a zero or negative carrying amount to perform a qualitative assessment and Step 2 of the goodwill 
impairment test, if the qualitative assessment fails.  All entities maintain the option to perform the qualitative 
assessment for a reporting unit to determine if the quantitative impairment test is necessary (see BKD’s article:  
Goodwill Impairment Test Simplified). 

Practice Points 

 Because the impairment measurement and recognition model has changed, entities considering early 
adoption may first consider evaluating how the impairment results compare to results within today’s 
standards.  The new impairment test may result in more impairment loss for some entities and less for others, 
depending on the circumstances.  Among them are the method an entity chooses to calculate a reporting 
unit’s carrying amount, e.g., the enterprise versus the equity premise of value, and the degree by which a 
reporting unit’s long-lived assets have appreciated/depreciated over their carrying values.  

 Prior to adopting ASU 2017-04, a reporting entity contemplating significantly changing the composition of 
reporting units, e.g., restructuring, acquisition or disposition of a reporting unit(s) or business segment 
thereof, may first opt to consider how the change will affect each reporting unit’s carrying value and whether 
to spend internal resources preparing the optional qualitative assessment. 

• Reporting units with zero or negative carrying value are not required to recognize an impairment loss 
within the new standard, even though it may exist.  However, entities are now required to disclose in 
the financial statements the amount of goodwill allocated to each reporting unit with a zero or 
negative carrying amount.   

 
• Spending internal resources to perform the optional qualitative assessment of relevant events and 

circumstances may not prove worthwhile—particularly if the entity expects that a valuation specialist 
will ultimately be required to determine a reporting unit’s fair value or if the assessment is expected 
to result in a more-likely-than-not likelihood that a reporting unit’s fair value is less than its carrying 
amount.    

 

http://www.bkd.com/articles/2017/fasb-simplifies-goodwill-impairment-test.htm
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Implementation Date of Revised Credit Loss Measurement Standards 
ASU 2016-13 touches all companies with loans, debt securities, trade receivables and net investment in leases, 
among other financial assets, with the contractual right to receive cash.  The new measurement guidance 
broadens the information an entity will consider in developing credit loss estimates and, as with existing standards, 
will entail judgment to determine relevant information and estimation methods.  The degree an entity’s financial 
statements will be affected primarily depends on existing credit quality of the assets held, the asset’s duration and 
the entity’s application of existing generally accepted accounting principles (see BKD’s Financial Instruments 
webpage). 

 Practice Points  

 Benefits may be higher by implementing the intangible asset impairment and credit loss measurement 
standards at the same time.  Goodwill impairment is calculated based on a reporting unit’s market value in 
relation to its carrying value.  Adopting the goodwill impairment standard prior to the credit impairment 
standard may result in over-recognition of impairment losses.  For example, a drop in the fair value of financial 
assets within the scope of 2016-13, e.g., loans or trade receivables, may decrease the reporting unit’s fair 
value and, in turn, increase the amount of impairment loss recognized in the year of adopting ASU 2017-04.  If 
ASU 2016-13 is adopted in a subsequent year, an impairment loss may be recorded for the decline in the 
financial asset’s market value, which may include prior years’ recognized loss.     

  
 Implementing both standards may require significant effort, but efficiencies may be gained by simultaneously 

adopting them.  For example, while accumulating the broadened information an entity will likely consider in 
developing credit loss estimates—for collectively or individually measured assets—an entity may concurrently 
determine the carrying and fair values of all assets and liabilities of a reporting unit(s).  For U.S. Securities and 
Exchange Commission (SEC) registrants, simultaneous adoption may simplify required disclosures of the 
effects that upcoming standards are expected to have on their financial statements upon adoption (see BKD’s 
article: SEC Staff Expectation on Disclosing the Impact of Upcoming Accounting Standards). 

Additional Private Company Considerations 
ASU 2014-02, Intangibles—Goodwill and Other (Topic 350):  Accounting for Goodwill (a consensus of the Private 
Company Council), offers private companies an accounting alternative for subsequently measuring post-acquisition 
goodwill.  It requires goodwill amortization over a 10-year period and a one-step impairment test only upon a 
triggering event.  In addition, private companies are allowed a policy election to perform the impairment test at 
the entity or reporting unit level.  

Private companies that adopted ASU 2014-02 and are contemplating ASU 2017-04’s adoption because, for 
example, they are planning to go public in the future, are not required to justify preferability of the accounting 
change (if adopted before or after ASU 2017-04’s effective date).  Entities that have adopted the private company 
alternative to subsume certain intangible assets into goodwill—and thus are required to adopt ASU 2014-02—are 
not permitted to adopt ASU 2017-04 without following the guidance in Financial Accounting Standards Board 
Accounting Standards Codification 250, Accounting Changes and Error Corrections, to justify why ASU 2017-04 is a 
preferable accounting policy.   
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http://www.bkd.com/hot-topics/financial-instrument-projects.htm
http://www.bkd.com/hot-topics/financial-instrument-projects.htm
http://www.bkd.com/articles/2016/sec-staff-expectation-on-disclosing-the-impact-of-upcoming-accounting-standards.htm
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* Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after 
January 1, 2017 (calendar year 2017). 

** Early adoption is permitted as of the fiscal years beginning after December 15, 2018 (calendar year 2019), 
including interim periods within those fiscal years. 

 

Calendar-Year Effective Dates Goodwill Impairment* Credit Losses** 

SEC Filers 2020 2020 

All Other Public Entities Not an SEC Filer 2021 2021 

Not-for-Profit (Nonpublic) & Topic 960–965 
Employee Benefit Plans 

2022 2021 

All Other Entities 2022 2021 


