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Goodwill...
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Factors of Existence of Go

1. Good Public Relation
2. Regular Customers

intenance
ills

Suppliers




Types of Goodwill .




Methods of Valuation C

-



Average Profit Meth. l

F/f Weighted

~ Average Profit
M[Stiglele

N\ _




NOTE:-

Before calculating the average profits the
following adjustments should be made in
the profits of the firm:

Any abnormal profits should be deducted fromthe
net profits of that year.

Any abnormal loss should be added back to thenet
profits of that year.

Non-operating incomes e.g. income from
investments etc should be deducted from the net
profits of that year.




Simple Average Profit Meth

Goodwill = Average Profits X Number of years of Pur

t/ Number Of Years

Number of years of Purchase means the no of years for

which the firm is likely to earn the same amount of profit.



Weighted Average Profit . l

ighted Average Profit xNumber

fit = Average Profit xG




Super Profits Method. l

1 Goodwill is calculated on the basis of Super

Profits i.e. the excess of actual profits over t
average profits.

multiplied by the n
Profits x No. of years

ual profits — Normal Profits
apital Invested x Normal




Capital Employed : . l

Share Holders Fund Approach
==Asset Side Approach

side Approach

Consi
— Debt as Capital
Employed

em




Long Termm Fund Appr.

Asset Side Rule:

Fi ets

EMPLOYED




Liabilities Side Rule :

Equity Share Capital
XXX
Preference Share Capital

\%

XXX

n Off
XX

hould not form part
PERATING ASSETS)

usiness & do not yield any income)




For example . l

If the normal rate of retumn in a particular typ
business is 20% and your investment in th
0,000 then your normal p
O . Butif you earned a
en Rs 2,30,000 — Rs

per profit.




Capitalization Metho

1. Capitalization of Average Profits Meth

uper Proﬁts Metho




Capitalization Metho

1.Capitalization of Average Profits

d we calculate the averag
ded for earning such a
retum. such capital is
verage profit.




Capitalization Metho

1.Capitalization of Average Profits

apitalized value of the firm -

= average profit/norm

ets-external liabilities




Capitalization Metho

1.Capitalization of Average Profits

65000 as its average p
10%.the total assets
0000 and liabilities are




Capitalization Metho

1.Capitalization of Average Profits Me
Cal

Value = 65000/10*100
80000 =500000
lization Value — Net

00000




Capitalization Metho

2. Capitalization of Super Profits M

e the Super Profits and then calc
ing such super profits on t

fits X (100/ Normal Rate




Capitalization Metho

2. Capitalization of Super Profits

earn a profit of Rs. 90
he normal rate of ret




Capitalization Metho

2. Capitalization of Super Profits M

Rs. 4, 00,000 x 15/1
90,000 - Rs. 60,00

rofit Xx 100/Normal Rat
x 100/15 =Rs. 2, 00,000




Conclusion . l

) ement binds together the
uilding material int
will binds togethe
ssets and aspect
cohesive whole.”







