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leaning of Goodwill :

3 assets
| . From
the accou , In the
sense of attra e significance
unless 1t has a saleab e. To the accountant,
therefore, goodwill may be said to be that element
arising from the reputation, connection, or other
advantages possessed by a business which enables
1t to earn greater profits than the return normally
to be expected on the capital represented by the
net tangible assets employed 1n the business.



goodwill
DEFINITION:

A business builds up some reputation after it has
continued for some time. It the reputation 1s good,
the firm will come to acquire a fixed clientele in
the sense that a number of customers will
automatically make their purchases from the firm.



tation of a
firm. Its tang 1t which firms
not possessing equal reputation do not earn.

The goodwill possessed by a firm may be due,
inter alia, to the following:

1. The location of the business premises, the nature
of the firm’s products or the reputation of its
service.



CO
3. The

4. The pos
employees.

5. The possession of trade marks, patents or a
well-known business name.

6. The continuance of advertising campaigns.



prod s with
changin

The need for e
the following cases:

may arise in

1. When the business or when the company 1s
to be sold to another company or when the
company 1s to be amalgamated with another
company;



avai ation
purpo

3. When a

enable the holde control over the

company concerned, has to be bought or sold;
and

4. When the company has previously written
off goodwill and wants its write back.



risks to w

(b) Prospects of the industry in the future.

(c) The company’s history — its past
performance and its record of past profits and
dividends.



(d
com

(e) The

(f) The natur
for 1ts continuation.

the chance

(g) Capital structure or gearing.

(h) Size, location and reputation of the
company’s products.



the same 1ndust 1sted 1n the Stock
Exchanges.

(1) Composition of purchasers ot the products
of the company.



since d be
availabl
the valuation. , however,

may become 1mportant, when large blocks of
shares are involved

(n) The major factor of valuation of goodwill 1s
the profits of the company. One who pays for
goodwill looks to the future profit.



fut n of

good
factors t

(1) Personal s
(11) Nature of business

(111) Favorable location

(1v) Access to supplies

(v) Patents and trade marks protection



(vi1)
capital.

(0) Estim
earned by the of capital

employed to earn such profits, are to be computed
carefully.

(p) Market reputation which the company and 1ts
management enjoys.

(q) Returns expected by investors in the industry
to which the firm or company belongs.



acquired cc
of 1ts net 1dentifiablg >ts (tangible assets
plus 1dentifiable 1ntangibles, net of any
liabilities assumed by the purchaser). The
amount by which the purchase price exceeds
the fair value of the net identifiable assets 1s
recorded as an asset of the



acq
report
descripti cquisition
cost over net € amount 1S
customarily called goodwill. Goodwill arises
only part of a purchase transaction. In most
cases, this 1s a transaction in which one
company acquires all the assets of another
company for some consideration other than an
exchange of common stock.




The

than t

because t

management team, le reputation in
the marketplace, superior production methods,
or other unidentifiable intangibles.




determine me cases, the
net book value of ssets 1s accepted as
being their fair value. If there 1s evidence that
the fair market value differs from net book
value, either higher or lower, the market value
governs.



features of Goodwill

as patents,
trademarks, copyrights, etc.

2. It is a valuable asset
3. It is helpful in earning excess profits.



luctuation;

f

uctuations. It 1s always present as a silent

asset 1n a business where there are super
profits (1.e. more than the normal) but declines
in value with the decline in earnings.



retirement

6. It is difficult t xact value on
goodwill: This 1s because its value may
fluctuate from time to time due to changing
circumstances which are internet and external to

business.




odwill is divided into two categories:

I. Pur

means g
been paid e
excess of purchase of 1ts net assets
1.e. (Assets — Liabilities) 1s the Purchased
Goodwill. It 1s separately recorded in the books
because as it 1s purchased by paying in form of
cash or kind.




recorded 1n books.
(i1i) Shown 1n balance sheet as on asset.
(iv) It 1s amortised (depreciated).



asce

purchas ] cannot

be sold sep Or 1n parts.
I1. Self-generated Goodwill also called as

inherent goodwill. It 1s an internally
generated goodwill which arises from a
number of factors that a running business
possesses due to which it 1s able to earn
more profits in the future.



type of
goodwill.
(1i1) Value depe
the value.
(iv) As per Accounting Standard 26(
Intangible Asset), it is not recorded in the

books of accounts because consideration 1n
money or money’s worth has not be paid for it.

ctive judgment of






