INDIAN CONTRACT ACT,1872
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1.1 Section 11- A minor's agreement under Indian Contract Act, 1872

1.1.1is void ab initio and cannot be ratified.

1.1.2 Why the other options are legally incorrect:
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No Ratification: You cannot "ratify" (validate) something that never legally existed. Since the
original agreement was void from the start, a person cannot come of age (attain majority) and
say, "I now agree to that contract | signed when | was 15." To make the deal valid, a
completely new contract must be signed after they turn 18.

Lack of Capacity: Under Section 11 of the Indian Contract Act, 1872, a person must be of
the age of majority to be "competent to contract.” A minor lacks this legal capacity entirely.

1.1.3 In the world of contracts, this is one of the most important rules to remember. Let’'s break down
what that Latin phrase means and why it applies here.

What is 'Void ab initio'?

The term Void ab initio means "void from the beginning."

It isn't just a contract that "became” bad or one that can be cancelled.
Legally, it is treated as if the contract never existed in the first place.

The law assumes a minor (someone under 18) doesn't have the mental maturity to
understand the consequences of a legal agreement, so it protects them by making the
agreement dead on arrival.

The Landmark Case: Mohori Bibee v. Dharmodas Ghose (1903)

This is the case that every law student learns. In Indian law, this principle was famously established in
this landmark case.

1. Dharmodas Ghose, a minor, mortgaged his house to a moneylender to get a loan.

2. Later, he (through his mother) sued to cancel the mortgage, claiming he was a minor.

3. The moneylender argued that the minor should at least return the money.

4. The court held that a contract with a minor is not just "voidable" (capable of being
cancelled), but void ab initio, which means it is dead from the very beginning in the eyes of
the law.

Scenario Legal Status |[Can you recover money?
Minor buys a diamond ring. Void ab initio  ||No.
Minor signs a loan for a vacation. Void ab initio  ||No.
Shopkeeper provides milk and bread.||Quasi-Contract||Yes, but only from the minor's estate.

Summary Checklist for Exams

Capacity: A minor lacks the capacity to contract (Section 11).

Ratification: A minor cannot "ratify" (approve) a contract after they turn 18. Since it was void
from the start, a new contract must be signed.

Estoppel: There is no "estoppel" against a minor. Even if a minor lies and says they are 18,
they can still later claim they are a minor to get out of the contract.
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1.1.3 Important Exceptions & Rules

While the agreement itself is void, the law provides some protections to ensure justice isn't
completely one-sided:

Concept Legal Rule

If someone supplies a minor with "necessaries" (food, clothes, education), they are
entitled to be reimbursed from the minor's property. The minor is not personally
liable.

Necessaries
(Sec. 68)

A minor can always plead their minority as a defense, even if they lied about their

No E I
0 Estoppe age to enter the agreement.

If a minor receives a benefit under a void agreement, the court may (at its
Restitution discretion) ask the minor to restore that benefit/property to the other party, provided
it is still traceable in their possession.

1.1.4 Practical Example

If a 17-year-old signs a contract to sell their house and takes an advance of %10 lakh, the buyer
cannot sue to force the sale because the contract is void. Even if the minor turns 18 the next day, they
cannot "ratify" that old contract; the buyer's only hope is to ask the court for a refund under the
principle of equity/restitution.

When a minor intentionally misrepresents their age to enter a contract, it creates a clash between two
legal principles: the protection of minors and the prevention of fraud.

Here is how the law handles this "lying minor" scenario:
1. The Rule of "No Estoppel"

In general law, if you lie to someone and they act on that lie, you are "estopped” (prevented) from later
denying the lie. However, this does not apply to minors.

e The Shield: Even if a minor falsely claims to be 18 to get a loan, they can still stand up in
court and say, "l was actually 17." The court will allow this defense because the policy of the
law is to protect minors from their own lack of judgment.

e Legal Maxims: "Infancy is a shield, not a sword." While the minor can use it to protect
themselves, they aren't supposed to use it to cheat others—which is where restitution comes
in.

2. The Doctrine of Restitution

Since the contract is void, the court cannot order "specific performance"” (forcing the minor to follow
through). Instead, it looks at Section 33 of the Specific Relief Act, 1963.

e Restoring the Benefit: If a minor has received a specific, traceable object (like a car or a
laptop), the court can order the minor to return it to the original owner.
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e Money is Tricky: If the minor received cash and spent it on a vacation or food, the court
generally cannot order them to pay it back. Restitution only works as long as the "benefit" is
still in the minor's possession and can be identified.

e Justice for the Defrauded: If the minor is the one who goes to court to have a contract
canceled, the judge can say: "l will cancel this contract for you, but only if you return the
money/benefit you received from the other party."

3. Comparison of Scenarios

Can the minor be sued for{|Can the minor be forced to return

ituation
Situatio breach? goods?

Minor is honest about

age No. Yes, if the goods are still with them.

Yes, but only to the extent of the benefit

Minor lies about age No (No Estoppel). still held

Minor spends the

No. No (it is no longer traceable).
money

4. Liability for "Necessaries" (Section 68)

While a minor cannot be sued for a standard contract (like buying a car or a luxury watch), there is a
special rule for Necessaries under Section 68 of the Indian Contract Act:

1. If someone supplies a minor with things they actually need to survive (food, clothing, shelter,
or basic education), they can be reimbursed. However, the minor is not personally liable
(they can't be put in jail or have their future wages garnished).

2. Crucial Point: You can't sue the minor personally. You can only recover the money from the
minor’s estate/property (if they own a house or have a bank account).

1.1.5 Important Distinction: A "luxury” (like a gold watch) is not a "necessary." The shopkeeper can
only recover money for things essential to the minor's condition in life.

This is a common legal trap for adults. If a minor wants to buy a bike or take a loan, the bank will often
ask an adult (like a parent or uncle) to sign as a Guarantor (Surety).

In a normal contract, if the main person doesn't pay, the guarantor pays. But because a minor's
contract is void, the rules change significantly.

1. The General Rule (The "Void" Trap)

Under Section 128 of the Indian Contract Act, the liability of a surety is "co-extensive" with that of
the principal debtor.

e The Logic: If the main contract is void (non-existent), then the guarantee attached to it should
also be void.

e The Result: Generally, if a minor fails to pay, the guarantor can argue that since the minor's
agreement is void ab initio, there is no "debt" for the guarantor to pay.

2. The Exception (When the Adult is Liable)
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However, courts are very protective of creditors. If the adult knew the person was a minor and still
signed as a guarantor, the court often treats the adult as a Principal Debtor rather than just a surety.

e |f the guarantee contract is drafted in a way that the adult takes primary responsibility, the
adult remains liable even if the minor walks away scot-free.

1.1.6 Comparison of Liability

Party Legal Status ||Can they be sued?
The Minor Principal Debtor|[No. The contract is void.
The Adult (Surety)||Guarantor Yes, if they stood as a primary obligor or knew of the minority.

3. Joint Contracts (Minor + Adult)
If a minor and an adult jointly enter into an agreement with a third party:
e The agreement is void as far as the minor is concerned.
e The agreement is fully valid and enforceable against the adult.

The adult cannot hide behind the minor’s "void" status to escape their own share of the liability.

1.1.7 Summary of the Minor's "Superpowers™ in Law
To wrap up our discussion on minors, here is a quick summary of their unique legal position:
1. No Ratification: You can't validate a childhood mistake later.
2. No Estoppel: You can lie about your age and still use minority as a defense.
3. No Specific Performance: You can't be forced to fulfill a contract.
4

Estate Liability Only: You only pay for "necessaries" if you have property; your person is
never liable.

1.2 Doctrine of Frustration- Section 56 of the Indian Contract Act, 1872.
A contract is not frustrated by commercial impossibility.

The Doctrine of Frustration is governed by Section 56 of the Indian Contract Act, 1872. It states
that a contract becomes void when the act to be performed becomes impossible or unlawful after the
contract is made. However, the law distinguishes between "real impossibility" and "mere difficulty."

1.2.1 Why "Commercial Impossibility" is Not Frustration

Commercial impossibility means that the contract has simply become unprofitable or more expensive
to perform than expected (e.g., the price of raw materials went up, or expected profits went down).

e The Rule: A contract is not frustrated just because it has become a "bad bargain" for one
party. The parties are expected to foresee market fluctuations.

e The Landmark Case: In Satyabrata Ghose v. Mugneeram Bangur, the court clarified that if
the performance is still physically and legally possible, but just harder or more expensive, the
contract stands.
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1.2.2 Why the other options ARE Frustration

In these cases, the contract is discharged because the very foundation of the agreement has
disappeared:

e Government Restrictions: If a new law or executive order makes the act illegal (e.g., a
sudden ban on the export of a specific goods), the contract is frustrated.

e Destruction of Subject Matter: If you agree to rent a concert hall and the hall burns down,
the contract is frustrated because the object required for performance no longer exists (Case:
Taylor v. Caldwell).

1.2.3 Summary Table: When is a Contract Frustrated?

Scenario Is it Frustration? Legal Result
Physical Destruction||Yes Contract becomes Void.
Change in Law Yes Contract becomes Void.

Death/Incapacity Yes (in personal service)|[Contract becomes Void.

Rise in Prices No Contract remains Valid.

Strike/Lockout No (usually) Contract remains Valid.

To determine whether a contract is truly "dead" or just "difficult,” courts look at the Theory of Implied
Term and the Doctrine of Supervening Impossibility.

The fundamental question the judge asks is: “If the parties had seen this event coming, would they
have said, 'Obviously, if this happens, the deal is off'?”

1. The "Root of the Contract" Test
A contract is only frustrated if the event kills the fundamental purpose of the agreement.

e The Coronation Case Example (Krell v Henry): A man rented a room specifically to watch
the King’s coronation procession. The King fell ill, and the parade was cancelled.

o The Decision: The contract was frustrated. Even though the room still existed
(physical possibility), the sole purpose of the contract (the procession) had vanished.
The "root" was gone.

e The Counter-Example (Herne Bay Steamboat Co. v Hutton): A man hired a boat to see the
naval review and to cruise around the fleet. The review was cancelled.

o The Decision: The contract was not frustrated. He could still cruise around the fleet.
One purpose was gone, but the whole "root" hadn't died.

2. Theories of Frustration

Historically, two main theories explain why the law lets people out of frustrated contracts:
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e Theory of Implied Term: This assumes that the parties are reasonable people who impliedly
agreed that the contract depends on the continued existence of a certain state of affairs. (e.g.,
"I'll rent you this horse, provided the horse doesn't die before Tuesday.")

e Theory of Radical Change: Modern courts prefer this. It suggests that if the new situation
makes the obligation something totally different from what was originally signed, the parties
are discharged. It’s not about what they "implied," but about the fact that the contract is now a
different animal entirely.

3. When the Court says "No" (Self-Induced Frustration)
Frustration must be like an "Act of God" or an outside force. You cannot claim frustration if:
e It’s Your Fault: If you sink your own ship, you can't claim the shipping contract is frustrated.

e |t was Foreseeable: If you knew a law was likely to change and signed anyway, you took the
risk.

e Alternative Method exists: If the Suez Canal is closed but you can still ship goods around
Africa, the contract is not frustrated—it's just more expensive (Commercial Impossibility).

4. Consequences of Frustration (Section 65)

In India, if a contract is frustrated, it's not just "bad luck" for everyone. Section 65 of the Contract Act
mandates Restitution:

Any person who has received any advantage under such agreement or contract is bound to restore it,
or to make compensation for it, to the person from whom he received it.

Before Frustration After Frustration

Party A paid an advance of

Z50,000. Party B must refund the ¥50,000.

Party B spent 10,000 onf|in India, Party B usually cannot deduct this unless the contract
preparations. specifically allowed it.

Since the COVID-19 pandemic was one of the most significant global disruptions in modern legal
history, it provided a massive "stress test" for the Doctrine of Frustration.

While many businesses tried to use the lockdown as an excuse to get out of contracts (especially rent
and supply agreements), the Indian courts were surprisingly strict.

1. The General Rule: COVID-19 # Automatic Frustration
The courts clarified that a pandemic or a lockdown does not automatically kill every contract.

e The "Temporary" Rule: If the lockdown only caused a temporary delay or made the contract
"harder" to perform, it was not considered frustration. Frustration requires the performance to
become impossible, not just delayed.

e Lease Agreements: In the landmark case of Standard Retail Pvt. Ltd. vs. M/s. G.S.
Global Corp, the court held that since a lease is an executed contract (the possession was
already given), the tenant cannot stop paying rent just because their business was closed due
to a lockdown.
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2. Force Majeure vs. Frustration

This is where the distinction became very important during the pandemic.

Feature Force Majeure (Clause in Contract) Frustration (Section 56)

Based on what the parties wrote in the

Source
agreement.

Based on the Law (Contract Act).

Outcome [|Can lead to a suspension of the contract. [|Leads to the death of the contract.

Court's If the contract had a "Pandemic" clause,||If there was no clause, the parties had to
View the parties followed that. prove "Total Impossibility."

3. Key Judicial Takeaways (2020-2026)

e Financial Hardship: The Supreme Court reiterated that "financial inability" to pay due to a
lockdown is Commercial Impossibility (Option A in your previous question) and does not
qualify as frustration.

e The "Equitable™ Approach: In some cases, like Halliburton Offshore Services vs. Vedanta,
the court granted "interim protection” (like a temporary stay on bank guarantees) because the
lockdown was an "unprecedented" event, but they still didn't declare the contracts frustrated.

e Sector Specifics: For sectors like tourism or event management (where the date was the
"root" of the contract), frustration was more easily accepted compared to real estate or
manufacturing.

4. Practical Advice from the Courts

The courts essentially told businesses: "Just because you aren't making money doesn't mean the
contract is dead. You must show that the very purpose of the contract has been permanently
destroyed."

1.3 Section 30 of the Indian Contract Act, 1872-Wagering Contract
1.3.1 Understanding Section 30

Section 30 explicitly states that agreements by way of wager are void. This means they are not
enforceable by law, and no suit can be brought to recover anything alleged to be won on any wager.

A "wager" is essentially a promise to pay money or money’s worth upon the determination of an
uncertain event (like a bet on a horse race or a cricket match).

1.3.2 The Elements of a Wager
For a contract to be considered a wager under Section 30, it generally requires:
1. Uncertain Event: The outcome must be unknown to both parties.
2. Mutual Chance of Gain or Loss: One party must win and the other must lose.

3. No Control: Neither party should have control over the event.

Digitop Academy Page 10




4. No Other Interest: The parties have no real interest in the event other than the sum they will
win or lose.

1.3.3 Contextualizing the Other Options

It is easy to mix these up because they all deal with "void" or "contingent" agreements. Here is a
quick reference table to help you distinguish them:

Section Topic Legal Status

Section 28||Agreements in restraint of legal proceedings. Void

Section 29||Agreements for uncertainty (meaning not certain).||Void

Section 30||Agreements by way of wager. Void

Section 31||Definition of "Contingent Contract.” Valid

1.3.4 Important Exception

Note that Section 30 contains an exception: it does not apply to certain prizes for horse racing
(specifically, subscriptions or contributions toward a plate, prize, or sum of money of the value of 500
rupees or upwards).

The distinction between a Wagering Contract and a Contingent Contract is a classic "trap" in legal
exams because they look similar on the surface—both depend on an uncertain future event.
However, their legal consequences are opposites: one is void, and the other is valid.

1.3.5 Key Differences at a Glance

Feature Wagering Contract (Section 30) Contingent Contract (Section 31)
. A contract to do or not do something, if some
- A promise to pay money based on the
Definition . event, collateral to such contract, does or
outcome of an uncertain event.
does not happen.
Nature off The uncertain event is the sole[|The event is collateral (incidental) to the main
Event determining factor of the agreement. performance.
. Always consists of reciprocal promises
Reciprocal : i . . . .
Promise (I' pay if A happens; you pay if B||[May not involve reciprocal promises.
happens).
Interest in||[Parties have no interest in the event||Parties usually have a real interest in the
Event other than winning or losing money. subject matter (e.g., an insurance policy).
Legal Status |[Void and unenforceable. Valid and enforceable by law.
Betting $1,000$ on whether it will rain||/An insurance company paying $1,000% if a
Example
tomorrow. house burns down.

1.3.6 The Concept of "Collateral Event"
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The most important technical difference is whether the event is the main thing or just a trigger.
1. In aWager: The event (the rain) is the entire "game." There is no contract without the bet.

2. In a Contingent Contract: There is a primary purpose (protecting a house/goods). The event
(the fire or the ship arriving) is just the condition that triggers the pre-existing obligation to pay.

A Quick Way to Remember
e Wager = Gambling. The law dislikes it and won't help you collect your winnings.

e Contingent = Insurance/Conditional Sale. The law recognizes these as legitimate business
transactions.

1.3.7 One More Distinction: Section 32 vs. Section 33
Since we are looking at Contingent Contracts, it's helpful to know when they become enforceable:
e Section 32: If the event happens, the contract is enforceable.

e Section 33: If the event does not happen, the contract is enforceable once the event
becomes impossible.

Since you're interested, the best way to understand the thin line between a legal contract and a
"bet" is to look at how the courts have defined them.

1. The "Interest" Test

In the famous case of Carlill v. Carbolic Smoke Ball Co. (1893), the court had to decide if a reward
for using a medicine was a "wager."

e The Rule: A wagering contract requires that neither party has any interest in the contract
other than the sum they will win or lose.

e The Result: Since Mrs. Carlill had an interest in her own health (using the smoke ball to
prevent flu), it was not'a wager. It was a valid contract.

2. The "Insurance" Test

Insurance contracts are the most common type of Contingent Contract. They look like wagers
because you pay money (premium) and get a huge sum back only if something bad happens (an
uncertain event).

¢ Difference: In insurance, you have an Insurable Interest. You don't want your house to burn
down; you just want to be protected if it does. In a wager, you want the event to happen so
you can win the money.

1.3.8 Comparison Summary

Feature Wagering Contract Contingent Contract

Both parties may benefit (e.g., peace of mind for

Mutuality One party wins, the other loses. the insured).

Neither party has any real "stake" in{|One party has a "stake" (ownership/life) in the

Control the event. subject.

Legal \oid (Section 30). Valid (Section 31).
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Feature Wagering Contract Contingent Contract

Standing

1.4 Section 148 of the Indian Contract Act, 1872- Bailment
Bailment involves change of possession.

In the Law of Contracts (Section 148 of the Indian Contract Act, 1872), Bailment is defined as the
delivery of goods by one person to another for some purpose, upon a contract that they shall, when
the purpose is accomplished, be returned or otherwise disposed of according to the directions of the
person delivering them.

1.4.1 Why "Possession" and not just "Custody"?
To understand this, we must distinguish between the two legal concepts:
e Custody: This is mere physical control without any legal right to exclude others.

o Example: A servant holding their master's umbrella has custody, but the master still
has possession. This is not bailment.

e Possession: This involves both physical control (corpus) and the intention to exclude others
(animus).

o Example: When you give your car to a mechanic for repairs, you hand over
possession. The mechanic has the right to keep the car until the job is done (and
can even exercise a "lien" if you don't pay). This is bailment.

1.4.2 The Essentials of Bailment
For a valid bailment to exist, the following must occur:

1. Delivery of Goods: The physical or constructive movement of the item from the Bailor to the
Bailee.

2. Specific Purpose: The goods are handed over for a reason (repair, storage, safe-keeping).

3. Return of Goods: The same goods must be returned (or disposed of) once the purpose is
met. If you give someone gold to melt into a ring, it is bailment; if you give someone $3500$
and expect a different $I500$ note back, it is a debt/loan, not bailment.

1.4.3 Comparison Table: Custody vs. Possession

Feature Custody Possession (Bailment)

Legal Right |[No independent right to the object. ||The Bailee has a legal right to hold the object.

Relationship|[Often Master-Servant. Bailor-Bailee (Contractual).
Example A guest using a host's cutlery. A person leaving luggage in a cloakroom.
Liability The owner remains primarily liable.|[|The Bailee is responsible for "reasonable care."
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1.4.4 A Common "Tricky" Case: The Bank Locker

In India, the Supreme Court has historically held that hiring a bank locker is not bailment because the
bank does not have "possession” of the contents (they only have one key, you have the other). It is
generally treated as a Licensor-Licensee relationship, though recent RBI guidelines have moved
toward making banks more accountable for "duty of care."

1.4.5 The Bailee's Particular Lien (under Section 170 of the Indian Contract Act, 1872) is a powerful
"self-help” remedy. It allows a person who has worked on an item to legally keep it until they are paid
for their labor or skill.

1. The Core Principle

If you give an item to a bailee (like a tailor, mechanic, or jeweler) and they use their labor or skill to
improve it, they have a right to retain that item until you pay their lawful charges.

2. The Four Strict Conditions
For a bailee to exercise a Particular Lien, they must satisfy these four legal requirements:

1. Exercise of Labour/SKill: The bailee must have actually done something to the goods.
Merely storing them (like a warehouse) usually doesn't count for a particular lien unless they
improved the condition of the goods.

2. Purpose of Bailment: The labor must be in accordance with the purpose for which the goods
were bailed.

3. Possession: The bailee must have continuous possession. If the mechanic gives you the
car back and you drive it home, their lien is lost. They cannot come to your house the next
day and take the car back.

4. No Contract to the Contrary: If your initial contract said "Payment will be made 30 days
after delivery," the bailee .cannot keep the goods. The right to a lien is waived by the
agreement to give credit.

3. Particular Lien vs. General Lien

This is a very common point of confusion in law exams.

Feature Particular Lien (Sec. 170) ||[General Lien (Sec. 171)
Who can use|lAny bailee (Tailors,||Only specific classes: Bankers, Factors, Wharfingers,
it? Mechanics, etc.). Attorneys, and Policy-brokers.
Scope Only for the specific item||For any general balance of account (can keep one
P worked on. item for a debt owed on another).
. Must have added value/skill|[Can be exercised even if no work was done on that
Condition

to the item. specific item.

1.4.6 A Practical Example

e Scenario A: You give a tailor 5 meters of silk to make a suit. You owe him $32,000% for a
previous shirt he made, but you pay him for the silk suit. He cannot keep the silk suit to force
you to pay for the old shirt. (Particular Lien only applies to the item worked on).
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e Scenario B: You take your car to a mechanic for an engine overhaul. You refuse to pay the
bill. The mechanic can refuse to give you the keys. This is a valid Particular Lien.

1.4.7 Crucial Note: A lien only gives the bailee the right to retain the goods (keep them). It does not
automatically give them the right to sell the goods. To sell them, they usually need to file a suit or
follow specific statutory procedures.

Since we are exploring the Duties of a Bailee, it is important to realize that once you take possession
of someone else's property, the law imposes a high standard of "fiduciary-like" responsibility on you.

Under the Indian Contract Act, the Bailee has several key duties. If any of these are breached, the
Bailee becomes liable for damages.

1. Duty to Take Reasonable Care (Section 151)

This is the most famous duty. The bailee is bound to take as much care of the goods bailed to him as
a man of ordinary prudence would, under similar circumstances, take of his own goods of the same
bulk, quality, and value.

e The Standard: It's an objective "reasonable person" test.

e The Exception (Section 152): If the bailee takes reasonable care and the goods are still
damaged (e.g., an "Act of God" like a sudden flood or an armed robbery despite good
security), the bailee is not responsible for the loss.

2. Duty Not to Make Unauthorized Use (Section 154)
The bailee must use the goods only for the purpose for which they were bailed.

e The Penalty: If the bailee uses the goods in a way not authorized by the contract, they are
liable to make compensation to the bailor for any damage arising, even if they were not
negligent.

e Example: If you hire a horse for riding but instead use it to pull a heavy cart, and the horse
gets injured, you are liable regardless of how "careful” you were.

3. Duty Not to Mix Goods (Sections 155-157)
A bailee must keep the bailor's goods separate from their own.
e With Consent: They can mix them.

o Without Consent (Separable): If the goods can be separated (like two types of grain), the
bailee bears the cost of separation.

e Without Consent (Inseparable): If the goods cannot be separated (like mixing different
grades of oil), the bailee must compensate the bailor for the entire loss of the goods.

4. Duty to Return the Goods (Section 160)

It is the duty of the bailee to return or deliver the goods according to the bailor’s directions, without
demand, as soon as the time has expired or the purpose is accomplished.

o Default (Section 161): If the bailee fails to return the goods at the proper time, they are
responsible to the bailor for any loss or destruction from that moment onward—even if it's an
accident.

1.4.8 Summary Table of Bailee's Liability

Scenario Bailee's Liability
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Scenario Bailee's Liability

Normal Loss (took care) Not Liable

Loss during Unauthorized Use Strictly Liable

Loss after failure to return on time||Strictly Liable

Negligent Loss Liable

1.4.9 A Common Exam Question: The "Involuntary Bailee"

What happens if someone sends you a package by mistake? You didn't ask for it, but it's in your
house. In law, you are an Involuntary Bailee. You still have a minimal duty not to intentionally destroy
the goods, but you aren't held to the same high standard of "ordinary prudence" as a contractual
bailee.

To round out the topic of Bailment, we should look at the Rights of a Bailor. Since the Bailee has
duties, the Bailor naturally holds the corresponding rights to enforce them.

1. Right to Terminate the Bailment (Section 153)

If the Bailee does any act that is inconsistent with the conditions of the bailment, the Bailor has the
right to terminate the contract immediately.

e Example: If you lend your car to-a friend for personal use, and they start using it as a
commercial taxi, you can terminate the bailment and demand the car back right away.

2. Right to Claim Damages (Section 154)

If the goods are damaged because the Bailee was negligent or used them in an unauthorized way, the
Bailor has the right to be compensated for the loss.

3. Right to Any Accretion/Profit (Section 163)

In the absence of a contract to the contrary, the Bailee is bound to deliver to the Bailor any increase
or profit which may have accrued from the goods bailed.

¢ Example:If a cow is bailed and the cow has a calf, the Bailee must return both the cow and
the calf to the Bailor.

1.5 Sec. 73 of Indian Contract Act- Damages

1.5.1 The philosophy behind Section 73 of the Indian Contract Act, 1872, is to put the injured party
in the same financial position they would have been in if the contract had been performed. It is not
about punishing the person who broke the contract, but about "making whole" the person who
suffered.

1.5.2 Understanding Section 73

This section is based on the famous English case of Hadley v. Baxendale. It lays down that when a
contract is broken, the party who suffers is entitled to receive compensation for any loss or damage
that:

1. Naturally arose in the usual course of things from such a breach (General Damages).

2. The parties knew, when they made the contract, to be likely to result from the breach (Special
Damages).
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1.5.3 Why the other options are incorrect:

e Liquidated: Liquidated damages are those that are pre-estimated and written into the
contract itself (e.g., "If | am late, | will pay 500 per day"). These are governed by Section 74,
not Section 73. Section 73 deals with "unliquidated" damages where the court decides the
amount.

e Penal: Contract law in India generally rejects "punitive" or "penal" damages. The goal is
compensation, not punishment. Even under Section 74, if a penalty is found to be excessive,
the court will only grant reasonable compensation.

1.5.4 The "Remoteness of Damage" Rule

Section 73 also contains a vital limitation: No compensation is given for remote or indirect loss.
> Example: If a taxi driver fails to pick you up, they are liable for the extra cost of a new taxi. They are
not liable for the $10$ million deal you lost because you were late to a meeting, unless you
specifically told them about that deal beforehand.

1.5.5 Summary of Damages

o Relevant

T D .
ype escription Section
Compensatory||To cover actual loss suffered. Section 73
Liquidated Pre-fixed amount in the contract. Section 74
. Small sum awarded when no real loss occurred but a right was
Nominal o Case Law
technicality breached.

Exemplary ‘Ir;oa?rl;;lsh (rarely used in India, except for breach of promise to Case Law

1.6 Contingent contract
A contingent contract becomes void when the event becomes impossible.

1.6.1 In contract law, a contingent contract is a contract to do or not do something, if some event,
collateral to such contract, does or does not happen.

The legal status of these contracts depends entirely on the outcome of that uncertain event:
o Enforceability: It can only be enforced if and when the event happens.

e Voidability: If the event becomes impossible, the contract becomes void by law because
the condition upon which the agreement rested can no longer be fulfilled.

1.6.2 Quick Breakdown of the Other Options

e (A) Void: A contingent contract is valid and legal when formed; it only becomes void if the
condition fails.

e (B) Never becomes void: This is incorrect because impossibility of the event automatically
terminates the legal standing of the contract.
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o (D) Voidable: Voidable contracts depend on the "option" of one of the parties (usually due to
coercion or fraud). A contingent contract’s status depends on the event, not a party's choice.

1.6.3 Contingent Contract Explained

While they might seem similar because both depend on an uncertain future event, the law treats them
very differently. In most jurisdictions (like under the Indian Contract Act), a contingent contract is a
valid legal tool, while a wagering agreement is generally void and unenforceable.

Key Differences

Feature Contingent Contract Wagering Agreement

Definition A contract to do/not do something based on a A promise to pay money upon the
collateral event. determination of an uncertain event.

Nature Itis a valid contract. It is a void agreement.

Parties have a real interest in the occurrence or . . .
Parties have no interest in the event

Interest non-occurrence of the event (e.g., protecting . .
other than winning or losing money.
property).
. . . ] There are always mutual chances
. .. |[There is no mutual desire for gain or loss; one : .
Reciprocity of gain or loss (one wins, one

party performs if the condition is met. I8ses).

Betting on a match: The only
"interest” is the money won from the
result.

Life Insurance: The payout depends on a specific

Example event (death), but the intent is protection/indemnity.

1.6.4 How Impossibility Affects Them

The diagram below illustrates how a contingent contract transitions from a valid agreement to a void
one based on the "event" we discussed earlier.

1.6.5 Summary of Section 36 (Impossible Events)

If the performance of a contingent contract is based on an event that is already impossible at the
time the agreement is made, the agreement is void ab initio (void from the beginning), whether the
parties knew about the impossibility or not.

Understand how courts tell these two apart, it usually comes down to the "Substance over Form"
rule. They look at whether the parties actually intended to perform a service or if they were just
gambling.

Here are two classic examples that illustrate the divide:
1. The Insurance Case (Contingent)
Imagine you insure your warehouse against fire.
e The Contingency: The insurance company only pays if the warehouse burns down.

e The Interest: You have an "insurable interest" in the building. You don't want it to burn down
just to get the money; you want to be protected from loss.

e Court View: This is a Valid Contingent Contract. It's a contract of indemnity meant to
protect a real asset.
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2. The Stock Market Speculation (Wagering)

Two people agree that if the price of a certain stock rises by $10 tomorrow, Person A pays Person B
the difference. If it falls, Person B pays Person A. Neither person actually owns the stock or intends to
buy it.

e The Contingency: The price movement.

e The Interest: Neither party cares about the company; they only care about the "bet" on the
price.

e Court View: This is a Void Wagering Agreement. Since there is no intent to actually transfer
goods or shares, it is seen as mere gambling on a price index.

1.6.6 Comparison of Enforceability
The following flowchart shows the different paths these two agreements take in a legal setting:
A Quick Test

If you are ever unsure, ask yourself: "Does the party lose anything if the event happens, other
than the bet itself?"

o If Yes (e.g., their house burned down): It’s likely a Contingent Contract.
e If No (e.g., they just lost $50 because a team lost): It’s likely a Wagering Agreement.

1.7 'Unliguidated Damages'- Indian Contract Act

1.7.1 Understanding the Concept- Unliquidated and Liquidated Damages

In legal terms, "unliquidated" essentially means "not yet fixed or calculated.” Here is a breakdown of
why (A) is the correct choice and why the others don't fit:

e Unliquidated Damages: These occur when a breach of contract or a tort (like negligence)
happens, but the specific dollar amount of the harm hasn't been agreed upon beforehand.
Since the parties can't agree on what the "fair" price for the injury is, the Court must step in to
evaluate the evidence and. determine the amount.

e Liquidated Damages: This is the opposite (Option B). These are specific amounts
predetermined by the parties and written into the contract (e.g., "If the project is late, the
contractor pays $500 per day").

e Prescribed by Law: While the rules for calculating damages are set by law, the specific
amount of unliquidated damages isn't a fixed statutory figure; it's based on the unique facts of
the case.

1.7.2 Key Differences at a Glance

Feature Liquidated Damages Unliquidated Damages

Who determines amount?|[The parties in the contract The Court/Jury

When is it decided? At the time of signing After the breach/injury occurs
Purpose Certainty and avoiding litigation||Full compensation for actual loss
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1.7.3 Calculation of unliquidated damages: courts generally follow the principle of restitution—
putting the injured party back in the position they would have been in had the breach or injury never
occurred.

Since the amount isn't written in a contract, the court applies two primary "tests" to ensure the
payout is fair and not excessive:

1. The Rule of Remoteness

This is the most famous test, originating from the landmark case Hadley v. Baxendale. The court will
only award damages for losses that:

e Arise naturally from the breach (direct losses).

e Were reasonably foreseeable by both parties at the time they made the deal.
If a loss is too "remote" or unpredictable, the court won't make the defendant pay.for it.
2. Duty to Mitigate

The court also looks at the behavior of the person claiming the money. You cannot sit back and let
losses pile up just to get a bigger check. You have a "duty to mitigate," meaning you must take
reasonable steps to minimize your own loss.

Example: If a supplier fails to deliver bricks for your construction project, you must try to buy them
elsewhere at a reasonable price rather than stopping all work for a month and suing for the cost of the
entire delay.

1.7.4 How the Court Measures the "Loss"
Depending on the situation, the court might use different benchmarks:
e Expectation Interest: What you expected to gain (lost profits).
e Reliance Interest: The money you wasted preparing for a contract that was broken.

e General Damages: For non-monetary things like pain, suffering, or loss of reputation
(common in personal injury cases).

1.8 The term 'consideration' under the Indian Contract Act, 1872

Under the Indian Contract Act, 1872, Section 2(d) defines 'consideration' as the act, abstinence, or
promise-made by the promisee or any other person at the desire of the promisor. Essentially, it is the
"price" paid by one party for the promise of the other—often referred to in legal Latin as quid pro quo
(something for something).

1.8.1 Quick Breakdown of Section 2 Definitions:

To help you keep these straight for future reference, here is what those other options represent:

Section [|Definition

Sec. Acceptance / Promise: When the person to whom the proposal is made signifies his

2(b) assent.

Sec. : — - " ;

2(d) Consideration: The "quid pro quo" or the value exchanged between parties.

|Sec. ||Agreem ent: Every promise and every set of promises, forming the consideration for each |
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Section [|Definition

2(e) other.

Reciprocal Promises: Promises which form the consideration or part of the consideration

Sec. 2(f) for each other.

1.8.2 The Legal "Formula" for a Contract

In the eyes of the law, a contract isn't just a handshake; it follows a specific sequence:
1. Proposal + Acceptance = Promise
2. Promise + Consideration = Agreement
3. Agreement + Enforceability by Law = Contract (Sec. 2(h))

To be considered "lawful" under the Indian Contract Act, 1872, consideration must pass a few
specific tests. If the consideration is flawed, the entire agreement is usually void.

1.8.3 When is Consideration Lawful? (Section 23)
Section 23 states that the consideration (or object) of an agreement is lawful unless:

e Forbidden by law: It involves doing something illegal (e.g., a contract to sell prohibited
goods).

o Defeats the provisions of any law: It's not explicitly "illegal," but if permitted, it would
bypass legal regulations (e.g., an agreement to evade taxes).

e Fraudulent: The goal is to deceive others.

e Involves injury to person or property: An agreement to harm someone or damage their
assets.

e Immoral or against public policy: This is a broad category covering things like trading with
enemy nations or interfering with the administration of justice.

1.8.4 The Rules of "Valid" Consideration
Beyond being lawful, legal scholars and Indian courts look for these specific characteristics:

1. At the desire of the promisor: The act must be done because the promisor asked for it, not
voluntarily or at the behest of a third party.

2. From the promisee or any other person: Unlike English law, in India, a "stranger to
consideration" can sue (as seen in the famous case Chinnaya v. Ramaya).

3. Past, Present, or Future: Consideration doesn't have to happen right now. It can be
something already done, something done simultaneously, or a promise to do something later.

4. Need not be adequate: The law doesn't care if you sell a $1,000$ phone for $10$%, as long as
you agreed to it freely. However, gross inadequacy might be used as evidence to prove your
consent wasn't actually free (e.g., you were coerced).

5. Must be real, not illusory: It can't be something physically or legally impossible (e.g., "l will
pay you if you bring a dead person back to life").

1.8.5 Summary Table: Void vs. Voidable vs. Valid
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Scenario Status

Agreement without consideration (with exceptions)||Void (Sec. 25)

Consideration is unlawful/illegal Void (Sec. 23)

Consideration is inadequate but consent is free Valid

In Indian law, the general rule is Ex nudo pacto non oritur actio—out of a bare promise, no cause
of action arises. This is codified in Section 25, which states that an agreement without consideration
is void.

However, there are three major exceptions where a contract is perfectly valid even if nothing is
given in return.

1. Natural Love and Affection

An agreement made without consideration is valid if it satisfies four specific conditions:
e Itis expressed in writing.
e ltisregistered under the law.
e Itis made on account of natural love and affection.

e |tis between parties standing in a near relation to each other (e.g., parent and child, or
husband and wife).

Note: "Near relation" doesn't just mean blood; it requires the actual existence of love. If a husband
and wife are constantly quarreling and sign a separation agreement, "natural love" is missing, and the
exception won't apply.

2. Past Voluntary Service

If someone has already done something for the promisor voluntarily (not at the promisor's request),
and the promisor later promises to compensate them for that act, it is a binding contract.

e Example: You find my lost dog and return it. | then promise to give you ¥500. Even though
your act was in the past and voluntary, | am legally bound to pay.

3. Promise to Pay a Time-Barred Debt

Under the Limitation Act, a creditor usually cannot sue a debtor after three years of non-payment. This
is a "time-barred" debt. However, a promise to pay such a debt is enforceable if:

e Itis made in writing.

e ltis signed by the debtor or their agent.

1.8.6 Summary of Section 25 Exceptions

Exception Type Requirement Legal Status
Natural Love Written, Registered, Near Relation|[Valid
Past Voluntary Service||Act done for the promisor Valid

Digitop Academy Page 22




Exception Type Requirement Legal Status
Time-Barred Debt Written and Signed Valid
Agency Creation of an agency (Sec. 185) ||Valid
Completed Gift Gift actually handed over Valid

One interesting point often tested in exams is the difference between a Gift and a Promise to Gift. A
promise to give a gift is void without consideration, but once the gift is actually given (completed), it
cannot be taken back for lack of consideration.

1.9 'Quid pro quo' means
1.9.1 Meaning and Origin

Quid pro quo is a Latin phrase that literally translates to "this for that." In a legal and business
context, it refers to an exchange of goods or services, where one transfer is contingent upon the
other.

1.9.2 Application in Law
This concept is a foundational element in several branches of law:

e Contract Law (Consideration): For a contract to be valid, there must be "consideration."
This is the quid pro quo—you give me a car, and in return, | give you money. Without this
mutual exchange, it is often considered a gift rather than a contract.

e Criminal Law (Bribery): In corruption cases, prosecutors must prove a quid pro quo. It's not
just about a gift being given; it's about the gift being given specifically in exchange for a
favorable official act.

e Employment Law (Harassment): "Quid pro quo sexual harassment" occurs when an
employer or supervisor conditions employment benefits (like a promotion or keeping a job) on
sexual favors.

1.9.3 Why the other options are incorrect:

e Something out of the way: This doesn't have a specific legal Latin equivalent, but it doesn't
fit the "exchange™ nature of the phrase.

e Out of the purview of law: The Latin term for this would be closer to Extra-legal or Coram
non judice (not before a judge/outside jurisdiction).

1.9.4 Summary Table

Term Legal Context Common Example

Quid pro quo ||Contracts | pay you $\$50$; you mow my lawn.

Consideration||Validity of Agreement|[The "price" paid for a promise.
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Term Legal Context Common Example

Gratuitous Gifts Giving something for nothing in return (No quid pro quo).

1.9.5 In Indian law, while Quid Pro Quo and Consideration are often used interchangeably in casual
conversation, they have a specific relationship under the Indian Contract Act, 1872.

The Relationship

e Quid Pro Quo is the concept (the "this for that").

e Consideration is the legal term used to describe that exchange.
According to Section 2(d) of the Indian Contract Act, consideration is defined as:

"When, at the desire of the promisor, the promisee or any other person has done or abstained from
doing... something, such act or abstinence or promise is called a consideration for the promise."

1.9.6 Key Differences in Indian Law

While the English common law is very strict about quid pro quo, the Indian Contract Act is a bit more
flexible in two major ways:

1. "Privity of Consideration"

In England, the quid pro quo must move from the promisee only. In India, consideration can move
from "the promisee or any other person.”

o Example: If A promises to give B a house, and C (B's father) pays A for it, the quid pro quo is
valid in India even though the person receiving the house didn't pay for it themselves.

e Case Law: Chinnaya v. Ramaya (A daughter was held liable to pay an annuity to her aunt
because her mother had provided the "consideration" by gifting the daughter property).

2. Adequacy of Consideration
The law requires that there must be something in return, but it doesn't care if it's a "fair" price.
e The Rule: Consideration must be real, but it need not be adequate.

o Example: if you agree to sell your 210 Crore mansion for 2100, the quid pro quo exists. As
long as your consent was free, the contract is legally binding.

1.9.7 Exceptions: When you DON'T need Quid Pro Quo
Under Section 25, an agreement without consideration is void, except in these cases:
1. Natural Love and Affection: A written and registered agreement between near relatives.

2. Past Voluntary Service: A promise to compensate someone who has already done
something for you voluntarily.

3. Time-Barred Debt: A written promise to pay a debt that is technically too old to be collected
in court.

1.9.8 Summary Checklist for a Valid Exchange
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Feature Requirement

Movement||Must move at the desire of the promisor.

Parties Can move from the promisee or a third party.

Value Must have some value in the eyes of law (Real).

Legality |[Must not be illegal, immoral, or opposed to public policy.

1.9.9 Let's put your knowledge of Quid Pro Quo and Consideration to the test with three quick
scenarios. These represent the types of "edge cases" that often appear in legal exams.

Scenario 1: The "Heroic" Neighbor

Your neighbor’s house catches fire while they are on vacation. You rush in and save their expensive
art collection. When the neighbor returns, they are so grateful that they promise to pay you ¥50,000
for your "brave and voluntary act."

Later, the neighbor refuses to pay. Can you sue them for the money?
e A) No, because there was no quid pro quo at the time you saved the art.
e B) Yes, under the exception of "Past Voluntary Service."

Answer: (B). Under Section 25(2) of the Indian Contract Act, a promise to compensate a person who
has already voluntarily done something for the promisor is a valid contract, even without a "present”
exchange.

Scenario 2: The "Grandmother's Gift"

A grandmother enters into.a written and registered agreement with her grandson to give him %1
Lakh "out of natural love'and affection."

If she changes her mind, can the grandson legally enforce this promise?
e A) No, because the grandson is giving nothing in return (No quid pro quo).
e B) Yes, because it meets the specific legal exception for "Natural Love and Affection.”

Answer: (B). This is a classic exception under Section 25(1). Because it is in writing, registered, and
between near relatives, the lack of a "this for that" exchange doesn't make it void.

Scenario 3: The "Bad Deal"

You own a brand new iPhone 15 Pro Max. Your friend is going through a hard time, so you sign a
contract to sell it to him for just 500. A day later, you realize you could have sold it for 1 Lakh and try
to cancel the contract, claiming the "consideration" was too low.

Will the court let you cancel the contract?
e A) Yes, because the quid pro quo was not equal to the market value.

e B) No, because the law only requires consideration to be "real," not "adequate."
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Answer: (B). The courts don't sit to determine if you made a "good" deal. As long as there is some
value (%500 is real money) and your consent was free, the contract is binding.

1.9.10 Summary Table for Practice

Scenario Legal Issue Valid Contract?

Voluntary Help Past Consideration Yes (Section 25(2))

Family Gifts Natural Love & Affection ||Yes (If Written/Registered)
Under-priced Sale||Adequacy of Consideration||Yes (Law doesn't judge the price)

1.10 The Doctrine of 'Restitutio in Integrum’
A person has to be restored to his original position.
1.10.1 Meaning and Origin

Restitutio in integrum is a Latin phrase meaning "restoration to the original condition." It is a
fundamental principle used by courts to determine the measure of damages or relief in both
Contract Law and Law of Torts.

The goal is simple: The court tries to put the injured party back into the exact position they would have
occupied if the wrong (the breach of contract or the accident) had never happened.

1.10.2 How it Works in Different Fields
1. In Law of Torts (Personal Injury/Damage)

If someone crashes into your car, the principle of restitutio in integrum dictates that the defendant
shouldn't just pay a random fine. They must pay the amount required to repair the car to its pre-
accident state.

Note: If the car cannot be repaired, they must pay the market value so you can buy an equivalent car.
2. In Contract Law (Rescission)

When a contract is voided (for example, due to fraud or misrepresentation), the court applies this
doctrine to "unwind" the deal.

e You return the goods you received.
e The other party returns the money you paid.

e Both parties are "restored" to their pre-contract status.

1.10.3 Comparison with other options

Option Why it's different

(A) Restoring original

position This is the core definition. It's about the "status" of the person.
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Option Why it's different

This is the method used to achieve restoration, but not the definition of

(B) Paying compensation||,, © oo

This refers to the liability of the wrongdoer, whereas the doctrine focuses

(C) Paying damages on the remedy for the victim.

1.10.4 Important Limitation: The "New for Old" Rule

In practice, achieving perfect restitutio in integrum can be tricky. For example, if a 10-year-old
machine is destroyed, and the only way to "restore” the victim is to buy a brand-new machine, the
victim might actually end up in a better position than before.

In such cases, courts often apply a deduction for "depreciation” to ensure the victim is restored, but
not unjustly enriched.

In Medical Negligence, restitutio in integrum is the gold standard for calculating compensation,
though it is often the most difficult to apply because you cannot "repair' a human body like a machine.

1.10.5 The "Multiplier" Method

Since a court cannot literally turn back time to make a patient healthy again, it uses the Multiplier
Method to calculate the financial equivalent of "restoration."

To restore a victim to their original position, the court calculates:

1. Pecuniary Damages (Money lost): Loss of future earnings, medical expenses, and costs for
special care/equipment.

2. Non-Pecuniary Damages (Human cost): Compensation for "Pain and Suffering" and "Loss
of Amenities" (the inability to enjoy life/hobbies as before).

1.10.6 Landmark Case: Malay Kumar Ganguly v. Sukumar Mukherjee (2009)

In this famous Indian case (often referred to as the Anuradha Saha case), the Supreme Court
awarded the highest-ever compensation in Indian history (at that time, over 11 Crore) based on this
doctrine.

e The Logic: The victim was a successful doctor in the US. To restore her "original position" (or
the position she would have been in), the court had to calculate her potential lifetime earnings
in US Dollars.

e The Ruling: The court emphasized that compensation must be "just" and should, as far as
money can do it, put the claimant in the same position as if the negligence had not occurred.

1.10.7 When Restoration is Impossible

There are limits to restitutio in integrum. If a person dies due to negligence, the law cannot restore
the life. In these cases, the doctrine shifts focus to the dependents. The "restoration" applies to the
financial security of the family left behind.

Summary Checklist for Restoration

Step Question Asked by the Court
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Step Question Asked by the Court

1. The "But-For" Test||Where would the person be but for this injury?

2. Financial Loss What is the total loss of salary/profits?

3. Future Costs What will it cost to keep the person in this "restored" state (nursing, meds)?

4. Mental State How much money compensates for the loss of a limb or chronic pain?
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