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Client X contacted you for clarification and recommendations regarding the instances when goodwill should be adjusted for impairment. Provide detailed rationale of why goodwill must be adjusted for impairment 200 words in APA format.

Following your inquiry regarding instances when goodwill should be adjusted for impairment, I am going to explain to you a few reasons. First of all, goodwill must be adjusted for impairment to help show a company’s actual net worth. Modification of goodwill means revising the book value of the asset purchased to reflect the current market value. This is significant because it helps show the value of the assets that a company owns (Chen, 2019). Second, goodwill must be adjusted for impairment to determine whether a company is making sound investment decisions.  Constant purchase of assets that lose value means that a company needs to improve its purchasing decisions. 
The third reason as to why goodwill must be adjusted for impairment is that this adjustment helps improve the reliability of financial statements.  Failing to modify the book value of an asset that has lost its value will lead to an overstatement of a company’s net worth.  Another reason is that adjustment for impairment is that modifications help improve the quality of decisions that a company is making (Sellhorn, 2018). If a company has, for instance, been purchasing goods that lose value after purchase, the procurement department will be forced to review its decision-making approach in regards to the purchase of company assets.  
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