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Part A: Research on ASC 350 Goodwill Impairment Standards
According to FASB Accounting Standards Codification (ASC) Topic 350, Intangibles, Goodwill and Other, provides guidance on determining the applicable goodwill impairment treatment under various circumstances. The following summarizes the relevant authoritative guidance for reporting units with similar and dissimilar economic characteristics, public and private companies, the private-company accounting alternative, and triggering events.

A1. The company has similar economic characteristics
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-33 through 35-35
· Related implementation guidance: ASC 350-20-55-6 through 55-8
Under ASC 350-20-35-33 through 35-35, an entity identifies its reporting units based on its operating segments and their components. Two or more components of an operating segment are aggregated and treated as a single reporting unit when the components have similar economic characteristics. The determination of whether components have similar economic characteristics requires judgment based on the facts and circumstances.

When components are aggregated into a single reporting unit, goodwill is assigned to that unit, and the goodwill impairment test is performed at the reporting-unit level. The carrying amount of the reporting unit, including goodwill, is compared with its fair value. If the carrying amount exceeds fair value, a goodwill impairment loss is recognized, limited to the amount of goodwill assigned to the reporting unit (Financial Accounting Standards Board [FASB], n.d.).

A2. The company does not have similar economic characteristics
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-33 through 35-38
· Related implementation guidance: ASC 350-20-55-1 through 55-8
When components of an operating segment do not have similar economic characteristics, they are not aggregated into one reporting unit. Instead, a component that meets the reporting-unit criteria is evaluated separately. ASC 350-20-35-34 states that a component is a reporting unit when it is a business or nonprofit activity for which discrete financial information is available. Segment management regularly reviews its operating results.

Goodwill is assigned to the reporting unit expected to benefit from the related business combination. Each reporting unit is then evaluated separately for goodwill impairment. The carrying amount of each reporting unit, including goodwill, is compared with its FMV. If the carrying amount exceeds fair market value, a goodwill impairment loss is recognized for that reporting unit, limited to the goodwill assigned to it (FASB, n.d.).





A3. Public Company
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-28 through 35-30
· Related paragraphs: ASC 350-20-35-1 through 35-2 and 35-22 through 35-27
For an entity that has not elected the private-company accounting alternative, goodwill is not amortized. Instead, goodwill assigned to each reporting unit is tested for impairment at least annually. The annual impairment test may be performed at any time during the fiscal year, provided the entity performs it at the same time each year.

The entity may first perform a qualitative assessment to determine whether it is more likely than not that the fair market value of the reporting unit is less than its carrying amount. The entity may also bypass the qualitative assessment and proceed directly to the quantitative test.
For the quantitative test, the entity compares the reporting unit's carrying amount, including goodwill, with its FMV. If the carrying amount exceeds fair market value, the difference is recognized as a goodwill impairment loss, limited to the amount of goodwill assigned to the reporting unit (FASB, n.d.).

A4. Private Company
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-62 through 35-82
A private company may elect the accounting alternative for subsequent measurement of goodwill. If the private company elects the accounting alternative, it follows the goodwill amortization and impairment provisions applicable to that alternative.

If a private company does not elect the accounting alternative, it follows the general goodwill impairment model in ASC 350-20. Under that model, goodwill is not amortized and is tested for impairment at least annually and between annual tests when a triggering event occurs.

Therefore, the accounting treatment for a private company depends on whether it elects the private company accounting alternative (FASB, n.d.).

A5. Company Elects the Accounting Alternative
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-62 through 35-82
· Specifically: ASC 350-20-35-63 and 35-66 through 35-72
When an eligible private company elects the accounting alternative, goodwill is amortized on a straight-line basis over 10 years, or over a shorter period if the company demonstrates that another useful life is more appropriate.

The company is not required to perform the annual goodwill impairment test required under the general model. Instead, goodwill is evaluated for impairment when a triggering event occurs. When a triggering event occurs, the company may first perform a qualitative assessment. If the company determines that it is not more likely than not that the fair market value of the entity or reporting unit is less than its carrying amount, further impairment testing is unnecessary.

If the qualitative assessment indicates that impairment may exist, the company performs the quantitative impairment test by comparing FMV with carrying amount, including goodwill. If the carrying amount exceeds fair market value, the difference is recognized as a goodwill impairment loss (FASB, n.d.).

A6. Company Does Not Elect the Accounting Alternative
Authoritative Guidance
· Topic: ASC 350, Intangibles—Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-28 through 35-30
· Related paragraphs: ASC 350-20-35-1 through 35-2 and 35-22 through 35-27
When an eligible private company does not elect the accounting alternative, the company applies the general goodwill impairment model. Goodwill is not amortized and must be tested for impairment at least annually.

The company may perform a qualitative assessment before performing the quantitative impairment test. If the qualitative assessment indicates that it is not more likely than not that the reporting unit's fair market value is below its carrying amount, the company need not perform the quantitative test. If the quantitative test is required, the company compares the reporting unit's carrying amount, including goodwill, with its fair market value.

In addition to the annual test, goodwill must be tested between annual testing dates when an event occurs, or circumstances change that would more likely than not reduce the fair market value of a reporting unit below its carrying amount (FASB, n.d.).

A7. Triggering Event Occurs
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-30 and 35-3C through 35-3G
A triggering event occurs when an event or change in circumstances would more likely than not reduce the fair market value of a reporting unit below its carrying amount. ASC 350 identifies several examples of events and circumstances that may indicate possible goodwill impairment, including adverse changes in the business environment, significant declines in market value, increased competition, loss of key personnel, and significant asset impairments.
When a triggering event occurs, an entity that follows the general goodwill impairment model must evaluate the affected reporting unit for impairment between its annual testing dates. The entity may first perform a qualitative assessment. If the entity determines that it is more likely than not that fair value is less than carrying amount, it performs the quantitative impairment test.
Under the quantitative test, the carrying amount of the reporting unit, including goodwill, is compared with fair market value. If the carrying amount exceeds FMV, the difference is recognized as a goodwill impairment loss, limited to the amount of goodwill assigned to the reporting unit (FASB, n.d.).


A8. No Triggering Event Occurs
Authoritative Guidance
· Topic: ASC 350, Intangibles - Goodwill and Other
· Subtopic: ASC 350-20, Goodwill
· Section: Subsequent Measurement
· Paragraphs: ASC 350-20-35-28 through 35-30 and 35-66 through 35-72
When no triggering event occurs, an entity that follows the general goodwill impairment model continues to perform the required annual goodwill impairment test. The absence of a triggering event does not eliminate the annual impairment test for entities that have not elected the private-company accounting alternative.

For a private company that has elected the accounting alternative, an annual goodwill impairment test is not required. The company amortizes goodwill and performs an impairment evaluation when a triggering event occurs.

Therefore, when no triggering event occurs, the general model requires the annual impairment test, while a private company that has elected the accounting alternative does not perform an impairment test unless a triggering event occurs (FASB, n.d.).












Part B: AMMRC Inc. Goodwill Impairment

Similar Economic Characteristics

Decision: No. TL and DJ should be treated as separate reporting units.

Although TL and DJ are both included in AMMRC Inc.’s Greenhouse Parts and Accessories segment, they do not have similar economic characteristics. TL manufactures polycarbonate sheets and panels, while DJ manufactures heavy-duty greenhouse shelving. The companies have different products, operations, customers, risks, and cash flow patterns.
Under ASC 350-20-35-35, components of an operating segment are aggregated into a single reporting unit when they have similar economic characteristics. Because TL and DJ have different economic characteristics, they should be evaluated as separate reporting units for goodwill impairment purposes (Financial Accounting Standards Board [FASB], 2024).


Public or Private Company

Decision: Private Company

For purposes of this analysis, AMMRC Inc. is treated as a private company. The scenario identifies DJ as a closely held corporation and does not indicate that AMMRC Inc. is a public business entity.
Because the private-company accounting alternative is available only to qualifying private companies and not-for-profit entities, the company's status must be considered when determining the appropriate goodwill accounting model (FASB, 2024).

Election of Accounting Alternative

Decision: AMMRC Inc. Did Not Elect the Accounting Alternative

AMMRC Inc. established a policy requiring formal quantitative goodwill impairment testing every 5 years, beginning in fiscal year 2021. The private-company accounting alternative permits qualifying entities to amortize goodwill on a straight-line basis over ten years, or a shorter period when appropriate, and provides a different approach for impairment testing when triggering events occur.
Because AMMRC Inc.'s policy requires quantitative goodwill impairment testing rather than goodwill amortization under the accounting alternative, the facts indicate that AMMRC Inc. did not elect the accounting alternative (FASB, 2024).

Triggering Event

Decision: Yes. AMMRC Inc. should perform the goodwill impairment test for TL and DJ.

A triggering event occurred because the scenario states that several fixed-asset groupings within the Greenhouse Parts and Accessories segment experienced significant declines in market value. A significant decline in asset value may indicate that the fair market value of a reporting unit has declined below its carrying amount. 
ASC 350-20-35-30 requires goodwill to be evaluated between annual tests when an event or change in circumstances indicates that the fair market value of a reporting unit may be below its carrying amount. Therefore, the decline in the fixed-asset groupings supports performing the goodwill impairment evaluation (FASB, 2024).


Part B1 – Goodwill Impairment Loss

Before testing goodwill, the carrying amounts of the reporting units must reflect the appropriate adjustments to fixed assets and inventory. The resulting carrying amount of each reporting unit, including goodwill, is then compared with its fair market value under ASC 350-20-35-2 (FASB, 2024).

1: Fixed-Asset Impairment

Source: D252 Task 2 Relevant Financial Data.xlsx
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For groups 2, 6, and 7, the sum of undiscounted future cash flows is less than the book value. Therefore, those asset groups fail the recoverability test. The impairment loss is measured using the difference between carrying amount and fair market value under ASC 360-10-35-17.

Source: D252 Task 2 Relevant Financial Data.xlsx
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For group 1, the sum of undiscounted future cash flows is less than the book value. The fixed-asset impairment analysis is consistent with ASC 360-10-35-17, which requires an asset group to be tested for recoverability using undiscounted cash flows and, if not recoverable, measured at fair market value (FASB, 2024).
Total TL Corporation fixed asset impairment: $450,000; Adjusted PP&E: $15,000,000 − $450,000 = $14,550,000
Total DJ Corporation fixed asset impairment: $240,000; Adjusted PP&E: $3,200,000 − $240,000 = $2,960,000



2: Inventory Impairment

Source: D252 Task 2 Relevant Financial Data.xlsx
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The inventory is measured using the lower-of-cost-or-market approach, as applicable to the dollar-value LIFO inventory in the scenario.
· Replacement cost = $3,300,000
· NRV − normal profit margin = $2,800,000
· Designated market value = greater of the two amounts: $3,300,000
· Inventory cost = $3,800,000

Inventory impairment: $3,800,000 − $3,300,000 = $500,000

Source: D252 Task 2 Relevant Financial Data.xlsx
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· Replacement cost = $800,000
· NRV − normal profit margin = $1,000,000
· Designated market value = greater of the two amounts: $1,000,000
· Inventory cost = $1,100,000

Inventory impairment: $1,100,000 − $1,000,000 = $100,000

3: Determine the Adjusted Carrying Amount of Each Reporting Unit

TL Corporation
· Unadjusted assets = $20,000,000
· Less fixed-asset impairment = $450,000
· Less inventory impairment = $500,000
· Adjusted assets = $19,050,000
· Less liabilities = $8,000,000
· Adjusted net assets before goodwill = $11,050,000
· Recorded goodwill = $1,300,000
· Reporting-unit carrying amount, including goodwill = $12,350,000

DJ Corporation
· Unadjusted assets = $5,000,000
· Less fixed-asset impairment = $240,000
· Less inventory impairment = $100,000
· Adjusted assets = $4,660,000
· Less liabilities = $3,000,000
· Adjusted net assets before goodwill = $1,660,000
· Recorded goodwill = $550,000
· Reporting-unit carrying amount, including goodwill = $2,210,000

4: Compare Carrying Amount with Fair Market Value

TL Corporation
· Reporting-unit carrying amount, including goodwill = $12,350,000
· Fair market value = $11,000,000
· Excess carrying amount over FMV: $12,350,000 − $11,000,000 = $1,350,000
· Recorded goodwill = $1,300,000
· Impairment loss = $1,300,000

Because the impairment loss cannot exceed the goodwill assigned to the reporting unit, the goodwill impairment loss for TL Corporation is limited to $1,300,000. ASC 350-20-35-2 (FASB, 2024). 


DJ Corporation
· Reporting-unit carrying amount, including goodwill = $2,210,000
· Fair market value = $1,800,000
· Excess carrying amount over FMV: $2,210,000 − $1,800,000 = $410,000
· Recorded goodwill = $550,000

Because the carrying amount exceeds fair market value, DJ has a goodwill impairment loss of $410,000.
The impairment loss cannot exceed the goodwill assigned to the reporting unit. ASC 350-20-35-2 (FASB, 2024). 
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Asset 

Grouping

Book Value Fair Market Value Sum of UFCF* Step 1** Step 2***

1 $3,580,000 $3,330,000 $3,840,000

No $0 

2 840,000 730,000 680,000

Yes $110,000 

3 2,700,000 2,900,000 3,100,000

No $0 

4 3,800,000 3,930,000 4,180,000

No $0 

5 2,080,000 2,150,000 2,460,000

No $0 

6 900,000 700,000 760,000

Yes $200,000 

7 1,100,000 960,000 880,000

Yes $140,000 

Total $15,000,000 $14,700,000 $15,900,000

TL Corporation
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Asset 

Grouping

Book Value Fair Market Value Sum of UFCF* Step 1** Step 2***

1 $940,000 $700,000 $710,000

Yes $240,000 

2 250,000 240,000 310,000

No $0 

3 90,000 100,000 130,000

No $0 

4 1,330,000 1,360,000 1,790,000

No $0 

5 590,000 600,000 860,000

No $0 

Total $3,200,000 $3,000,000 $3,800,000

No $0 

DJ Corporation
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Preliminary December 31, 2021, Inventory Information

Cost RC NRV NRV - NPM Market Loss

$3,800,000 $3,300,000 $4,000,000 $2,800,000 $3,300,000 $500,000

TL Corporation

Lower-of-Cost-or-Market Analysis FYE December 31, 2021
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Cost RC NRV NRV - NPM Market Loss

$1,100,000 $800,000 $1,300,000 $1,000,000 $1,000,000 $100,000

DJ Corporation

Lower-of-Cost-or-Market Analysis FYE December 31, 2021
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