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Instructions to the Candidates:        

 Attempt any 4 questions from Section A and Section B is Compulsory
Section A
1. Define Contract and its essentials







(3)
Ans. Contracts as Defined by Eminent Jurists 
1. “Every agreement and promise enforceable at law is a contract.” – Pollock 
2. “A Contract is an agreement between two or more persons which is intended to be  enforceable at law and is contracted by the acceptance by one party of an offer made to  him by the other party to do or abstain from doing some act.” – Halsbury 

“All agreements are contracts, if they are made – 
by free consent of the parties, competent to contract, 

for a lawful consideration and 

with a lawful object, and 

not hereby expressly declared to be void.” - Sec.10. 
ESSENTIALS OF VALID CONTRACT

Offer + acceptance = Promise 
   + 
Consideration 
= 
Agreement 
+ 
Enforceability by Law 
2. What is free consent and Legality of Object






(3)
Ans. Free consent of the parties must be genuine consent means agreed upon something in the same sense i.e. there should be consensus – ad – idem. A consent is said to be free when it is not caused by coercion, undue influence, fraud, misrepresentation or mistake.
Example 1:- 
X have two car one Maruti car and one Honda city car. Y does not know that X has two cars Y offers to buy car at Rs.50, 000. Here, there is no identity of mind in respect of the subject matter. Hence there is no consent at all and the agreement is void 

Legality of Object: As per Sec 10 legality of the object and consideration is an important requirement for a valid contract. Every agreement of which the object or consideration is unlawful is void. The term 'Object' means the purpose and 'consideration' means something in return.
3 Difference between Indemnity and Guarantee





(3)
Ans. 
	Basis of Difference
	Indemnity
	Guarantee

	1. Definition
	A contract by which one party promises to save the other from loss caused to him by the conduct of the promisor himself, or by the conduct of any other person. [Section 124 of Contract Act]
	A contract to perform the promise, or discharge the liability, of a third person in case of his default. [Section 126 of Contract Act]

	2. Example
	A contract of Insurance is a contract of Indemnity.
	Mr. A borrows Rs. 10 lacs loan from Mr. B. Mr. C has given guarantee to Mr. B that “if Mr. A doesn’t pay him, he will pay”.

	3. Key word in the contract
	I will see you paid
	If he doesn’t pay I will pay you

	4. No. of parties
	There are two parties to the contract viz. indemnifier (promisor) and the Indemnified (promise). In the above example, Insurer is the promissor (Indemnifier) and Insured is the promisee (Indemnified).
	There are three parties to the viz. creditor, principal debtor and the surety. In the above example, Mr. A is the principal debtor; Mr. B is the creditor and Mr. C is the surety.

	5. Liability of parties
	Liability of the indemnifier to the indemnified is primary and independent.
	Liability of the surety to the creditor is collateral or secondary, the primary liability being that of the principal debtor.

	6. No. of contracts
	There is only one contract in case of a contract of indemnity, i.e., between the indemnifier and the indemnified.
	In a contract of guarantee there are three contracts, between principal Debtor and Creditor; between creditor and the surety and between surety and principal debtor.

	7. Liability emerge
	The liability of the indemnifier arises only on the happening of a contingency.
	There is usually an existing debt or duty, the performance of which is guaranteed by the surety.

	8. Liability of third party
	An indemnifier cannot sue a third party for loss in his own name, because there is no privity of contract. He can do so only if there is an assignment in his favour.
	A surety, on discharging the debt due by the principal debtor, steps into the shoes of the creditor. He can proceed against the principal debtor in his own right

	9. Initiative of contract
	Contract gets formed upon indemnifier`s interest
	Contract gets formed upon principal debtor`s interest


4. What are the Duties and Rights of Partners






(3)
Ans. 
· Right to take part in the conduct of the business.

· Right to be consulted.

· Right to access the books.

· Right to share the profits.

· Right to interest on capital
·  Right to interest on advances.

· Right to indemnity.
Duties of Partners

· To observe good faith.

· To Indemnify for Loss.

· To Attend to his Duties Diligently.

· Not to Claim Remuneration.

· To Indemnify for Willful Neglect.

· To Share Losses.

· To Hold and Use Property of the Firm.

· To Account for Private Profits.

· To Account for the Profits of a Competing Business.

· To Act within Authority.

· Not to Assign his Rights

5. What are conditions and warranties in Sales of good act 1930



(3)
Ans: Sec 12(2) of Sales Of Goods Act, 1930 has defined Condition as:

“A condition is a stipulation essential to the main purpose of the contract, the breach of which gives rise to a right to treat the contract as repudiated”.
Sec 12(3) of Sale Of Goods Act, 1930 has  defined Warranty as :

“A warranty is a stipulation collateral to the main purpose of the contract, the breach of which gives rise to only claim for damages but not to a right to reject the goods and treat the contract as repudiated”.
6. Define the kinds of Negotiable instruments






(3)
Ans. • According to Section 13(i) “ a negotiable instrument means a promissory note, bill of exchange or cheque payable either on order or to bearer”.
• An instrument may be negotiable either by

1. Statute : Promissory Notes , bills of exchange and Cheques are negotiable instruments under Negotiable Instruments Act 1881 .

2. By Usage : Bank Notes , Bank Drafts , scripts, treasury Bills etc

Most Common types of negotiable instruments are;

· Promissory notes.

· Bill of exchange.

· Check.

· Government promissory notes.

· Delivery orders.

· Customs Receipts.

Methods of Negotiation

1. Negotiation by delivery

2. Negotiation by endorsement & delivery

3. Property is transferred to the endorsee

4. Endorsee get right to negotiate the instrument, sue on instrument.

Section B

1 .Explain Promisory Note and Bill of Exchange






(4)
Ans. Section 4 defines it as, “ A promissory note is an instrument in writing containing an unconditional undertaking, signed by the maker, to pay a certain sum of money only to or to the order of a certain person or to the bearer of the instrument”.

• The person who makes the promissory note is called the maker.

• The person to whom payment is to be made is called the payee. e.g. –

• I promise to pay B or order rs. 500

• I promise to pay B Rs.500 on D’ death, provided D leaves me enough to pay that sum
 Section 5, is defined as “A bill of exchange is an instrument in writing containing an unconditional order, signed by the maker, directing a certain person to pay a certain sum of money only to or to the order of a certain person or to the bearer of the instrument”.

• Parties to bill of exchange :

• Drawer – The person who makes/orders to pay bill of exchange.

• Drawee – The person who is directed to pay on bill. On acceptance he becomes acceptor.

• Payee – The person to whom the payment is to be made.

• Drawer & Payee can be the same person.

• X sells goods worth Rs. 2000 to Y & allow him 3 months time to pay the price. X then draws a bill on Y “ Three months after date, pay to my order the sum of Rs. 2000 for value received”. X is drawer . Y is Drawee.

2. Define Partnership and its essential with an example





(4)
Ans. Section.4 of the Indian Partnership Act, 1932 defines Partnership in the following terms:

“Partnership is the relation between persons who have agreed to share the profits of a business carried on by all or any of them acting for all.”
Essentials of Partnership Act:

a.) There must be a contract.

b.) Between two or more persons.

c.) Who agree to carry on business.

d.) With the object of sharing profits.

e.) The business must be carried on by all or any of them acting for all.
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Instructions to the Candidates:        

 Attempt any 4 questions from Section A and Section B is Compulsory
Section A
1. Define Formation of Valid Contract







(3)
Ans. Formation of a Valid Contract: The creation of an enforceable contract requires the parties to have an intention to create a legal relationship. A contract also requires a valid offer and acceptance of the offer as well as some form of consideration (or a seal) to be present.
2. What is Capacity of Parties and consideration 





(3)
Ans. As per Section 10, all agreements are contracts, if they are made by the parties competent to contract. The competency of parties is one of the essential elements of the valid contract. The capacity of parties to the contract means the legal ability of the parties to enter into a contract.

Consideration is what a promisor demands as the price for his promise. Section 2 (d) defines consideration as : When at the desire of the promisor, the promisee or any other person has done or abstained from doing, or does or abstains from doing, or promises to do or to abstain from doing, something, such act or abstinence or promise is called a consideration for the promise.

Section 2 (d) requires three things:
· The act or abstinence should be done at the desire of the promisor,

· That it should be done by the promisee or any other person, and

· That the act or abstinence may have been already executed or be in the process of being done or may still be executory, i.e., it is promised to be done.

A valuable consideration, in the sense of law, may consist either in some right, interest, profit or benefit accruing to one party, or some forbearance, detriment, loss or responsibility given, suffered or undertaken by the other.

3 Difference between Contract and Agreement






(3)
Ans. 
	Basis 
	Contract 
	Agreement 

	1. Section : 

2. Definition : 
3. Enforceability : 
4. Interrelationship 
5. Scope : 

6. Validity :
7. Legal : 

Obligation 
	Sec. 2(h) 

A contract is an agreement enforceable by law. 

Every contract is enforceable 
A contract includes an agreement. 

The scope of a contract is limited, as it includes only commercial agreements. 

Only legal agreements are called contracts. 

Every contract contains a legal obligation. 
	Sec. 2(e) 

Every promise or every set of promises forming consideration for each other is an agreement.  

Every promise is not enforceable. 
An agreement does not include a contract. 
Its scope is relatively wider, as it includes both social agreement and commercial agreements. 

An agreement may be both legal and illegal. 

It is not necessary for every agreement to have legal obligation 


4. What are the Duties and Rights of unpaid seller





(3)
Ans. A seller deemed to be an unpaid seller

(a). When the whole of the price has not been

paid or rendered

(b). When the bill of exchange or other negotiable instrument has been received as conditional payment and condition has not been fulfilled by the reason of the dishonor of the instrument or otherwise (Sec. 45)
the Duties and Rights of unpaid seller
· Unpaid sellers lien

· Stoppage in transit
· Right of resale

· Right to sue for price
· Right to sue for damage

· Repudiation of contract

· before due date
5. What are essential of Valid sales in Sales of good act 1930




(3)
Ans: From the above definition, the following essentials of a contract of sale may by noted:

  1. There must be at least two parties

  2. Transfer or Agreement to transfer the ownership of goods.

  3. The subject matter of the contract must necessarily be 'goods'.

4. The consideration is Price.

5.A Contract of sale may be in writing or by words

6. All other essentials of a valid contract must be present

6. Explain Bailment and Pledge










Section B

1 . What are the penalties in case of Dishonor of Cheques




(4)
Ans. According to Section 138 of the Act, the dishonour of cheque is a criminal offence and is punishable by imprisonment up to two years or with monetary penalty or with both. ... The notice should mention that the cheque amount has to be paid to the payee within 15 days from the date of receipt of the notice by the drawer.

If  a cheque is dishonoured, the drawee bank immediately issues a ‘Cheque Return Memo’ to the banker of the payee mentioning the reason for non-payment. The payee’s banker then gives the dishonoured cheque and the memo to the payee. The holder or payee can resubmit the cheque within three months of the date on it, if he believes it will be honoured the second time. However, if the cheque issuer fails to make a payment, then the payee has the right to prosecute the drawer legally.  

The payee may legally sue the defaulter / drawer for dishonour of cheque only if the amount mentioned in the cheque is towards discharge of a debt or any other liability of the defaulter towards payee.

2. Define Partnership and its essential with an example





(4)
Ans. Section.4 of the Indian Partnership Act, 1932 defines Partnership in the following terms:

“Partnership is the relation between persons who have agreed to share the profits of a business carried on by all or any of them acting for all.”

Essential 

a.) There must be a contract.

b.) Between two or more persons.

c.) Who agree to carry on business.

d.) With the object of sharing profits.

e.) The business must be carried on by all or any of them acting for all.

