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Valuation of Goodwill and Share
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Necessities of and Factors Affecting the Valuation of Goodwill
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Factors affectingthe valuation of goodwill
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Methods of GoodwillValuation
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Methods of goodwill valuation
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Average Maintainable Profit
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Goodwill = Super profit X Normal Rate of Return
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m

@R, p = Average Maintainable Profit, r = Normal rate of return, c= Capital employed and m=
Capitalization ratio.
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Preliminary Discussion on Valuation of Share
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Necessities of the valuation of shares
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Methods of Share Valuation
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Methods of share valuation
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i. sfefefes »mafs (Assets basis method)

ii. SoETETeifefes “afS (Yield basis method)

iii. =1y & A@fe (Fair value method)
s @ *MafouTetr AT I T ZCe:

i. Tfefefes smf® (Assets basis method): 4 “&fore (F=ifa 75 Fifeq fefere e Jemre
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Net Assets
No. of Ordinary Shares

Value per ordinary share =

ii. SofETETe! fofes “%f® (Yield basis method):4 *&fste@™iifa [fvGTIFe Jerdwaa Tow 787y
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Q@ Ahe SR 7 g, T
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Capitalized value of expected profit = Expected profit_ ¢ 1 )

Normal rate of return

Capitalized value
Market value per share = -Sb——""Y2 12

(¥) “Tonefefes “mfe (Dividend based method):d “&fere CAEMIFTRM Wy oECT
STSIIRCAIR fofere CRItaa Yoy el el 7 | FAYIRET® FRAVETY CRIMCRISIAT <RI Fo7y fefeay
al© GIZ© T | @ 7RO TG ZCE:

.. Profit available for dividend
Rate of dividend = X100

No. of shares

Paid up capital

Rate of dividend
Normal rate of return

Value per share = X Paid up value per share
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Fair value per share =( 2
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Methematical problems and their Solutions
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Example 01: Jarin Limited agreed to takeover the business of Jeba Limited with effect from 1%
January 2020. The purchasing company agreed to pay for the assets as per book value and also
to pay for goodwill to be calculated at 3 times of the average net profit of the last five years.
Profits for the years 2015 to 2019 were Tk. 40,000; Tk. 48,000; Tk. 56,000; Tk. 60,000; and Tk.
38,000 respectively. In 2019, there was an abnormal loss of Tk. 20,000 due to loss of stock by
theft. Calculate the amount to be paid for goodwill.

Solution: Amount of total profit: Tk.

2015 40,000
2016 48,000
2017 56,000
2018 60,000
2019 38,000

Add: Abnormal loss in the year 2019 20,000
Amount of total profit= Tk. 2,62,000

Amount of average profit = Tk. 2,62,000 + 5 = Tk. 52,400
So, goodwill = 52,400x 3 =Tk. 1,57,200

Example 02: Rahman Limited decides to takeover the business of Safwan Limited agreeing to
pay for goodwill on the basis of 3 times of the average super profit of the last five years. From
the following information, calculate the amount to be paid for goodwill.

Average capital employed in Safwan Limited is Tk. 25,00,000, profit earn by the similar
companies 12% on average capital employed. Profits of Safwan Limited for last 5 years are : Tk.
4,06,000; Tk. 4,46,000; Tk. 4,86,000; Tk. 5,06,000; and Tk. 5,56,000 respectively.

Solution: Average profit = Tk. (4,06,000 + 4,46,000 + 4,86,000 + 5,06,000 + 5,56,000) =+ 5
=Tk. 24,00,000 =5
=Tk. 4,80,000
Normal profit @12% on Tk. 25,00,000 = Tk. 3,00,000
Average super profit= Tk.(4,80,000 - 3,00,000) = Tk. 1,80,000
So, goodwill at 3 times of the average super profit =Tk. 1,80,000 x 3
=Tk. 5,40,000
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Example 03 : Net Assets of Prime Ltd. is Tk. 10,00,000 and profit of the Company before
provision for taxation for the last 6 years are as follows:

2014 Tk. 3,00,000, 2015 Tk. 4,00,000, 2016 Tk. 4,50,000, 2017 Tk. 4,80,000, 2018 Tk. 4,60,000,
2019 Tk. 3,20,000

Taxation provision is to be provided by 40%. Normal rate of return of similar Companies is 12%.
You are required to calculate the value of goodwill of Prime Ltd. using capitalization method.

Solution:Calculation of average Profit:
(Tk.3,00,000+Tk.4,00,000+Tk.4,50,000+Tk.4,80,000+Tk.4,60,000+Tk.3,20,000

. =Tk. 4,01,667

Average profit =

(<) Provision for tax 40% =Tk.1,60,667
Tk.2,41,000

Average profit X100

Capitalized value of profit = Normal rate of returm

Tk.2,41,000
=—5 <100

=Tk.20,08,333
..Goodwill = Capitalized value — Net assets
= Tk. 20,08,333 - Tk. 10,00,000
=Tk.10,08,333

Example 04 : The net profits of a company after providing for taxation for past five years are:
Tk. 30,000, Tk. 50,000, Tk. 30,000, Tk. 70,000 and Tk. 80,000. Net tangible assets in the business
is Tk. 4,00,000 on which normal rate of return is expected to be 10%. It is also expected that the
company will be able to maintain its super profits for next five years.

Calculate value of goodwill of the business on the basis of an annuity of super profits, taking the
present value of an annuity of one Tk. for 5 years at 10% interest is Tk. 3.78.

Solution:
(i) Calculation of average profit:

. Tk.(30,000 + 50,000 + 30,000 + 70,000 + 80,000)
Average profit =

5
=Tk. 52,000
(i) Calculation of super profits:
Average profit Tk. 52,000
less: Normal return on capital employed (Tk. 4,00,000x10%) Tk. 40,000
Super profit Tk. 12,000
Goodwill = Super profit X Value of annuity
=Tk. 12000 x 3.78
=Tk. 45,360
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Example 05 : The net profit of the business after tax, for past 4 years are: Tk. 6,00,000; Tk.
8,00,000; Tk. 7,50,000 and Tk. 10,50,000 respectively. The capital employed in the business is
Tk. 1,50,00,000. The normal rate of return expected in this type of business is 5%. It is expected
that the company will be able to maintain its super profit for next 4 years. Calculate goodwill of
Maheen Limited on the basis of capitalization of super profit method when capitalization ratio
is 5%.

Solution:Average maintainable profit:

Tk.(6,00,000 +8,00,000 +7,50,000+10,50,000) _ - ¢ 40 590

4
Goodwill =p:nrc
_ Tk.8,00,000 — 5%0fTk.1,50,00,000)
) 5%
_ Tk.50,000
5%
=Tk. 10,00,000

@I, p = Average Maintainable Profit, r = Normal rate of return, c= Capital employed and m=
Capitalization ratio.

Example06:Given below is the balance sheet of Mamun Ltd as at December31, 2020.
Mamun Ltd.
Balance Sheet
December 31, 2020

Liabilities Tk. Assets Tk.
Share capital : 20,000 shares @ Tk. 10 each 2,00,000 | Plants& Machineries 1,65,000
General Reserves 90,000 | Land & Buildings 1,55,000
Taxation Provision 50,000 | Trade Marks 10,000
Employee Savings A/c 25,000 | Stock in Trade 24,000
Accounts Payable 49,000 | Accounts Receivable 44,000
Balance of Profit 16,000 | Cash at Bank 26,000
Preliminary Expenses 6,000
4,30,000 4,30,000
Profit before tax and rate of dividend for last three years were:
Year Profit before tax Rate of dividend
Taka

2018 1,00,000 15%

2019 1,50,000 20%

2020 2,00,000 25%

Market yield of similar types of share is 16%.
Compute the value of share:
(i) If majority holdings are to be sold and
(ii) Minority holdings are to be sold
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Solution:

(i) Value per ordinary Sharesif majority holdings are to be sold:

Average Profit

Capitalized value of profit

Market value per ordinary share =

=(1,00,000+1,50,000+2,00,000)=-3

= 4,50,000+3 = 1,50,000

_ Expected average profit

_1,50,000
T 16

~ Normal rate of return
X 100=19,37,500

_ Capitalized value of profit

X 100

_9,37,500
= 20,000

No. of Shares
=Tk. 46.88

(ii) Value per ordinary shares if minority holdings are to be sold :

Average dividend rate

Market value per ordinary shares=

=20%

= (15%+20%+25%)-3

Dividend rate X Paid up value per share

_20%X%10
T 16%

=Tk.12.5

Normal rate of return

Example07:Find out the fair value of shares from the following particulars of B Itd.
Balance Sheet

fafqa e

Liabilities Tk. Assets Tk.
20,000 shares of Tk. 10 each fully paid 2,00,000 | Goodwill 20,000
Reserves 10,000 | Fixed assets 1,60,000
Accounts payable 60,000 | Current assets 88,000
Preliminary expenses 2,000
2.70,000 2.70,000

Goodwill is valued Tk. 25,000. Fixed assets are valued Tk. 1,50,000. Dividend for the last three
years were 13%, 17% and 15%. Normal rate of return is 10%.

Solution:For calculation of fare value at first we should calculate the intrinsic value and market
value of shares.

Calculation of net assets for equity shares assets:

Particulars Tk.
Goodwill 25,000
Fixed assets 1,50,000
Current assets 88,000
2,63,000
Less: Liabilities ( Accounts payable) 60,000
Net assets for equity shareholders 2,03.000

Value of share under net assets method :
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Net assets
Number of equity share

_2,03,000_
= 20,000~ Tk. 10.15

Intrinsic value of share =

Value of share under market value method :

Average dividend .
£ X Paid up value per share

Market value of share = Normal Rate of Returm

_ (13+171;15)+3 %10 =Tk 15

Value of share under fair value method :

_ Intrinsic value per share+Market value per share
- 2

Fair value of share

_10.15+15
B 2

=Tk. 12.575
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S | T P2 A (S @ APIRCSAINN B |
What is goodwill? Describe the nature and types of goodwill.
| AN B MRRGFIA SAWTTAR T 52 |
Describe the factors that helping for creating goodwill.
© | AN A REIFF SHAMITATR I T2 |
Describe the factors that influencing the valuation of goodwill.
8 | T I Ty e ecaes &7 |
When is it necessary for valuation of goodwill?
@ | TR & TR AR OSTHAT ST T |
Discuss the methods for valuation of goodwill.
Y | R R CRITCRR T EReR erieesT J90a1 T |
What is share? Describe the necessities for the valuation of share.
q | CRICRT oy et St 2o RSl SAMISTeT T TP |
Explain the factors affecting the valuation of share.
b | CTRICER 3o e iafosta oar aee |
State the methods of sharevaluation.

& | Sakib Limited agreed to takeover the business of Karim Limited with effect from 1°' January
2020. The purchasing company agreed to pay for the assets as per book value and also to
pay for goodwill to be calculated at 4 times of the average net profit of the last five years.
Profits for the year 2015 to 2019 were Tk. 58,000; Tk. 62,000; Tk. 65,000; Tk. 70,000; and Tk.
50,000, respectively. In 2019 there was an abnormal loss of Tk. 30,000 due to loss of stock by
theft. Calculate the amount to be paid for goodwill using the4 years purchase of past

average profit method.

o | Cumilla Limited agreed to takeover the business of Sylhet Limited with effect from 1
January 2020. The purchasing company agreed to pay for the assets as per book value and
also to pay for goodwill to be calculated at 3 times of the average net profit of the last five
years. Profits for the year 2015 to 2019 were Tk. 45,000; Tk. 50,000; Tk. 55,000; Tk. 60,000;
and Tk. 35,000 respectively. In 2019, there was an abnormal loss of Tk. 20,000 due to loss of
stock by theft. Calculate the amount to be paid for goodwill.

55 INet Assets of Nikhil Ltd. is Tk. 10,00,000 and profit of the Company before provision for
taxation for the last 6 years are as follows:-

2014 Tk. 3,10,000, 2015 Tk. 4,20,000, 2016 Tk. 4,50,000, 2017 Tk. 5,00,000, 2018 Tk.
4,50,000, 2019 Tk. 3,20,000

Taxation provision is to be provided by 40%. Normal rate of return of similar Companies is
12% You are required to calculate the value of goodwill of Nikhil Ltd. using capitalization
method.



3 IThe net profits of Janata Ltd after providing for taxation of past five years are: Tk. 40,000,
Tk. 60,000, Tk. 35,000, Tk. 70,000 and Tk. 80,000. Net tangible assets in the business is Tk.
5,00,000 on which normal rate of return is expected to be 10%. It is also expected that the

company will be able to maintain its super profits for next five years.

Calculate value of goodwill of the business on the basis of an annuity of super profits, taking the

present value of an annuity of one Tk. for 5 years at 10% interest is Tk. 3.78.

39 |Given below is the balance sheet of Munni Ltd as at December31, 2020.
Munni Ltd.
Balance Sheet
December 31, 2020

Liabilities Tk. Assets Tk.
Share capital : 20,000 shares @ Tk. 10 each 2,00,000 | Plants & Machineries 1,65,000
General Reserves 90,000 | Land & Buildings 1,40,000
Taxation Provision 40,000 | Trade Marks 10,000
Employee Savings A/c 20,000 | Stock in trade 20,000
Accounts Payable 40,000 | Accounts Receivable 40,000
Balance of Profit 10,000 | Cash at Bank 20,000
Preliminary expenses 5,000
4,00,000 4,00,000
Profit before tax and rate of dividend of last three years were:
Year Profit before tax Rate of Dividend
Taka
2018 1,10,000 13%
2019 1,60,000 18%
2020 2,00,000 20%
Market yield of similar types of share is 15%.
Compute the value of share:
(i) if majority holdings are to be sold and
(ii) minority holdings are to be sold
38 | Find out the fair value of shares from the following particulars ofNishan Ltd.
Balance Sheet
Liabilities Tk. Assets Tk.
20,000 Share of Tk. 10 each fully paid 2,00,000 | Goodwill 20,000
Reserves 20,000 | Fixed assets 1,70,000
Accounts payable 80,000 | Current assets 1,00,000
Preliminary expenses 10,000
3.00,000 3.00,000

Goodwill is valued Tk. 30,000. Fixed asstes are valued Tk. 1,50,000. Dividend of the last three

years were 11%, 15% and 13%. Normal rate of return is 10%.




