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Background of the case

This case revolves around the plaintiff, Gujarat Bottling Company, referred to from now
on as GBC, which is a company with plants in cities such as Ahmedabad and Rajkot.
They had entered a contract with the defendant, Coca-Cola Ltd., a company that revived
their operations in India after having their trade channels disrupted due to India’s then-
difficult economic policies. The Contract deals with GBC and Coca-Cola’s grant of
franchise agreement to only deal, manufacture, and bottle which GBC makes for Coca-

Cola and its trademarked products.
Facts of the case

In 1993, GBC entered a contract which states that GBC is forbidden from
manufacturing, selling, or distributing bottles or any form of deals with any other
company or their trademarks other than Coca-Cola or any trademarks Coca-Cola
obtained from Parle. GBC could transfer its shares to any entity without the consent of
Coca-Cola. This contract will hold its validity till 1998 and can be terminated by either

party by way of mutual consent or by sending a 1-year notice.

In 1994, another contract was entered into by GBC and Coca-Cola. This contract dealt
with registering under the Registered Users Agreement, standardisation, and

specifications under the Trademarks Act, and reduced the notice period from one year



THE INDIAN JOURNAL FOR RESEARCH IN LAW AND MANAGEMENT, VOL. 2, ISSUE 7, APRIL - 2025

to 90 days. GBC wished to expand but could only do so by the sale of ownership shares

to PepsiCo, owing to certain issues.

PepsiCo had then issued the 90-day notice for termination to Coca-Cola; this was

backed by citing that the 1994 agreement had superseded the 1993 agreement.
Legal Issues

Was the 1993 restraint of trade under section 27 of the Indian Contract Act, 18727

Did the 1994 agreement supersede the 1993 agreement?
Courts Analysis

It was the interpretation of the court which recognised the 1993 and 1994 agreements
to be distinct from each other as the 1993 agreement. The 1993 agreement had laid out
that it was only a franchisee agreement, allowing GBC to deal with only Coca-Cola and
Coca-Cola trademarked products. The 1994 agreement was only restricted to the

Registered Users Agreement.

It was established under section 62 of the Indian Contract Act, 1872, that mutuality is
necessary for the substitution of a contract; consent and intention from both parties are
required to substitute the contract. It was thereby concluded that GBC was held in

violation of the terms of the contract binding both parties.

Restraint of trade as per the Indian Contract Act holds no distinction over full and partial
restraint of trade. The contract, which restricted GBC from dealing with other
companies that are not Coca-Cola or Trademarked with Coca-Cola, cannot be seen
under the same purview of Section 27, as the court had interpreted the 1993 agreement
as a franchise agreement, with GMC being the franchisee and Coca-Cola the franchisor.
As the nature of franchise agreements, it has been noted in several observations that the

franchisee will not deal with the franchisor’s competitors and competitors’ goods.

The Supreme Court further stated that the negative stipulation is operative only during
the period when the agreement is in operation because of the express use of the words
"during the subsistence of this agreement, including the period of one year". Except in
cases where the contract is one-sided and when the restriction operates during the term
of the contract, the doctrine of restraint of trade is not attracted. It will apply when the

restriction operates after the termination of the contract.
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This had not been the case; hence, it was not accounted as a restraint of trade.
Held

The 1994 agreement did not supersede the 1993 agreement.

The 1994 agreement was seen to be different from the 1993 agreement and could not
be substituted for the 1994 agreement, as per section 62 of the Indian Contract Act,
which stated that substitution of a contract can only occur if both parties agree and

consent to the contract being substituted.

The negative stipulation was held not to be void under section 27 of the Indian Contract
Act, 1872

“Every agreement by which any one is restrained from exercising a lawful profession,

trade or business of any kind is to that extent void.”

This section was not held in this contract, as the 1993 agreement was seen as a franchise
contract and the franchisor holds the right to stop their franchisee to not dealing with in
any form with the franchisor’s competitors, as is the scenario with Coca-Cola restricting
the deal, manufacture, and bottle products only of Coca-Cola, or it’s trademarked

products following the deal with Parle products like Mazza, Thums Up, Limca.
Conclusion

This case highlights how large companies like Pepsi and Coca-Cola have the power to
establish landmark judgments in law. Regulating free competition becomes a task for
people in the law fraternity to operate in, finding the balance to ensure that good
precedents, such as the above case, can be established. This case also highlights that the
law should never be static and should change, most notably seen in the Indian Contract
Act, which was used here to develop reasonable restrictions and exceptions such as
statutes, partnerships, and judicial interpretations. This case has also led to discussions
regarding reasonable restrictions. These changes have brought about positive
competition between business rivals and ensured justice is fair and just in cases like

these.
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