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Fair Value Reporting Thought Leadership

inTroduCTion
The purpose of this discussion is to provide an 
overview of recent Financial Accounting Standards 
Board (“FASB”) Accounting Standards Updates 
(“ASUs”). These ASUs have an impact on the finan-
cial accounting guidance related to the estimation 
and valuation of fair value measurements:

1. in business combinations and

2. in subsequent intangible asset impairment 
tests.

During January 2017, the FASB released two 
ASUs related to the following financial accounting 
issues:

1. FASB ASU No. 2017-01, January 2017, 
Business Combinations (Topic 805), 
Clarifying the Definition of a Business 
(“ASU 2017-01”)

2. FASB ASU No. 2017-04, January 2017, 
Intangibles—Goodwill and Other (Topic 
350), Simplifying the Test for Goodwill 
Impairment (“ASU 2017-04”)

The following discussion presents an overview 
of the authoritative accounting principles in the 
United States and the general process by which such 

principles may be amended. This discussion also 
summarizes the primary elements and the notable 
changes contained in ASU 2017-01 and ASU 2017-
04.

oVerVieW of generaLLy 
aCCepTed aCCounTing 
prinCipLes auThoriTaTiVe 
guidanCe

Generally accepted accounting principles 
(“GAAP”) represent a common set of accounting 
principles, standards, and procedures which compa-
nies follow in the reporting of financial information. 
The intent of GAAP is to promote and ensure a level 
of consistency in financial statements so that users 
may understand, analyze, and compare financial 
information.

GAAP are a set of standards (developed primarily 
by FASB) designed to improve the transparency in 
financial statements. Such standards do not guar-
antee the financial statements will be free of errors, 
omissions, or misstatements.

The three principal sources of GAAP are as 
follows:

1. FASB pronouncements and statements

Accounting Standards Updates in Business 
Combinations and Goodwill Impairment
Terry G. Whitehead, CPA

The Financial Accounting Standards Board (“FASB”) regularly issues updates and 
modifications to U.S. generally accepted accounting principles. During 2017, the FASB 

promulgated two significant Accounting Standards Updates (“ASUs”). These ASUs affect the 
estimation of fair value measurement for financial accounting purposes. It is important for 
valuation analysts to be aware of such updates in order to provide fair value measurement 

valuation services.



24  INSIGHTS  •  AUTUMN 2018 www .willamette .com

2. Security and Exchange Commission 
(“SEC”) regulations for public companies

3. Accounting practices developed by indus-
tries and other recognized bodies over time

Effective for periods ending after September 15, 
2009, the FASB Accounting Standards Codification 
(“Codification”) became the source of authoritative 
GAAP to be applied to nongovernmental entities. 
All other accounting literature is now considered 
nonauthoritative.1

The FASB accomplishes its mission through the 
service of seven full-time members (the “Board”). 
Board members are appointed for five-year terms 
and are eligible for an additional five-year term.

The standards-setting process for updates to 
GAAP varies, but it is designed to adhere to the fol-
lowing procedures:2

1. The Board identifies financial accounting 
issues based on requests/recommendations 
from stakeholders or through other means.

2. The FASB decides whether to add a project 
to the technical agenda based on staff-pre-
pared analysis of the issues.

3. The Board deliberates at one or more public 
meetings the various reporting issues iden-
tified and analyzed by the staff.

4. The Board issues an Exposure Draft to 
solicit broad stakeholder input.

5. The Board holds a public roundtable meet-
ing on the Exposure Draft.

6. The staff analyzes comment letters, public 
roundtable discussion, and all other infor-
mation obtained through due process activ-
ities. The Board redeliberates the proposed 
provisions.

7. The Board issues an ASU describing amend-
ments to the Codification.

fasB aCCounTing sTandards 
CodifiCaTion

FASB Accounting Standards Codification (“ASC”) 
topic 105—Generally Accepted Accounting 
Principles (“ASC topic 105”) established the 
Codification as the sole source of GAAP in the U.S. 
for nongovernmental entities. Rules and interpretive 
releases of the SEC are also sources of authoritative 
GAAP for SEC registrants.

Following the issuance of ASC topic 105, all new 
standards will be issued as ASUs. ASUs are not con-
sidered authoritative in their own right, but serve as 
updates (or amendments) to Codification including 
background information about guidance and basis 
for changes to the Codification.

In addition to the authoritative GAAP estab-
lished in ASC topic 105, nonauthoritative GAAP was 
defined. Such accounting and financial reporting 
practices which are not included in the Codification 
are considered to be nonauthoritative.

Nonauthoritative accounting guidance includes, 
but is not limited to, the following:

n FASB ASUs

n Practices that are widely recognized and 
prevalent including industry accounting 
practices

n American Institute of Certified Public 
Accountants (“AICPA”) Issues Papers

n Pronouncements of professional associa-
tions or regulatory agencies

As identified in the list above, FASB ASUs (such 
as those that are the subject of this discussion) 
are nonauthoritative. The following disclosure is 
included at the beginning of ASU 2017-01 and ASU 
2017-04:

An Accounting Standards Update is not 
Authoritative; rather, it is a document 
that communicates how the Accounting 
Standards Codification is being amended. 
It also provides other information to help 
a user of GAAP understand how and why 
GAAP is changing and when the changes 
will be effective.

Each ASU explains the following:3
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1. How the FASB has changed U.S. GAAP, 
including each specific amendment to the 
FASB Codification

2. Why the FASB decided to change U.S. GAAP 
and background information related to the 
change

3. When the changes will be effective and the 
transition method

The following discussion presents an overview of 
ASC topic 805 and ASC topic 350 and the recently 
published related ASUs.

oVerVieW of Business 
CoMBinaTions (asC TopiC 
805)

The Codification includes the full text of ASC topic 
805, which relates to the accounting treatment 
and fair value reporting in business combinations. 
Section 805-10-05 Overview and Background ASC 
topic 805 includes the following subtopics:

1. 805-10 Overall

2. 805-20 Identifiable Assets and Liabilities, 
and Any Noncontrolling Interest

3. 805-30 Goodwill or Gain from Bargain 
Purchase, including Consideration 
Transferred

4. 805-40 Reverse Acquisitions

5. 805-50 Related Issues

6. 805-60 Income Taxes

Each of the above subtopics include multiple 
subsections which are subject to ongoing review and 
possible amendment, including the issuance of an 
ASU by FASB.

Overview of Notable Changes to ASC 
Topic 805 Provided in ASU 2017-01

The amendments provided in ASU 2017-01 primar-
ily relate to amendments to subtopic 805-10-55 
(Implementation Guidance and Illustrations) and 
concentrate on clarifying the definition of a busi-
ness.

Exhibit 1 presents a comparison (from an 
accounting perspective) of certain differences 
between the acquisition of an asset and the acquisi-
tion of a business.

Based on the recognized accounting differences 
between the acquisition of an asset and the acqui-
sition of a business, it may be preferable for an 
acquirer to desire one accounting treatment over 
the other.

FASB indicated that many stakeholders provid-
ed feedback suggesting the definition of a business 
is applied too broadly resulting in many transac-
tions being recorded as business acquisitions when 
they should potentially be more appropriately 
considered as an acquisition of assets. Concerns 
were also raised that the current definition made 

 Accounting Issue Asset Acquisition Business Combination
Contingent
Consideration

Accounted for based on other GAAP 
(not subject to ASC 805) 

Recognized at fair value on the 
acquisition date, any changes 
recognized through earnings for 
periods after the acquisition date 

 Transaction Costs Capitalized Expensed  

Initial
Measurement 

Cost allocated on a relative fair value 
basis 

Fair value  

Goodwill/Bargain
Purchase 

Not recognized, any overpayment or 
underpayment is allocated to 
identifiable assets and liabilities on a 
relative fair value basis 

Goodwill is recognized as an asset 
and any bargain purchase is 
recognized as a gain in current 
earnings

Exhibit 1
Comparison of a Business Combination and an Asset Acquisition
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it difficult and costly to comply with the required 
provisions.

ASU 2017-01 provides further clarification on 
whether an acquisition should be accounted for as 
a business combination. The following discussion 
summarizes some of the notable changes included 
in the amendments contained in ASU 2017-01.

Under current guidance in ASC topic 805, there 
are three elements of a business:

1. Inputs

2. Processes

3. Outputs

These elements are defined as follows (with the 
amended changes identified):4

Input. Any economic resource that cre-
ates, or has the ability to create contribute 
to the creation of, outputs when one or 
more processes are applied to it. Examples 
include long-lived assets (including intangi-
ble assets or rights to use long-lived assets), 
intellectual property, the ability to obtain 
access to necessary materials or rights, and 
employees.

Process. Any system, standard, protocol, 
convention, or rule that when applied to 
an input or inputs, creates or has the abil-
ity to create contribute to the creation of 
outputs. Examples include strategic man-
agement processes, operational process-
es, and resource management processes. 
These processes typically are documented, 
but the intellectual capacity of an orga-
nized workforce having the necessary skills 

and experience following rules 
and conventions may provide 
the necessary processes that 
are capable of being applied 
to inputs to create outputs. 
Accounting, billing, payroll, 
and other administrative sys-
tems typically are not process-
es used to create outputs.

Output. The result of inputs 
and processes applied to those 
inputs that provide goods or 
services to customers, invest-
ment income (such as divi-
dends or interest), or other 
revenues or have the ability to 
provide a return in the form 
of dividends, lower costs, or 

other economic benefits directly to inves-
tors or other owners, members, or partici-
pants.

Section 805-10-55-5 expands on the above ele-
ments with the following description (and amend-
ments) of a business.5

An integrated set of activities and assets 
requires two essential elements—inputs 
and processes applied to those inputs. 
inputs, which together are or will be used 
to create outputs. However, a A business 
need not include all the inputs or processes 
that the seller used in operating that busi-
ness if market participants are capable of 
acquiring the business and continuing to 
produce outputs, for example, by integrat-
ing the business with their own inputs and 
processes. However, to be considered a 
business, the set must include, at a mini-
mum, an input and a substantive process 
that together significantly contribute to the 
ability to create output.

Single or Similar Asset Threshold
The previously identified amended definitions are 
also being updated to reflect the following threshold 
further described in the newly added sections 805-
10-55-5A through 5F.

The following is an excerpt from the newly added 
section 805-10-55-5A.6

If substantially all of the fair value of the 
gross assets acquired is concentrated in a 
single identifiable asset or group of similar 
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identifiable assets, the set is not considered 
a business.

ASU 2017-01 presents a number of specific case 
examples and scenarios illustrating the amended 
definition of a business.

One scenario included in ASU 2017-01 presents 
an acquisition of a portfolio of 10 single-family 
homes each with leases in place. Since each home 
includes the land, building, and property improve-
ments, they can be considered a “single identifi-
able asset” under the amended definition since 
they cannot be removed without incurring signifi-
cant cost.

Also, the in-place lease intangible assets are 
related to the real estate and should, therefore, be 
combined. As a result, since the substantial value 
of the assets acquired are concentrated in similar 
identifiable assets, the set is not a business.

Although citing additional specific examples is 
beyond the scope of this discussion, it is clear that 
the intended result is a more restrictive interpre-
tation of a business which is likely to lead to the 
ability, in certain circumstances, for companies to 
account for a transaction as an acquisition of assets 
rather than an acquisition of a business as would 
have been previously interpreted and required.

Summary of Primary Changes
The amendments included in ASU 2017-01 result in 
the following primary changes:

n Single or similar asset threshold (if substan-
tially all of the fair value of the gross assets 
is concentrated 
in a single asset 
or group of simi-
lar assets, the 
set is not con-
sidered a busi-
ness)

n To be consid-
ered a business, 
a set should 
include, at a 
minimum, an 
input and a pro-
cess (both are 
required to sig-
nificantly con-
tribute to the 
ability to create 
an output)

n Elimination of the market participant deter-
mination regarding any missing elements of 
a business

n Outputs are focused on revenue rather than 
the previous inclusion of “other economic 
benefits”

The amendments included in this ASU are 
effective for public companies for annual periods 
beginning after December 15, 2017. All other enti-
ties should recognize the amendments for annual 
periods beginning after December 15, 2018.

oVerVieW of inTangiBLes—
goodWiLL and oTher (asC 
TopiC 350)

Similar to the discussion in the previous section 
on ASC topic 805, the Codification includes the 
full text of ASC topic 350 which relates to the 
accounting treatment and fair value reporting 
of goodwill and other intangible assets, includ-
ing the subsequent measurement of such intan-
gible assets. Section 350-10-05 Overview and 
Background ASC topic 350 includes the following 
subtopics:

1. 350-10 Overall

2. 350-20 Goodwill

3. 350-30 General Intangibles Other Than 
Goodwill

4. 350-40 Internal-Use Software

5. 350-50 Website Development Costs
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Each of the above subtopics include multiple 
subsections which are subject to ongoing review and 
possible amendment, including the issuance of an 
ASU by FASB.

Overview of Notable Changes to ASC 
Topic 350 Provided in ASU 2017-04

The amendments provided in ASU 2017-04 pri-
marily relate to subsequent goodwill impairment 
tests contained in subtopic 350-20-35 Subsequent 
Measurement.

The most notable change contained in this ASU 
is the removal of what was previously recognized 
as Step 2 of the goodwill impairment test. As a 
result, companies can comply with the provisions of 
ASC topic 350 with the implementation of a single 
quantitative impairment test. The previous Step 1 
impairment test procedure has been amended as 
follows while all Step 2 procedures have been super-
seded and removed.

An entity still has the option to perform the 
qualitative assessment to determine if the quantita-
tive impairment test is necessary.7

The quantitative first step of the goodwill 
impairment test, used to identify both the 
existence of potential impairment and the 
amount of impairment loss, compares the 
fair value of a reporting unit with its carry-
ing amount, including goodwill.

If the fair value carrying amount of a 
reporting unit is greater than zero and 
its fair value exceeds its carrying amount, 
goodwill of the reporting unit is considered 

not impaired impaired; thus, the second 
step of the impairment test is unnec-
essary. If the carrying amount of the 
reporting unit is zero or negative, the 
guidance . . . [for Step 2] . . . shall be 
followed.

The previous Step 1 test was conduct-
ed to determine if a potential impairment 
existed which could then require the deter-
mination under Step 2. The previous Step 2 
test required a company to compare the fair 
value of goodwill with the carrying amount 
of goodwill.

This comparison was generally accom-
plished by estimating the fair value of a 
company’s tangible and intangible assets 
in order to attribute value to all of the 
company’s assets and liabilities (other than 

goodwill) so that a direct comparison could be 
made between the estimated fair value of goodwill 
and the carrying amount of goodwill.

This prior goodwill analysis was similar to the 
unit being acquired in a business combination. The 
amendment simplifies the process to a single step 
test which identifies both (1) the existence of and 
(2) the amount of impairment loss.

For reporting units with zero or negative carry-
ing amounts, there was not previously a require-
ment to disclose such situations in a company’s 
financial statements.

As such, there could be instances where good-
will is recorded in a company’s financial statements 
which includes a portion of goodwill attributable to 
reporting units without a positive carrying amount. 
In such a scenario, there is the possibility that good-
will has been impaired for the reporting unit.

Due to the zero or negative carrying amount, 
historically there was not a requirement to quantify 
any such potential goodwill impairment under the 
identified rules.

Since these reporting units still may not record 
an impairment charge under the new single step 
test, a company is now required to disclose the 
amount of goodwill allocated to each reporting unit 
with a zero or negative carrying amount. The FASB 
concluded that the potential lack of transparency 
associated with these reporting units would be suf-
ficient under this amended process to alert users of 
potential goodwill issues.

Additionally, research indicated that the 
population of such reporting units was relatively 
small, and FASB concluded that it would be 
counterintuitive for different tests to be applied to 
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various reporting units if alternative procedures 
were required for reporting units with zero or 
negative carrying amounts.

Summary of Primary Changes
The Figure 1 flowchart summarizes the single step 
impairment test which replaces the previous two-
step process.8

The amendments included in this ASU are 
effective for public companies (that are SEC fil-
ers) for annual periods beginning after December 
15, 2019, and for public companies (that are not 
SEC filers) for periods beginning after December 
15, 2020. All other entities should recognize the 
amendments for annual periods beginning after 
December 15, 2021. Early adoption is permitted 
for goodwill impairment tests performed after 
January 1, 2017.

suMMary of fair VaLue 
aCCounTing sTandards 
updaTes

An ongoing objective of the FASB is to seek feed-
back from stakeholders and provide transparency 
and consistency in the reporting of financial state-
ments.

As concerns and topics are identified, a process 
is established to consider potential updates to the 
current accounting guidelines and rules. During 
2017, two significant ASUs were published which 
will affect the estimation of fair value for financial 
accounting purposes in upcoming periods.

The FASB considers ongoing improvements 
as necessary to assist stakeholders and users of 
financial statements. Stakeholders previously sub-
mitted concerns regarding the cost and complex-
ity of the previous requirements under both ASC 
topic 805 and ASC topic 350.

The amendments approved in the previously 
discussed ASUs will impact the valuation con-
siderations for both the entities involved and the 
consultants providing the necessary independent 
valuation services.

It is important for analysts to be aware of GAAP 
and the ongoing ASUs in order to appropriately 
recognize, understand, and implement the potential 
impact on valuation engagements, including the 
potential scope of such assignments.

Notes:

1. www.fasb.org, Standards/Accounting Standards 
Codification, About the Codification (v 4.10).

2. www.fasb.org, About Us/Standard-Setting Process.

3. www.fasb.org, Standards/Accounting Standards 
Updates Issued.

4. ASU 2017-01, 6

5. Ibid.

6. Ibid., 7.

7. ASU 2017-04, 8.

8. Ibid., 24.
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Figure 1
Goodwill Impairment Test Procedures


