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Business law  

CHAPTER -I 

Meaning of law: 

The word `law` is a general term and has different connotations for different 

people, e.g, 

1. A citizen may think of law as a set of rules which he must obey. 

2. A lawyer who practices law may think of law as a vocation. 

3. A legislator may look as something created by him. 

4.  A judge may think of law as guiding principles to be applied in making 

decisions. 

 OBJECT OF  LAW 

 The object of law is order, and the result of order is that men are enabled to 

look ahead with some sort of security as to the future. Although human actions 

cannot be reduced to the uniformities of nature, man have yet endeavoured to 

reproduce by law something approaching to this uniformity. 

  

NATURE OF MERCANTILE LAW 

 The term ‘Mercantile Law’ is used to denote that branch of law which is 

concerned with such matters as are usually the subject of what may be called 

mercantile transactions. 

SOURCES OF MERCANTILE LAW 

 The bulk of the Indian Mercantile Law is based on, and follows, the English 

Mercantile Law. In the absence of any specific law, usage or custom on a 

particular point arising before a court, rules of the English Law, i.e.,  of justice, 
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equity and good conscience, are applied. The Court in India are. However, 

selective in the application of the English Law. 

  

CHAPTER -II 

 

NATURE OF CONTRACT 

Object of the law of contract 

 The Law of Contract is that branch of law which determines the 

circumstances in which promises made by the parties to a contract shall be legally 

binding on them. Its rules define the remedies that are available in a court of law 

against a person who fails to perform his contract, and the condition under which 

the remedies are available. It is the most important branch of  business law. 

DEFINITION OF CONTRACT 

 A contract is an agreement made between two or more parties which the law 

will enforce. Sec.2(h) defines contract as an agreement enforciable by law. This 

definition is based on Pollock`s definition which is as follows: “Every agreement 

and promises enforceable at law isa contract”. 

ESSENTIAL ELEMENTS OF A VALID CONTRACT\ 

➢ Offer and acceptance:  

➢ Intention to create legal relationship: 

➢ Lawful Consideration:  

➢ Capacity of parties-competency: 

➢ Lawful object:   

➢ Agreement not declared void 

➢ Certainty and possibility of performance:  

➢ Legal formalities 

Offer and acceptance:  
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There must be two parties to an agreement, i.e., one party making the offer and 

other party accepting it. 

 

 

Intention to create legal relationship: 

 When the two parties enter into an agreement, their intention must be to create 

legal relationship between them 

 

Lawful Consideration:  

An agreement to be enforceable by law must be supported by consideration. 

‘Consideration’ means an advantage or benefit moving from one party to the 

other. It is the essence of a bargain.  In simple words, it means ‘something in 

return’. The agreement is legally enforceable only when both the parties give 

something and get something in return. 

Capacity of parties-competency: 

 The parties to the agreement must be capable of entering into a valid contract. 

Free and genuine consent: It is essential to the creation of every contract that 

there must be free and  genuine consent of  the parties to the agreement. 

Lawful object:   

The object of the agreement must be lawful. In  other words, it means that the 

object must not be (a)illegal, (b)immoral, (c)opposed to public policy. If an 

agreement suffers from any legal flaw, it would not be enforceable by law. 

 

Agreement not declared void:  

The agreement must not have been expressly declared void by law in force in 

the country. 
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Certainty and possibility of performance:  

The agreement must be certain and not vague or indefinite. If it is vague and it 

is not possible to ascertain its meaning, it cannot be enforced. 

Legal formalities:  

A contract may be made by words spoken or written. As regards the legal 

effects, there is no difference between a contract in writing and a contract made 

by word of  mouth. It is, however, in the interest of the parties that the contract 

should be in writing. 

 

CLASSIFICATION OF CONTRACTS 

Void agreement- An agreement not enforceable by law 

Valid agreement- A contract which ceases to be enforceable by law. 

Voidable contract-  A contract which is enforceable by law at the option of 

one party thereto, but not at the option of the other. 

Illegal agreement-  An agreement which involves the transgression of some 

rule of basic public policy and is criminal in nature or immoral. It is not only 

void as between the immediate parties but it also taints the collateral transaction 

with illegality. 

Express contract- A contract in which the terms as stated in words by the 

parties. 

Implied contract-  A contract which is inferred from the circumstances of the 

case or from the conduct of the parties. 

Quasi-contract- An obligation created by law,regardless of agreement. 

Executed contract-  A contract which is wholly performed by both the parties. 

Executory contract-  A contract in which the promises of both the parties have 

yet to be performed. 
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Partly executor, partly executed-  A  contract in which one party has 

performed his obligation, but the other party has yet to perform his obligation. 

Unilateral contract- A contract in which only one party has yet to perform his 

obligation. 

Bilateral contract-  A contract in which both the parties have yet to perform 

their obligation. 

 

CHAPTER -III 

 

OFFER 

OFFER 

An offer is an undertaking by the offeror to be contractually bound in the event 

of a proper acceptance of the offer by the offeree. It may be made by express 

words spoken or written, or it may be implied when it is infereed from the 

conduct of the offeror or for the circumstances of the case.  It is specific when it 

is made to a particular person, and general when it is made to the world at large. 

In the former case, it is called a specific offer; in the latter case, it is called a 

general offer. 

Legal rules as to offer  

(1) It must be intended to create legal relations.  

(2)It must be certain.  

(3)It must be distinguish from (a)a declaration of intention, and (b)and 

invitation to make offer 

 (4) It must be communicated to the offeree 

.(5) It must be made with a view to obtaining the assent of the offeree. 
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(6)It must  not contain a term the non-compliance of which would amount to 

acceptance.  

(7)A statement of  price is not an offer. 

Lapse of offer  

An offer lapses or comes to end-  

(1)By communication of notice of termination of offer to the offeree.  

(2) By lapse of the specified or reasonable time. 

 (3) By death or insanity of the offeror. 

 (4)By a counter-offer. Counter-offer is an offer to the original offer 

.(5) By not being accepted according to the prescribed or usual mode. 

 (6)By non-fulfilment of a condition precedent. 

Communication of offer, acceptance and revocation The communication 

of a proposal is complete when it comes to the knowledge of the person to 

whom it is made. The communication of an acceptance is complete- as against 

the prosper when it is put into a course of transmission to him, as so to be out of 

the power of the acceptor; as against the acceptor, when it comes to the 

knowledge of the proposer.  

The communication of a revocation is complete- as against the person who 

makes it, when it is put into a course of transmission to the person to whom it is 

made so as to be out of the power of the person who makes it, as against the 

person to whom it is made, when it comes to his knowledge. 

 

Special terms of offer These must be brought to the notice of the other 

party before the acceptance of the offer otherwise the acceptance the acceptor 

will not be  bound by such terms. Where the acceptor knows that there are some 

special terms, and his attention is drawn to them, he is bound by them if he 

accepts the offer. 



PAPER CODE: 16CCCCM6 CLASS:II YEAR 
  

9 
 

Contract by telephone or telex It has the same effect as oral agreement 

entered into between the parties when they are face to face. 

     

 

ACCEPTANCE 

Legal rules as to acceptance  

1.It must be absolute and unqualified.  

2. It must be communicated to the offeror. 

 3.It must be according to the prescribed or usal mode.  

4.It must be given within the prescribed or reasonable time.  

5.It must show an intention to fulfill the promise.  

6.It cannot precede an offer. 

 7.It must be given by the specific person to whom the offer is made. If the 

offer is general, it may be accepted by any person 

 8.It must be given before the offer lapses.  

9.Mental acceptance is no acceptance. 

Effect of silence on acceptance The acceptance of an offer cannot be 

implied from the silence of the offeree unless the offeree has by his previous 

conduct indicated  that his silence means that he accepts. 

Acceptance subject to control An acceptance subject to contract means that 

the parties do not intend to be bound until a formal contract is prepared and 

signed by them. 

Agreement to agree in future It the parties have not agreed upon the terms 

of their agreement but have agreed to agree in future, there is no contract. 

 



PAPER CODE: 16CCCCM6 CLASS:II YEAR 
  

10 
 

 

 

 

CHAPTER –IV 

CONSIDERATION 

Consideration means something in return. It is the price for which the promise of 

the other is bought. It must result in a benefit to the promisor and/ or a detriment to 

the promisee or both sec.2(d) defines it as follows: “When at the desire of the 

promisor, the promises or any other person has done or abstained from doing, or 

does or abstains from doing something, such act or abstinence or promise is called 

a consideration for the promise” 

 Legal rules as to consideration  1.It is essential to support every contract. 

2.It must move at the desire of the promisor. 3.It may move from the promise  or 

any other person. 4.It may be past, present or future. 5.It need not be adequate. 6.It 

must be real and not illusory. 7.It must not be something which the promisor is 

already legally or contractually bound to do. 8.It must not be illegally, immoral or 

opposed to public policy. 

 Stranger to contract The general rule is that a stranger to a contract cannot 

sue. But he may sue where- (1)a trust or change is created in some specific 

immovable property in favour of him; (2)a provision is made in a marriage 

settlement, partition or family arrangement for his benefit; (3)there is an 

acknowledgment of a liability by the promisor or the promisor constitute himself 

as agent; (4)he is the assignee of rights and benefits under a contract not involving 

personal skill;(5)he enters into a contract through an agent; and (6)there are 

convenants running with the land.   

 An agreement made without consideration to void The following are the 

exceptions to this rule, i.e., no consideration is required in case of  

(1)a written and registered agreement based on natural love and affection between 

parties standing in a near relation to each other [sec25(1)];  
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(2)a promises to compensate, wholly or in part, a person who has already 

voluntarily done something for the promise [sec25(2)]; 

 (3)a promise by a debtor to pay a time-barred debt if it is made in writing and is 

signed by the debtor or by his agent [sec25(3)];  

(4)an agency[sec185];  

(5)a completed gift. 

CHAPTER –V 

CAPACITY TO CONTRACT 

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. 

 1.Minor A minor is a person who has not complete eighteen years of age. 

But where a guardian has been appointed to a minor under the guardian and wards 

act or where a minor is under the guardianship of the court of wards, he attains 

majority at the age of twenty-one. The position as regards his agreements is so 

follows: 

(1)His agreement is altogether void and inoperative.  

(2)He can be a promise or a beneficiary in a contract. 

 (3)His estate is liable for the necessary goods supplied or necessary services 

rendered to him or to anyone whom he is legally bound to support or for necessary 

lent to him to buy necessaries. 

(4)He may enter into contracts of apprenticeship, services education and 

instruction provided these are beneficialy for him. 

(5)He can be an agent.  

(6)He cannot be a partner. But he can be admitted to the benefits of an already 

existing partnership with the consent of the other partners.  
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(7) If he has received any benefit under a void agreement, he cannot be asked to 

compensate or pay for it.  

(8)The court never orders specific performance of his agreements.  

(9)He can always plead minority and is not stopped from doing so even when he 

enters into an agreement by falsely misrepresenting his age.  

(10)He cannotbe adjudged insolvent. 

 2.Persons of unsound mind 1. Lunatics: A lunatic can enter into a contract 

when he is of sound mind. 2.Drunken or intoxicated persons: Their position is 

similar to that of lunatics. 3.Idiots: An agreement of an idiot like that of a minor is 

altogether void. 

These persons, like a minor, are liable for necessaries supplied to them or other 

minor dependents. 

 3.Other persons Alien enemies, During the war an Indian citizen cannot 

enter into a contract with an alien enemy. Contracts made before the war are either 

suspended or dissolved. 

Foreign sovereigns and accredited representatives of foreign state: They can enter 

into contracts and enforce these contracts in our courts. But they cannot be sued in 

our courts without the prior sanctions of the central government. 

Corporations: The contractual capacity of a statutory corporations is limited by the 

statute governing it. As regards a company registered under the companies 

act,1956,its contractual capacity is regulated by its Memorandum  of Association 

and the Companies Act,1956. 

Insolvents: When a debtor is adjudged insolvent, he is deprived of his power to 

deal in his property divisible among his creditors. 

Convicts: A convict when undergoing imprisonment is incapable of entering into a 

contract.   
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CHAPTER-6 

FREE CONSENT 

Free Consent 

There have to be two parties to a contract, who willingly and knowingly enter into an 

agreement. But how does the law determine if the parties are both these things?This is 

where the concept of free consent comes in. Let us learn more about free consent and 

the elements vitiating free consent. 

 Free Consent 

In the Indian Contract Act, the definition of Consent is given in Section 13, which 

states that “it is when two or more persons agree upon the same thing and in the same 

sense”. So the two people must agree to something in the same sense as well. Let’s 

say for example A agrees to sell his car to B. A owns three cars and wants to sell the 

Maruti. B thinks he is buying his Honda. Here A and B have not agreed upon the 

same thing in the same sense. Hence there is no consent and subsequently no 

contract. 

Now Free Consent has been defined in Section 14 of the Act. The section says that 

consent is considered free consent when it is not caused or affected by the following, 

1. Coercion 

2. Undue Influence 

3. Fraud 

4. Misrepresentation 

5. Mistake 

https://www.toppr.com/guides/general-knowledge/modern-indian-history/indian-freedom-movement/
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Elements Vitiating Free Consent 

Let us take a look at these elements individually that impair the free consent of either 

party. 

1] Coercion (Section 15) 

Coercion means using force to compel a person to enter into a contract. So force or 

threats are used to obtain the consent of the party under coercion, i.e it is not free 

consent. Section 15 of the Act describes coercion as 

• committing or threatening to commit any act forbidden by the law in the IPC 

• unlawfully detaining or threatening to detain any property with the intention of 

causing any person to enter into a contract 

For example, A threatens to hurt B if he does not sell his house to A for 5 lakh 

rupees. Here even if B sells the house to A, it will not be a valid contract since B’s 

consent was obtained by coercion. 

• ommitting or threatening to commit any act forbidden by the law in the IPC 

• unlawfully detaining or threatening to detain any property with the intention of 

causing any person to enter into a contract 

For example, A threatens to hurt B if he does not sell his house to A for 5 lakh 

rupees. Here even if B sells the house to A, it will not be a valid contract since B’s 

consent was obtained by coercion. 

Now the effect of coercion is that it makes the contract voidable. This means the 

contract is voidable at the option of the party whose consent was not free. So the 

aggravated party will decide whether to perform the contract or to void the contract. 

So in the above example, if B still wishes, the contract can go ahead. 

Also, if any monies have been paid or goods delivered under coercion must be repaid 

or returned once the contract is void. And the burden of proof proving coercion will 

be on the party who wants to avoid the contract. So the aggravated party will have to 

prove the coercion, i.e. prove that his consent was not freely given. 

Who Performs the Contract? 

https://www.toppr.com/guides/chemistry/classification-of-elements-and-periodicity-in-properties/elements/
https://www.toppr.com/guides/legal-aptitude/indian-penal-code/elements-of-crime/
https://www.toppr.com/guides/legal-aptitude/indian-penal-code/elements-of-crime/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-ii/who-performs-the-contract/
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Undue Influence (Section 16) 

Section 16 of the Act contains the definition of undue influence. It states that when 

the relations between the two parties are such that one party is in a position to 

dominate the other party, and uses such influence to obtain an unfair advantage of the 

other party it will be undue influence. 

The section also further describes how the person can abuse his authority in the 

following two ways, 

• When a person holds real or even apparent authority over the other person. Or if 

he is in a fiduciary relationship with the other person 

• He makes a contract with a person whose mental capacity is affected by age, 

illness or distress. The unsoundness of mind can be temporary or permanent 

Say for example A sold his gold watch for only Rs 500/- to his teacher B after his 

teacher promised him good grades. Here the consent of A (adult) is not freely given, 

he was under the influence of his teacher. 

Now undue influence to be evident the dominant party must have the objective to 

take advantage of the other party. If influence is wielded to benefit the other party it 

will not be undue influence. But if consent is not free due to undue influence, 

the contract becomes voidable at the option of the aggravated party. And the burden 

of proof will be on the dominant party to prove the absence of influence. 

Legality of Object and Consideration 

Fraud (Section 17) 

Fraud means deceit by one of the parties, i.e. when one of the parties deliberately 

makes false statements. So the misrepresentation is done with full knowledge that it 

is not true, or recklessly without checking for the trueness, this is said to be 

fraudulent. It absolutely impairs free consent. 

So according to Section 17,  a fraud is when a party convinces another to enter into 

an agreement by making statements that are 

https://www.toppr.com/guides/fundamentals-of-economics-and-management/organising/authority-responsibility-and-accountability/
https://www.toppr.com/guides/maths/relations-and-functions/types-of-relations/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-i/what-is-a-contract/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-ii/legality-of-object-and-consideration/
https://www.toppr.com/guides/maths/statistics/mean/
https://www.toppr.com/guides/reasoning-ability/statements/statements-and-assumptions/
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• suggesting a fact that is not true, and he does not believe it to be true 

• the active concealment of facts 

• a promise made without any intention of performing it 

• any other such act fitted to deceive 

Let us take a look at an example. A bought a horse from B. B claims the horse can be 

used on the farm. Turns out the horse is lame and A cannot use him on his farm. Here 

B knowingly deceived A and this will amount to fraud. 

One factor to consider is that the aggravated party should suffer from some 

actual loss due to the fraud. There is no fraud without damages. Also, the false 

statement must be a fact, not an opinion. In the above example if B had said his horse 

is better than C’s this would be an opinion, not a fact. And it would not amount to 

fraud. 

Performance of Reciprocal Promise 

Misrepresentation (Section 18) 

Misrepresentation is also when a party makes a representation that is false, 

inaccurate, incorrect, etc. The difference here is the misrepresentation is innocent, i.e. 

not intentional. The party making the statement believes it to be true. 

Misrepresentation can be of three types 

• A person makes a positive assertion believing it to be true 

• Any breach of duty gives the person committing it an advantage by misleading 

another. But the breach of duty is without any intent to deceive 

• when one party causes the other party to make a mistake as to the 

subject matter of the contract. But this is done innocently and not intentionally. 

 

 

https://www.toppr.com/guides/maths/compairing-quantities/profit-and-loss/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-ii/performance-of-reciprocal-promise/
https://www.toppr.com/guides/chemistry/some-basic-concepts-of-chemistry/nature-of-matter/
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CHAPTER -7 

Legality of Object 

Legality of Object and Consideration 

For a contract to be a valid contract two things are absolutely essential – lawful 

object and lawful consideration. So the Indian Contract Act gives us the parameters 

that make up such lawful consideration and objects of a contract. Let us take a look at 

the legality of object and consideration of a contract. 

Lawful Consideration and Lawful Object 

Section 23 of the Indian Contract Act clearly states that the consideration and/or 

object of a contract are considered lawful consideration and/or object unless they are 

specifically forbidden by lawof such a nature that they would defeat the purpose of 

the laware fraudulentinvolve injury to any other person or property the courts 

regard them as immoralare opposed to public policy. 

So lawful consideration and/or lawful object cannot contain any of the above. Let us 

take a more in detail look at each of them. 

1] Forbidden by Law 

When the object of a contract or the consideration of a contract is prohibited by law, 

then they are not lawful consideration or object anymore. They then become 

unlawful in nature. And so such a contract cannot be valid anymore. 

Unlawful consideration of object includes acts that are specifically punishable by the 

law. This also includes those that the appropriate authorities prohibit via rules and 

regulations. But if the rules made by such authorities are not in tandem with the law 

than these will not apply. 

https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-i/what-is-a-contract/
https://www.toppr.com/guides/business-laws/indian-contract-act-1872-part-i/legal-rules-regarding-consideration/
https://www.toppr.com/guides/commercial-knowledge/government-policies-for-business-growth/policy-decisions-and-goals/
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Let us see an example. A received a license from the Forest Department to cut the 

grass of a certain area. The authorities at the department told him he cannot pass on 

such interest to another person. But the Forest Act has no such statute. So A sold his 

interest to B and the contract was held as valid. 

2] Consideration or Object Defeats the Provision of the Law 

This means if the contract is trying to defeat the intention of the law. If the courts find 

that the real intention of the parties to the agreement is to defeat the provisionsof the 

law, it will put aside the said contract. Say for example  A and B enter into an 

agreement, where A is the debtor, that B will not plead limitation. This, however, is 

done to defeat the intention of the Limitation Act, and so the courts can rule the 

contract as void due to unlawful object. 

3] Fraudulent Consideration or Object 

Lawful consideration or object can never be fraudulent. Agreements entered into 

containing unlawful fraudulent consideration or object are void by nature. Say for 

example A decides to sell goods to B and smuggle them outside the country. This is a 

fraudulent transaction as so it is void. Now B cannot recover the money under the 

law if A does not deliver on his promise. 

4] Defeats any Rules in Effect 

If the consideration or the object is against any rules in effect in the country for the 

time being, then they will not be lawful consideration or objects. And so the contract 

thus formed will not be valid. 

5] When they involve Injury to another Person or Property 

In legal terms, an injury means to a criminal and harmful wrong done to another 

person. So if the object or the consideration of the contract does harm to another 

person or property, this will amount to unlawful consideration. Say for example a 

contract to publish a book that is a violation of another person’s copyright would be 

void. This is because the consideration here is unlawful and injures another person’s 

property, i.e. his copyright. 

https://www.toppr.com/guides/accountancy/depreciation-provision-and-reserves/provisions/
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6] When Consideration is Immoral 

If the object or the consideration are regarded by the court as immoral, then such 

object and consideration are immoral. Say for example A lent money to B to obtain a 

divorce from her husband C. It was agreed once B obtains the divorce A would 

marry her. But the court passed the judgement that A cannot recover money from B 

since the contract is void on account of unlawful consideration. 

7] Consideration is Opposed to Public Policy 

For the good of the community, we restrict certain contracts in the name of public 

policy. But we do not use public policy in a wide sense in this matter. If that was the 

case it would curtail individual freedom of people to enter into contracts. So for the 

purpose of lawful consideration and object public policy is used in a limited scope. 

We only focus on public policy under the law. 

So let us look at some agreements that are opposed to public policy, 

1. Trading with the Enemy: Entering into an agreement with a person from a 

country with whom India is at war, void be a void agreement. For example, a 

trader entering into a contract with a Pakistani national during the Kargil war. 

2. Stifling Prosecution: This is a pervasion of the natural course of law, and such 

contracts are void. For example, A agrees to sell land to B if he does not 

participate in the criminal proceedings against him. 

3. Maintainance and Champerty: Maintainance agreement is when a person 

promises to maintain a suit in which he has no real interest. And champerty is 

when a person agrees to assist another party in litigation for a portion of the 

damages or proceeds. 

4. An Agreement to Traffic in Public Offices 

5. Agreements to create Monopolies 

6. An agreement to brokerage marriage for rewards 

https://www.toppr.com/guides/reasoning-ability/statements/judgements/
https://www.toppr.com/guides/fundamentals-of-accounting/accounting-process/types-of-accounts/
https://www.toppr.com/guides/commercial-knowledge/government-policies-for-business-growth/public-policy-and-its-features/
https://www.toppr.com/guides/commercial-knowledge/government-policies-for-business-growth/public-policy-and-its-features/
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7. Interfering with the Courts: An agreement whose object is to induce 

a judicialor state officials to act corruptly and interfere with legal proceedings 
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CHAPTER -8 

Contingent contract 

Contacts  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. 

For example, in a life insurance contract, the insurer pays a certain amount if the 

insured dies under certain conditions. The insurer is not called into action until the 

event of the death of the insured happens. This is a contingent contract. 

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.” 

Example: Peter is a private insurer and enters into a contract with John for fire 

insurance of John’s house. According to the terms, Peter agrees to pay John an 

amount of Rs 5 lakh if his house is burnt against an annual premium of Rs 5,000. 

This is a contingent contract. 

Here, the burning of the house is neither a performance promised as a part of the 

contract nor a consideration. Peter’s liability arises only when the collateral event 

occurs. 
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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. 

These said events can be precedent or subsequent, this will not matter. Say for 

example Peter promises to pay John Rs 5,000 if the Rajdhani Express reaches Delhi 

on time. This is a contingent 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. 

Peter enters into a contract with John and promises to deliver 5 television sets to him. 

John promises to pay him Rs 75,000 upon delivery. This is NOT a contingent 

contract since John’s obligation depends on the event which is a part of the contract 

(delivery of TV sets) and not a collateral event. 

Peter enters into a contract with John and promises to deliver 5 television sets to him 

if Brazil wins the FIFA World Cup provided John pays him Rs 25,000 before the 

World Cup kicks-off. This is a contingent contract since Peter’s obligation arises only 

when Brazil wins the Cup which is a collateral event. 

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

The event cannot be a wish of the promisor. Say for example Peter promises to pay 

John Rs 5,000 if Argentina wins the FIFA World Cup provided he wants to. This is 

NOT a contingent contract. Actually, this is not a contract at all. 

Peter promises to pay John Rs 50,000 if he leaves Mumbai for Dubai on August 30, 

2018. This is a contingent contract. Going to Dubai can be within John’s will but is 

not merely his will. 

https://www.toppr.com/guides/maths/probability/event-and-its-types/
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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. 

Peter promises to pay John Rs 500 if it rains in Mumbai in the month of July 2018. 

This is not a contingent contract because in July rains are almost a certainty in 

Mumbai. 

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. 

Peter promises to pay John Rs 50,000 if he can marry Julia, the prettiest girl in the 

neighborhood. This is a contingent contract. Unfortunately, Julia dies in a car 

accident. Since the happening of the event is no longer possible, the contract is void. 

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. 

Peter promises to pay John Rs 50,000 if the ship named Titanic which leaves on a 

dangerous mission does not return. This is a contingent contract. This contract is 
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enforceable by law if the ship sinks making its return impossible. On the other hand, 

if the ship returns, then the contract is void. 

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. 

Peter promises to pay John Rs 5,000 if he marries Julia. However, Julia marries 

Oliver. Julia’s act thus renders the event of John marrying her impossible. (A divorce 

is still possible though but the happening of the event is considered impossible.) 

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. 

Peter promises to pay John Rs 5,000 if the ship named Titanic which leaves on a 

dangerous mission returns before June 01, 2019. This contract is enforceable by law 

if the ship returns within the fixed time. On the other hand, if the ship sinks, then the 

contract is void. 

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. In such cases, the promisor is liable to do or not do 

something if the event does not happen within the said time. The contract can be 

enforced by law if the fixed time has expired and the event has not happened before 

the expiry of the time. Also, if it becomes certain that the event will not happen 
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before the time has expired, then it can be enforced by law. This rule is specified in 

Section 35 of the Indian Contract Act, 1872. 

Peter promises to pay John Rs 5,000 if the ship named Titanic which leaves on a 

dangerous mission does not return before June 01, 2019. This contract is enforceable 

by law if the ship does not return within the fixed time. Also, if the ship sinks or is 

burnt, the contract is enforced by law since the return is not possible. 

Rule # 6 – Contracts Contingent on an Impossible Event 

If a contingent contract is based on the happening or non-happening of an impossible 

event, then such a contract is void. This is regardless of the fact if the parties to the 

contract are aware of the impossibility or not. This rule is specified in Section 36 of 

the Indian Contract Act, 1872. 

Peter promises to pay John Rs 50,000 if the sun rises in the west the next morning. 

This contract is void since the happening of the event is impossible. 

 

 


