Features of Goodwill
Goodwill can be defined as the excess of book value of assets and liabilities and often needed in case of mergers and acquisitions. In simple words it can be defined as the probability of old customers who are satisfied with the services of the company returning back for future purchases.
Here are some of the features of goodwill –
1. It is an intangible asset implying that it is one cannot be seen or touched like land or building but it has certain value attached to it.
2. The value of goodwill is highly dependent on the person who is valuing the goodwill, in other words it is subjective in nature. Also it is difficult to assign a particular value to goodwill because it keeps on fluctuating on the basis of company’s performance.
3. It is dependent on various factors like location of the company, relationship with the suppliers, long term contracts of the company with customers etc….
Goodwill is considered to be primary reason for many mergers and acquisitions because goodwill brings customers to the acquiring company almost without any effort, though acquiring company has to pay price for goodwill.









Capital Reserve and Reserve Capital 

Many people think that both capital reserve and reserve capital are same and there are no differences between the two, which is not correct, they both are different from each other -
1. Capital reserve is created out of capital profits (profit due to reevaluation of assets) and therefore it is not available for distribution as dividend to the shareholders, while reserve capital is that part of authorized capital of a company which is not called up by the company. Also there is no special resolution required as in the case of reserve capital, for creating capital reserve
2. Reserve capital can be used by the company only in case of liquidation of the company while capital reserve can be used by company at any time for purchasing long term assets by the company.
3. Capital reserve is shown on the liabilities side of the balance sheet while Reserve capital is not disclosed in the balance sheet of the company.
4. Capital reserve can be used by the company to write off capital losses which arises due to selling of assets at lower prices than the book value of that asset while Reserve capital cannot be used for that purpose.









Debt Service Coverage Ratio and Its Uses
The debt service coverage ratio (DSCR) is the ratio which measures the cash available for debt servicing of interest and principal repayments. In other words DSCR measures whether interest and installments of loan can be paid out of internal generation of funds or not. It is worked out as follows –
DSCR = Profit after tax + Depreciation + Interest on term loan/Interest on term loan+ Term loan installments
This ratio should be more than 1 in order to take care of any debt repayments as and when they arise and leave certain surplus with the company for its normal growth. Lower ratio implies that company is not earning enough to take care of its borrower’s obligations of the company and it may also to default if company is not able to pay the borrower which is a disastrous situation.
This ratio is used for appraising the term loan proposals by the banks while giving loans to borrowers, for investment decisions, also for rescheduling the repayment schedule of the term loans, for rehabilitation of sick units etc…..

