
MEANINGOFGOODWILL

Goodwillcanbesaidtobepositiveimpressioninthemindofthecustomersaboutthefirm who

continuetopatroniseit.Forexample,'Apple'computerandmobilephonesandHOcompleters.

"Goodwillisnothingmorethantheprofitabilitythattheoldcustomerswillresorttotheold

place" --LordEldon.

"WhenamanpaysforGoodwill,hepaysforsomethingwhichplacehim inthepositionofbeing

abletoearnmorethanhewouldbeabletodobyhisownunaidedefforts"--Dicksee

"Goodwillmaybesaidtobethatelementarisingfrom thereputation,connectionorother

advantagespossessedbyabusinesswhichenableittoearngreaterprofitthanthereturn

normallytobeexpectedoncapitalrepresentedbythenettangibleemployedinthebusiness"

Statingdifferently,Goodwillisthevalueofreputationofafirm inrespectoftheprofitsexpected

infutureoverandabovethenormalprofitsearnedbyothersimilarfirm belongingtothe

industry.

CharacteristicsorFeaturesofGoodwill

TheCharactersticsorFeaturesofGoodwillare:-

 Itisanintangibleassets,i.e.anassetwhichcan'tbeseenortouched.

 Itdoesnothaveanexistenceseparatefrom thatofanenterprise.Thisithasrealisable

valuewhenbusinessissold.

 Ithelpsinearninghigherprofitsorsuperprofits.

 Itisanattractiveforceswhichbringsincustomertooldplaceofbusiness.

 Itcomesintoexistenceduetovariousfactorssuchaslocationaladvantages,favourable

contracts,brands,trademark,patents,marketreputationetc,

 In thecontextofpartnership,itisthevalueofshareorprofitsacrificed bythe

sacrificingpartner.

 ValueofGoodwillissubjectiveasitdependsontheassessmentorlfthevaluer.



NeedforValuingGoodwill

TheneedforvaluationofGoodwillarises:-

 Whenthereisachangeintheprofit-sharingratio.

 Whenanewpartnerisadmitted.

 Whenapartnerretiresordies.

 Whenpartnershipfirm issoldasagoingconcern.

 Whentwoormorefirm'samalgamate.

 Whenapartnershipfirm isconvertedintoacompany.

CLASSIFICATIONOFGOODWILL

Goodwillistwotypes:-

1.PurchasedGoodwill,and

2.NonpurchasedGoodwillofselfgeneratedGoodwill.



2.Non-Purchased GoodwillorSelf-generated Goodwil:-Self-generated goodwillis thatI

goodwillwhichisnotpurchasedforaconsiderationbutisearnedbytheeffortsofthel

management(orpartners).Itisaninternallygeneratedgoodwillwhicharisesfrom alnumberof

factors(suchasfavourablelocation,efficientmanagement,goodqualityofproducts,etc.)thata

runningbusinesspossessesduetowhichitisabletoearnhigherprofit.

FeaturesofNon-purchasedGoodwillorSelf-generatedGoodavill

(i)Itisgeneratedinternally,generallyovertheyears.

(ii)Itsvaluationissubjectiveassessmentofthevaluer,beingnotbasedonanevidence.

(iii)AS-26,IntangibleAssetsprescribesthatsel-generatedgoodwillisnotrecognisedasanI

asset,i.e,notaccountedinthebooksofaccount.



METHODSOFVALUATIONOFGOODWILL

Walueofgoodwillispersonalassessmentofthevaluerandisusuallyagreedamongthe

partners.ItisvaluedasperthemethodstatedinthePartnershipDeedorasperthemethodof

valuationagredbythepartners.However,followingthreemethodsarefollowedforvaluing

goodwill.

1.AverageProfitMethod:

(I)SimpleAverageProfitMethod;and(ii)WeightedAverageProfitMethod;

2.SuperProfitMethod;and

3CapitalisationMethod:

(i)CapitalisationofAverageProfitMethod;and(ii)CapitalisationofSuperProfit.






















































