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The Indian Contract Act, 1872
NATURE OF
CONTRACT

Summary Notes
By CA Ankita Patni




X [What is o Contract ?
The term contract 1s defined under sectipn 2(h)
of the Indian Contvact Act, 1872 as-

i~ " An Agrpemen’c enforvceable bg law "

The contract onsist of kbwo essenbial elements -
J an O ?Pempnt and
its anorreﬂbllly bg law

« AgRemend’

@ Rgyeement= Offer + Acieplance

B Enforceabi ity _b? law = Ao Agveement 1 become a
contract mus en?ijw riseto legul obhgahon which
means duly rceableby low.

"r%soﬁtrud: Nggrement + Enfovceubility by law

| AGREEMENT V/S CONTRACT

Meaning Every promise and every set of Agreement enforceable by law.
promises, forming the (Agreement + Legal enforceability)
consideration for each other.

‘ (Offer + Acceptance)
| Scope It's a wider term including both It is used in a narrow sense with the
legal and social agreement. specification that contract is only

| legally enforceable agreement.

| Legal obligation | It may not create legal obligation. | Necessarily creates a legal obligation.
An agreement does not always | A contract always grants certain
| grant rights to the parties rights to every party.

 Nature All agreement are not contracts. | All contracts are agreements. |




ESSENTIALS OF A VALID CONTRACT

1 | Agreement 1 | Two parties
2 | Free consent 2 | Intention to create legal
relationship

Competency of the parties Fulfilments of legal formalities

Lawful consideration Certainty of meaning

Possibility of performance

o N | (W

3
4
5 | Legal object
6 | Not expressly declared to be void [as

per Section 24 to 30 and 56] |

Thus, in order o create a valid contvack, the fo!lowing.
elements should be present -

@ Two Parties -
*  QOne cannot contvact with himself
* A contvad innvolves al least two parties-

one party making the offer & other pavty acepting it.
* A contrach mua be made by « natval peyson or

by an atificig! pervsoms.

(2) [ Paaties myst intend fo create a legal obligation -
There must be an intenbion on e pa:i of povbies
to (reate a legal velationship betw een them.

+ Sotial and domestic bype of agreements are not
enforceable in court of Jaw
* Hence thpg do not results inbb valid contvad.

L Case law - RBolfouy v BaHour

". Domestic agveement and the
porbies did not intend to create
ang |93al yelabons




@l_OLLhPr formalities to be complied with in cerlain cases -
¢ Asto legql eHects, theve is no diH erence
between a writlen contvact and contrac) made by word
of mouth.
* In cuse ol eitain, contracts some other formalities
have fo wompiled with 1o make an agveement legally
enforceable

@ (evbainiby of mﬁaninq*.—-\
o The "ugreemmt must be certain and not vagve
ov indefinite.

(5 [ Possibility of performance:-
. The terms of agreement shovld be capable of
perfovmance.

* An Agreement to do an act impossible in intself cannol

@ [Qffer and Acceplance:
* fn agreemen} is the First essential element of
a valid “conhad

(@) Lbvee_(onsent -
* Two or move persons are said  wnsent when Hwy
agree upon a some thing in sawe sense al same ime
consensvs - ad - idem




« Consent wovld be considered as free when it i nol

cavsed by coercion undue influence, trayd, misrepresenta-
-bon and mistake

O, Copacity of lhe parbies:

Y Cupauhim{(?ncgnhad means I:hejgﬂLabuhd
0 Hﬂlid onm H][l'

o LUW person is compefent to contract who-

a) is the age of mdjority I

The pevson enfﬂrmg into contract must
be of

b) Is of sond mind -
A person should be ofescundmindyi.c he
shovld be in hisasensesnso thal he undorstands the

implications ol the wntract at the time of enlering into
G contratt,

g 1s not disqualibed by law I-
A person enfermg intoa cntvact shold

b#_hl.f_ﬁhlll& in onhmg info wonbracts,

ﬂLdem,mliﬂecL
Such pevsons are andalieatenemi, Foveign soueyeigns,’
tonvicts efc

@ | consideration -

' 11 is referved tv as |quid-pro-quo| ie,
sOmekhing in velurn.




@llawﬁ:l consideraki on and Objedd -
The consideyation and object of the agreement
mus! be lawful

@ Not expmslg declared t be void -
The agreement entered into must not be which
the law declores’ o cither illegal oy void.

TYPES OF CONTRACTS

Void Contracts Implied Contract Executory Contract
Voidable Contracts Quasi- Contract Unilateral Contract Bilateral Contract
Illegal Agreements Ecom.Contracts
Unenforceable
Contracts Tacit Contract

X | On We basis of e liahlity -

(¥ [Valid Gonlracty
0 An Agyeement which is bi-ndi"ng and enfovceuble
is o valid egnbract.

* T} conlains all the essenbal elements of o valid conbracts.

@ ad Contract: |
. A void contrack is one which canno} be enfoveed

by a court of law.




* Thus, a valid conbract when cannot b performed
because o some uncalled happening, becomes void .

() \Vpidable (ontracts:
. fin ﬂgrPPthnJ which 1s enforceable by law
at the option of one or more pmties thereto, by not al
the option of the olhes 0w others 15 a voidable wntracts.
* I} may arise fym He fack tha) He conhac) may
have been brough aboul by one of the povbes by
coerdion, undve influence, fravd, Misvepresentalion and
Hene, other parky has righ) to Lreat as a woidable
contracl.

@ 1llegq| (ontracls -
" This the conract which law forbids © be made.

The cour) wi not enfovee such amtracts but also the

connected contvacls

* An illegal agreements are wid bt all void agreemenls

are not necessarily 1l'egal

@ LUneforeable Contract -
‘ Where a Contract is good in substunce by}
hetawse of technical defect ie ‘absonce in wiiting,
boried by limitation.efc one Or bolh the porties cannot
sve upon it is destribed as an unenforceable wntract.




VOID CONTRACT V/S VOIDABLE CONTRACT

Meaning

A Contract ceases to be
by law
becomes void when it
ceases to be enforceable.

enforceable

An which s

enforceable by law at the option

agreement

of one or more of the parties
thereto, but not at the option

of the other or others, is a
voidable contract.

2 Enforceability

A void contract cannot be
enforced at all.

It is enforceable only at the
option of aggrieved party and

not at the
option of other party.

3 Cause

A contract becomes void
due to change in law or
change in circumstances

beyond the
contemplation of parties.

A contract becomes a voidable
contract if the consent of a
party was not free.

Performance
| of contract

A void contract cannot be

performed.

If the aggrieved party does not,
within reasonable time, exercise
his right to avoid the contract,
any party can sue the other for
claiming the

performance of the contract.

Rights

A void confract does not
grant any legal remedy to

any party.

The party whose consent was not
free has the right to rescind the
contract within a reasonable
time. If so rescinded it becomes
a void contract. If it is not

rescinded it
becomes a valid contract.




®

®

©®

Scope A void agreement isnot An illegal agreement is always
necessarily illegal. void.

Nature Not forbidden under law. Are forbidden under law.

Punishment Parties are not liable for any Parties to illegal agreements are
punishment under the law. liable for punishment

Collateral It's not necessary that | Agreements collateral to illegal

Agreement agreements collateral to void | agreements are always void.
agreements may also be void. It
may be valid also.

+ Acontrad would be ancexpress wntvackif the terms
are express‘ecl ba.wmds Oc in w'ril:ing;

Implied Controcts:-
» Implied contracts in cantvast come inlo existence by

implicution most often the implications is by adion or conduct
by panties or course of dealings between them. -

* Torms and condibions are not known

v €g'- Where a coolie in unfovm picks up
a luggage.

Tacil Contyacts'

¢ The word tacl means silent.

* Tacit contvacts ave those that are inferred thvough

the conducl ot porties without any spoken words
or wrilten

* Tevms A condilions ave known



* eg:- sule of giveneHet to of the
fall of hammer in an auckion sale

@ | Quasi Contracts:-
. 1t is ereated by law under certam ciycumslances
* The luw creates and enfores legal vights and
obligatiuns when ng veal contract exists. @
* Such obligations are known as
quasi- racls
* egl- findey of lost goods

® [E-conbvads)
+  When a contracl is entered into by twoor more
parkies vsing ‘electronics means, such as” e-mails
is known as”e-commevce conlya cls

E-CONTRACT

* eqr ’Bug‘in% p*r?duct enlipe thwugh ----- : _i%f

an application.

@ Executed Contracl -
When the act is done or executed then the
contyact js an executed contyact.

(@ |Execotory Gontract -
‘sometimes cynsidevation is Lo be peyformed in
future only  and therefore these wntracts are described
s execvlory conbvacls




Executorg Contracts
|

| Unilateral Contract Bilateral Contract

X [Unilateral Contvact -

Unilateval Contract is one sided contract in which

ONne pa Yy has performec \s duty © u:' or Gnd
he other porly’ h;llu wislanding

X |Bilateval Contract -

A Bilateval Contvact is one where the obligalion o
promise is ‘outstanding on'the part of both the parties.

Classification
of contracts

Validity Formation Performance
Valid contract Express contract Executed contract
Volid contract Implied contract Exeutory contract
Volid contract Quasi contract Unilateral contract
lllegal contract Tacit contract Bilateral contract
—\ |
‘> ((f/: / Unenforceable

L ) contract



Prapsgal /Cfer

Essentials of a offer ave:
@ The person making the pwposal or offer is called the
“promisor” or ‘offeror’ " The person to whom the offer
is made is called the “offeree’ and the persom accepting
Ine offer is called the *promisee® or “acceplor’

@ for a valid offer, the party making it must express
his willingness “todo” o2 “not Lo do” somelhing.

(3 The willingness musk be expressed with a view Lo
oblain the Gssent of the othey panty to whom the offer
is made.

(@) An offer can be positive as well as negative

| Classification of Offer |

) v ¥ N
General | | Special | | Counter 1 (1 0s¢ \Standmg
offer OFfer offer Offey




@ (e ffey:
+  Iis an offer made to public at lmge and
hence anyone cun accept and do the desived act.

G g
ball (o.
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.....
B THE QARBORIC EmoKE naLe,

@ SPEC‘I f‘ic I Spe(fﬂl OFFET = e
: When the offey is made lo a specific

oy an ascertained person., it is known as specfic offer

* Spex hic oHer can be uftepl‘ed or‘lly bg that SPGtTH‘Pd pevsom
to whom the offer has been made.

@ (voss offer:-
" When two pasties exchange identical offers in
|gnovance at the time of each other’'s olfcr, the offer are
called cross offers

* There is no binding ontract 15 such a case because offer

made by a person cannoh be comstvved as ‘acceptan ce of
the anobhers offer.

(4) LCounter_offert-
»  When the offeree offers to qualiHPd acteptance of
lne offer. subject v moditications and vaviatons in the
lerms of onginal offer, he is sald o have made
: #Un ter o'Her amounts 1o vejection of orginal
olrer.




(5) Standing ov continuin g o1 _ppen offer -
> Pn offer which is allowed 1o remain open

for accoptance over a period of lime is known as
standing oy ntinuing o1 open offer.

Essentials of o valid Contract

®I . m“g‘t be capable OF CTEatiﬂg |23a| relations'-
+ Offer must be such as in law is capable of being

acepled ang 1"“‘"3 tise to_legal velationship
*  sodial invitation, even iF itis accepted , does nol create

IPgal relabions becavse itis not so intended.

(2|1l must be certain , dehnite and not vaguer-
o 1F the terms of an offer arevague o indefinite,
iLs acceptance cannol create any onlractval velationship.

@Mbg communicated 10 fhe offevee:

* fn offer, o be compelete , must be commimicated
to the person o whomit is made, othevwise theve can be no
aceptance of it,

* in ‘aceplance of an olfer, in ignorance of the oHfer, is
not acceplance and does not conler any right on the
acceptor.

Case law:-| Lalman Shvkla V. GrauriDytt




© %t must be made with a view lo obtaining the assent
0 -

* And not merdy with a view 6 disclosing the
intention of making an olter

®) |1t may be conditional -
* " fin oifer can be made subject 10 any terms and
condibions bg the oHeror.

© OEFeThSPhOUId not contain a teym the non-compliance
ol _which amount lo acpptance:-

* Thus, one cannol say that If accoptance is not

communicated bg a certain time the offer would be

considered as ucrepled.

@ [Mme offer may be either specific ov general -

The offer may be express orimglied:-
@ Offey is diffevent hrom |-

@ A mere statement of intention -
eg'- Alather wrote his son about his wish
of making him the owner of all his
property “is mere a statement of intention.




@ An invilation {o offer:
 1n case of aninvitation to make an offer"
the pevson making the invitation does not make an offer
rather tvites Ihe olher parby 1o make an offer.
* His objective is to send out the invitatim that he is
willing to deal with any person who on the basis of
suth”invitation  is veady to enter mto contract with
hm subject Lo final levms and onditions

A stalement of priceis not an offerr
*  Quoting the price of a product does nol

conshbtvte it an offer.

@ N meve communication of infor mation*

*| following are examples of invitation to offer Lo buy
ovsell -

® An invitalion by o company Lo the public Lo subscribe
fov it Sha‘i?e&od -
@ Displayof goods fov salein shop windows.
ﬂduevthi'ln auction sales and P
Quotation” of prices sent in reply
quey regmdma prices.



Ditfevence between OHer and An Invitation to Offer

Meaning

Intention of the
parties

Section 2(a) of the Act, an offer is
the final expression of willingness
by the offeror to be bound by the
offer should the other party
chooses to accept it.

If a person who makes the
statement has the intention to be
bound by it as soon as the other
accepts, he is making an offer.

Where a party without |
expressing his final willingness |
proposes certain terms on
which he is willing to negotiate
he does not make an offer, but
only invites the other party to |
make an of fer on those terms.
If a person has the intention of |
negotiating on terms it is called |
invitation to offer

Sequence

An offer cannot be an act
precedent to invitation to offer

_*

Acceptance:-

Definition of Acceptancer

An invitation to of fer is always |
an act precedent to offer

Acceptance

\-

k v

s .\
s

b
-

-

Relab

ship bet

* The offer can be withdrawnjust before it 15 accepled

» Acceplance converts the oHer into o promise and then
itis T late to vevoke if.
* offer in itself cunnot create any legal relationshi
bot it is the acceplance bg the offeree which CTPﬂfPJ
a legal velationship.



. ch’rding o Sir wilham Anson ’1\’
b Acrﬁplanre to offer what a Iighiecl malch is fo a

brain of gun powder”

* This means as soon as the train of gun powder is lighted

it wold explode. Train of qun powder Coffer] 'ini)‘spl?is

inet., butikis the lighted match Lacceptance] which

cavses gun powder lo” explode.

Rule : Offer once accepted cannot be revoked
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— "“An acceptance to an offer is what a lighted match is to a train of gun -
powder”
Likewise, once acceptance is given to an offer, only a contract can
happen and thus offer cannot be revoked

legal Rules regurding a valid acceptance:-

@ | Acreptance can be given only by the person to whom
offgy is made:

* In case of speific offer, it can be accepted only by
the pevson o whom it is made.
CUSP ,ﬂlU o BOU".TJTI \S. :ﬁmej (L) [Tones | . Hod Beglar Bosiness " Brocklehorst |

[ Creditor dealings ebLoY

‘ ) Brocklehuyst | «—4ld Busines 5 [Boulten)
.. Held, as theoffer was made | e i
tg BOUltUn, mﬁe was no @I':]Ei@ Smlﬂméﬂoin s | Offer was vewiewed b

bout tom a5 we was the
contyact between bowlton and

New wner
[ |
;Tﬁ'ﬂe.s L___sent the gnaris |




* In case of geneval offer it can be aepled by any pevson
who has the knowledge of tne offer
(Catli vs. Corbolic ‘smote ball co. Um)]

(2) |Acceptance must be absolvte and vngualified -
' Aueptance is valid only when it is absolute and
Uﬂqvﬂ“ﬁﬁj- A zzwmo . B
Case law - Neale Vs. Merret ] i) Tand 7 (oflr)

Case law t= Union of India v. Bahulal |

The Acceplance musl be communicoled -
* o conclude a contract between the parties,

the aceptance must be communicated
(ase law:- fBTquen vs. Metropolitan yailway (0.

(9| Acceptan ce must be in prescribed mode -
: Where the mode of acceplance is prescribed in the
proposal , it must be acepted 1n thal manner.

) [Time-
Acceptance must be within the specified time limit.
if any. and it no lime i stipulated , acreptante must be

glven within the reasonable time and beforethe offer lupses.

© [Mexe silence is not acceptance:-
+ The arw&:tane of an offer cannol be implied from the
silence of the olfexee oy his failyre fo answer .

@ |Acceptance must by conduct | Implied Aceplance:-




”

% | Communication of Offes and Acceptancel- ~

() [Communication of OFfer:

+ “The communication of offer is complefe when it
comes to the knowledge of the persom to whom it is made"
o Mere vecereving of the lettey is not sufficient , he must
veceieve OY vead the message contained m ihe leiter.

[offerar | OHer lefter [Offeree

¢ ThUS, rlt (an be SUmmgd UP Posled on 01)01) 22
thal when a proposal is made vp e

b PDS‘L ItS fommUﬂlcaﬁon er” When s the communicalion of offer omplete?
be fﬁmp‘l’ te thn I:hE, ,ettpr iizﬂ:éﬁﬂhmﬂﬁixs which the offeree cames to
cntaining the proposal reaches Lhe person to whom it is

mad e.

@ Communication ot Acreplance:-
o Communicahon ol aaeplance is complete :-

1) As against the proposer, when it Ts put in the covrse of
transmission to him so as [ be out of the power of the
acreptor to withdvew the same.

1)) As agu?nsf the aceplor, when it comes

o the knowledge of the proposer ==
o

* However , fromthe view poind of acceptor, ™ b
he will bound by his acceptance only s

when the letter of acreptance has
eached the proposer



X | Rewocation of Offer and acceplancer-

(3) [Revocafion of Offer - |
* The offeror cun revoke his offer before [E ™ .,

it is CI([PPt(’El. T i[%lfr'ﬁﬂ'é::j
* 1f he does so theofteree cunnot crectea s owmmes i

Tn oslor]22, i e, [he dae on whidh offevee sends his

contract By acepling the vevoked offer. it oo

Befoee 0slo 22, 12 on the dals whire aure plane
Bas been st by offeree

@ [Revocution of Acceptance:-
* | proposal cun be veyoked at any tme

before the communication of it aceplante

Is complete as against poposer. — EE ‘ Fobeon

Offent (fere

. nn qt{EPl'a nrt may be WUOde ut O er lettor on Offer |ETIIZT.¢1JN5

any time before the communicalion is .H”.u il
etier of Auceplonce

complete Gs against the aceptoy st [,

Raeplande can be vevoked
any timip before oglo Jiz

3% [ Modes of wevocation of 0Fer.

m(Bq nolice 0F vevocation:-

2J(By lapse of lime:

The tme Tor acceptance cun lapseif the aceplance
is not given within the specified thme and where no hme
is specified . then within Ihe reasonable bime

3)|By Non- ful Fiment of condition -
Where the aceptor fails to fulhl a tond: Hon
precedent o acteptance the proposal gels vevoked




4)\ By _death oy insanity -
Death or insanity of the proposer would result
in avtomabic revocalion of proposal.

5) | By counter offer-

6)| By the non- aceptance of the offer acwording to the
prescribed oy usva) mode. -

7] By Subsequml illegalily:-

X LCommynication of special conditions:-
o Sometimes there are sitvations where there are cnlracts
with special conditions.

» These special conditons are cvveyed lacdll y and the
acceptance of these conditions are also cdnveyed by Lhe
oHevee (gain fadllg ot without him realizing 13

Case law *| lily White us.Rﬂannuxwamg_l o

TAKE IT EASY



