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India’s amendment to her patent regime in 20051 to introduce pharmaceutical product patents attracted unprecedented 
attention, both domestically and globally. While multinational pharmaceutical companies were concerned that the Act 
withered away their exclusive rights, civil society activists decried the new product patent regime, fearing that it would 
cause steep hikes in the price of life saving drugs. This politicization of patent law produced some interesting results; most 
recently, a recent Delhi High Court case that denied an injunction to a multinational patentee on the ground that it sold a 
more ‘expensive’ drug than the infringing generic manufacturer.2  

While some provisions in the new patent regime, such as Section 3(d) continue to attract a lot of attention, others have 
been lost in the legalese. One such provision is Section 107A(b) dealing with parallel imports, which, if read in a strict literal 
manner could have far reaching implications for the rights of a patentee. This paper aims to highlight this particular 
provision, which has thus far not attracted the attention it deserves. It explores the ambiguities inherent in this section and 
discusses the gaps in the Indian law pertaining to exhaustion and parallel imports. Lastly, it goes on to suggest statutory 
amendments in order to remove ambiguities inherent in the section and expand the scope of exhaustion envisaged therein, 
whilst at the same time remaining TRIPS compliant. 

The paper is divided into four sections: The first section explains the concept of exhaustion/parallel importation in 
relation to patents. Section two examines the ambiguities inherent in Section 107A(b). It also explores the gaps in the law 
relating to exhaustion in India and assesses the TRIPS compatibility of the current provision. The third section recommends 
a creative way of interpreting the current statutory provision so as to remove the ambiguities, and balance out the rights of 
patentees and parallel importers in an optimal manner without violating the TRIPS Agreement. The final section 
recommends statutory amendments to Section 107A(b). 
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Patents, Parallel Imports and Exhaustion: A 
Primer  
 A patent is a bundle of exclusive rights granted to 
an inventor whose invention satisfies certain pre-
requisites such as novelty, non-obviousness and 

utility.3 Such exclusive rights include the right to 
make, use, sell and import the patented goods into 
such country.4
 The doctrine of exhaustion imposes certain limits 
on the patentees’ exclusive rights. According to this 
doctrine, ‘a patented item's initial authorized sale 
terminates all patent rights to that item.5 In other 
words, she cannot control the resale or re-distribution 
of the particular good that had already been sold  
once.6 Were it not for such ‘exhaustion’ of rights, a 
purchaser of a patented article might be prevented 
from selling the said article or even ‘using' it, since 
such ‘sale’ or ‘use’ implicates the exclusive rights of 
the patentee.7  
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 Illustratively, a buyer of a patented washing 
machine is free to do what she wishes with the 
machine: this includes the freedom to use the said 
machine, re-sell it, etc., without fear of being sued for 
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patent infringement. The rationale underlying the 
theory of ‘exhaustion’ and the doctrine of first sale is 
that the patentee has already been rewarded through 
the first sale and should not be allowed to profit 
repeatedly on the same good by controlling its use, 
resale or distribution.8 However, the doctrine of 
exhaustion is circumscribed by the following factors: 
 

(i) ‘Exhaustion’ kicks in only if the ‘first sale’ is 
made by or with the authorization of the 
patentee.  

(ii) ‘Exhaustion’ in relation to a particular patented 
article does not impact any of the exclusive 
rights of the patentee with respect to her other 
patented articles. In other words, a buyer of a 
patented article does not acquire any rights (such 
as the right to manufacture or use) over such 
other patented articles.9  

 

Legitimate ‘parallel imports’ are but a natural 
corollary of the doctrine of exhaustion and imply the 
following: 
 

(i) An export of a patented good from country X  
(such as Bangladesh) 

(ii) Import of such patented good into country Y 
(such as India).  

 

 A parallel importer essentially engages in price 
arbitrage and exploits the price difference between the 
exporting country (Bangladesh) and the importing 
country (India). Several countries therefore encourage 
such imports to ensure lower priced patented goods 
for their consumers. 
 It bears noting that third parties, who may or may 
not be related to the intellectual property owner, are 
the ones that essentially effectuate ‘parallel imports’. 
As to whether or not the import of such goods into 
India (importing country) can be stopped by the 
patentee by recourse to an Indian court will depend on 
the laws of India. Illustratively, since the laws of India 
provide for ‘international exhaustion’, such imports 
into India are legal. Contrast this with the US and EU, 
which do not provide for international exhaustion: any 
import of patented goods from Bangladesh to the US 
or any of the EU countries can therefore be prevented 
by the patentee, even if the patentee herself had 
placed the goods in the Bangladeshi market. 
Discussed are various kinds of ‘exhaustion’. It is 
important to bear in mind that the scope of 
‘exhaustion’ would depend upon the kind of 
intellectual property right (IPR) in question i.e. the 
rules relating to ‘exhaustion’ in relation to patents are 

quite distinct from those in relation to copyrights and 
trademarks.10 

 Although the paper is restricted to the norms of 
exhaustion that apply in the context of patents, 
exhaustion in the context of other IPR, is also referred 
where ever necessary. 
 
National, Regional and International Exhaustion 
 Consider the following hypothetical built around a 
recent case in India,2 albeit with appropriate 
modifications to illustrate the point better. Roche, a 
Swiss multinational corporation owns a patent over an 
anticancer drug, Tarceva in India. It sues Cipla for 
introducing a generic version of this drug and requests 
Delhi High Court for an interim injunction against 
Cipla. The Court decides in favour of Cipla on the 
grounds of ‘public interest’ i.e. Cipla was selling a 
cheaper and more affordable version of Tarceva. Upto 
this point, the hypothetical mirrors the actual case 
itself that is currently pending before the Delhi  
High Court. 
 Let us now assume that Cipla is injuncted (at the 
final stage) by the Delhi High Court and cannot sell 
generic versions of Tarceva in India. Let us also 
assume that Roche has patents covering this drug in 
Bangladesh and Pakistan. However, there is a price 
differential, with the highest price being charged in 
India and the lowest in Bangladesh. The following 
questions arise: 
 

(i) Can Cipla import the drugs from Bangladesh to 
India and avail of the price differential? 

(ii) Can Cipla buy the drug from Roche in 
Bangladesh and resell within Bangladesh 
(particularly to areas that are not serviced by 
Roche or its distributors)? 

(iii) Can Cipla import the drugs from Bangladesh to 
Pakistan and avail of the price differential? 

 

 The answers to the above questions depend upon 
the kinds of ‘exhaustion’ and ‘parallel import’ laws 
prevailing in India, Bangladesh and Pakistan. Let us 
assume for the purpose of hypothetical that 
Bangladesh and Pakistan follow domestic exhaustion, 
while India follows international exhaustion. Let us 
also assume that Pakistan and Bangladesh are part of 
a regional bloc and they follow ‘regional exhaustion’ 
as well. 
 
International Exhaustion 
 In the hypothetical, Indian patent law follows 
international exhaustion i.e. once Roche sells Tarceva 
capsules in Bangladesh, either through itself or an 

Published in Articles section of www.manupatra.com



J INTELLEC PROP RIGHTS, SEPTEMBER 2008 
 
 

488

authorized representative (‘first sale’), its rights stand 
‘exhausted’ vis-a-vis that product. Cipla is free to 
bring these very same capsules into India and sell at a 
higher price.  
 While countries such as India, Taiwan, Japan, New 
Zealand and Australia recognize the principle of 
international exhaustion,11 a number of other countries, 
such as, the US, EU, Brazil and China do not.12  

 
National Exhaustion: Bangladesh 
 In the hypothetical, Cipla can buy Tarceva capsules 
from Roche in Bangladesh and then resell them or  
re-distribute them anywhere in Bangladesh. Naturally, 
it will do so only if it can engage in price arbitrage i.e. 
sell at higher prices in remote areas not serviced by 
Roche. Here again, since Roche has already sold the 
drug once (first sale), it cannot control the further sale 
or distribution within Bangladesh. It is to be noted 
under principles of ‘domestic exhaustion’, the 
purchase of the patented article and its subsequent 
resale or its re-distribution is to be confined within the 
territorial limits of Bangladesh. 
 
Regional Exhaustion: Pakistan and Bangladesh 
 Some countries permit parallel import of goods 
within a specific regional bloc, so long as the first sale 
is legitimately made by the patentee or her authorized 
representative within one of the countries in such a 
bloc. The European Union (EU) is a good case in 
point and patented goods that have been subjected to a 
first sale anywhere in the community (e.g. France) 
can be imported and sold in any other EU country 
(e.g. UK) without the permission of the patentee,13 

provided of course,the first sale is made by or with the 
authorization of the patentee. In a similar way, since 
Bangladesh and Pakistan are members of a regional 
bloc in our hypothetical, a sale in Bangladesh would 
exhaust the patentee’s rights in the entire bloc. And 
the goods can cross over to Pakistan without 
permission of the patentee. 
 Now that the concepts have been fleshed out, 
examine the regime pertaining to ‘exhaustion’ of 
patent rights in India. 
 
National Exhaustion: The Indian Legal Regime 
 Curiously, the Indian patent regime does not 
expressly provide for national exhaustion. Contrast 
this with other IP legislations such as the Trademarks 
Act, 1999,14 which appears to recognize such a 
principle. Section 30(3) of the Act provides in 
pertinent part that ‘[w]here the goods bearing a 
registered trademark are lawfully acquired by a 

person, the sale of the goods in the market or 
otherwise dealing in those goods by that person or by 
a person claiming under or through him is not 
infringement of a trade by reason only of- (a) … or 
(b) the goods having been put on the market under the 
registered trademark by the proprietor or with  
his consent.’ 
 Although the section does not use the term 
‘exhaustion’, the use of terms such as ‘sale of goods 
in the market’ or ‘otherwise dealing in those goods’ 
clearly indicates that what is envisaged is 
‘exhaustion’. Unlike Section 107A(b), Section 30(3) 
is not limited to ‘imports’ and can therefore be read to 
allow both domestic and international exhaustion. A 
recent decision of the Delhi High Court makes  
this clear. 
 In Xerox Corporation v Puneet Suri,15 the plaintiff 
owned the trademark ‘Xerox’ and claimed that the 
defendant’s act of importing and selling second hand 
Xerox machines constituted trademark infringement.  
 The defendants argued that their acts were covered 
under Section 30(3), which recognized the principle 
of international exhaustion.16 Justice Sanjay Kishen 
Kaul of the Delhi High Court agreed with the 
defendants, holding that the ‘import of [second hand] 
Xerox machines that have proper documentation’ is 
permissible under the Trademarks Act, provided that 
‘there is no change or impairment in the machine.’17 

 Given this statutory endorsement of exhaustion, 
both national and international, in the Trademarks 
Act, might one argue that the absence of a similar 
clause envisaging ‘national exhaustion’ in the Patents 
Act means that Parliament did not intend to provide 
for such a doctrine? 
 Since the Patents Act expressly provides for 
‘international exhaustion’, (a point we will elaborated 
in detail in the ensuing paragraphs) which is a 
relatively more liberal defense to infringement, it is 
unlikely that an Indian Court will refuse to endorse a 
narrower ‘national exhaustion’ exemption in India. 
Particularly since the lack of a specific national 
exhaustion principle appears to be oversight than a 
deliberate attempt by Parliament to restrict the scope 
of Section 107(A) (b). More importantly, if a court 
does insist on a strictly technical reading of the statute 
to oust national exhaustion, a patentee could sue the 
buyer of a patented product for violating the exclusive 
right to ‘use’.18 Surely, such an absurd result was not 
intended by Parliament.  
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 Therefore, a court is likely to eschew a strictly 
literal reading in favour of a more purpose driven 
interpretation to enable subsequent sales or 
distribution of patented products within India.19 

 
Regional Exhaustion: The Indian Legal Regime 
 Although India is a member of associations and 
trading blocs (such as SAARC and Common-
wealth),20 none of these blocs require ‘regional 
exhaustion’ to be built into the respective domestic 
patent regimes. Consequently, India does not have 
any such provision in its statute. 
 
International Exhaustion: The Indian Legal Regime 
 As already mentioned earlier, the Indian Patents 
Act explicitly recognizes the principle of international 
exhaustion. But first, a bit of history: 
 The first statutory provision on parallel imports was 
introduced by the Patents (Amendment) Act, 2002. 
This section provided that the ‘….importation of 
patented products by any person from a person who is 
duly authorized by the patentee to sell or distribute 
the product, shall not be considered as an 
infringement of patent rights.’ 
 However, the above provision was considered 
restrictive in scope, as evident from the following 
hypothetical: 
 Assume that Roche has a patent over Tarceva in 
both Bangladesh and India. However, Roche sells the 
drug (through its licensee, X) at Rs 100 in Bangladesh 
and Rs 300 in India. Cipla buys the drug from X at  
Rs 100, imports it to India and thereafter re-sells at  
Rs 200 per capsule. Since X qualifies as ‘a person 
duly authorized by the patentee’, Cipla’s import is 
legal and falls within Section 107A(b). Now let us 
assume that X discovers that Cipla is engaging in 
parallel trade and undercutting his market in 
Bangladesh and therefore stops selling to Cipla. Cipla 
then approaches a drug store (Y) in Bangladesh that 
has brought supplies from X. Although Y is not a 
licensee of Roche, under Bangladeshi law (which we 
assume recognizes national exhaustion), it is free to 
resell or redistribute goods bought from Roche/X.  
 However, under Indian law, Y does not qualify as 
‘a person who is duly authorized by the patentee to 
sell or distribute the product’. Therefore, if Cipla 
buys from Y, it will not be protected under Section 
107A(b) and can be sued for patent infringement by 
Roche in India. Needless to state, such a legal position 
thwarts the very idea of international exhaustion and 
the laudable intent of helping Indian consumers avail 

of lower prices, when the patentee has already placed 
a product in the global market and made profits on the 
first sale thereon. It is pertinent to note in this 
connection that according to the ‘Statement of Objects 
and Reasons’ appended to the Patents (Amendment) 
Act, 2002, Section 107A(b) was introduced to ‘ensure 
availability of the ‘patented product’ in the Indian 
market at minimum international market price.’  
 Owing to the restrictive nature of the ‘exhaustion’ 
provision as discussed above, Section 107(A)(b) was 
amended by the Patents (Amendment) Act, 200521 to 
provide that there would be no infringement if there 
has been an ‘importation of patented products by any 
person from a person who is duly authorized under 
the law to produce and sell or distribute the product’.  
 Therefore, in contrast with the earlier position 
under the 2002 Act, once the ‘first sale’ of any 
product had been authorized by the patentee, a 
parallel importer could buy that product from any 
reseller and not necessarily from the one that had the 
express permission of the patentee to resell or 
distribute. In other words, such importer did not need 
to ensure that any of the subsequent sellers from 
whom she buys the goods (whether second, third or 
fourth) were expressly or impliedly authorized by the 
patentee. Of course, this assumes that Bangladeshi 
patent law recognized ‘national exhaustion’ and 
therefore the second or the third seller was ‘duly 
authorized under Bangladeshi law to produce and sell 
the product’. To this extent, the 2005 amendments 
implement the principle of international exhaustion in 
its true spirit. 
 Another amendment in Section 107A(b), which 
bears noting is the addition of the word ‘produce’. 
The earlier clause which exempted from infringement 
the ‘….importation of patented products by any 
person from a person who is duly authorized by the 
patentee to sell or distribute the product…’ was 
amended in 2005 to ‘‘importation of patented 
products by any person from a person who is duly 
authorized under the law to produce and sell or 
distribute the product’. (emphasis by authors). This 
addition of the word ‘produce’ appears redundant, 
since a parallel importer, in the normal course of 
events, is likely to purchase goods from a person who 
is authorized to sell or distribute the patentee’s goods. 
It ought not to make a difference to such importer 
whether this person additionally had the right to 
produce those goods as well. Conversely, a mere right 
to produce without the right to sell would be 
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meaningless in the context of exhaustion. One can 
envisage a situation where a patentee outsources 
manufacturing of a patented product to a third party 
who is authorized only to manufacture the goods for 
the patentee, but not to sell or distribute the same to 
others. Therefore, unless such third party has 
authorization to also ‘sell’ or ‘distribute’ goods, she 
cannot sell to the parallel importer. 
 It is interesting to note that phrases such as ‘parallel 
imports’ and ‘exhaustion’ have not been used in the 
Patents Act or in the ‘Statements of Objects and 
Reasons’ accompanying the 2002 or 2005 
amendments. However, from the various 
Parliamentary debates22 preceding the passage of the 
Patents (Amendment) Act, 2005 as well as from 
official press releases in relation thereto23, it is clear 
that Section 107A(b) was aimed at permitting parallel 
imports and endorsing the principle of international 
exhaustion. 
 

Section 107A(b): Exploring the Ambiguities  
Section 107A(b), in its current form, exempts from 

infringement an ‘importation of patented products by 
any person from a person who is duly authorized 
under the law to produce and sell or distribute the 
product’.  

As stated earlier, this provision plugs a loophole in 
the earlier provision and implements the principle of 
international exhaustion in its true spirit. However, it 
also results in another, probably unintended 
consequence.  

A literal reading of the section suggests that even 
the ‘first sale’ need not be authorized by the patentee. 
Such a reading virtually obliterates the exclusive right 
to import and runs the risk of contravening TRIPS. 

Consider the earlier hypothetical involving 
Tarceva, an anticancer drug, which is under litigation 
before the Delhi High Court.2 Here again, for the 
purposes of this paper, let us amend the fact situation 
slightly to assume that CIPLA is injuncted (at the 
final stage) by the Delhi High Court and cannot sell in 
India. Cipla now asks its Bangladeshi partner, 
Beximco Pharmaceuticals Ltd, to manufacture the 
drug in Bangladesh. It then imports the drug into 
India.24 It bears noting that Bangladesh is a least 
developed country (LDC) and therefore has time till 
2016 to implement product patents in 
pharmaceuticals. Therefore, any manufacture, use, 
distribution and sale of the drug within Bangladesh 
does not amount to a patent infringement in 
Bangladesh.25

Under the old regime (prior to 2005), which 
required any import to be ‘duly authorized by the 
patentee’, CIPLA could not legally import Tarceva 
into India if the seller (in Bangladesh) was not 
authorized by Roche to sell or distribute Tarceva in 
Bangladesh. Under the new provision however, one 
could argue that CIPLA can import Tarceva even 
without the permission of Roche. It has to only 
comply with the condition that the exporter of such 
patented product (eg. Beximco) be ‘duly authorized 
under the law to produce and sell or distribute the 
product’. ‘Duly authorized under the law’ is very 
different from ‘duly authorized by the patentee’.  

Notwithstanding an alleged difference between the 
two terms, the ambit of the term ‘duly authorized 
under the law’ is uncertain. Could this mean that a 
simple authorization from the Bangladeshi drug 
controller would qualify Beximco as ‘duly 
authorized’ under Bangladeshi law? In this case, 
would not such imports hit out at the very essence of 
the exclusive right to import under Section 48? 
Particularly since the goods are produced by Beximco 
and not Roche and there has been no ‘exhaustion’ of 
Roche’s patent right. It bears noting that in our 
hypothetical, since the first sale in Bangladesh was 
not authorized by Roche, the possibility of any sort  
of ‘exhaustion’ of Roche’s rights in Bangladesh  
does not arise. 

But prior to investigating the impact of Section 48 
on the above issue, let us resolve a preliminary issue: 
what is the ‘law’ that is referred to in section 
107A(b)? 
 
Which Law is to Apply? 

Section 107A(b) stresses in pertinent part that any 
importation of a patented product ‘from a person who 
is duly authorized under the law to produce and sell 
or distribute the product’ is legal (emphasis by 
authors). 

Does ‘law’ in the above clause mean the law of the 
exporting country (Bangladeshi law) or the law of the 
importing country (Indian law)?  
 
Law of the Importing Country (Indian law) 

If ‘law’ is read to mean Indian law, one is faced 
with a logical inconsistency. A parallel import 
involves an ‘exporting’ country (e.g. Bangladesh) and 
an ‘importing’ country (e.g. India). The ‘producer’ of 
the good or the seller/distributor as referenced in 
Section 107A(b) (e.g. Beximco) is more likely to be 
based in Bangladesh and the importer (e.g. Cipla) is 
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more likely to be based in India. Subjecting the 
legality of ‘production’ or ‘sale’ in Bangladesh to 
‘Indian’ law is therefore absurd, particularly when 
there is no patent in Bangladesh. In other words, were 
one to interpret ‘law’ as Indian law, the ridiculous 
question that one is faced with is this: Under Indian 
law, can Beximco produce and distribute the drug in 
Bangladesh? This could not have been the intention of 
Parliament when it amended the law in 2005 to widen 
the parallel imports provision.22,23  
 
Law of the Exporting Country (Bangladesh) 

The term ‘law’ therefore has to mean the law of the 
exporting country i.e. Bangladesh in our hypothetical. 
And this leads to a question raised earlier: Would a 
mere drug authorization to sell, distribute and export 
from the drug authority in Bangladesh suffice to 
constitute ‘due authorization’ in so far as Section 
107A(b) is concerned? Such a literal interpretation 
makes the Indian parallel import provision one of the 
most liberal in the world and is likely to hit at the very 
essence of the exclusive right to import. 
 
Exclusive Right to Import under Section 48 

By permitting the import of goods manufactured in 
Bangladesh and other countries (where there are no 
patents and where the goods are not placed in the 
market by the patentee26), the very essence of a patent 
is eviscerated. In other words, a third party who 
cannot manufacture or sell a patented good in India 
has only to relocate to Bangladesh, manufacture the 
said good, and import it to India. In effect, this comes 
very close to rendering the patent grant redundant. 

One may contend that the above argument misses 
an important distinction that the Indian patent regime 
draws between the exclusive rights to manufacture, 
sell and distribute versus the exclusive right to 
import.27 Section 107A(b) is a defence only in so far 
as the exclusive right to ‘import’ is concerned. In 
other words, the other exclusive rights guaranteed 
under Section 48, such as the right to sell and 
distribute are not covered by the Section 107A(b) 
exemption. If therefore, after importing, the good is 
distributed or sold in India, this could be prevented by 
the patentee. Such an interpretation gains credence 
when one compares the Patents Act with the 
Trademarks Act, which endorses the right to ‘sell’ by 
the parallel importer, once the rights have been 
exhausted internationally.28 

However, it is unlikely that a judge would favour 
such a strict literal reading of the section. Particularly 

when the absence of the word ‘sale’ appears more an 
oversight than a deliberate attempt to curtail of the 
scope of the international exhaustion principle 
envisaged under Section 107A(b). Therefore, a court 
is likely to interpret the provision purposively to build 
in such a right to further resell as well, once the 
patented product has been imported.8 Consequently, 
the exclusive rights guaranteed to a patentee under 
Section 48 are drastically impacted.  

Even assuming that a judge adopts a strict literal 
interpretation and does not include the right to sell, 
the exclusive right to import is likely to be 
significantly impacted. Consider our hypothetical 
concerning Tarceva; under a strict construction of 
Section 107A(b), Cipla can only import the drug into 
India, but cannot sell it to the patients or to medical 
stores thereafter. Of course, Cipla could circumvent 
this prohibition on sales and distribution by asking 
patients or stores to order directly from its 
Bangladeshi suppliers, in which case, the ‘import’ 
from Bangladesh would be directly by the patient or 
the store.  

Although this is a possibility, it is clear that Cipla 
cannot use this strategy to make as much money as it 
would have, had it been given a free hand to sell and 
distribute the drug as well. Therefore, a literal reading 
of Section 107A(b) to permit Bangladeshi imports 
may not obliterate the rights of a patentee fully, who 
can still block subsequent sales and distribution of 
imported goods. However, it eviscerates the right to 
‘import’ significantly. And to this extent, any such 
literal reading of Section 107A(b) is likely to  
render the exclusive right to import under Section 48 
almost redundant.  

Apart from the above, a reading of Section 
107A(b) that permits imports from Bangladesh, when 
the first sale has not been authorized by the patentee, 
has serious TRIPS implications, as discussed below: 
 
TRIPS Compliance?  

TRIPS provides considerable flexibility to member 
states to determine the scope and extent of 
‘exhaustion’. 

Article 28 of TRIPS mandates that every patentee 
shall have the exclusive right to make, use, offer for 
sale, sell, or import the patented product or process in 
question. 

However, footnote (6) to Article 28 adds a small 
caveat to the exclusive right to import, by clarifying 
that “This right [i.e. the right of importation], like all 
other rights conferred under this Agreement in 
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respect of the use, sale, importation or other 
distribution of goods, is subject to the provisions of 
Article 6.” 

Article 6 in turn states that ‘nothing in this 
Agreement shall be used to address the issue of the 
exhaustion of intellectual property rights.’ 

The meaning of Article 6 is made clear by Article 
5(d) of the Doha Declaration which states that “the 
effect of the provisions in the TRIPS Agreement that 
are relevant to the exhaustion of intellectual property 
rights is to leave each member free to establish its 
own regime for such exhaustion without challenge ...”  

It is therefore, clear that TRIPS permits Member 
States to limit the exclusive right to import guaranteed 
by Article 28 to the extent that such limitation relates 
in some way to the concept of ‘exhaustion’.  

It is important to note that in our hypothetical 
example of CIPLA producing generic versions of 
Tarceva in Bangladesh and exporting to India, there is 
no first sale by the patentee (Roche) and 
consequently, no ‘exhaustion’ of Roche’s rights. This 
lack of ‘exhaustion’ means that Article 6 (which only 
confers flexibilities around determining the scope and 
extent of ‘exhaustion’) cannot apply in the case of the 
Indian provision. 

 

And since Article 6 does not apply, it is likely that 
Section 107A(b) will be held to violate the exclusive 
right to import under Article 28. Further, such a 
provision virtually eviscerates the right to import. 
Therefore it might be very difficult to argue that it is a 
‘limited exception’ to a patent right falling within the 
scope of Article 30 of the TRIPS Agreement, which 
provides that ‘Members may provide limited 
exceptions to the exclusive rights conferred by a 
patent, provided that such exceptions do not 
unreasonably conflict with a normal exploitation of 
the patent and do not unreasonably prejudice the 
legitimate interests of the patent owner, taking 
account of the legitimate interests of third parties.’  

In Canada—Patent Protection of Pharmaceutical 
Products,29 the only panel decision to have interpreted 
Article 30 so far, the panel, while interpreting the 
term ‘limited’ used in Article 30, relied on its close 
proximity with the word ‘exception’ and noted that: 
When a treaty uses the term ‘limited exception’, the 
word ‘limited’ must be given a meaning separate from 
the limitation implicit in the word ‘exception’ itself. 
The term ‘limited exception’ must therefore be read to 
connote a narrow exception - one which makes only a 
small diminution of the rights in question.’30  

As to whether an Indian judge is likely to review 
and interpret Section 107A (b) in accordance with 
TRIPS is a moot issue. In the Novartis case,31 the 
judge refused to entertain a TRIPS challenge to 
Section 3(d) of the Patents Act on the ground that it 
had no jurisdiction. It held that the Swiss government 
(home government of Novartis) ought to agitate this 
before the Dispute Settlement Body of the WTO. 

In coming to this conclusion, it referred to a British 
case, Salomon v Commissioner of Customs,32 where 
Lord Diplock had held that: ‘if the terms of legislation 
is not clear, and is reasonably capable of more than 
one meaning,’ the terms of international treaties to 
which the government is signatory, become 
relevant.…. There is a prima facie presumption that 
Parliament does not intend to act in breach of 
international law, including therein specific treaty 
obligations; and if one of the meanings which can 
reasonably be ascribed to the legislation is consonant 
with the treaty obligation and another or others are 
not, the meaning which is consonant is to be 
preferred.’ In the context of Section 107A(b) 
therefore, where the terms of the statute are not clear, 
it is likely that the courts will interpret the section in a 
manner consistent with TRIPS.  
 
Harmoniously Interpreting Section 107A(b) 

From the above, it is clear that a plain literal 
reading of Section 107A(b) detrimentally impacts a 
patentees’ exclusive rights under Section 48 and also 
runs the risk of violating TRIPS. Alternative 
interpretations (such as construing ‘law’ to mean 
Indian law) might help preserve the exclusive rights 
of a patentee, as they do not permit imports from 
anyone apart from the patentee or his authorized 
agent. However, as we have demonstrated, such an 
interpretation is beset with logical inconsistencies and 
results in an undue curbing of the scope of the 
principle of exhaustion. 

How then ought a judge to interpret 107A(b), so as 
to balance out competing interests of the patentee on 
the one hand, and the desire to make cheaper goods 
available to the consumer on the other? We argue that 
one of the ways in which to harmoniously construe 
Section 107A(b) is to interpret ‘patented product’ to 
mean ‘product patented in the exporting country’ and 
not ‘in India’.  

To recapitulate Section 107A(b), it exempts from 
infringement an ‘importation of patented products by 
any person from a person who is duly authorized 
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under the law to produce and sell or distribute the 
product.’ If ‘patented products’ are read to mean 
products patented in the exporting country 
(Bangladesh), then the section automatically excludes 
any ‘non patented’ imports from Bangladesh. In other 
words, Cipla cannot avail of the provision to import 
generic versions of Tarceva manufactured by 
Beximco. Any such import by Cipla would be 
violative of the exclusive right to import guaranteed 
to Roche.  

This interpretation complies with TRIPS and fits 
well within the overall framework of the section. If 
the term ‘law’ is taken to mean the law of the 
exporting country (e.g. Bangladesh), then the term 
‘patented product’ appearing in close conjunction 
with ‘law’ has to necessarily mean a product patented 
in such exporting country.33

Also, this interpretation furthers Parliamentary 
intent i.e. to permit international exhaustion and the 
buying of low priced patented goods, once the 
patentee has already sold them anywhere else in the 
world.22 Therefore, imports from jurisdictions where 
there are no patents and the patentee has not yet sold 
his/her goods there ought not be permitted. However, 
under the interpretation we offer, any goods sold by 
the patentee in a jurisdiction where there is no ‘patent’ 
in force, cannot be imported, despite there being a 
‘first sale’ by the patentee.34  

One may cast some doubt on the above 
interpretation by pointing to the definition of 
‘patented article’ in Section 2. This section defines the 
term to mean an ‘article patented in India’. Therefore, 
one may argue that the term ‘patented product’ in 
Section 107A(b) has to mean a product patented in 
India. Such an argument however ignores a well 
established canon of statutory interpretation that 
‘where the context makes the definition given in the 
interpretation clause inapplicable, a defined word 
when used in the body of the statute may have to be 
given a meaning different from that contained in the 
interpretation clause; all definitions given in the 
interpretation clause are therefore enacted subject to 
the qualification - ‘unless the context otherwise 
requires.’35 In fact, section 2 of the Patents Act, which 
is the definitional Section, also begins with such a 
qualification.  

Based on all of the above, it is argued that in the 
light of TRIPS compliance issues, as also to preserve 
the exclusive right to import under Section 48, a judge 
is likely to interpret the term ‘patented products’ in 

Section 107A(b) to mean products patented in the 
‘exporting country’.  
 
Expanding the Scope of Exhaustion: Method/Process Patents  

The United States Supreme Court recently dealt 
with principles of national exhaustion in Quanta v 
LGE.5 This case involved a licensing arrangement 
between LGE, the patentee, and Intel in relation to 
chipsets. The key issue was whether or not LGE’s 
patent rights had been ‘exhausted’ after the sale by 
Intel (the licensee) to Quanta (one of Intel’s 
customers), leaving Quanta free to do what it wished 
with the chipsets. Intel was required under one of the 
contracts with LGE to give notice to customers that 
they could not combine the chipsets with devices by 
other manufacturers. For the purpose of this paper, the 
discussion is limited to the ‘patent’ issue (as to 
whether or not there was exhaustion) and excludes the 
contractual issue (as to whether or not there had been 
a breach of contract). 

The Supreme Court held in favour of Quanta’s right 
to deal with the product as it wished i.e. Quanta could 
combine Intel chipset with other products. Specifically, 
it disagreed with LGE that ‘exhaustion’ applied only to 
product patents. It categorically held that it applied to 
process patents or method patents as well.  

It is interesting to note here that the Indian 
provision does not speak about ‘process patents’ or 
method patents at all. This is a glaring gap and merits 
immediate rectification by an amendment. 
 
Conditional Sales  

The Quanta decision is notable for another reason: 
it leaves open the question of whether or not a 
‘conditional sale’ precludes exhaustion. In other 
words, if the patentee or her licensee imposes a 
condition on the sale, such as the fact that the product 
can be used only once,36 can it be said that the rights 
in the patented good are still ‘exhausted’ and a buyer 
is free to ignore the condition? There is a distinction 
between a suit for patent infringement and a suit  
for breach of contract.37 US case law is almost 
unanimous in accepting that there could be a breach 
of contract claim in such cases. However, the Court in 
Quanta did not explicitly decide as to whether  
the breach of such a condition would constitute a  
patent infringement as well.  

The Court simply stated that in this particular case, 
the sale was an ‘unconditional’ one. Therefore under 
US law, it may well be possible to introduce 
‘conditions’ to accompany sales and thereby erode the 
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principle of ‘exhaustion’.38 Indian law ought to 
prevent against such a possibility by expressly 
indicating that exhaustion will prevail, 
notwithstanding any condition attached to the sale.  
 
Repair v Reconstruction 

The courts of many countries draw a distinction 
between ‘repair’ and ‘reconstitution/reconstruction’ 
when determining the applicability of the doctrine of 
exhaustion. Specifically, most countries’ laws provide 
that the doctrine of exhaustion permits the buyer of 
patented goods to repair them, but not to 
reconstitute/reconstruct them.39 The rationale for this 
distinction seems to be that while a repair may be 
necessary even for a single ‘use’ of the article in the 
manner intended by the patentee, a reconstitution 
would potentially permit more than a single use even 
though the patentee would have obtained 
remuneration only for a single item and not for use of 
this single item multiple times.40 It is proposed that 
Indian law also strike this distinction between 
reconstitution and repair, and permit repairs. 
 
Proposed Amendment to Section 107A(b)  

The authors proposed to amend Section 107A(b) to 
remove the ambiguities discussed above. And in 
particular to prevent the possibility of a judge 
construing section 107A(b) so as to permit imports 
from an exporting country (Bangladesh), when there 
is no patent in such exporting country. The 
amendments also seek to fill the following gaps: 

 

Section 107A(b) does not recognize ‘national 
exhaustion’ 
Section 107A(b) does not recognize ‘process’ 
patents or ‘method’ patents 
Section 107A(b) does not preclude the possibility 
of introducing ‘conditional sales’ to thwart the 
scope of ‘exhaustion’ and consequent 
resale/redistribution. 

 
Therefore the following amendment are proposed:  

 

“107B. Parallel Importation and Exhaustion of 
Rights. (a) For the purposes of this Act, the rights of a 
patentee or anyone claiming through such patentee 
shall stand exhausted after an article covered by a 
patent has been sold once anywhere in the world 
(including within India), by or with the authorization 
of such patentee.  
 

(b) The provisions of section 107B(a) shall apply in 
case of sale of any patented article, notwithstanding: 

(i) any contractual stipulation to the contrary by 
the patentee or her authorized representatives.  

(ii) The specific form of the transaction between the 
patentee or her authorized representative and 
the buyer.41 In particular, any attempt to classify 
what is in essence a  ‘sale’ of an article as 
a license shall be ignored for the purpose of this 
section. 

(iii) any notice in relation to the article placed by the 
patentee or her authorised representatives or 
any other party selling the patented article; 
unless such notice is absolutely essential to 
ensure public health or safety. "42 

 
Explanation 1: (a) The term ‘exhaustion’ (and its 
cognates), in relation to a ‘patented article’ means 
that the exclusive rights of the patentee and any/all 
her authorized representatives (under Section 48) vis-
à-vis such article stand terminated after the first sale 
of such article any where in the world, provided such 
first sale is made by or with the authorization of  
the patentee.  

(b) Exhaustion shall also occur when there is a 
sale of a component that ‘substantially embodies’ or 
‘essentially embodies’ any patent/s granted under this 
Act, provided the manufacture and first sale of such 
component was made by or with the authorization of 
the patentee. 

Provided that the ‘exhausted’ rights envisaged 
under this section shall include the right to repair but 
not the right to reconstitute the product.  

Explanation 2: The terms ‘article covered by a 
patent’ and/or ‘patented article’ as used in this 
section, include, without limitation, articles covered 
by product patents or articles resulting from the 
practice of process or method patents, all such 
patents being patents granted under this Act.  

Explanation 3: In this section, the term ‘authorized 
representatives’ shall include, without limitation, 
licensees, assignees, subsidiaries, business partners, 
agents or any other person selling the patented 
product with the consent of the patentee, whether 
express or implied.  

Explanation 4: The determination of every term as 
used in this section shall be solely in accordance with 
Indian law, including the issue of whether or not there 
has been a first sale.43 In particular, the term ‘sale’ 
shall be interpreted in accordance with the Sale of 
Goods Act.  
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42 This is to cater to concerns that arise out of a Mallinckrodt 
Inc v Medipart kind of situation.  

43 This is to ensure that any ‘conflict of law’ issues are resolved 
relatively quickly and easily. 
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