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CONTRACT-1 (Old/New Batch) (100 Marks)

Q.No. 1. Define 'contract' and explain the essentials of a valid contract. 

Solution : The Indian Contract Act, 1872, defines a contract as "an agreement enforceable by law".

An agreement, in turn, is defined as “every promise and every set of promises, forming the consideration for each other” [Section 2e].

Essentials of a valid contract :

These essentials, largely derived from Section 10 of the Indian Contract Act, 1872, are :

1) Offer and Acceptance :

	There must be a clear and definite offer from one party (the 'offeror') expressing their willingness to do or abstain from doing something, with a view to obtaining the assent of the other party.







	The other party (the 'offeree') must then provide an unqualified and unequivocal acceptance of that offer.

	Both the offer and acceptance must be "consensus ad idem," meaning both parties must agree to the same thing in the same sense.




Case law : Lalman Shukla v. Gauri Datt (1913)

{Please note : Refer (Hybrid book) Testbook / guide for case laws explanation– G. SHIVAPRAKASH IYER}



2) Intention to Create Legal Relations :


❖  The parties must intend for their agreement to have legal consequences and to be legally binding.


❖  Agreements of a social or domestic nature typically lack this intention and are therefore not considered contracts (e.g., an agreement to go to the movies with a friend).


Balfour v. Balfour [1919]



3) Lawful Consideration :


›  Consideration is essentially "something in return" or the price for the promise made. It refers to the benefit or detriment that each party exchanges.


›  It does not necessarily have to be monetary but must be real, lawful, and have some value in the eyes of the law.

›  An agreement without consideration is generally void, with some exceptions.

Durga Prasad v. Baldeo (1880)



4) Capacity of Parties (Competency to Contract) :


✓  The parties entering into the contract must be competent to contract. According to Section 11 of the Indian Contract Act, every person is competent to contract if they :


	Are of the age of majority (18 years in India, except where a guardian has been appointed by a court, then 21 years).

	Are of sound mind.

	Are not disqualified from contracting by any law to which they are subject (e.g., insolvents, alien enemies).

	Contracts with minors are generally void ab initio (void from the beginning).



Mohori Bibee v. Dharmodas Ghose (1903)





5) Free Consent : 


✓  The consent of the parties to the agreement must be free and genuine. Consent is considered "free" when it is not caused by:

✓  Coercion (threatening or using force).

✓  Undue Influence (one party in a dominant position uses that position to obtain unfair advantage).

✓  Fraud (intentional misrepresentation of facts). Derry v. Peek (1889)

✓  Misrepresentation (unintentional misstatement of facts).

✓  Mistake (a fundamental error regarding a material fact in the contract).

✓  If consent is not free, the contract may be voidable at the option of the aggrieved party.



2) Define 'consideration' and explain the essentials of consideration with reference to decided cases. 

Solution : consideration is what each party to a contract gives up or promises to do (or not to do) in exchange for the other party’s promise. It’s the mutual exchange of value that underpins a contract.

Essentials of Valid Consideration :

BASED ON LEGAL PRINCIPLES and decided cases, the following are the essential elements of a valid consideration :

	It Must Move at the Desire of the Promisor: Consideration must be provided at the request or desire of the promisor, not voluntarily or at the instance of a third party.



Durga Prasad v. Baldeo (1880).


	It May Move From the Promisee or Any Other Person (Under Indian Law): Unlike English law, Indian law allows consideration to move from the promisee or any other person (a stranger to consideration), as long as it is at the desire of the promisor.







	It Can Be Past, Present, or Future:


	Past Consideration: When something has already been done or suffered before the promise is made. While generally not valid in English law, it is recognized under Indian law.




❖  (Illustrative of Past Consideration in India): If A renders some service to B at B's request, and later B promises to pay A for that service, A's past service can be considered valid consideration for B's promise.



	Present (Executed) Consideration: When an act is done in exchange for a promise simultaneously with the promise. This is a common form of consideration (e.g., buying something from a shop and paying immediately).







	Future (Executory) Consideration: When promises are exchanged for future performance. Both parties promise to do something in the future.







	It Must Be Lawful: The consideration must not be forbidden by law, fraudulent, immoral, or opposed to public policy. If the consideration is unlawful, the agreement becomes void.







	It Must Be Real and Possible: The consideration must be something that is capable of being performed and not illusory or impossible.



Example: A promise to find a hidden treasure by magic would not be valid consideration as it’s impossible.



	It Need Not Be Adequate : The law generally does not concern itself with the adequacy of consideration, as long as it has some value in the eyes of the law. Even a nominal consideration can be sufficient if it is freely agreed upon by the parties.



Consideration is the backbone of a valid contract, ensuring that promises are not gratuitous but are part of a bargained-for exchange, making them legally binding.



3) Explain the provisions relating to legality of object and consideration.


Solution : Section 23 of the Indian Contract Act, 1872: Legality of Object and Consideration. 

Section 23 states that the consideration or object of an agreement is lawful, unless:


	It is forbidden by law :




❖  This means that if the law specifically prohibits an act, an agreement to do that act will be void. This includes acts forbidden by the Indian Penal Code, special laws, or any regulations having the force of law.


❖  Example: An agreement to commit a crime (e.g., murder, theft) is forbidden by law, and thus, its object and consideration are unlawful, making the agreement void.

❖  Pearce v. Brooks (1866)



	It is of such a nature that, if permitted, it would defeat the provisions of any law :




›  Even if an act is not directly prohibited, if allowing it would undermine the purpose or intention of a law, the consideration or object will be unlawful. This aims to prevent agreements that indirectly circumvent legal provisions.


›  Example : An agreement to pay a public servant money to influence an official decision would defeat the provisions of laws against corruption.


›  Case Law : In Sita Ram v. Radhey Shyam (1960)




Q. No. 4. Explain in brief the various modes of discharge of contracts.

Solution : Main modes of discharge of a contract :

1) Discharge by Performance:

Actual Performance : This is the most common way a contract is discharged. It occurs when both parties have completely fulfilled their respective obligations according to the terms of the contract. The performance must be precise and inaccordance with the agreement.

2) Discharge by Agreement or Consent :

A contract, being a result of an agreement, can also be discharged by the mutual agreement of the parties.

This includes :


✓  Novation : This involves substituting a new contract for the old one. The new contract can be between the same parties or involve new parties. The original contract is discharged as a result of the novation.

✓  Rescission : This occurs when all parties mutually agree to cancel the contract. The original contract is terminated, and the parties are released from their obligations.



3) Discharge by Impossibility of Performance (Frustration) :

A contract can be discharged if the performance becomes impossible or unlawful after the contract is made, due to circumstances beyond the control of the parties. This is often referred to as the doctrine of frustration.

4) Discharge by Lapse of Time :

A contract may be discharged if it is not performed within the period stipulated by the Limitation Act. If a party fails to take legal action within the prescribed time limit, their right to sue for breach of contract is extinguished, effectively discharging the contract.

5) Discharge by Breach of Contract:

If one party to a contract fails to perform their obligations, or repudiates the contract (indicates their intention not to perform), the other party may have grounds to treat the contract as discharged.

›  Actual Breach : Occurs when a party fails to perform their obligation when performance is due.

›  Anticipatory Breach : Occurs when a party, before the date of performance, clearly indicates that they will not perform their obligations. The innocent party can either treat the contract as discharged immediately and sue for damages or wait until the due date and then take action.

Q. No












	A, a tradesman, leaves goods at B's house by mistake. B treats the goods as his own. B is bound to pay for them.

	If a coolie carries your luggage to the railway platform without being asked, but you allow him to do so and he completes the task, you are bound to pay him for his services.
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