
The COVID-19 outbreak in December 2019, which is now a global pandemic, has affected more than 200 
countries & territories and caused immense uncertainty around the world. The direct impact of the pandemic, 
the string of counter-measures from governments be they the record-breaking scale of economic stimulus 
packages or movement control orders that are aimed to contain the pandemic, have inevitably affected social 
and economic behaviour on a global scale. The social and economic impacts are evident from the drastic rise 
in unemployment in the U.S. and the first GDP contraction in decades recorded in China in Q1 2020. Despite the 
number of new cases having reduced in the western hemisphere, there is still no light at the end of the tunnel 
until a vaccine is discovered for the highly infectious and silent virus. The world today is in an unchartered 
territory.

Against the backdrop of pandemic-induced market volatility and uncertainty, impairment assessment has 
become more crucial and challenging when there may well be indicators of impairment in the 2020 (interim) 
reporting period that trigger a test of a company’s asset or a group of assets (CGU), prior to conducting an 
annual impairment assessment on acquired goodwill and intangible asset with indefinite life or not yet available 
for use (if any). 

The standards require companies to consider, as a minimum, the following information from both external and 
internal sources to determine if an impairment assessment is required (please see the diagram below).

• Significant decline in market value of an asset
• Significant adverse changes, whether current or in near future, in market, technology, 

legal and economic environment where the company operates 
• Increase in interest rates 
• Market capitalisation is lower than the net book value of company’s total net assets

• Evidence of obsolescence or physical damage to an asset
• Significant changes in market, whether current or near future, to which an asset is 

used e.g. asset becomes idle or plans to discontinue 
• Internal reporting that indicates worse than expected economic performance of 

asset

COVID-19: �ree Nos in
Impairment Assessment

External
sources

Internal
sources



Are there any indicators
of impairment?

No

No

No

No

Yes

Yes

YesYesNo

Yes

Is CA > RA?

Is CA > RA?

END

Can RA of the individual 
asset be measured?

Identify CGU to which 
the asset belongs

No impairment is 
recognised

RA: Recoverable Amount
CA: Carrying Amount

Impairment is 
recognised

Impairment is 
recognised

Is the asset goodwill of 
intangible asset with 
indefinite useful life or 
not yet available for use?

Allocate goodwill to 
an individual CGU or 

a group of CGUs

Measure RA of the asset 
at the higher of:

i. Fair value less costs of 
disposal and

ii. Value in use



1. Impairment assessment is not always based on the worst-case scenario

When indicators are identified, companies are required to assess the 
recoverable amount of the asset or CGU as the higher of i) its “fair value less 
costs of disposal” and ii) its “value in use” as of the reporting date. The 
recoverable amount is estimated by using a set of future cash flows expected 
to be generated from the asset or CGU. It is all about the most likely outcomes 
based on reasonable and supportable assumptions as of the reporting date. 
Companies should not base an impairment assessment on the worst-case 
scenario as the objective is not to stress test the impairment assessment to 
the extreme.

2. Goodwill arising from a business combination should not be simply written 
down

Another key point to emphasise is the importance of recognising that a drop in 
a company’s market capitalisation may very well be short-term and may / may 
not change the core value of the company. Goodwill, as a result of synergy 
created from a business combination, should not be simply written down but a 
careful evaluation based on facts and circumstances is required. In most 
cases, the synergy arising from the business combination is assumed to 
phase-in over a certain period of the discrete forecast and be capitalised in the 
perpetuity calculation (terminal year) through cost savings from operational 
efficiencies or revenue upside as a result of better asset turnover.

3. Do not double count the increased risk factors 

The global pandemic may affect the cash generating ability of an asset or CGU 
due to the increase in risk and uncertainty. As a result, companies are advised 
to adjust either the future expected cash flows or discount rate to reflect the 
increased risk factors, but not both. This requires a reasonable consideration 
and understanding of the operational and financial prospects of the asset or 
CGU in which it operates. It may also be necessary for companies to consider 
an entity-specific risk premium when estimating the cost of equity. 

Overall, impairment assessment is a key element of the financial reporting 
process. The process may be complex and time consuming. Therefore, it is 
vital that companies plan early and have proper business modelling and 
forecasting. Our experience in impairment assessments can help companies 
navigate through the impairment triggers and produce better impairment 
valuations. 

There are several areas that companies should be more 
cautious of when conducting an impairment test amidst 
the market volatility caused by the COVID-19 outbreak.
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Services Offered by Baker Tilly Malaysia

Baker Tilly Malaysia

Introduction
Baker Tilly ranks among the largest 
accounting and business advisory firms 
in Malaysia, with 50 Partners and 
Directors, 8 offices across Malaysia and 
an office in Phnom Penh, Cambodia, and a 
staff force of over 800 professionals.

With more than 40 years of experience in 
Malaysia, strengthened by our access to 
an international network of professionals 
and specialists spanning across 146 
countries, we have the edge and capacity 
to provide high-quality audit & assurance, 
tax, financial advisory, global business 
solutions services to multinational 
corporations, publicly listed corporations, 
organizations in the public sector, and 
small and medium-sized corporations, 
across all industries.

Malaysia

Cambodia

Statutory Audits,
Reporting Accountant, etc.

Audit & Assurance
M&A, Due Diligence, Valuations, 
Financial Modelling, etc

Corporate Advisory

Tax Compliance & Advisory, 
SST, Tax Audit & Investigation

Taxation

Internal Audit, Internal Control 
Review, Risk Management and IT 
Audit Services

Risk Advisory Services

Digital Transformation, Cybersecurity, 
IT Process improvement

Technology Consulting 
Services

Turn around and Restructuring, 
Insolvency, etc.

Corporate Recovery & 
Restructuring

Forensic, Accounting, Litigation 
Support, etc.

Forensic

Finance, Acoounting and 
Administrative services, 
Business Solutions, etc.

Global Business Solutions



More information on the global network can be found at www.bakertilly.global

Baker Tilly International

A proud member of the Baker Tilly network 

We are proud to be a member of the Baker Tilly network, a global network of independent accounting 
and business advisory firms, whose member firms share our dedication to exceptional client service.
The international network gives us a significant global reach in addition to our substantial national 
presence. We collaborate to leverage our skills, resources and local expertise to help our clients grow 
locally, nationally and globally.

742
OFFICES

146
TERRITORIES

122
MEMBER FIRMS

36,300
PEOPLE

US $3.9bn
COMBINED REVENUE



Kuala Lumpur Head Office
Baker Tilly Tower
Level 10 Tower 1 Avenue 5
Bangsar South City 
59200 Kuala Lumpur 
Federal Territory of Kuala Lumpur

T: +603 2297 1000
F: +603 2282 9980

Website: www.bakertilly.my

Penang
9-2, 9th Floor, Wisma Penang Garden
42, Jalan Sultan Ahmad Shah
10050 Georgetown 
Penang 

T: +60 4227 9258
F: +60 4227 5258

Johor Bahru
157-B, Jalan Sri Pelangi
Taman Pelangi
80400 Johor Bahru
Johor.

T: +60 7332 6925 / 6926
F: +60 7332 6988

Batu Pahat
33, Jalan Penjaja 3, Ground Floor
Kim's Park Business Centre
83000 Batu Pahat
Johor

T: +60 7431 5403
F: +60 7431 4840

Seremban
Level 2, Wisma Sim Du
37, Jalan Dato' Bandar Tunggal
70000 Seremban
Negeri Sembilan

T: +60 6762 2518 / 763 8936
F: +60 6763 6950

Labuan
1st Floor, U0509
Lazenda Commercial Centre
Phase 11, Jalan Tun Mustapha
87000 Labuan
Federal Territory of Labuan

T: +60 8744 0800

Kota Kinabalu
Suite No. 1-6-W2, 6th Floor
CPS Tower, Centre Point Sabah
No. 1, Jalan Centre Point
88000 Kota Kinabalu
Sabah

T: +60 8820 4941 / 943
F: +60 8820 4942

Tawau
No. 194, 2nd Floor, Block B
Wisma DS, Jalan Bakau
91000 Tawau
Sabah

T: +60 8977 1040
F: +60 8976 4131

Phnom Penh (Cambodia)
No. 87, Street 294
Sangkat Boueng Keng Kang I
Khan Chamkarmon, Phnom Penh
Cambodia

T: +855 2398 7100
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info@bakertilly.com.kh
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This publication is prepared by Baker Tilly Malaysia based on our understanding and interpretation of information made available to us including relevant 
government announcements. Whilst every effort has been made to ensure the accuracy and correctness of this publication, we make no representations or 
warranty, whether expressed or implied, about the accuracy, suitability, reliability or completeness of the information contained herein. Baker Tilly Malaysia, 
its employees, agents or related entities are not liable for any consequences of individuals acting in reliance on the information contained herein or for any 
decisions made based on it. Recipients should not act upon the information contained herein without obtaining professional advice customized to the 
applicable circumstances, requirements or needs.
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