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Disclaimers

GAAP Dynamics does not represent that this seminar and participant
materials cover all the possible issues relating to compliance with U.S.
generally accepted accounting principles (U.S. GAAP) or regulations
of the Securities and Exchange Commission (SEC). In addition,
although GAAP Dynamics has made every effort to ensure the factual
accuracy of the materials, we are not responsible for your ultimate
compliance with U.S. GAAP or SEC regulations, and you agree not to
hold us responsible for such.
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We are GAAP Dynamics — We believe
training shouldn’t be a “tick the box”

exercise, but rather an opportunity to

empower your people to make the right
decisions at the right time.
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Our training engages your
people and guides them
through complex accounting
and auditing rules saving you
Time, Money, and Mistakes!

We are:
o Experts in U.S. GAAP and IFRS

o Educators, experienced in
instructional design

o Energetic and passionate about
accounting

GAAPDYNAMICS.COM
Contact@GAAPDYNAMICS.COM
+1 804 897-0608
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Research & Content
Development Manager
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(@ Intelligize

/

SEC Compliance Management
Solutions

v /Optimize compliance strategy
\ v/ Save time and money
\\ v| Mitigate risk

@ © 2022 GAAP Dynamics. Al rights reserved

Intelligize offers a web-based platform
that connects FASB, PCAOB, AICPA,
or IFRS standards with related
accounting and law firm guidance, and
the latest SEC disclosure documents.

With Intelligize, professionals can
easily benchmark against peers to
identify market standard language and
optimize accounting disclosure
strategies.

www.Intelligize.com
info@intelligize.com

+1 888-925-8627
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CPE specifics

* CPE credits: 1 hour

° Course format: Live, facilitator-led webinar, which includes lecture,
examples, exercises, polling questions, and Q&A

° Instructional delivery method: Group Internet Based
° Field of study: Accounting

° Knowledge level: Overview

° Prerequisites: None

° Advanced preparation: None

@
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WARNING: Don’t miss out on CPE!!!

— ° Must answer at least 3 of
polling questions in order to
receive the 1.0 CPE credit

[ QUICKPOLL

Which of the following best describes
your employer?

Select one of the following:

° TIP #1: Close your other
browser windows and tabs

° TIP #2: Do not watch in
full-screen mode

Pollin progress for attendees only.

° TIP #3: Use the
GoToWebinar App to join
the session

If we do not have your
responses logged, we cannot ° TIP #4: Use the Question
issue you CPE! Pane to submit responses
when in doubt
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Polling question #1
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Learning objectives

By the end of this course, you should be able to:

1. Identify the proper impairment model for long-lived assets,
intangible assets, and goodwill under U.S. GAAP

2. Recall comment letter and SEC focus areas related to impairment

3. Understand how to use Intelligize to research and review
impairment-related disclosures within SEC filings

?*:)’ © 2022 GAAP Dynamics. Al rights reserved Slide 10




*  Why are we here?
° Impairment models set out in ASC 350 and 360

° ASU 2017-04 Simplifying the Test for Goodwiill
Impairment

° Example financial statement and non-GAAP
disclosures

° Comment letters and SEC focus areas related to
impairment

*  Wrap-up

© 2022 GAAP Dynamics. All rights reserved Slide 11

Why are we here? | thought it was getting better!

Annual volume of goodwill impairments by
U.S. public companies

$200 billion
150
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0
2006 ‘10 ‘15 20

Source: Kroll LLC
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It’s going back up!

Top 10 Aggregate Goodwill Impairments — 2021 vs. YTD 2022

Source: Individual company annual and interim financial reports. Analysis by Kroll
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Reasons for increasing goodwill impairments

Market volatility, higher interest rates, and/or higher forecast risk leading
to higher discount rates

Lower financial performance than expected or even negative earnings
Adverse impact of global supply chain disruptions

Lower projected operating results due to exchange rate fluctuations, high
inflation, and other macroeconomic factors

Continued challenges in labor markets, including both shortages in
workforce and inflationary wage pressures

Significant decline in market capitalization

It’s the perfect storm!
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Let’s use 7(5 Intelligize

What percentage of Fortune
500 companies note
impairment as a Critical Audit
Matter (CAM) in their most
recent auditor’s report?

@
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® Impairment models set out in ASC 350 and 360
° ASU 2017-04 Simplifying the Test for Goodwiill

Impairment

° Comment letters and SEC focus areas related to
impairment

°  Example financial statement and non-GAAP
disclosures

°  Wrap-up
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Impairment models for non-financial assets

Twdefinite-lived

Long-lived assets

. . ovd finite-lived i
fesct fipe wtangible assets Ry Goodwill
intangibles
| Guidance | |  Ascasos0 | |  Ascaeot0 | | Ascaso20 |
R Annually, at a In result of triggering Annually, at a
q Y minimum event minimum
. 1-step + optional 1-step + optional
'ml:(')::f"t qualitative 2-step model qualitative
assessment assessment

Level to test | Individual asset

Asset group

| Reporting unit

Recognize excess of

Measure and 2
carrying value over

Recoverability test
based on
undiscounted cash
flows then, recognize

Recognize excess of
carrying value over

lecognize fair value (ASC 820) excess of carrying fair value (ASC 820)
value over fair value
(ASC 820)
é:é © 2022 GAAP Dynamics. All rights reserved Slide 17

Triggering events and qualitative factors

Triggering events Qualitative assessment factors

Significant decrease in the asset’s market
price

Significant adverse change in asset's use
or physical condition

Significant adverse change in legal factors
or the business climate

Historical and current-period operating or
cash flow loss or a projection or forecast of
continuing loss

Costs significantly in excess of the amount
originally expected for the
acquisition/construction of an asset

Expected asset sale/disposal significantly
before the end of its previously estimated
useful life

ﬁs © 2022 GAAP Dynamics. Al rights reserved

* Macroeconomic conditions

* Deterioration in general economic
conditions, developments in equity
and credit markets

* Industry and market conditions

* Cost factors resulting in negative

effects

* OQverall financial performance
° Actual or projected

° Other relevant company-specific

events

* Events affecting a reporting unit

* Sustained decrease in share price,

if applicable

Slide 18




Asset groups

° A trigger may apply to a specific asset, but
for purposes of application of the
impairment guidance for long-lived assets
(ASC section 360-10-35) the unit of
accounting is the “asset group”

° Long-lived assets should be grouped with
other assets and liabilities at the lowest level
for which identifiable cash flows are largely
independent of the cash flows of other assets
and liabilities

° Include goodwill in the asset group only if
the asset group is a reporting unit or
includes a reporting unit

é&ﬂ' © 2022 GAAP Dynamics. All rights reserved Slide 19

CLASS DISCUSSION

Impairment

Bleach Pharmaceuticals has experienced unprecedented
disruption and uncertainty as a result of COVID-19. As it looks
to close the books on its financials, management determines
that impairment is a concern throughout the company, ranging
from its fixed assets (e.g., PPE), intangible assets (both finite-
lived and indefinite-lived), goodwill, and various financial
assets. Management doesn’t even know where to start but
knows it must cleanse itself of impairment and is wondering if it
matters what order it should conduct these impairment tests.

@
Which of these assets should be tested for ®
-

impairment first?

é‘g © 2022 GAAP Dynamics. All rights reserved. Slide 20
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Polling question #2
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Sequencing for performing impairment testing

0

Assets
out-of-scope of
ASC 350 & 360

Tuventory, AR, other

\' financial assets, ete.

.4 Tradewarks, customer
Indefinite-lived .
. ; lists, bravnds
intangible assets \'

O

Long-lived assets
and finite-lived

PPLE, patents or
licenses with a
specific life/+erm

intangibles
The order 9
is
important! Q
Goodwill
é:g © 2022 GAAP Dynamics. All rights reserved Slide 22
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Allocation of impairment loss

* Only allocate an impairment loss to those long-lived assets within
the asset group that are included within the scope of this
impairment guidance

° An impairment loss should be allocated to the long-lived assets in
the asset group on a pro-rata basis using relative carrying
amounts

* The loss allocated to an individual long-lived asset of the group
should not reduce the carrying amount of that asset below its fair
value whenever that fair value is determinable without undue cost
and effort

Remember, goodwill included in an asset group should be tested for

impairment after the impairment test has been performed on
PPE/long-lived assets and any impairment loss has been allocated!
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CLASS DISCUSSION

Impairment of PP&E — Spot the errors!

During the 2nd quarter 20X2, Cowboys-R-Us noted a decrease in sales of
its pink cowboy boots due to negative publicity. The book value of the pink
boot production plant on June 30, 20X2 was $1 million, and it had a
remaining useful life of 6 years. The undiscounted cash flows (including
financing charges) for the next 7 years were estimated at $1.1 million
(present value = $750,000). Therefore, Cowboys-R-Us recorded an
impairment charge of $250,000 on June 30, 20X2. However, during the
holiday season, pink cowboy boots were selling like “hotcakes” after a
prominent product placement on a hit TV show. Therefore, Cowboys-R-Us
reversed the impairment charge during the 4th quarter 20X2.

What are the inconsistencies with U.S. GAAP
requirements for impairment testing? Type
your responses in the Question pane!

é‘:‘, © 2022 GAAP Dynamics. All rights reserved Slide 24
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®* ASU 2017-04 Simplifying the Test for Goodwill
Impairment

° Comment letters and SEC focus areas related to

impairment
° Example financial statement and non-GAAP
disclosures
*  Wrap-up
© 2022 GAAP Dynamics. All rights reserved. Slide 25

Overview of goodwill impairment testing

The annual goodwill impairment test can consist of three steps:

e

Eliminated by
ASU 2017-04!

% © 2022 GAAP Dynamics. Al rights reserved Slide 26
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CLASS DISCUSSION

Goodwill impairment testing

Maverick has adopted ASU 2017-04 and is testing its three reporting
units for impairment at year end. Little Freak determines it is more
likely than not that the fair value of reporting units A and B is less than
their carrying amount but notes on a consolidated basis they are fine.

| RUA_| RUB_| RUC_| Consolidated |

Fair value of reporting unit 1,000 500 3,000 4,500
Carrying value of reporting unit 1,500 600 1,000 2,900
Goodwill in reporting unit 200 300 400 900

L N

How much goodwill impairment should be

recorded at year end? \\\\‘k\
4
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Polling question #3
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Solution: Goodwill impairment testing

Total goodwill impairment is 300 at year end.

|| RuA_| RUB_| RUC | Consolidated |

Fair value of reporting unit 1,000 500 3,000 4,500
Carrying value of reporting unit 1,500 600 1,000 2,900
Goodwill in reporting unit 200 300 400 900
Overage / (deficit) (500) (100) 2,000 1,400
Amount of goodwill impairment 200 100 - 300
Remaining goodwill - 200 400 600
?’é 5 2022 GAAP Dynamics. Al rights reserved Slide 29

ASU 2017-04: Effective Dates and Transition

Public business entities (PBEs) that are SEC filers (excluding SRCs)

Effective for fiscal years beginning after December 15, 2019, including
interim periods within those fiscal years.

All other entities

Effective for fiscal years beginning after December 15, 2022, and interim
periods within those fiscal years.

Transition

Applied on a prospective basis with early adoption permitted.

é\ée’ © 2022 GAAP Dynamics. Al rights reserved. Slide 30
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®* Comment letters and SEC focus areas related to

impairment
° Example financial statement and non-GAAP
disclosures
*  Wrap-up
© 2022 GAAP Dynamics. All rights reserved. Slide 31

SEC comment letters: Overview

Between SEC staff and registrants Rulemaking

* Letters between SEC staff and ° Letters that individuals, firms,
SEC registrants and companies submit in
response to requests for public
° Staff from the Divisions of comment on SEC rule
Corporation Finance and proposals or concept releases

Investment Management issue
this type of comment letter in
connection with their review of
disclosure filings

° Just because a registrant
receives a comment letter, it
does not mean they were in
the wrong!

?*:)’ © 2022 GAAP Dynamics. Al rights reserved Slide 32
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Polling question #4

@
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SEC comment letters: Frequent areas

2022
Ranking* Comment letter topic

1

© 0 N o o b~ ODN

-
o

Non-GAAP financial measures

Management'’s discussion and analysis (MD&A)
Segment reporting

Risk factors — climate change matters

Revenue recognition

Fair value measurement

Disclosure controls and ICFR

Inventory and cost of sales

Form compliance and exhibits

Business combinations

* Source: PwC’s comment letter trends as of June 30, 2022

é:g © 2022 GAAP Dynamics. All rights reserved Slide 34
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Impairment-related SEC comment within MD&A

Please provide information for investors to assess the probability of future goodwill
impairment charges. For example, please disclose whether your reporting unit is
at risk of failing step one of the quantitative impairment test or that the fair value of
this reporting unit is substantially in excess of carrying value and is not at risk of
failing step one. If the reporting unit is at risk of failing step one, you should
disclose:

* the percentage by which fair value exceeded carrying value at the date of the
most recent step one test;

* the amount of goodwill allocated to the reporting unit;

* a detailed description of the methods and key assumptions used and how the
key assumptions were determined;

* a discussion of the degree of uncertainty associated with the assumptions; and

* a description of potential events and/or changes in circumstances that could
reasonably be expected to negatively affect the key assumptions

Slide 35
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Lets use (@ Intelligize

Can you give me example of
impairment-related issues
noted in SEC comment letters?

[

) ©2022 GAAP Dynamics. Al rights reserved
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Example financial statement and non-GAAP

disclosures

Wrap-up

Slide 37

Example disclosures — Cardinal Health (FYE: 6/30/22)

Total goodwill
impairment

charges of
$2.1 billion!

ﬁs © 2022 GAAP Dynamics. Al rights reserved

4. Goodwill and Other Intangible Assets

Goodwill
The following table summarizes the changes in the carrying amount
‘of goodwill by segment and in totat

rrrey Pramacesed (1) Mescn) _Yous
Balanca at Jne 30. 2020 g 2857 3 5700 3 s

2028 0 deacoped huther b m-wmmmam

{using 2 ferina roh rto of 2 porcnd). and e marketbased
approsch. F income-based approsch, we aiso used discount

maswmussmmummmwwumgn

‘second and third quartess of fiscal 2022, respectvely. The increase in

the discount rate was prmarily due 10 an increase in the risk-free

inlerest rate. Our fik value estimates ulize significant unobservable
s 1

2021 we sliccated and recisssified $388 milion of goodwillfrom the.
Medical Unit (within our Medical Segment) 10 the Cords disposal
group based on the estimated relative fair values of the business to
be disposed of and the portion of the reporting unit that was retained
Other Intangible Assets.

following tables summarize other intangibie assets by ciass at

risclree interest rate
the Medical Unit is based on 8 comtiration of the income based

-:mnzﬂnnum-ammguwpemm.

Unit, sher recognizing the impsimert, was $1.9 bikon st June 30,
2022
During the third and second quarters of fiscal 2022, we
intesim goodwil impairment testing for the Medical Unit at March 31,
2022 and December 31, 2021, which resufted in pre-ax impaiment
charges of $1.3 bilion and $474 milion. which were
during the second and wird quaiens of faca 2022, respectey, and

in impairments and (gain¥ioss on disposal of assets in
wmwum.wm] Our determination of

it value

of the income-based approach

June 30:
2z
g
N
Gomlooa:  isegiie Amosestion aseghts Dwied [Veery)
et i
Imanssius.
Trndnans and
™y PRRRTINY B na
S
gt B = " .
Detea e
Cuanas
feee am e e »
Tndeans
Tk v soa
b sz s 1 .
RS e
onar Lo o - s
ot e
ot s wm  we s
3
SN s um s sy um A
a1
S
o it i _wargte
pr—
Tosmabamopen 8 u s FE—
= =
13m 1080 1341
Tremats, vacs names
1 2 23
103 6 =
et otar s s s 3 aws
Tt amortzaton of fangale sses was $31 milon 3428 mion
and $512 milion for fiscal 2022, 2021 and 2020, respectvely. The
Soimated il amizton t pianghde st b taca 2003

through 2027 s as follows: $283 millicn, $260 milkon, $235 milion,
5208 million and $175 million.

Slide 38

19



Let’s use f(a Intelligize

What are some examples of
non-GAAP financial measures
noting impairment?

© 2022 GAAP Dynamics. All rights reserved

Example non-GAAP: Teladoc Health

PURCHASE, NY, July 27, 2022 (GLOBE NEWSWIRE) -- Teladoc Health, Inc. (NYSE: TDOC), the global leader in whole-person
virtual care, today reported financial results for the second quarter ended June 30, 2022.

“Teladoc Health delivered solid second quarter results with significant progress against our whole person care strategy,
including growing momentum in Primary360”, said Jason Gorevic, chief executive officer of Teladoc Health.

“While we continue to see increased uncertainty in the macroeconomic backdrop, we remain confident in our ability to
execute against our strategy to deliver a unified care experience that we believe only Teladoc Health has the breadth and scale
to achieve.”

Key Financial Data
($ thousands, unaudited)

Year over Year over
Quarter Ended Year Six Months Ended Year
June 30, Change June 30, Change
2022 2021 2022 2021
Revenue $ 592379 $ 503139 18 % $ 1157729 $ 956814 21 %
Net Loss $ (3101461) $ (133,819) N/M $(9,775984) $ (333,468) N/M
Net Loss per share, basic and diluted $ (19.22) $ (0.86) N/M $ (60.72) $ (216) N/M
Adjusted EBITDA* $ 46711 $ 66,784 (30)% $ 101208 $ 123388 (18) %

* A reconciliation of each non-GAAP measure to the most comparable measure under GAAP has been provided in this press
release in the accompanying tables. An explanation of these Non-GAAP measures is also included below under the heading
“Non-GAAP Financial Measures.”

nm - Not meaningful

Slide 40
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Example non-GAAP: Teladoc Health (continueq)

tion of GAAP Net Loss to EBITDA and Adjusted EBITDA
(In thousands, except for outlook data, unaudited)

Reconci

Quarter Ended Six Months Ended Outlook in millions (1)
Third
June 30, June 30, Quarter Full Year
2022 2021 2022 2021 2022 2022
(138) - (9.967) -
Net loss $ (310146) $ (133819) $(9775984) $ (333468) $ ($96) $ (39.866)
Adjustments:
Goodwill impairment 3,030,000 0 9630000
Loss on extinguishment of debt ©) 31419 ©) 42,878
Other expense (income), net 1,760 @7) 1036 (5,869)
Interest expense, net 4337 20473 2817 42,598
Provision for income taxes 188) 3196 (800) 90,235
Depreciation and amortization 59,371 51341 118,304 100,000
9926 -
Total Adjustments 3,094,280 106212 9,758,357 269,842 92-67 9,874
EBITDA (7181) (27,607) 17,627) (63,626) (46)-(29)  (41)-8
Adjustments:
Stock-based compensation 51,000 82970 ma43e 169,270
Acquisition, integration, and transformation
costs 2,892 421 7399 17,744
Total Adjustments 53,892 94,391 18,835 187014 81-74 281257
240 -
Adjusted EBITDA $ 467 $ 66784 $ 101,208 $ 123,388 $ 35-$45 $ $265

(1) We have not provided a full line-item reconciliation for net loss to EBITDA or adjusted EBITDA outlook because we do not
provide outlook on the individual reconciling items between net loss, EBITDA, and adjusted EBITDA. This is due to the
uncertainty as to timing, and the potential variability, of the individual reconciling items such as goodwill impairment, stock-
based compensation and the related tax impact, provision for income taxes and acquisition, integration, and transformation
costs, the effect of which may be significant. Accordingly, a full line-item reconciliation of the GAAP measure to the
corresponding non-GAAP financial measure outlook is not available without unreasonable effort.
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*  Wrap-up
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Questions?
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The learning doesn’t have to stop...

DW HOME TRAINING SOLUTIONS SUCCESS STORIES RESOURCES

Blog

GAAP Ology [gap-ol-uh-jee]n)
1. the study of generally accepted aéounting principles.
2! Musings byaGAAR.DyNEmIEE

Downloads

Online
Courses

RECOGNIZING REVENUE UNDER ASC 606
WHEN GOOD CONTRACTS GO BAD

May 07, 2019

ASC 606 requires us to consider collectibility to determine if a contract
exists but what happens if things change after the contract is signed?
Read More ...

~ECL CONUNDRUMS: CREDIT CARD

UBSCRIBE TOD.

p&e © 2022 GAAP Dynamics. Al rights reserved

ttps://www.gaapdynamics.com/insights/blog/

ABOUT CONTACT US

SUBSCRIBE TO OUR BLOG

About GAAPology

This blog shares our insights and
conversations about accounting,
auditing, and training matters. It is
hosted by GAAP Dynamics.

Search. Search
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Thank You For.r Participation!

G A AP (@ Intelligize

GAAPDYNAMICS.COM
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