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The Indian Contract Act, 1872_
Unit -2 Consideration

What is Consideration? Explain the legal rules regarding valid consideration.
(Nou. 2019)

OR
What is Consideration? Explain the essentials of a valid consideration.

A) Introduction:

When a party to an agreement promises to do something, he must get ‘something’ in
retuyn. This something is defined as consideration. Consideration is based on the term
“quid-pro quo” which means “something in return”. When a person makes a promise
to another, he does so with an intention to derive some “aduantage” from him. This
act to do or to refrain from doing something is known as consideration.

Thus,_ every contract consists of two parts, viz.,, promise and consideration for the
promise.

Secti d) defines consideration 1

“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 an act or abstinence or promise is called consideration
for the promise”.

Legal Rules regarding Consideration / Essentials of a 1 fg_llg C ohsi deration:
The following are the essentials of a valid co;_]s'td'ergtiuh, N oL e

N ;I_ .t

Consideration must move at the dp;iré_nf_ tie p_m;_ré:
Consideration must be offered by:the, promisee or, the third party at the desire or
request of the promisor. This implies‘return” element of consideration. An act done at
the desire of a third party is not a cansideration.

Case Law: In Durga Prasad v. Baldeo, D (defendant) promised to pay to P (plaintiff) c
certain commission ot articles which would be sold through their agency in a market.
Market was cunstmctgﬂ by P at the desire of the C (Collector), and not at the desire of
the D. D was not bound to pay as it was without consideration and hence void.

nsideration e from prom or son:
Consideration may moue from promisee or if the promisor has no objection from any
other person. According to the definition of consideration as given in section 2 (d)
makes that proposition clear. According to the definition, when at the desire of the
promisor, the promisee or any other person does something such an act Is
consideration.
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Case Law:
n Chinnayya us. Ramayya: An old lady made a gift of her property to her dqughler

with a direction to pay a certain sum of money to the .muternul uncle by way
annuity. The daughter did not, however, pay the annuity and the uncle g4 o

recover it. It was held that there was sufficient consideration for the uncle to fecoyg
the money from the daughter.

Consideration can be executed or executory:
A consideration which consists in the performance of an act is said to be executeq
When it consists in a promise, it is said to be executory. The promise by one party may

be the consideration for an act by some other party, and vice versa.

Example: A pays < 5,000 to B and B promises to deliver to him a certain quantity of
wheat within a month. In this case, A paus the amount, whereas B merely makes g
promise. Therefore, the consideration paid by A is executed, whereas the consideratigp
promised by B is executory.

ratio e u
The consideration may be past, present or future. This is clearly indicated by the
words, used in the definition of consideration given in the Act. The words used are:-

“....... has done or abstained from doing (past), or does or abstains from doing
(present), or promises to do or to abstain from doing (future), something ......."

When consideration for the present promise is given in the past it is the past
consideration. S

Example: ‘A’ performed some seruvices to ‘B’ at _his.,;jé'%irg. hfté]' u"ﬁiaelg, ‘8" promises to
compensate ‘A’ for the work done by him. It is,said to' be'past conisideration and A can
sue B for recouvering the promised money: AR A
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Consideration need not be adeguate: 3 ] |

Consideration need not to be _Ildhgh_pih[ti;iﬂ!gr"unlue. It need not be approximately of
equal value with the promise forwhich, it.is exchanged but it must be something which
the law would régurd_'_g's having some value. Something in return need not be equal to

something given. -

[
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The adequacy of the consideration is for the parties to consider at the time of making
the agreement, not for the Court when it is sought to be enforced.

According to Explanation 2 to Section 25 of the Indian Contract Act, 1872, an
agreement to which the consent of the promisor is freely given is not void merely
because the consideration is inadequate but the inadequacy of the consideration may
be taken into account by the Court in determining the question whether the consent of
the promisor was freely given.

Consideration must be real and not illusory :

Consideration must be real and must not be illusory. It must be something to which
I —
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or phgsitutlu impossible i is not

Examples: A man promises to discoper treasure

by magic, :
live again. This transaction cap pe Y magic, bring

ing the d
said to be void as it is i1 : -

as valid consideration
Example: ABC Ltd. promises to give job to My, X in
payment of X 50,000 is void qs th

a Government bank inst

€ Promise is opposed to ' aaains

Consideration for an act wh
consideration :

The performance of an qct b
cannot be consideration

i | n
4 @ person who is legally bound to perform the same
for a mntrj:lct* Hence, a promise to Pay money to a witness is
consideration, Hence, such q contract is void for want of

But where a person promises to do more that he is le
provided it is not opposed to pu

gally bound to do, such a promise
blic policy, is a q
vague or uncertain,

00d consideration. It should not be

Stranger to contract cannot sue, but a stranger to g mr:isiq:rathn can sue. Explain
OR ¢ N L e

Write a note on Doctrine of Privity of Contracts, | °. -

Since a contract is a priuutg._relnﬁpnﬁhig:i"-hetweelf};pdﬁies who make it. The rights and
obligations under such a contract are_strictly confined to them. This is known as
doctrine or privity of cnntrr.'l'tt_: I't'-i.t.__ a general rule of law that a person who is not a
party to the centract canhot sue, The'rule is Stranger to contract cannot sue, but a
stranger to a consideration can sue.

Example: P who is indebted to Q, sells his property to R and R promises to pay off the
debt amount to Q. If R fails to pay, then in such situation Q has no right to sue, as R is
a stranger to contract,

The oforesaid rule, that stran
privity of contract”

ger to a contract cannot sue is hnown as a “doctrine of
stranger to a contra

» 18 however, subject to certain exceptions. In other words, even a
Ct may enforce a claim in the following cases:

Beneficlaries in case of trust:
A beneficiary can en

force his right under the trust, though he was not a party to the
tontract between t

he settler and the trustee. For example if there is an agreement
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hetween A and B whereby to secure ST e

party to the agreement can enforce it.

if the terms of the settlement are reduced i,

in the case of a family settlement,
writing, the mem

may enforce the agreement.

Example: Two brothers X and Y agreed to pug'nn allowum;e u{ ¥ 20,000 to mother g
partition of joint properties. But later they denied to abide by it.

Held: Their mother although stranger to contract can require their sons for such

allowance in the court of law.

as ertal ria : o
In the case of certain marriage contracts / urrungemeqts, a provision may be made TI'F‘t:':r
the benefit of a person, he may file the suit though he is not a party to the agreement.

Example: Mr. X's wife deserted him for ill-treating her. Mr. X promised his wife’s
father Mr. Puri that he will treat her properly or else pay her monthly allowance. _But
she was again ill-treated by her husband. Held, she has all right to sue Mr. X against

the contract made between Mr. X and Mr. Puri even though she was stranger to
contract.

Assignment of Contract : Do
In the case of assignment of a contract, when the benefit under.a tentract has been
assigned, the assignee can enforce the contract for uarjous béne’fi};--tt_}_ai* would accrue

to him, on account of the assignment. For exgihlp[a:m tase. of déath or insoluency an
assignee can enforce the contract, .-~ G UG 5

Acknowledgement or estoppets : Y

Where the promisor by his canduct i:l,g:hﬁdélt_g_l.e'ﬂges himself as an agent of the third
party, it would result into a binding obligation towards third party.

Example: If L gives to M? 20,000 to be given to N, and M informs N that he is holding

the money for him;'-._ll__::ut-,lufter'wurds M refuses to pay the money. N will be entitled to
recover the same from the former i.e. M.

Covenants with land :
In the case of covenant running wit |
ks Tt e e @ with the land, the person who purchases land with

. is bound by certain duties affecting land. t nt
offecting the land may be enforced by the successor of the gller. g land, the covend

bers of family who originally had not been parties to the settleme, 13-
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Contracts made by agent :
The principal can enforce the contracts entered by his agent where the agent has acted
within the scope of his authority and in the name of the principal.

“No consideration, No Contract” Comment. State the exceptions to this rule.
OR
Discuss “Agreements made without consideration are void.” Are there any

exceptions to this rule? (May 2018, Jan. 2021, Dec. 2022)

A) No Consideration No Contract;

Consideration is one of the essential elements to support a valid contract. When a
party to an agreement promises to do something, he must get ‘Something’ in return.
If he does not get something in return, the contract is not valid. This ‘Semething is
defined as consideration. Therefore, an agreement without consideration is void and
cannot become a contract. This law is described in the phrase : “No consideration No

contract” or in Latin phrases as “Nudum Pactum” or “Ex Nudo Pacto non oritur action”
i.e. Agreements without consideration are void.

Exceptions to the rule of consideration :-
However, the Indian Contract Act contains certain exceptions to this rule. In the

following cases, the agreement though made without consideration, will be valid and
enforceable.

An agreement made on account atural love and ion_section 25 (1) :
When an agreement is made in writing and registered under the law and is made out

of natural louve and affection between the parties standing in a near relation to each
other, no consideration is required in such a case E.g. on agreement between a father
and his son, or between a husband and wife. '

Conditions to be fulfilled under section 25(1)

(i) It must be made out of natural love and affection between the pumes

(i) Parties must stand in near relutmnshlp to eu{h nther_

(iil) It must be in writing.

(iu) It must also be registered under.the lmu

Example: A out of natural love und qﬁqﬂlq_ﬁ’-prnmises to give his newly wedded
daughter- in -law a golden necklace worth T 5,00,000. ‘A" made the promise in writing
and signed it and registered. The agreement is valid.

Compensation paid for past voluntary services :

A promise to compensate, wholly or in part, a person who has already voluntarily
done something for the promisor, is enforceable under Section 25(2). In order that a
promise to pay for the past voluntary services be binding, the following essential
factors must exist:

The seruices should haue been rendered voluntarily.

The seruices must haue been rendered for the promisor.

The promisor must be in existence at the time when services were rendered.
The promisor must haue intended to compensate the promisee.

L R




Example: P finds R’s wallet and gives it to him. R promises to give P ¥ 10,000. This s o
valid contract.

Promise to pau time barred debt : _
Where a promise in writing signed by the person maRing it or by his authorised agent,

is made to pay a debt barred by limitation it is valid without consideration.
The debt is barred by limitation if it remains unpaid or unclaimed for a period of three
years.

Example: A is indebted to C for ¥ 60,000 but the debt is barred by the Limitation. A

sign a written promise now to pay Z 50,000 in final settlement of the debt. This is a
contract without consideration, but enforceable.

According to Section 185 of the Indian Contract Act, 1872, no consideration is necessary
to create an agency.

case o d

In case of completed gifts, the rule no considerati
Explanation (1) to Section 25 states “nothing
between the donor and donee, of an

on no contract does not applu.
any consideration.

in this section shall affect the validity as
U gift actually made.” T__hus,. gifts do not require

In case of Bailment : R s
Bnilment‘is a contract where goods are deliu{ei’é}i«f_&f &xp&niﬁulqﬂifﬁﬁfﬁnse and once the
purpose is serugd. goods are to be retumed b‘q;_ﬁ':'%'r'l-;_'ia_-[g"@:e...-tm varties bailor omd
bailee. No consideration is requirgd to.affect a.contract, of bailment

of Charitu : 11\ \ 1.-] ,{._-" b
If a promisee undnrtnhes"‘-th‘é'ﬂ,iﬁﬁiufg gnthe promise
C 2 , Y of the pe i
charity, there the qpmru‘g:t\-;hﬁl_!,.hﬂ,u&iid f PETson 1o contribute:
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