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Unit 4/ GOOD WILL IN PARTNERSHIP
ACCOUNTS

ACCOUNTANCY

Choose the correct answer

1. Which of the following statements is true?

(a) Goodwill is an intangible asset

(b) Goodwill is a current asset

(c) Goodwill is a fictitious asset

(d) Goodwill cannot be acquired

2. Super profit is the difference between

() Capital employed and average profit

(b) Assets and liabilities

(c) Average profit and normal profit

(d) Current year’s profit and average profit

3. The average rate of return of similar concerns is
considered as

() Average profit (b) Normal rate of return

(c) Expected rate of return  (d) None of these

4. Which of the following is true?

(a) Super profit = Total profit / number of years

(b) Super profit = Weighted profit / number of years

(c) Super profit = Average profit — Normal profit

(d) Super profit = Average profit x Years-of purchase

5. Identify the incorrect pair

(a) Goodwill under Average profit method - Average profit
x Number of years of purchase

(b) Goodwill under Super profit method - Super profit x
Number of years of purchase

(c) Goodwill under Annuity method - Average profit x
Present value annuity factor

(d) Goodwill under Weighted average profit method -
Weighted average profit x Number of years of purchase
6. When the average profit is Rs 25,000 and the normal
profit is Rs. 15,000, super profit is

(@) Rs 25,000 (b) Rs 5,000 (c) Rs 10,000 (d) Rs 15,000
7. Book profit of 2017 is Rs 35,000; non-recurring income
included in the profit is Rs 1,000 and Abnormal loss
charged in the year 2017 was Rs 2,000, then the adjusted
profit is

() Rs 36,000 (b) Rs 35,000 (c) Rs 38,000 (d) Rs 34,000
8. The total capitalised value of a business is Rs 1,00,000;
assets are Rs 1,50,000 and liabilities are Rs 80,000. The
value of goodwill as per the capitalisation method will be
(a) Rs 40,000 (b) Rs 70,000 (c) Rs 1,00,000 (d) Rs 30,000
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Very short answer questions

1. What is goodwill?

3. What is super profit?

5. State any two circumstances under which goodwill of a
partnership firm is valued.

Short answer questions

1. State any six factors determining goodwill.

3. How is the value of goodwill calculated under the
capitalisation method?

4.5 Classification of goodwill

Goodwill may be classified into acquired
goodwill and self-generated goodwill.

»  Annuity refers to series of uniform cash flows at regular intervals. The
@, ™ table value gives the present value of annuity of rupee one received at the
< WOW end of every year for a specified number of years.

The following formula is used to compute annuity factor:

Annuity factor = 7(1. i l)",_ 1

i(1+i)°

where, i = interest rate

n = estimated number of years

A fi
verage profit i

Capitalised value of the business =
Normal rate of return

Actual capital employed = Fixed assets (excluding goodwill) + Current assets - Current iabilities

Tllustration 2
The profits and losses of a firm for the last four years were as follows:
2015:315,000; 2016: X 17,000; 2017: X 6,000 (Loss); 2018: ¥ 14,000
You are required to calculate the amount of goodwill on the basis of 5 years purchase of average
profits of the last 4 years.
Illustration 5

The following particulars are available in respect of a business carried on by a partnership
firm:
(a) Profits earned: 2016: ¥ 30,000; 2017: ¥ 29,000 and 2018: ¥ 32,000.

(b) Profit of 2016 includes a non-recurring income of ¥ 3,000.
(c) Profit of 2017 is reduced by ¥ 2,000 due to stock destroyed by fire.

(d) The stock is not insured. But, it is decided to insure the stock in future. The insurance
premium is estimated at ¥ 5,600 per annum.

You are required to calculate the value of goodwill on the basis of 2 years purchase of average
profits of the last three years.

Illustration 8

Calculate the value of goodwill at 5 years purchase of super profit from the following
information:

(a) Capital employed:  1,20,000
(b) Normal rate of profit: 20%
(c) Net profit for 5 years:
2014: % 30,000; 2015: 7 32,000; 2016: % 35,000; 2017: % 37,000 and 2018: % 40,000

(d) Fair remuneration to the partners 2,800 per annum.
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4. From the following information relating to Sridevi enterprises, calculate the value of goodwill
on the basis of 4 years purchase of the average profits of 3 years.

(a) Profits for the years ending 31st December 2016, 2017 and 2018 were ¥ 1,75,000,
%1,50,000 and ¥ 2,00,000 respectively.

(b) A non-recurring income of % 45,000 is included in the profits of the year 2016.
(c) The closing stock of the year 2017 was overvalued by ¥ 30,000.

8. A partnership firm earned net profits during the last three years as follows:

2016 :7 20,000; 2017 : 7 17,000 and 2018 : 7 23,000
The capital investment of the firm throughout the above mentioned period has been z 80,000.
Having regard to the risk involved, 15% is considered to be a fair return on capital employed
in the business. Calculate the value of goodwill on the basis of 2 years purchase of super profit.

10. Find out the value of goodwill by capitalising super profits:
a) Normal Rate of Return 10%
b) Profits for the last four years are z 30,000, z 40,000, % 50,000 and z 45,000.

)
¢) Anon-recurring income ofz 3,000 is included in the above mentioned profit ofz 30,000.
d) Average capital employed is z 3,00,000.

11. From the following information, find out the value of goodwill by capitalisation method:
(i) Average profitz 20,000
(if) Normal rate of return 10%
(iii) Capital employed 7 1,50,000
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