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Objectives:  To provide a basic understanding of various statutory provisions that 

confronts business managers while taking decisions.  
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 The Indian Contract Act, 1872  

 Introduction – Definition of contract  – agreement – offer – acceptance – consideration  capacity 

to contract – contingent contract – Quasi contract – performance – Discharge –  Remedies to 

breach of contract. 

  

Unit II  
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 Sale of Goods Act: Sale and Agreement to sell, Conditions and Warrantees, Transfer of  
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Contractor – Relationship of Principal and Agent – Duties of an Agent –  Rights of an Agent – 

Duties and Rights of the Principal – Delegation of authority by an  Agent – Sub  Agent – 

Position of Principal and Agent in relation to third Parties –  Termination of Agency.  
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 Company – Formation – Memorandum – Articles – Prospective Shares – debentures –  

Directors – appointment – Powers and duties. Meetings – Proceedings – Management –  

Accounts – audit – oppression & mismanagement – winding up.  
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 The Consumer Protection Act, 1986; Object – Rights of Consumers –Important Terms-  
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India – Information Technology Act – 2000 – Defining Cyber Crime –  Types of Cyber Crimes – 
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LEGAL ASPECTS OF BUSINESS 

 

What is Business Law? 

Business Law Definition: Business Law is a law specialisation which is also referred to as 

Mercantile Law. Business Law deals with the laws on the basis of which every deal between 

people and commercial firms are governed. 

INDIAN CONTRACT ACT, 1872 

The Law of Contract constitutes the most important branch of Mercantile or Commercial Law. 

It is the foundation upon which the superstructure of modern business is built. 

It affects everybody, more so, trade, commerce and industry. It may be said that the contract is 

the foundation of the civilized world. 

The Indian Contract Act is divisible into two parts. 

• The first part (Section 1-75) deals with the general principles of the law of 

contract and therefore applies to all contracts irrespective of their nature. 

• The second part (Sections 124-238) deals with certain special kinds of contracts, 

namely contracts of Indemnity and Guarantee, Bailment, Pledge, and Agency. 

What is Contract? 

According to section 2(h) of the Indian Contract Act, 1872 “An agreement enforceable by law is 

a contract.“ 

A contract is a combination of the two elements: 

1. There must be an agreement 

2. Agreement must be enforceable by law (obligation) 

 

Contract = Agreement + Enforcement by law 

 

AGREEMENT 

Section 2(e) “ Every promise and every set of promises, forming the consideration for each 

other, is an agreement 



.” Thus it is clear from this definition that a ‘promise’ is an agreement. 

Agreement = offer + Acceptance 

Promise 

Section 2(b) “when the person to whom the proposal is made signifies his assent thereto, the 

proposal is said to be accepted. A proposal, when accepted, becomes a promise.“ 

 

ESSENTIAL ELEMENTS OF A VALID CONTRACT 

Section 10 of the Indian Contract Act, 1872 provides that “all agreements are contracts if they 

are made by the free consent of parties competent to contract, for a lawful consideration and with 

a lawful object, and are not hereby expressly declared to be void”. 

 

Thus, the essential elements of a valid contract are as follows: 

A contract that is not a valid contract will have many problems for the parties involved. For this 

reason, we must be fully aware of the various elements of a valid contract. In other words, here we 

shall ponder on all the ramifications of the definition of the contract as provided by The Indian 

Contract Act, 1872. 

1] Two Parties 

A Valid Contract must involve at least two parties identified by the contact. One of these parties will 

make the proposal and the other is the party that shall eventually accept it. Both the parties must 

have either what is known as a legal existence e.g. companies, schools, organizations, etc. or must 

be natural persons. 

2] Intent Of Legal Obligations 

The parties that are subject to a contract must have clear intentions of creating a legal relationship 

between them. What this means is those agreements that are not enforceable by the law e.g. social 

or domestic agreements between relatives or neighbors are not enforceable in a court of law and 

thus any such agreement can’t become a valid contract. 

https://www.geektonight.com/essential-elements-of-a-valid-contract/


3] Case Specific Contracts 

Some contracts have special conditions that if not observed would render them invalid or void. For 

example, the Contract of Insurance is not a valid contract unless it is in the written form.Similarly, 

in the case of contracts like contracts for immovable properties, registration of contract is necessary 

under the law for these to be valid. 

4)  Certainty of Meaning 

Consider this statement “I agree to pay Mr. X a desirable amount for his house at so and so 

location”. Is this a valid contract even if all the parties agree to this term? Of course, it can’t be as 

“desirable amount” is not well defined and has no certainty of meaning. Thus we say that a valid 

contract must have certainty of Meaning. 

5] Possibility Of Performance Of an Agreement 

Suppose two people decide to get into an agreement where a person A agrees to bring back the 

person B’s dead relative back to life. Even when all the parties agree and all other conditions of a 

contract are satisfied, this is not valid because bringing someone back from the dead is an 

impossible task. Thus the agreement is not possible to be enforced and the contract is not valid. 

6] Free Consent 

Consent is crucial for an agreement and thus for a valid contract. If two people reach a similar 

agreement in the same sense, they are said to consent to the promise. However, for a valid contract, 

we must have free consent which means that the two parties must have reached consent without 

either of them being influenced, coerced, misrepresented or tricked into it. In other words, we say 

that if the consent of either of the parties is vitiated knowingly or by mistake, the contract between 

the parties is no longer valid. 

7] Competency Of the Parties 



Section 11 of the Indian Contract Act, 1872 is: 

“Who are competent to contract — Every person is competent to contract who is (1) of the age of 

majority according to the law to which he is subject, and who is (2) of sound mind and is (3) not 

disqualified from contracting by any law to which he is subject.” 

i. refers to the fact that the person must be at least 18 years old or more. 

ii. means that the party or the person should be able to fully understand the terms or promises of 

the contract at the time of the formulation of the contract. 

iii. states that the party should not be disqualified by any other legal ramifications. For example, 

if the person is a convict, a foreign sovereign, or an alien enemy, etc., they may not enter into 

a contract. 

8] Consideration 

Quid Pro Quo means ‘something in return’ which means that the parties must accrue in the form of 

some profit, rights, interest, etc. or seem to have some form of valuable “consideration”. 

For example, if you decide to sell your watch for Rs. 500 to your friend, then your promise to give 

the rights to the watch to your friend is a consideration for your friend. Also, your friend’s promise 

to pay Rs. 500 is a consideration for you. 

9] Lawful Consideration 

In Section 23 of the Act, the unlawful considerations are defined as all those which: 

i. it is forbidden by law. 

ii. is of such a nature that, if permitted, it would defeat the provisions of any law, or is 

fraudulent. 

iii. involves or implies, injury to the person or property of another 



iv. the Court regards it as immoral or opposed to public policy 

These conditions will render the agreement illegal. 

PROPOSAL OR OFFER 

The whole process of entering into a contract starts with a proposal or an offer made by one party to 

another. To enter into an agreement such a proposal must be accepted. Let us take a look at the 

definition and classification of an offer and the essentials of a valid offer. 

According to the Indian Contract Act 1872, proposal is defined in Section 2 (a) as “when one person 

will signify to another person his willingness to do or not do something (abstain) with a view to 

obtain the assent of such person to such an act or abstinence, he is said to make a proposal or an 

offer.” 

Features or essentials of such an offer 

• The person making the offer/proposal is known as the “promisor” or the “offeror”. And the 

person who may accept such an offer will be the “promisee” or the “acceptor”. 

• The offeror will have to express his willingness to do or abstain from doing an act. Only 

willingness is not enough. Or simply a desire to do/not do something will not constitute an 

offer. 

• An offer can be positive or negative. It can be a promise to do some act, and can also be a 

promise to abstain (not do) some act/service. Both are valid offers. 

Classification of Offer 

There can be many types of offers based on their nature, timing, intention, etc. Let us take a look at 

the classifications of offers. 



General Offer 

A general offer is one that is made to the public at large. It is not made any specified parties. So any 

member of the public can accept the offer and be entitled to the rewards/consideration. Say for 

example you put out a reward for solving a puzzle. So if any member of the public can accept the 

offer and be entitled to the reward if he finishes the act (solves the puzzle.) 

Specific Offer 

A specific offer, on the other hand, is only made to specific parties, and so only they can accept the 

said offer or proposal. They are also sometimes known as special offers. Like for example, A offers 

to sell his horse to B for Rs 5000/-. Then only B can accept such an offer because it is specific to 

him. 

Cross Offer 

In certain circumstances, two parties can make a cross offer. This means both make an identical 

offer to each other at the exact same time. However, such a cross offer will not amount 

to acceptance of the offer in either case. 

For example, both A and B send letters to each other offering to sell and buy A’s horse for Rs 

5000/-. This is a cross offer, but it will be considered as acceptable for either of them. 

Counter Offer 

There may be times when a promise will only accept parts of an offer, and change certain terms of 

the offer. This will be a qualified acceptance. He will want changes or modifications in the terms of 

the original offer. This is known as a counteroffer. A counteroffer amounts to a rejection of the 

original offer. 

Essentials of a Valid Offer 

Here are some of the few essentials that make the offer valid. 



1] Offer must create Legal Relations 

The offer must lead to a contract that creates legal relations and legal consequences in case of non-

performance. So a social contract which does not create legal relations will not be a valid offer. Say 

for example a dinner invitation extended by A to B is not a valid offer. 

2] Offer must be Clear, not Vague 

The terms of the offer or proposal should be very clear and definite. If the terms are vague or 

unclear, it will not amount to a valid offer. Take for example the following offer – A offers to sell B 

fruits worth Rs 5000/-. This is not a valid offer since what kinds of fruits or their specific quantities 

are not mentioned. 

3] Offer must be Communicated to the Offeree 

For a proposal to be completed it must be clearly communicated to the offeree. No offeree can 

accept the proposal without knowledge of the offer. The famous case study regarding this is Lalman 

Shukla v. Gauri Dutt. It makes clear that acceptance in ignorance of the proposal does not amount to 

acceptance. 

4] Offer may be Conditional 

While acceptance cannot be conditional, an offer might be conditional. The offeror can make the 

offer subject to any terms or conditions he deems necessary. So A can offer to sell goods to B if he 

makes half the payment in advance. Now B can accept these conditions or make a counteroffer. 

5] Offer cannot contain a Negative Condition 

The non-compliance of any terms of the offer cannot lead to automatic acceptance of the offer. 

Hence it cannot say that if acceptance is not communicated by a certain time it will be considered as 

accepted. Example: A offers to sell his cow to B for 5000/-. If the offer is not rejected by Monday it 

will be considered as accepted. This is not a valid offer. 



6] Offer can be Specific or General 

As we saw earlier the offer can be to one or more specific parties. Or the offer could be to the public 

in general. 

7] Offer may be Expressed or Implied 

The offeror can make an offer through words or even by his conduct. An offer which is made via 

words, whether such words are written or spoken (oral contract) we call it an express contract. And 

when an offer is made through the conduct and the actions of the offeror it is an implied contract. 

ACCEPTANCE 

It is often said that acceptance is to an offer what a lighted match is to a barrel of gunpowder. For a 

successful contract, there must be a valid offer followed by the offer being accepted. Let us learn 

more about the essentials of a valid acceptance. 

The Indian Contract Act 1872 defines acceptance in Section 2 (b) as “When the person to whom the 

proposal has been made signifies his assent thereto, the offer is said to be accepted. Thus the 

proposal when accepted becomes a promise.” 

So as the definition states, when the offeree to whom the proposal is made, unconditionally accepts 

the offer it will amount to acceptance. After such an offer is accepted the offer becomes a promise. 

Say for example A offers to buy B’s car for rupees two lacs and B accepts such an offer. Now, this 

has become a promise. 

When the proposal is accepted and it becomes a proposal it also becomes irrevocable. An offer does 

not create any legal obligations, but after the offer is accepted it becomes a promise. And a promise 

is irrevocable because it creates legal obligations between parties. An offer can be revoked before it 

is accepted. But once acceptance is communicated it cannot be revoked or withdrawn. 



Rules regarding Valid Acceptance 

1] Acceptance can only be given to whom the offer was made 

In the case of a specific proposal or offer, it can only be accepted by the person it was made to. No 

third person without the knowledge of the offeree can accept the offer. 

When the proposal is a general offer, then anyone with knowledge of the offer can accept it. 

2] It has to be absolute and unqualified 

Acceptance must be unconditional and absolute. There cannot be conditional acceptance, that would 

amount to a counteroffer which nullifies the original offer. Let us see an example. A offers to sell 

his cycle to B for 2000/-. B says he accepts if A will sell it for 1500/-. This does not amount to the 

offer being accepted, it will count as a counteroffer. 

Also, it must be expressed in a prescribed manner. If no such prescribed manner is described then it 

must be expressed in the normal and reasonable manner, i.e. as it would be in the normal course of 

business. Implied acceptance can also be given through some conduct, act, etc. 

However, the law does not allow silence to be a form of acceptance. So the offeror cannot say if no 

answer is received the offer will be deemed as accepted. 

3] Acceptance must be communicated 

For a proposal to become a contract, the acceptance of such a proposal must be communicated to 

the promisor. The communication must occur in the prescribed form, or any such form in the 

normal course of business if no specific form has been prescribed. 

Further, when the offeree accepts the proposal, he must have known that an offer was made. He 

cannot communicate acceptance without knowledge of the offer. 



So when A offers to supply B with goods, and B is agreeable to all the terms. He writes a letter to 

accept the offer but forgets to post the letter. So since the acceptance is not communicated, it is not 

valid. 

4] It must be in the prescribed mode 

Acceptance of the offer must be in the prescribed manner that is demanded by the offeror. If no such 

manner is prescribed, it must be in a reasonable manner that would be employed in the normal 

course of business. 

But if the offeror does not insist on the manner after the offer has been accepted in another manner, 

it will be presumed he has consented to such acceptance. 

So A offers to sell his farm to B for ten lakhs. He asks B to communicate his answer via post. B e-

mails A accepting his offer. Now A can ask B to send the answer through the prescribed manner. 

But if A fails to do so, it means he has accepted the acceptance of B and a promise is made. 

5] Implied Acceptance 

Section 8 of the Indian Contract Act 1872, provides that acceptance by conduct or actions of the 

promisee is acceptable. So if a person performs certain actions that communicate that he has 

accepted the offer, such implied acceptance is permissible. So if A agrees to buy from B 100 bales 

of hay for 1000/- and B sends over the goods, his actions will imply he has accepted the offer. 

Legal Rules Regarding Consideration 

Enforcing any legal contract requires it to have an element of consideration included in it. In simple 

words, it is nothing but a price that the promisee agrees to pay to the promisor. Now, this price can 

be paid as a benefit to the promisor and/or a loss or detriment to the promisee. 



Basic Understanding of Consideration 

According to Section 2(d) of the Indian Contract Act, 1872, consideration is defined as follows: 

“When at the desire of the promisor, the promisee or any other person has done or abstained from 

doing, or does or abstains from doing, or promises to do or abstain from doing something, such act 

or abstinence is called a consideration for the promisee.” 

At the desire of the promisor if the promisee either 

• Does something (in the past, present or future) OR 

• Abstains from doing something (in the past, present or future) 

Then, this act of doing or abstinence is called Consideration. Now, it has two aspects, either doing 

some act or abstaining from doing something. Let’s look at some examples: 

Example 1 – Doing something 

Peter and John enter into a contract where Peter promises to deliver 15 curtains to John in one 

month’s time. Also, John promises to pay Peter an amount of Rs 3,000 on delivery. In this contract, 

John’s promise to pay Rs 3,000, on delivery, is the consideration for Peter’s promise. Also, Peter’s 

promise of delivering 15 curtains is the consideration of John’s promise to pay. 

Example 2 – Not doing something 

Peter has taken a loan from his friend John. However, he has not repaid the loan yet. John promises 

not to file a suit against Peter if he promises to repay the loan within a week. In this case, abstinence 

on the part of John is due to the consideration of Peter’s promise of repayment of the loan 

Rules Regarding Consideration 

According to Section 2(d) of the Indian Contract Act, 1872, the follows features are essential for a 

valid consideration: 



(i) Consideration must move at the desire of the promisor 

Consideration can be offered by the promisee or a third-party only at the request or desire of the 

promisor. If an action is initiated at the desire of the third-party, it is not a consideration. 

Peter is going back home from work. On his way, he sees that his neighbor John’s house is on fire. 

He immediately arranges for a water hose and manages to douse the fire. Peter cannot claim any 

reward for his effort because it was a voluntary act and was not done at the desire of John 

(promisor). 

(ii) Consideration may move from the promisee to any other person 

If you look at the definition of consideration according to section 2 (d) of the Indian Contract Act. 

1872, it explicitly states the phrase ‘promisee or any other person…’ This essentially means that in 

India, consideration may move from the promise to any other person. However, it is important to 

note that there can be a stranger to consideration but not a stranger to the contract. 

(iii) It can be in the past, present or future 

a.      Past 

Since consideration is the price of a promise, it is normally given to induce the promise. However,it 

can be given before the promise is made by the promisor. This is past consideration. It is important 

to note that past consideration is not considered for a new promise since it is not been given in lieu 

of the promise. According to Indian law, ‘past considerations’ is ‘good consideration’ if it was given 

at the desire of the promisor. 

b.      Present 

If the promise and consideration take place simultaneously then it is present or executed 

consideration. An example is Peter goes to a shop, buys a bag of chips and pays for the same on-

spot. 



c.       Future 

When the consideration for a promise moves after the contract is formed, it is a future or executor. It 

is also valid if it depends on the condition. 

(iv) It must have value in the eyes of the law 

While the law allows the parties to decide an ‘adequate’ consideration for them, it must be real and 

have value in the eyes of law. While the Court will not consider inadequacy, it will look at it to 

determine if the consent was given by the party with free-will or not. 

(v) It should be over and above the Promisors’ existing obligations 

If the promisor is already obligated either by his promise or law to perform or abstain from a certain 

act, then it is not a good consideration for a promise. 

(vi) It cannot be Unlawful 

A consideration that is against the law or public policies is not valid. 

AGREEMENTS WITHOUT CONSIDERATION 

Consideration is an integral part of a contract. The rules of consideration state that it is essential to 

have consideration for a contract. But there are some specific exceptions to the “No consideration 

no contract” rule.  

Exceptions to the ‘No Consideration No Contract’ Rule 

Section 25 also lists the exceptions under which the rule of no consideration no contract 

Natural Love and Affection 



If an agreement is in writing and registered between two parties in close relation (like blood 

relatives or spouse), based on natural love and affection, then such an agreement is enforceable even 

without consideration. 

Past Voluntary Services 

If a person has done a voluntary service in the past and the beneficiary promises to pay at a later 

date, then the contract is binding provided: 

• The service was rendered voluntarily in the past 

• It was rendered to the promisor 

• The promisor was in existence when the voluntary service was done (especially important 

when the promisor is an organization) 

• The promisor showed his willingness to compensate the voluntary service 

 

Promise to pay a Time-Barred Debt 

If a person makes a promise in writing signed by him or his authorized agent about paying a 

time-barred debt, then it is valid despite there being no consideration. The promise can be 

made to pay the debt wholly or in part. 

Creation of an Agency 

According to section 185 of the Indian Contract Act, 1872, no consideration is necessary to create 

an agency. 

Gifts 

The rule of no consideration no contract does not apply to gifts. Explanation (1) to Section 25 of the 

Indian Contract Act, 1872 states that the rule of an agreement without consideration being void does 

not apply to gifts made by a donor and accepted by a donee. 



Bailment 

Section 148 of the Indian Contract Act, 1872, defines bailment as the delivery of goods from one 

person to another for some purpose. This delivery is made upon a contract that post accomplishment 

of the purpose, the goods will either be returned or disposed of, according to the directions of the 

person delivering them. No consideration is required to effect a contract of bailment. 

Charity 

If a person undertakes a liability on the promise of another to contribute to charity, then the contract 

is valid. In this case, the no consideration no contract rule does not apply. 

CAPACITY TO CONTRACT 

One of the most essential elements of a valid contract is the competence of the parties to 

make a contract. Section 11 of the Indian Contract Act, 1872, defines the capacity to contract 

of a person to be dependent on three aspects; attaining the age of majority, being of sound 

mind, and not disqualified from entering into a contract by any law that he is subject to 

Capacity to Contract 

According to Section 11, “Every person is competent to contract who is of the age of majority 

according to the law to which he is subject, and who is of sound mind and is not disqualified from 

contracting by any law to which he is subject.” 

Three main aspects: 

1. Attaining the age of majority 

2. Being of sound mind 

3. Not disqualified from entering into a contract by any law that he is subject to 



1] Attaining the Age of Majority 

According to the Indian Majority Act, 1875, the age of majority in India is defined as 18 years. For 

the purpose of entering into a contract, even a day less than this age disqualifies the person from 

being a party to the contract. Any person, domiciled in India, who has not attained the age of 18 

years is termed as a minor. 

A Contract made with a Minor is Void 

Since any person less than 18 years of age does not have the capacity to contract, any agreement 

made with a minor is void ab-initio (from the beginning). 

A Minor can be a Beneficiary of a Contract 

While a minor cannot enter a contract, he can be the beneficiary of one. Section 30 of the Indian 

Partnership Act, 1932, also specifies that while a minor cannot become a partner in the partnership 

firm, the benefits of the firm can be extended to him. 

Contract by Guardian 

Under certain circumstances, a guardian of a minor can enter into a valid contract on behalf of the 

minor. Such a contract, which the guardian enters into, for the benefit of the minor, can also be 

enforced by the minor. 

Insolvency 

A minor cannot be declared insolvent as he cannot avail debts. Also, if some dues are pending from 

the properties of the minor and he is not personally liable for the same. 

Joint contract by a Minor and an Adult 

In case of a joint contract between an adult and a minor, executed by the guardian on behalf of the 

minor, the liability of the contract falls on the adult. 



2] Person of Sound Mind 

According to Section 12 of the Indian Contract Act, 1872, for the purpose of entering into a 

contract, a person is said to be of sound mind if he is capable of understanding the contract and 

being able to assess its effects upon his interests. 

It is important to note that a person who is usually of an unsound mind, but occasionally of a sound 

mind, can enter a contract when he is of sound mind. No person can enter a contract when he is of 

unsound mind, even if he is so temporarily. A contract made by a person of an unsound mind is 

void. 

3] Disqualified Persons 

Apart from minors and people with unsound minds, there are other people who cannot enter into a 

contract. i.e. do not have the capacity to contract. The reasons for disqualification can include, 

political status, legal status, etc. Some such persons are foreign sovereigns and ambassadors, alien 

enemy, convicts, insolvents, etc. 

CONTINGENT CONTRACTS 

Contracts are of different types. Since people can get into various kinds of agreement for 

performance or non-performance of certain acts. One way of understanding contracts is by dividing 

them into two types: Absolute and Contingent. Let us take a detailed look at contingent contracts. 

An absolute contract is one where the promisor performs the contract without any condition. 

Contingent contracts, on the other hand, are the ones where the promisor performs his obligation 

only when certain conditions are met. 

If you look at the contracts of insurance, indemnity or guarantee, they have one thing in common – 

they create an obligation on the promisor if an event which is collateral to the contract does or does 

not happen. 



Under Section 31 of the Indian Contract Act, 1872, contingent contracts are defined as follows: “If 

two or more parties enter into a contract to do or not do something, if an event which is collateral to 

the contract does or does not happen, then it is a contingent contract.” 

Essentials of Contingent Contracts 

1] Depends on happening or non-happening of a certain event 

The contract is contingent on the happening or the non-happening of a certain event. 

2] The event is collateral to the contract 

It is important that the event is not a part of the contract. It cannot be the performance promised or 

a consideration for a promise. 

3] The event should not be a mere will of the promisor 

The event cannot be a wish of the promisor. 

4] The event should be uncertain 

If the event is sure to happen, then the contract is due to be performed. This is not a contingent 

contract. The event should be uncertain. 

Enforcement of Contingent Contracts 

Sections 32 – 36 of the Indian Contract Act, 1872, list certain rules for the enforcement of a 

contingent contract. 

Rule # 1 – Contracts Contingent on the happening of an Event 

A contingent contract might be based on the happening of an uncertain future event. In such cases, 

the promisor is liable to do or not do something if the event happens. However, the contract cannot 

be enforced by law unless the event takes place. If the happening of the event becomes impossible, 



then the contingent contract is void. This rule is specified in Section 32 of the Indian Contract Act, 

1872. 

Rule # 2 – Contracts Contingent on an Event not happening 

A contingent contract might be based on the non-happening of an uncertain future event. In such 

cases, the promisor is liable to do or not do something if the event does not happen. However, the 

contract cannot be enforced by law unless happening of the event becomes impossible. If the event 

takes place, then the contingent contract is void. This rule is specified in Section 33 of the Indian 

Contract Act, 1872. 

Rule # 3 – Contracts contingent on the conduct of a living person who does something to make 

the event or conduct as impossible of happening 

Section 34 of the Indian Contract Act, 1872 states that if a contract is a contingent upon how a 

person will act at a future time, then the event is considered impossible when the person does 

anything which makes it impossible for the event to happen. 

Rule # 4 – Contracts Contingent on an Event happening within a Specific Time 

There can be a contingent contract wherein a party promises to do or not do something if a future 

uncertain event happens within a fixed time. Such a contract is void if the event does not happen 

and the time lapses. It is also void if before the time fixed, the happening of the event becomes 

impossible. This rule is specified in Section 35 of the Indian Contract Act, 1872. 

Rule # 5 – Contracts Contingent on an Event not happening within a Specific Time 

Contingent contracts might be based on the non-happening of an uncertain future event within a 

fixed time.  

QUASI CONTRACT 

Can there be a contract without offer, acceptance, consideration, etc? Well, yes there can be such a 

contract based on social responsibility. We call such contracts quasi contract.  



The word ‘Quasi’ means pseudo. Hence, a Quasi contract is a pseudo-contract. When we talk about 

a valid contact we expect it to have certain elements like offer and acceptance, consideration, the 

capacity to contract, and free will. But there are other types of contracts as well. 

There are cases where the law implies a promise and imposes obligations on one party while 

conferring rights to the other even when the basic elements of a contract are not present. These 

promises are not legal contracts, but the Court recognizes them as relations resembling a contract 

and enforces them like a contract. 

Features of a Quasi Contract 

1. It is usually a right to money and is generally (not always) to a liquated sum of money 

2. The right is not an outcome of an agreement but is imposed by law. 

3. The right is not available against everyone in the world but only against a specific person(s). 

Hence it resembles a contractual right. 

Sections 68 – 72 of the Indian Contract Act, 1872 detail five circumstances under which a Quasi 

contract comes to exist. Remember, there is no real contract between the parties and the law 

imposes the contractual liability due to the peculiar circumstances. 

Section 68 – Necessaries Supplied to Persons Incapable of Contracting 

Imagine a person incapable of entering into a contract like a lunatic or a minor. If a person supplies 

necessaries suited to the condition in life of such a person, then he can get reimbursement from the 

property of the incapable person 

Section 68 – Necessaries Supplied to Persons Incapable of Contracting 

Imagine a person incapable of entering into a contract like a lunatic or a minor. If a person supplies 

necessaries suited to the condition in life of such a person, then he can get reimbursement from the 

property of the incapable person 



Section 70 – Obligation of Person enjoying the benefits of a Non-Gratuitous Act 

Imagine a person lawfully doing something or delivering something to someone without the 

intention of doing so gratuitously and the other person enjoying the benefits of the act done or goods 

delivered. In such a case, the other person is liable to pay compensation to the former for the act, or 

goods received. This compensation can be in money or the other person can, if possible, restore the 

thing done or delivered. 

However, the plaintiff must prove that: 

• The act that is done or thing delivered was lawful 

• He did not do so gratuitously 

• The other person enjoyed the benefits 

Section 71 – Responsibility of Finder of Goods 

If a person finds goods that belong to someone else and takes them into his custody, then he has to 

adhere to the following responsibilities: 

• Take care of the goods as a person of regular prudence 

• No right to appropriate the goods 

• Restore the goods to the owner (if found) 

Section 72 – Money paid by Mistake or Under Coercion 

If a person receives money or goods by mistake or under coercion, then he is liable to repay or 

return it. 

PERFORMANCE OF CONTRACT 

The term ‘Performance of contract‘ means that both, the promisor, and the promisee have 

fulfilled their respective obligations, which the contract placed upon them. For instance, Avisits a 



stationery shop to buy a calculator. The shopkeeper delivers the calculator and A pays the price. 

The contract is said to have been discharged by mutual performance. 

 

Promises bind the representatives of the promisor in case of the death of the latter before 

performance, unless a contrary intention appears in the contract. 

Thus, it is the primary duty of each contracting party to either perform or offer to perform its 

promise. For performance to be effective, the courts expect it to be exact and complete, i.e., the 

same must match the contractual obligations. However, where under the provisions of the 

Contract Act or any other law, the performance can be dispensed with or excused, a party is 

absolved from such a responsibility. 

 

Types of Performance 

Performance, as an action of the performing may be actual or attempted. 

Actual Performance 

When a promisor to a contract has fulfilled his obligation in accordance with the terms of the 

contract, the promise is said to have been actually performed. Actual performance gives a 

discharge to the contract and the liability of the promisor ceases to exist. For example, A agrees 

to deliver10 bags of cement at B’s factory and B promises to pay the price on delivery. A 

delivers the cement on the due date and B makes the payment. This is actual performance. 

Substantial Performance 

This is where the work agreed upon is almost finished. The court then orders that the money 

must be paid, but deducts the amount needed to correct minor existing defect. Substantial 

performance is applicable only if the contract is not an entire contract and is severable. The 

rationale behind creating the doctrine of substantial performance is to avoid the possibility of one 

party evading his liabilities by claiming that the contract has not been completely performed. 

However, what is deemed to be substantial performance is a question of fact to be decided in 

both the case. It will largely depend on what remains undone and its value in comparison to the 

contract as a whole. 



Partial Performance 

This is where one of the parties has performed the contract, but not completely, and the other 

side has shown willingness to accept the part performed. Partial performance may occur where 

there is shortfall on delivery of goods or where a service is not fully carried out. 

There is a thin line of difference between substantial and partial performance. The two following 

points would help in distinguishing the two types of performance. 

Partial performance must be accepted by the other party. In other words, the party who is at 

the receiving end of the partial performance has a genuine choice whether to accept or reject. 

Substantial performance, on the other hand, is legally enforceable against the other party. 

Payment is made on a different basis from that for substantial performance. It is made on 

quantum meruit, which literally means as much as is deserved. So, for example, if half of the 

work has been completed, half of the negotiated money would be payable. In case of substantial 

performance, the party that has performed can recover the amount appropriate to what has been 

done under the contract, provided that the contract is not an entire contract. The price is thus, 

often payable in such circumstances, and the sum deducted represents the cost of repairing 

defective workmanship. 

Attempted Performance 

When the performance has become due, it is sometimes sufficient if the promisor offers to 

perform his obligation under the contract. This offer is known as attempted performance or more 

commonly as tender. Thus, tender is an offer of performance, which of course, complies with the 

terms of the contract. If goods are tendered by the seller but refused by the buyer, the seller is 

discharged from further liability, given that the goods are in accordance with the contract as to 

quantity and quality, and he may sue the buyer for.breach of contract if he so desires. The 

rationale being that when a person offers to perform, he is ready, willing and capable to perform. 

Accordingly, a tender of performance may operate as a substitute for actual performance, and 

can effect a complete discharge. 

 

 



DISCHARGE OF A CONTRACT 

A contract creates certain obligations on one or all parties involved. The discharge of a contract 

happens when these obligations come to an end. There are many ways in which a contract is 

discharged.  

Contracts can come to an end in the following ways: 

• By Performance 

• By agreement or by consent 

• By promise failing to offer facilities for performance 

• By breach of contract 

• By impossibility of performance 

• By death 

• By refusing tender of performance 

• By unauthorized material alteration of the contract 

• Discharge by lapse of time 

• By operation of law 

When the contract is formed by agreement, it may also be discharged or terminated through 

agreement, subject to the conditions of the contract. The agreement to extinguish or terminate the 

contract itself becomes a binding contract if supported by consideration or made under seal. The 

following are three main types of discharges: 

• Bilateral Discharge: The contract will be mutually discharged where the parties agree 

to release one another from any further obligations existing from the original contract. 

The contract is discharged despite the parties failing to fully or partially discharge all 

their obligations. 

• Accord and Satisfaction: Accord and satisfaction occurs where one party accords the 

release of another party, who is in breach of the original agreement, from its 

obligations in return for the satisfaction for the performance of another obligation. 



• Unilateral Discharge: Unilateral Discharge occurs where one party has completed its 

part of the bargain and agrees to release the other party from its outstanding obligations 

under the contract. The agreement is only binding if supported by consideration or made 

under seal. 

Types of Discharge by Agreement or Consent 

As per Section 62 of the Indian Contract Act, 1872 whose heading is – Effect of novation, 

rescission, and alteration of contract, “If the parties to a contract agree to substitute a new 

contract for it, or to rescind or alter it, the original contract need not be performed. 

The 6 types through which discharge of contract through agreement or consent could take place 

are: 

• Novation 

• Rescission 

• Alteration 

• Remission 

• Waiver 

• Merger 

Novation 

Novation takes place when either a new contract is substituted for an existing one between the 

same parties, or, a contract between two parties is rescinded in consideration of a new contract 

being entered into on the same terms between one of the parties and a third party. 

Rescission 

Section 62 of the Indian Contract Act also permits the parties to rescind their contract. The 

Supreme Court allowed the parties to rescind under this section a contract for sale of forest 



coupes because of substantial variance between the particulars of quantity and quality of timber 

held out at the time of the auction and the timber actually available. 

Alteration 

Section 62 of the Indian Contract Act, 1872 defines alteration. Alteration of a contract may take 

place when one or more of the terms of the contract is/are altered by mutual consent of the 

parties to the contract. In such a case the old contract is discharged. 

Remission 

A promisee can forgo or transmit the execution of guarantee of an agreement, completely or to 

some degree. He can likewise expand the time concurred for the execution of the equivalent. 

Waiver 

Waiver signifies “Surrendering” the rights. At the point when involved with the agreement 

relinquishes or postpones his rights, the agreement is released. Here, both the gatherings 

commonly concur that they will never again be bound by the agreement. It adds up to an arrival 

of gatherings from their legally binding commitments. 

What is a Waiver? 

Waiver implies an individual surrendering a few or the majority of their legitimate rights under 

an agreement. There is more than one path by which a privilege might be postponed, and a 

waiver can happen either deliberately or unexpectedly. 



Merger 

An agreement additionally stands released through a merger that happens when a substandard 

right accumulating to party in an argument amalgamates into the better right resulting than a 

similar gathering. 

REMEDIES TO BREACH OF CONTRACT 

A contract can be said to be breached or broken when either of the parties fails or refuses to 

perform his obligations, or his promise under the contract. Therefore, it can be said that when a 

binding agreement is not honoured by one or more parties by non-performance of his promise, 

the agreement can be said to be breached. 

Introduction 

Parties to a contract are legally expected to perform their respective obligations, so naturally, the 

law frowns upon a breach by either party. Therefore, as soon as one party commits a breach of 

the contract, the law grants to the other party three remedies. 

1. Damages for the loss sustained, or  

2. A decree for specific performance, or  

3. An injunction. 

The laws relating to damages are governed by the Contract Act, whereas the laws relating to 

injunctions and specific performance are governed by the Specific Relief Act, 1963 

When one of the party commits a breach of the contract, the other party becomes entitled to any 

of the following reliefs: 

1. Rescission of the contract. 

2. Damages for the loss suffered. 

3. Suit for the specific performance. 



4. Suit upon quantum meruit. 

5. Suit for injunction. 

1. Rescission of the Contract 

When one of the parties commits breach of contract, other party shall further treat the contract as 

void or rescinded. When the contract is rescinded, the affected party is automatically discharged 

from all the commitments under the contract. 

Sec. 64 of the Act provides that the party who rescinds the voidable contract, shall if he has 

received any benefit there under from the other party, restore such benefit to the person from 

whom it was received. Further, the person who rightfully rescinds the contract is entitled to 

compensation for any damage he faced from non-fulfillment of contract. 

2. Damages for the loss suffered 

The term “Damages” means monetary compensation payable by the defaulting party to the 

affected party for the loss suffered by him when contract was breached. Therefore, the aggrieved 

party may bring an action for damages against the party who is guilty of the breach of contract. 

The party who is guilty of breach is liable to pay damages to the aggrieved party. The main 

purpose of awarding damages is to put the injured person in as good a position as he would have 

been if performance had been rendered as promised. Therefore, the aggrieved party can recover 

the actual damages and nothing more. Exemplary damages can be awarded only when the 

feelings of the injured party are considered. 

Types of Damages 

There are four types of damages, which.can be claimed by the aggrieved party. 

1. Ordinary Damages or General Damages: Damages that arise in the ordinary course of 

events from the breach of contract are called ordinary damages. 

2. Special Damages: Special damages are those damages that are payable for the loss 

arising on account of some special or unusual circumstances. That is, they are not due to 

the natural and probable consequences of the breach of the contract. 



3. Exemplary or Vindictive Damages: These damages are awarded against the party who 

has committed a breach of the contract with the object of punishing the erring as 

defaulting party and to compensate the aggrieved party. 

4. Nominal Damages: Nominal damages are awarded to the aggrieved party when there is 

only technical violation of the legal rights. Here no substantial loss is caused. These 

damages are very small in amount. They are awarded simply to recognize the right of the 

party to claim damages for the, breach of the contract. 

Sometimes, the damages are not an adequate remedy for breach of the contract. In such 

cases, the Court may, at the suit of the party not in breach, direct the patty in breach to 

carry out his promise as per the terms of the contract. This is known as specific 

performance of the contract. 

Some of the cases where Court may direct specific performance are as follows: 

1. When the act agreed to be done is such that compensation in money, for its non-performance 

could not afford adequate relief. 

2. When there exists no standard for determining the actual damages caused due to the non-

performance of the contract. 

However, specific performance shall not be granted in the following cases: 

1. Where the damages are an adequate relief,. 

2. Where the contract is determinable in its nature. 

3. Where the contract involves personal nature. 

4. Where the Courts cannot supervise the carrying out of the contract. 

5. Where the contract is not fair and just. 
 

4. Suit upon Quantum Meruit 

In literal sense, the expression “Quantum Meruit” means, “as much as earned “. In legal sense, it 

means payment in proportion to the work done. This principle provides for the payment of 

compensation under certain circumstances, to a person who has offered the goods or services to 

the other party under a contract, which under certain circumstance, could not be fully performed. 



Cases for Claim on Quantum Meruit 

1. Where the work, which has been done and accepted under a contract, is subsequently 

discovered to be void – Here the party who has effected part of the contract can rightfully the 

amount for the work he has done. And the party, who accepts and reaps the benefit under such 

contract, must make compensation to the other party. 

2. Where one party abandons or refuses to perform the whole contract. Here the compensation 

for the work done may be recovered on the basis of quantum meruit. 

3. Where something is done without any intention to do gratuitously. In such cases, the other 

person is bound to make the payment if he accepts such services or goods, or enjoys their 

benefit. 

4. Where the contract is divisible and the party has enjoyed the benefits of the work done – In 

such cases, the party in default may sue on quantum meruit if the other party has enjoyed the 

benefits of the part performance. 

5. Suit for Injunction 

The term”Injunction” may be defined as an order of the Court instructing a person to refrain 

from doing some act that has been the subject-matter of contract. Where a party has promised not 

to do something and he does it, and thereby commits a breach of contract, the aggrieved party 

may, seek the protection of the Court under certain circumstances and obtain an injunction. 


