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Transfer of trade mark cannot be considered as transfer of goodwill 
as they are two separate assets  
 
The Bangalore Income Tax Appellate Tribunal (the Tribunal) in recent 
case1 held that transfer of trade mark is not transfer of goodwill as the 
goodwill of a business cannot be sold without selling business itself. 
Thus, the trade mark and goodwill are two different assets. Further, 
since the capital gains on sale of trade mark came into effect from 1 
April 2002 there was no capital gain on sale of trade mark for the year 
under consideration.  
 

Facts of the case 
 The taxpayer company was engaged in the manufacture and 

marketing of electrical appliances under the name "Sharp". 
 
 The trade mark "Sharp" was registered on 7 December 1961 and 

about 21 items were being manufactured by the taxpayer under the 
said name.  

 
 However, conflict arises between the M/s. Sharp Corporation of 

Japan, (SC) internationally acclaimed leading manufacturer of 
electric and electronic items and the taxpayer over using of same 
brand name "Sharp". 

 
 Consequently, a tripartite agreement was entered on 20 June 1995, 

between the taxpayer, the SC and one of the directors of the 
taxpayer company.  

 
Some of the important clauses of the settlement agreement are as 
follows:  
                                                        
 
1 Associated Electronic & Electrical Industries Pvt. Ltd. v. DCIT (2009-TIOL-263-
ITAT-BANG) 
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 The taxpayer assigned all its rights in the trade mark ‘Sharp’ in 

favour of Sharp Corporation after acknowledging the ownership of 
the trade mark "Sharp" with Sharp Corporation.  

 
 In return, The SC will pay INR 35 million to the taxpayer for rights 

transferred by it.  
 
 SC agreed to grant a non-assignable, non-transferable, royalty free 

and sole license to the taxpayer to use the trade mark ‘sharp’ in 
respect of six items out of the 21 items manufactured by the 
taxpayer. 

 
  The taxpayer declared in writing accepting that it would discontinue 

using the trademark other than for six items mentioned above and 
the agreement also obliges the taxpayer not to use the word "Sharp" 
as part of its name or trading style.   

 
 The taxpayer agreed to not to use the trademarks as part of its 

business or corporate name and will not commit any infringement of 
the trademark except under a valid license from SC.  

 
 The Assessing Officer (AO) held that the amount received from the 

SC was for the transfer of goodwill and therefore, was taxable under 
the head Capital Gains. 

 
 The Commissioner of Income Tax [CIT(A)] rejected the taxpayer’s 

plea and held that the asset transferred was goodwill and not trade 
mark and accordingly, the consideration received by the taxpayer 
was taxable under the head Capital Gains. 

 
Issue before the Tribunal 
 
 Whether the asset transferred to SC by the taxpayer was trade mark 

or goodwill? 

 

Taxpayer’s Contentions 

 The asset transferred to the SC was trade mark and not goodwill. 

 The assessment due to capital gains is contrary to law and facts. 

 Since the trade mark did not have any cost of acquisition, by 
applying the judgment of Supreme Court2 there was no taxability. 

Tax Department’s Contentions 

 Amount received by the taxpayer was in the nature of goodwill and 
the cost of acquisition of the same was ‘nil’. 

                                                        
 
2  B.C.Srinivasa Setty (1981) 128 ITR 294 (SC) 
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Tribunal’s Ruling 

The Tribunal after considering the definition of goodwill and trade mark 
held that:   

 The goodwill and trade mark are two different and separate assets 
and after looking into the facts the Tribunal found that the asset 
transferred in the given case was not goodwill but it was trade mark 
as the taxpayer was still having the right to use the trade mark 
‘Sharp’ in respect of six items. 

 Further, the Tribunal also held that goodwill of a business can be 
sold only along with the business to which it was attached and not 
independent of it because it is that element of value which inheres in 
the fixed and favourable consideration of customers, arising from an 
established and well-known and well connected business. 

 
 Since the asset transferred was not goodwill but trade mark, 

taxability of capital gain does not arise as the capital gains on sale of 
trade mark was introduced by the Finance Act with effect from 1 
April 2002 and the year under consideration was assessment year 
1996-97 and prior years. 

 
Our Comments 
This is a very interesting ruling where the difference between the 
goodwill and the trade mark has been brought out clearly. The Tribunal 
has observed that the trademark can be transferred separately, either 
with or without the goodwill of the business whereas goodwill cannot be 
sold without the business itself and therefore transfer of trademark 
cannot be regarded as transfer of goodwill. 

 

 

 

 

Disclaimer   
 
The information contained herein is of a general nature and is not 
intended to address the circumstances of any particular individual or 
entity. Although we endeavour to provide accurate and timely 
information, there can be no guarantee that such information is 
accurate as of the date it is received or that it will continue to be 
accurate in the future. No one should act on such information without 
appropriate professional advice after a thorough examination of the 
particular situation. 
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