
1 | P a g e  
 

 

Module I 

1. Concept of Entrepreneurship and Intrapreneurship 

 

1. Entrepreneurship 

Definition: 
Entrepreneurship is the process of identifying, developing, and bringing a new idea or product 
to the market. It involves organizing and managing resources, taking risks, and innovating to 
create and grow a business. 

Key Features of Entrepreneurship: 

 Innovation: Introducing new products, services, or processes. 
 Risk-taking: Entrepreneurs bear the uncertainty of business outcomes. 
 Vision and Initiative: Ability to foresee opportunities and act upon them. 
 Value Creation: Generates wealth, employment, and contributes to economic growth. 
 Independence: Entrepreneurs usually establish their own ventures and work for 

themselves. 

Examples: 

 Dhirubhai Ambani (Reliance Industries) – transforming textiles into a business empire. 
 Elon Musk (Tesla, SpaceX) – pioneering innovation in electric vehicles and space 

technology. 

2. Intrapreneurship 

Definition: 
Intrapreneurship is the practice of entrepreneurship within an existing organization. An 
intrapreneur is an employee who behaves like an entrepreneur by taking initiative, innovating, 
and driving change, but without taking full personal financial risk. 

Key Features of Intrapreneurship: 

 Employee-driven Innovation: Ideas are generated and implemented within the 
company. 

 Resource Utilization: Uses the company’s resources, infrastructure, and capital. 
 Risk-sharing: Risks are borne by the organization, not solely by the individual. 
 Encourages Creativity: Promotes an innovative culture in established companies. 
 Leadership and Proactivity: Intrapreneurs act like leaders within teams. 

Examples: 

 Google’s “20% rule” allowed employees to develop projects like Gmail and Google 
News. 

 Sony employee Ken Kutaragi developed the PlayStation as an intrapreneurial project. 
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3. Differences between Entrepreneurship and Intrapreneurship 

Basis Entrepreneurship Intrapreneurship 

Meaning Starting a new business independently Innovating within an existing organization 

Risk Entrepreneur bears full risk Organization bears the risk 

Resources Self-arranged by entrepreneur Provided by the company 

Ownership Entrepreneur is the owner Intrapreneur is an employee 

Reward Profit, growth, recognition Salary, promotion, recognition 

Control Full autonomy Limited by organizational policies 

 

4. Significance 

 Entrepreneurship: Drives economic development, job creation, and wealth 
generation. 

 Intrapreneurship: Sustains innovation, competitiveness, and growth within large 
organizations. 

Conclusion: 
Entrepreneurship and Intrapreneurship are two sides of innovation. While entrepreneurs create 
ventures from scratch, Intrapreneurs innovate within existing firms. Both play a vital role in 
shaping business landscapes and economic progress. 

2. Types of Entrepreneurs, Nature and Importance of 
Entrepreneurship 

1. Types of Entrepreneurs 

Entrepreneurs can be classified on the basis of their functions, ownership, and approach: 

1. Innovative Entrepreneur 
o Introduces new products, technologies, or markets. 
o Example: Steve Jobs (Apple – iPhone). 

2. Imitative Entrepreneur 
o Adopts successful innovations of others and implements them in a different 

market. 
o Example: Many Indian entrepreneurs adopting e-commerce models after 

Amazon. 
3. Social Entrepreneur 

o Works for social welfare and community development rather than pure profit. 
o Example: Dr. Verghese Kurien (White Revolution – Amul). 

4. Serial Entrepreneur 
o Starts multiple ventures one after another. 
o Example: Elon Musk (PayPal, Tesla, SpaceX, Neuralink). 

5. Technopreneur 
o Focuses on technology-driven innovations. 
o Example: Infosys founders in IT sector. 

6. Lifestyle Entrepreneur 
o Builds business around personal passions or lifestyle. 
o Example: Travel bloggers creating tourism-related ventures. 
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o  
7. Agripreneur 

o Engages in innovations in agriculture and allied activities. 
o Example: Entrepreneurs developing organic farming startups. 

2. Nature of Entrepreneurship 

 Economic Activity: Entrepreneurship is an economic function involving production, 
distribution, and trade. 

 Creative & Innovative: Core of entrepreneurship is bringing new ideas, products, and 
solutions. 

 Risk-bearing: Entrepreneurs face business uncertainties and financial risks. 
 Goal-oriented: Focused on earning profits and creating value. 
 Dynamic Process: Continuously adapts to changing market and technology. 
 Organizing Function: Mobilizes resources like capital, labor, and technology. 
 Social Process: Generates employment and improves living standards. 

3. Importance of Entrepreneurship 

1. Economic Growth: Contributes to GDP and national income. 
2. Employment Generation: Creates jobs directly and indirectly. 
3. Innovation: Promotes new products, services, and business models. 
4. Utilization of Resources: Efficient use of capital, land, and labor. 
5. Improves Standard of Living: Provides goods and services that meet needs 

effectively. 
6. Regional Development: Encourages industries in backward/rural areas. 
7. Wealth Creation: Generates profits, taxes, and investments. 
8. Encourages Competition: Leads to better quality products at reasonable prices. 
9. Supports Government Programs: Helps in achieving goals like “Make in India,” 

Startup India, etc. 

Conclusion: 
Entrepreneurs can be of different types, but all share the common role of innovating, bearing 
risk, and driving growth. Entrepreneurship is not only about personal gain but also a powerful 
force for social and economic development. 

3. Entrepreneurial Traits and Skills 

1. Entrepreneurial Traits (Qualities/Characteristics) 

Traits are the personal qualities or inherent characteristics that help an entrepreneur succeed. 

1. Risk-taking Ability – Willingness to face uncertainty in business decisions. 
2. Innovativeness – Ability to think creatively and introduce new ideas, products, or 

methods. 
3. Vision – Clear foresight about goals, strategies, and the future of the business. 
4. Perseverance & Determination – Never giving up despite challenges and failures. 
5. Self-confidence – Strong belief in one’s own abilities and decisions. 
6. Initiative – Proactively seeking opportunities instead of waiting for them. 
7. Leadership – Ability to inspire, motivate, and guide a team towards goals. 
8. Flexibility & Adaptability – Adjusting quickly to changes in market or technology. 
9. Achievement Orientation – Desire to accomplish challenging goals. 
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10. Ethical Conduct – Honesty, integrity, and responsibility in business dealings. 

Example: Dhirubhai Ambani’s risk-taking and vision helped Reliance grow from textiles into 
a global business empire. 

 

2. Entrepreneurial Skills 

Skills are the abilities that can be developed through learning, training, and experience. 

1. Managerial Skills 
o Planning, organizing, and controlling resources. 
o Example: Managing finances, production, and employees effectively. 

2. Decision-making Skills 
o Evaluating alternatives and choosing the best course of action. 
o Example: Deciding whether to launch a new product. 

3. Communication Skills 
o Ability to clearly express ideas, negotiate, and build networks. 
o Example: Pitching to investors or motivating employees. 

4. Problem-solving Skills 
o Identifying business problems and finding effective solutions. 

5. Technical Skills 
o Knowledge of processes, technology, and industry-related tools. 

6. Financial Skills 
o Budgeting, cost control, investment, and profit management. 

7. Marketing Skills 
o Understanding consumer needs, branding, promotion, and sales strategies. 

8. Time Management Skills 
o Prioritizing tasks and using time efficiently to achieve goals. 

3. Difference between Traits and Skills 

Basis Traits (Qualities) Skills (Abilities) 

Nature Inherent / Personal Learned & Developed 

Examples 
Risk-taking, Vision, 
Confidence 

Communication, Marketing, Financial 
management 

Development Harder to change Can be improved with training and practice 

 

4. Conclusion 

Successful entrepreneurs require both traits and skills. Traits like vision, confidence, and 
perseverance provide the foundation, while skills like management, communication, and 
problem-solving ensure effective execution. A balance of both makes an entrepreneur capable 
of turning ideas into successful ventures. 

 

4. Entrepreneurship as a Career 
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1. Introduction 

Entrepreneurship is not just about starting a business; it is a career option that allows 
individuals to create, innovate, and manage enterprises. Instead of seeking jobs, entrepreneurs 
create jobs for themselves and others. 

2. Why Entrepreneurship as a Career? 

1. Independence & Self-employment – Freedom to make one’s own decisions. 
2. Opportunity for Innovation – Chance to implement new ideas and technologies. 
3. Unlimited Growth Potential – No fixed salary; earnings depend on effort and 

creativity. 
4. Job Creation – Provides employment opportunities for society. 
5. Contribution to Economy – Enhances GDP, exports, and industrial development. 
6. Flexibility & Work Satisfaction – Entrepreneurs work on their passion, leading to 

fulfillment. 

3. Entrepreneurship Career Paths 

 Start-ups & New Ventures – Launching innovative businesses (e.g., Flipkart, Ola). 
 Family Business Entrepreneurship – Expanding and modernizing traditional 

businesses. 
 Social Entrepreneurship – Creating ventures for social welfare (e.g., Aravind Eye 

Care). 
 Agripreneurship – Innovative farming, food processing, and agribusiness. 
 Technopreneurship – Technology-driven businesses in IT, AI, fintech, etc. 

4. Challenges in Choosing Entrepreneurship as a Career 

 Financial risk and uncertainty. 
 Long working hours and high responsibility. 
 Need for multiple skills (management, finance, marketing, etc.). 
 Pressure of competition and market fluctuations. 

5. Support for Entrepreneurship as a Career in India 

 Government Schemes: Startup India, Stand-up India, Mudra Yojana. 
 Incubators & Accelerators: Provide mentoring, funding, and training. 
 Educational Courses: Entrepreneurship development programs in universities and 

institutes. 

6. Conclusion 

Entrepreneurship as a career is a path filled with challenges but also immense opportunities. It 
requires passion, risk-taking ability, and skills, but offers independence, financial growth, and 
the satisfaction of creating value for society. In the 21st century, entrepreneurship is not just an 
alternative to jobs but a preferred career choice for many ambitious individuals. 

 

5. Identification of Opportunity and Converting Idea into Reality 
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1. Introduction 

Entrepreneurship begins with an idea. However, not every idea is a good business opportunity. 
The entrepreneur must identify opportunities, evaluate them, and then convert the idea into a 
viable and successful venture. 

2. Identification of Opportunity 

Opportunity identification is the process of spotting a favorable set of circumstances that can 
lead to the creation of goods or services with market potential. 

Sources of Opportunities: 

1. Market Needs and Gaps – Unmet consumer demand (e.g., food delivery apps). 
2. Technological Changes – Innovations creating new industries (e.g., AI tools, EVs). 
3. Government Policies – New schemes, liberalization, subsidies (e.g., solar power 

ventures). 
4. Social and Demographic Changes – Changing lifestyles, population growth, aging 

population. 
5. Globalization – Import–export opportunities, outsourcing, international trade. 
6. Personal Experiences/Problems – Everyday challenges that inspire solutions. 

Steps in Opportunity Identification: 

 Scanning the environment. 
 Observing consumer behavior. 
 Brainstorming and generating ideas. 
 Screening ideas for feasibility. 

. Converting Idea into Reality 

Once an opportunity is identified, the entrepreneur must develop and implement it into a 
business. 

Process: 

1. Idea Screening – Evaluating ideas based on feasibility, cost, demand, and profitability. 
2. Market Research – Studying customer needs, competitors, and pricing. 
3. Business Planning – Preparing a business plan with goals, strategies, and financial 

projections. 
4. Resource Mobilization – Arranging finance, technology, human resources, and 

infrastructure. 
5. Prototype Development – Creating a sample or pilot project to test viability. 
6. Implementation – Launching the product/service in the market. 
7. Feedback & Improvement – Adapting based on customer response and market 

trends. 

4. Factors for Successful Conversion of Ideas 

 Creativity and innovation. 
 Risk-taking capacity. 
 Managerial and financial skills. 



7 | P a g e  
 

 Strong network and support system. 
 Government/Institutional support. 

5. Examples 

 Flipkart: Identified the gap in online book retailing in India → expanded into e-
commerce giant. 

 Amul: Converted the idea of cooperative dairy farming → successful White 
Revolution. 

 OYO Rooms: Spotted opportunity in budget hotel aggregation → created a global 
brand. 

6. Conclusion 

Entrepreneurship thrives on the ability to spot opportunities and execute ideas effectively. 
Identifying opportunities requires awareness and creativity, while converting ideas into reality 
requires planning, resources, and determination. The combination of both leads to successful 
ventures and economic development. 

6.Role of Family, Society and EDIs in Entrepreneurship 

1. Role of Family in Entrepreneurship 

Family plays a foundational role in shaping entrepreneurial behavior. 

 Support System: Emotional and financial backing from family encourages risk-
taking. 

 Business Culture: In family businesses, entrepreneurial values are passed from one 
generation to another. 

 Role Models: Parents or relatives in business inspire the younger generation. 
 Resource Provider: Family often provides seed capital, land, contacts, and labor. 
 Moral Support: Family encouragement sustains entrepreneurs during failures and 

challenges. 

Example: The Birla and Bajaj families in India, where entrepreneurship has been nurtured 
across generations. 

2. Role of Society in Entrepreneurship 

Society and community attitudes shape entrepreneurial success. 

 Cultural Values: Societies that value innovation and risk-taking produce more 
entrepreneurs. 

 Consumer Demand: Society creates markets for products and services. 
 Networking & Social Capital: Social groups provide contacts, mentors, and initial 

customers. 
 Social Recognition: Respect for entrepreneurs motivates individuals to pursue 

ventures. 
 Social Problems as Opportunities: Issues like unemployment, waste management, or 

healthcare create opportunities for social entrepreneurs. 
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Example: Dr. Verghese Kurien developed Amul with support from local farmers and 
cooperative societies. 

3. Role of EDIs (Entrepreneurial Development Institutions) 

EDIs are organizations established to promote and support entrepreneurship. 

Functions of EDIs: 

1. Training & Development: Provide Entrepreneurship Development Programs (EDPs). 
2. Financial Assistance: Help entrepreneurs access loans, subsidies, and grants. 
3. Research & Consultancy: Offer market studies, project reports, and technical advice. 
4. Incubation & Mentoring: Support start-ups with space, technology, and guidance. 
5. Networking Opportunities: Connect entrepreneurs with investors, industries, and 

government agencies. 

Major EDIs in India: 

 NIESBUD – National Institute for Entrepreneurship and Small Business Development. 
 EDII – Entrepreneurship Development Institute of India, Ahmedabad. 
 NSIC – National Small Industries Corporation. 
 SIDBI – Small Industries Development Bank of India (finance support). 
 DICs – District Industries Centres (local support for MSMEs). 
 NABARD – Supports agripreneurs and rural ventures. 

4. Conclusion 

Entrepreneurial success is not an individual effort alone. Family provides the foundation, 
society creates an environment of acceptance and opportunity, and EDIs offer training, 
finance, and institutional support. Together, they form the ecosystem essential for the growth 
of entrepreneurship. 

7.Sickness of Small Scale Industries (SSIs) 

1. Introduction 

Small Scale Industries (SSIs) play a vital role in employment generation and regional 
development. However, many SSIs in India face sickness—a condition where the unit 
becomes financially weak, incurs continuous losses, and is unable to meet its obligations. 

2. Causes of Sickness in SSIs 

(A) Internal Causes (within the enterprise): 

 Poor Management: Lack of managerial skills, wrong decisions, weak leadership. 
 Inadequate Finance: Insufficient working capital, over-dependence on borrowings. 
 Faulty Production: Obsolete technology, low quality, wastage of resources. 
 Marketing Problems: Poor sales strategy, lack of market research, stiff competition. 
 Poor Inventory Management: Over-stocking or shortage of raw materials. 
 Labor Issues: Strikes, absenteeism, low productivity. 
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(B) External Causes (environmental factors): 

 Government Policies: Frequent policy changes, high taxes, complex regulations. 
 Delayed Payments: Late payments by buyers, especially from large industries or 

government departments. 
 Raw Material Shortage: Scarcity or high cost of essential inputs. 
 Infrastructure Bottlenecks: Power cuts, transport issues, poor industrial facilities. 
 Economic Changes: Recession, inflation, global competition. 

3. Symptoms of Sickness in SSIs 

 Continuous cash losses for more than 2–3 years. 
 Inability to pay debts, creditors, or statutory dues. 
 Decline in capacity utilization (machines not fully used). 
 Continuous erosion of net worth and capital. 
 Frequent returns of cheques (payment defaults). 
 Poor quality products leading to customer dissatisfaction. 
 Excessive dependence on government subsidies or loans. 

4. Cures for Sickness in SSIs 

(A) Preventive Measures: 

 Proper project planning and feasibility studies before starting. 
 Adequate financial management and cash-flow planning. 
 Adoption of modern technology and quality control. 
 Effective marketing strategy, including e-commerce platforms. 
 Timely training of entrepreneurs and workers. 

(B) Remedial Measures (for already sick units): 

 Financial Restructuring: Debt rescheduling, working capital support, rehabilitation 
packages. 

 Government/Bank Support: Concessional loans, interest waivers, subsidies. 
 Professional Management: Bringing in experts to handle operations. 
 Diversification: Shifting to new products or services as per market demand. 
 Mergers/Takeovers: Sick units can be revived through acquisition by stronger firms. 

5. Institutional Support for Revival of SSIs 

 SBI and other Banks: Provide rehabilitation finance. 
 SIDBI (Small Industries Development Bank of India): Offers financial and 

technical support. 
 State Financial Corporations (SFCs): Provide loans to sick industries. 
 BIFR (Board for Industrial and Financial Reconstruction): Was set up to revive 

sick units (now merged with NCLT). 

6. Conclusion 

Sickness in SSIs is a serious issue that affects not only the entrepreneurs but also workers and 
the economy. With proper planning, timely support, and efficient management, sickness can 
be prevented and cured, ensuring the sustainability of SSIs. 
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8. Role of Banks in Reviving Sick Industries 

Sick industries are those industrial units that fail to generate adequate returns, suffer from poor 
financial health, and face operational inefficiencies. In reviving such units, banks play a 
critical role since they are the main source of finance and have a vested interest in recovering 
their dues. 

1. Financial Restructuring 

 Banks can reschedule or restructure loan repayments to reduce the immediate burden 
on sick industries. 

 They may convert unpaid interest into term loans or equity shares. 
 Provide additional working capital to sustain operations and avoid closure. 

2. Rehabilitation Packages 

 Banks, along with state-level institutions and the Board for Industrial and Financial 
Reconstruction (BIFR), often frame revival packages. 

 Packages may include soft loans, interest concessions, or debt write-offs in deserving 
cases. 

3. Monitoring and Supervision 

 Banks closely monitor the operations of revived industries through periodic inspections 
and audits. 

 They appoint nominees on the Board of Directors to oversee decision-making. 
 Regular progress reporting ensures corrective action at the right time. 

4. Facilitating Modernisation and Technology Upgradation 

 Banks extend term loans for modernization, replacement of obsolete machinery, and 
adoption of better technology to restore competitiveness. 

5. Collaboration with Government and Development Institutions 

 Banks coordinate with State Financial Corporations (SFCs), Industrial Development 
Banks, and government agencies to ensure a holistic revival plan. 

 Special rehabilitation cells in banks assist in implementing joint revival efforts. 

6. Encouraging Professional Management 

 Banks may insist on a change of management in persistently sick units. 
 They can support professional managers or takeover arrangements to ensure better 

efficiency. 

7. Recovery and Exit Strategy 

 If revival is not possible, banks initiate recovery mechanisms such as: 
o Asset reconstruction under SARFAESI Act. 
o Debt Recovery Tribunals (DRTs). 
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o Sale, merger, or liquidation of units to minimize losses. 

Conclusion 

Banks act not only as financiers but also as partners in industrial revival. Through financial 
restructuring, rehabilitation packages, monitoring, and coordination with government 
initiatives, banks can play a decisive role in turning around sick industries. Where revival is 
not feasible, they ensure recovery and protect the interests of stakeholders. 

9. Role of Government in Reviving Sick Industries 

The government plays a central role in reviving sick industries since their survival is important 
for employment, regional balance, and overall economic stability. Through policies, 
institutions, and financial support, governments ensure that industrial sickness is addressed 
systematically. 

1. Policy Support 

 Framing industrial policies that provide incentives for revival and modernization. 
 Offering tax concessions, duty exemptions, and subsidies for sick units under 

rehabilitation. 
 Facilitating simplified procedures for restructuring and revival. 

2. Institutional Mechanisms 

 Establishing bodies like the Board for Industrial and Financial Reconstruction 
(BIFR) (earlier) to assess viability and suggest revival plans. 

 State and central-level Industrial Development Corporations help in rehabilitation. 
 Setting up Sick Industry Cells at state levels to provide guidance and coordination. 

3. Financial Assistance 

 Providing soft loans, grants, and equity participation in rehabilitation packages. 
 Government may guarantee loans provided by banks and financial institutions to sick 

units. 
 Introducing special schemes through institutions like SIDBI, IDBI, IFCI for supporting 

small and medium sick industries. 

4. Infrastructure and Technology Support 

 Assisting in modernization and technology upgradation through financial aid and 
technical consultancy. 

 Promoting industrial research and development to restore competitiveness. 

5. Labour and Employment Protection 

 Designing schemes for worker protection in sick units, including wage support and 
retraining programmes. 

 Mediating between management and labour unions to ensure industrial peace during 
the revival process. 
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6. Encouraging Change in Management 

 In cases of persistent sickness, the government may intervene by changing the 
management. 

 Sick units may be merged with stronger units, nationalized, or handed over to 
professional managers. 

7. Legal and Regulatory Support 

 Enacting laws such as Insolvency and Bankruptcy Code (IBC), 2016 for speedy 
resolution of sick industries. 

 Setting up Debt Recovery Tribunals (DRTs) and Asset Reconstruction Companies 
(ARCs) to handle insolvency and liquidation where revival is not possible. 

Conclusion 

The government acts as a facilitator, financier, and regulator in reviving sick industries. 
Through policy measures, institutional support, financial incentives, and legal frameworks, it 
ensures industrial units regain viability. When revival is not feasible, the government also 
ensures an orderly exit to protect employment and minimize economic disruption. 

 

 

 

 

 

 

 

 

 

 

 

Start-up Environment 

 Definition and Characteristics 

Definition of Start-up 
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A start-up is a newly established business venture, typically founded by one or more 
entrepreneurs, with the aim of developing a unique product, service, or innovative business 
model to meet market needs and achieve scalability. Start-ups are generally associated with 
innovation, risk-taking, and rapid growth potential. 

In India, as per the Department for Promotion of Industry and Internal Trade (DPIIT), a 
start-up is defined as: 

 An entity that is not older than 10 years from the date of incorporation/registration. 
 Has an annual turnover of less than ₹100 crore in any of the previous financial years. 
 Works towards innovation, development, or improvement of products or services, or 

is a scalable business model with potential for employment generation and wealth 
creation. 

Characteristics of Start-ups 

1. Innovation-Oriented 
o Start-ups generally bring new ideas, disruptive technologies, or unique business 

models. 
o They focus on solving problems in novel and efficient ways. 

2. High Risk, High Reward 
o They operate in uncertain markets with untested ideas. 
o Carry higher chances of failure but also potential for exponential returns. 

3. Scalability and Growth Potential 
o Designed to grow rapidly in size, customer base, and revenue. 
o Unlike small businesses, start-ups aim for large market reach and expansion. 

4. Resource Constraints 
o Often face limited financial, human, and infrastructural resources in the early 

stages. 
o Depend on venture capital, angel investors, and government schemes for 

funding. 
5. Technology-Driven 

o Many start-ups rely on digital platforms, IT solutions, and technological 
innovations. 

o Sectors include fintech, health-tech, ed-tech, e-commerce, etc. 
6. Entrepreneurial Leadership 

o Driven by founders with vision, risk-taking ability, and passion. 
o Leadership is flexible and adaptable to change. 

7. Dynamic and Flexible Structure 
o Operate with less formal hierarchy compared to large corporations. 
o Able to adapt quickly to market changes and customer feedback. 

8. Focus on Customer-Centric Solutions 
o Start-ups often emerge by identifying gaps in the market. 
o Customer satisfaction and solving real-world problems drive their operations. 

 

9. Funding and Investment Dependent 
o Rely on seed funding, venture capital, crowd-funding, or government grants. 
o Investors often play a critical role in scaling. 

10. Potential for Job Creation 
o Start-ups generate employment opportunities in new-age sectors. 
o Contribute to economic growth and innovation ecosystems. 
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Conclusion 

Start-ups are innovation-driven, growth-oriented ventures that thrive on risk-taking, 
adaptability, and entrepreneurial spirit. They are crucial for fostering economic development, 
technological advancement, and employment generation. 

Types of Start-ups 

A Start-up is a newly established business, usually founded to solve a problem or meet a need 
through innovation, scalability, and growth potential. Start-ups can be categorized based on 
their objectives, funding model, and growth strategies. The major types are as follows: 

1. Lifestyle Start-ups 

 Founded by individuals to pursue personal passions and interests. 
 The goal is not rapid growth but to earn a comfortable living while doing what they 

love. 
 Example: A yoga instructor opening a small studio, a travel blogger monetizing their 

blog. 

2. Small Business Start-ups 

 Run by individuals or families, often with limited funding. 
 Focus is on stability, serving local markets, and gradual growth. 
 Example: Local restaurants, small shops, service providers like plumbers or tailors. 

3. Scalable Start-ups 

 Aim to grow rapidly, attract venture capital, and expand globally. 
 Usually technology-driven with a business model that can scale without proportional 

cost increases. 
 Example: Google, Facebook, Ola, or Flipkart in their early stages. 

4. Buyable Start-ups 

 Built with the intention of being acquired by larger companies. 
 Founders develop innovative products or services and sell them to bigger firms for 

profit. 
 Example: Start-ups creating mobile apps that get acquired by tech giants. 

5. Social Start-ups 

 Aim to solve social, cultural, or environmental issues while sustaining financially. 
 Profit is secondary to the social mission. 
 Example: SELCO (providing solar energy solutions in India), Grameen Bank 

(microfinance). 

6. Large Company Start-ups 

 Initiated within an existing large corporation to innovate and enter new markets. 
 They leverage the parent company’s resources but operate like independent ventures. 
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 Example: Google X (Moonshot projects), Tata launching new-age digital businesses. 

Key Takeaways: 

 Start-ups differ in purpose: profit, passion, innovation, or social good. 
 Growth potential varies: from lifestyle-oriented to highly scalable global ventures. 
 Understanding the type helps in choosing the right funding source, strategy, and 

business model. 

Start-up India Policy 

Introduction 

The Start-up India Policy was launched by the Government of India on 16th January 2016 
to build a strong eco-system for nurturing innovation, driving sustainable economic growth, 
and generating employment. It provides support, incentives, and a conducive environment for 
entrepreneurs to flourish. 

Objectives 

 Encourage entrepreneurship and innovation. 
 Simplify regulations for start-ups. 
 Provide funding support and incentives. 
 Promote research and development. 
 Generate employment and boost “Make in India.” 

Definition of a Start-up (as per policy) 

A start-up is an entity that: 

1. Has been in existence for up to 10 years from its date of incorporation/registration. 
2. Has a turnover not exceeding ₹100 crore in any financial year. 
3. Is working towards innovation, development, or improvement of products or 

processes or services. 
4. Is not formed by splitting up or reconstructing an existing business. 

Key Features & Provisions 

1. Simplification & Handholding 

 Self-certification compliance under 9 labour and environment laws. 
 Start-up India Hub as a single contact point for start-ups. 
 Mobile App & Portal for registration and information. 

2. Funding Support & Incentives 

 Fund of Funds with Corpus of ₹10,000 crore managed by SIDBI. 
 Tax exemption for 3 consecutive years out of first 10 years. 
 80% rebate on patent filing fees and faster examination of patents. 
 Easier public procurement norms. 
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3. Industry–Academia Partnership & Incubation 

 Establishment of new incubators in premier institutions. 
 Annual Start-up Fest for showcasing innovation. 
 Innovation and R&D support through Atal Innovation Mission and Tinkering Labs. 

Achievements (till date) 

 Over 100,000+ start-ups recognized by DPIIT. 
 India ranks among the top 3 start-up ecosystems globally. 
 Huge boost in funding, innovation, and employment generation. 

Challenges 

 Unequal growth across regions (urban–rural divide). 
 Limited access to risk capital in early stages. 
 Regulatory hurdles in certain sectors. 
 Sustainability issues due to high competition. 

Conclusion 

The Start-up India Policy has transformed India into one of the fastest-growing start-up hubs 
in the world. By offering funding support, tax benefits, and a simplified regulatory 
framework, it aims to encourage entrepreneurship and innovation, contributing significantly 
to India’s economic development. 

Start up Odisha Policy 
 

Basic Overview 

 Adopted in: 2016 by Government of Odisha under the MSME Department. 
startupodisha.gov.in+2startupodisha.gov.in+2 

 Policy period: Operational for five years from notification, until replaced by a new 
policy. startupodisha.gov.in+1 

 Vision / Goal: 
1. To develop Odisha into a world-class “Startup Hub.” 

startupodisha.gov.in+2investodisha.gov.in+2 
2. To facilitate creation of at least 5,000 Startups in the next five years. 

startupodisha.gov.in 
3. To encourage innovation, skill-building, and inclusive entrepreneurship, 

especially among women, SC/ST, etc. startupodisha.gov.in+1 

Definition / Recognition Criteria 

To be recognised under Startup Odisha, a startup must satisfy: 

 Age of entity: Not older than 7 years from incorporation. In case of biotechnology 
startups, up to 10 years. startupodisha.gov.in+2startupodisha.gov.in+2 

 Turnover limit: Annual turnover should not exceed ₹25 crore in any preceding 
financial year. startupodisha.gov.in+1 
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 Registered in Odisha OR workforce criterion: If not registered in Odisha, then it 
should employ at least 50% of its qualified workforce in Odisha. 
startupodisha.gov.in+1 

 Innovation requirement: Proof of innovation by one of several routes: patent filing; 
outside funding / grants; or a write-up explaining innovative nature. 
startupodisha.gov.in+1 

 Not a reconstitution / split / part of existing family business. startupodisha.gov.in+1 

Key Objectives & Scope 

 Infrastructure & Ecosystem Building: Physical incubators, academic interventions 
(entrepreneurship cells), infrastructure to support startups. startupodisha.gov.in+1 

 Skill Development: Training youth so they can become job-creators rather than job-
seekers. startupodisha.gov.in+1 

 Inclusive growth: Special focus on women, socially marginalised communities (SC, 
ST, SEBC, PH, transgender) under equity / grant benefits. startupodisha.gov.in+1 

 Complement to National Policy: Offers incentives “over and above” the Startup India 
policy. startupodisha.gov.in 

Incentives & Financial Support 

Here are the main incentives offered to recognised startups under the policy: 

Benefit Type What is Provided 
Eligibility / 
Conditions 

Monthly Allowance 

₹20,000 per month for one year. Higher (₹22,000) if 
founders/co-founders are women/transgender or from 
SC/ST/SEBC/PH and own ≥50% equity. 
startupodisha.gov.in 

 

Product Development & 
Marketing/Publicity 
Assistance 

Up to ₹15 lakh (or up to ₹16 lakh in special categories) for 
introducing an innovative product into market. 
startupodisha.gov.in  

Need-based Assistance 
For raw materials, equipment etc., where innovation 
depends on special inputs. Case-by-case. 
startupodisha.gov.in  

Subsidised Incubation 

Recognised startups may get subsidy on incubation space 
rent (50% of monthly rent, up to ₹5,000/month for 1 
year), if incubated in recognised incubators. 
startupodisha.gov.in 

 

Event Participation Support 
Travel (economy or 3-tier AC train fare), stall space, etc. 
for national/international events if representing the state. 
startupodisha.gov.in  

Patent Reimbursement 100% reimbursement of patent registration cost up to 
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Benefit Type What is Provided 
Eligibility / 
Conditions 

₹10 lakh. Startup India 

Support for Incubators 
Utility expense reimbursement, one-time capital grants or 
performance grants to incubators. startupodisha.gov.in+1  

Public Procurement & Relaxation of Tender Norms 

 Startups recognised under Startup Odisha / Startup India are given relaxations in 
public procurement: exemption from paying Earnest Money Deposit (EMD), 
relaxation in prior experience / prior turnover criteria. startupodisha.gov.in 

 Special provisions: 
o Direct procurement up to value of ₹10 lakh without quotation for startups from 

notified Startup Product/Service lists. startupodisha.gov.in 
o Limited tenders among startups for value up to ₹50 lakh; for purchase of 

products/services in list notified, etc. startupodisha.gov.in 

Governance / Institutional Setup 

 Nodal Agency: Startup Odisha under the MSME Department. startupodisha.gov.in+1 
 Institutions involved: 

1. Startup Council (headed by Chief Secretary) startupodisha.gov.in 
2. Task Force (headed by Principal Secretary) startupodisha.gov.in 
3. Startup Secretariat located at O-Hub. startupodisha.gov.in 

 Academic / Incubation Cells: Entrepreneurship cells in universities, incubation 
centres recognized by state policy. investodisha.gov.in+1 

Achievements & Scope so far 

 Number of Startups supported: Over 1,500+ startups have been supported since 
inception. startupodisha.gov.in 

 Support to underrepresented groups: Women, SC/ST, transgender etc. have specific 
incentives. startupodisha.gov.in+1 

Strengths 

 Inclusive policy — encourages participation from socially marginalised groups. 
 Strong push for innovation (patents, product development). 
 Support across the startup lifecycle: recognition, incubation, commercialization. 
 Relaxation in procurement helps startups access government contracts. 
 Subsidies for incubators help build infrastructure focus. 

Challenges / Limitations 

 The turnover ceiling of ₹25 crore may restrict some fast-growing startups. 
 Requirement of “50% workforce in Odisha” could be limiting for startups registered 

outside the state. 
 Subsidy caps (e.g. rent subsidy up to ₹5,000/month) may not match real market rents in 

urban areas. 
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 Administrative delays or due diligence may slow down benefit disbursement. (Typical 
challenge for many state policies.) 

 Infrastructure outside major cities may be weak, impacting startups from rural or 
remote districts. 

Comparison: Odisha vs At National Startup India Policy (Highlights) 

 Odisha policy adds state-level incentives over Startup India’s. 
 Provides direct grants, rent subsidies, procurement relaxations not always available 

from central policy. 
 More local focus: encouraging startups to employ workforce in Odisha, and  

Knowledge of Key Accelerators 

Introduction 

In the start-up ecosystem, Accelerators are organisations or programs designed to help early-
stage start-ups grow rapidly through mentorship, funding, networking, and structured training. 
They “accelerate” the business development process, usually through a fixed-term, cohort-
based program. 

Features of Accelerators 

1. Time-bound Support: Typically 3–6 months of intensive guidance. 
2. Cohort System: Start-ups join as a batch and learn collectively. 
3. Equity-based Funding: Many accelerators invest capital in return for small equity 

stakes. 
4. Mentorship-driven: Access to experienced entrepreneurs, industry experts, and 

investors. 
5. Demo Day: At the end of the program, start-ups pitch to investors and stakeholders. 

Key Functions of Accelerators 

 Provide seed funding and financial support. 
 Offer mentorship and strategic advice. 
 Connect start-ups with networks of investors and corporates. 
 Help refine business models, product-market fit, and scaling strategies. 
 Enhance visibility of start-ups through events and demo days. 

Benefits to Start-ups 

 Quick access to capital and expertise. 
 Reduction in trial-and-error through guided learning. 
 Improved chances of survival and scaling. 
 Enhanced credibility in the eyes of investors. 

Key Global Accelerators 

1. Y Combinator (USA): Famous for funding Dropbox, Airbnb, Reddit. 
2. Techstars (USA & Global): Mentorship-driven program with global network. 
3. 500 Global (formerly 500 Startups, USA): Early-stage seed accelerator and venture 

fund. 
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4. Mass Challenge (USA): Zero-equity accelerator focused on innovation. 

Key Accelerators in India 

1. Startup India Accelerator Programs: Supported by the Government of India. 
2. TLabs (Times Internet): Early-stage accelerator with seed funding. 
3. GSVlabs & NASSCOM 10,000 Start-ups: Support programs for Indian start-ups. 
4. Microsoft Accelerator (Bangalore): Tech-focused accelerator for high-potential start-

ups. 
5. CIIE.CO (IIM Ahmedabad): Supports technology and impact start-ups. 
6. GSF Accelerator: Known for mentoring digital and mobile start-ups. 

Difference Between Incubators & Accelerators 

 Incubators nurture ideas at a very early stage, often without time limits. 
 Accelerators support existing start-ups to scale fast within a short duration. 

Conclusion 

Knowledge of Key Accelerators is essential for entrepreneurs as these programs provide 
start-ups with funding, mentorship, networking, and market access. Choosing the right 
accelerator can significantly increase a start-up’s chances of growth, sustainability, and global 
recognition. 

Incubators and Mentors in India 

Introduction 

In the start-up ecosystem, Incubators and Mentors play a vital role in nurturing ideas, 
supporting entrepreneurs, and helping start-ups grow into sustainable businesses. India, being 
one of the world’s largest start-up hubs, has developed a strong network of incubators and 
mentorship programs. 

1. Incubators in India 

Definition: 
Incubators are organisations (universities, research centres, or industry-backed bodies) that 
provide infrastructure, guidance, funding access, and networking opportunities to early-stage 
start-ups. 

Key Functions of Incubators: 

 Provide office/workspace and technical infrastructure. 
 Offer seed funding, grants, or access to investors. 
 Organise training and capacity-building workshops. 
 Facilitate industry–academia collaboration. 
 Support product development and market testing. 

Major Incubators in India: 

1. NSRCEL – IIM Bangalore 
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o Focus: Entrepreneurial ventures in multiple sectors. 
o Provides mentoring, networking, and seed support. 

2. CIIE.CO – IIM Ahmedabad 
o One of India’s oldest and largest incubators. 
o Supports technology, cleantech, and social enterprises. 

3. T-Hub – Hyderabad 
o Backed by Telangana Government. 
o Specialises in technology and innovation-driven start-ups. 

4. NASSCOM 10,000 Start-ups 
o Nationwide initiative to incubate and accelerate tech start-ups. 

5. KIIT-TBI (Bhubaneswar) 
o Odisha-based Technology Business Incubator. 
o Supports biotech, agri-tech, and IT start-ups. 

6. SIDBI Innovation & Incubation Centres 
o Provide early-stage capital support and mentoring. 

2. Mentors in India 

Definition: 
Mentors are experienced professionals, entrepreneurs, or investors who provide guidance, 
advice, and networking to founders. They often act as role models and help start-ups avoid 
common pitfalls. 

Role of Mentors: 

 Provide strategic advice on business planning and scaling. 
 Share industry-specific knowledge and expertise. 
 Connect start-ups to investors, customers, and partners. 
 Boost confidence and leadership skills in entrepreneurs. 
 Guide on funding strategies, legal compliance, and market entry. 

Notable Mentorship Programs in India: 

1. Startup India Hub (Government of India) – Connects start-ups with mentors across 
sectors. 

2. Indian Angel Network (IAN) Mentorship – Successful entrepreneurs and investors 
mentoring new ventures. 

3. TiE (The Indus Entrepreneurs) – Global network providing mentoring, networking, 
and funding. 

4. NASSCOM Mentorship Programs – Guidance for IT and digital start-ups. 
5. Atal Innovation Mission (AIM) – Government initiative with mentors of change to 

support innovation at schools and start-ups. 

Difference Between Incubators and Mentors 

 Incubators are institutions providing infrastructure, funding support, and structured 
incubation facilities. 

 Mentors are individuals offering knowledge, expertise, and personal guidance. 
 Incubators focus on resources; mentors focus on wisdom and experience. 
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Conclusion 

Incubators and mentors in India are crucial pillars of the start-up ecosystem. While incubators 
provide the platform, space, and funding, mentors contribute experience, vision, and 
networks. Together, they empower entrepreneurs to transform innovative ideas into 
successful ventures, supporting India’s growth as a global start-up hub. 

7.Roles, Advantages & Disadvantages of Incubators and Mentors 

1. Role of Incubators 

 Provide workspace and infrastructure to early-stage start-ups. 
 Facilitate access to funding, grants, and investors. 
 Offer training programs, workshops, and networking events. 
 Support product development, testing, and commercialization. 
 Act as a bridge between academia, industry, and government. 

2. Role of Mentors 

 Share experience, expertise, and best practices. 
 Provide guidance on strategy, leadership, and decision-making. 
 Help avoid common mistakes through timely advice. 
 Connect founders with networks of investors, partners, and clients. 
 Motivate and build confidence in entrepreneurs. 

3. Advantages of Incubators 

 Access to low-cost infrastructure. 
 Opportunity for collaborations and partnerships. 
 Financial support (seed funding, subsidies, grants). 
 Exposure to structured training and industry networks. 
 Increased credibility for start-ups supported by reputed incubators. 

4. Disadvantages of Incubators 

 Intense competition for limited slots. 
 Dependency risk: start-ups may rely too much on incubator support. 
 May impose equity stake or terms that are not always favourable. 
 Some incubators lack sector-specific expertise. 
 Not suitable for all business models (esp. lifestyle or small-scale ventures). 

5. Advantages of Mentors 

 Provide personalised guidance and strategic direction. 
 Offer industry insights and practical knowledge. 
 Can help with networking and fundraising. 
 Save time and resources by guiding entrepreneurs away from pitfalls. 
 Build entrepreneurial confidence and leadership skills. 

6. Disadvantages of Mentors 
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 Quality of mentoring depends on the mentor’s commitment and expertise. 
 Overdependence on mentors may reduce founder’s independent decision-making. 
 Conflicts may arise if mentor and entrepreneur have different visions. 
 Good mentors are often hard to access without strong networks. 

Conclusion 

 Incubators provide the environment, structure, and resources, while mentors 
provide wisdom, guidance, and networks. 

 Both are essential for the success of start-ups but come with challenges such as 
dependency, access, and occasional mismatches. 

 A balanced approach — using incubators for infrastructure and mentors for personal 
growth — ensures start-ups maximize their chances of success. 

 

 

 

 

 

 

 

 

 

 

 

 

MODULE-2 

Indian Contract Act, 1872 

Essential elements of a Contract. 

A contract is a legally binding agreement between two or more parties. For a contract to be 
valid and enforceable, certain essential elements must be present. These elements are: 

1. Offer 

 Definition: An offer is a proposal made by one party to another, indicating a 
willingness to enter into a contract on certain terms. 

 Requirements for an Offer: 
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o Clear and definite terms: The offer must be specific about what is being 
offered and what the terms are. 

o Communicated: The offer must be communicated to the other party. 
o Intent to create a legal relationship: The offeror must intend that the offer 

creates legal obligations if accepted. 

2. Acceptance 

 Definition: Acceptance is the unqualified agreement to the terms of the offer. 
 Requirements for Acceptance: 

o Unconditional: The acceptance must be without modifications; any change is 
considered a counter-offer, not an acceptance. 

o Communication: Acceptance must be communicated to the offeror unless the 
offer states otherwise. 

o Timing: Acceptance must occur within the timeframe set by the offer or within 
a reasonable time if no time is specified. 

3. Consideration 

 Definition: Consideration refers to something of value exchanged between the parties 
to a contract, which induces them to enter into the agreement. 

 Requirements for Consideration: 
o Legal Value: The consideration must have legal value, such as money, goods, 

services, or promises. 
o Bargained-for exchange: Both parties must exchange something of value. A 

promise without consideration (like a gift) generally isn’t enforceable. 

4. Capacity 

 Definition: Both parties must have the legal capacity to enter into a contract. 
 Who may lack capacity: 

o Minors: Contracts involving minors (typically under 18) are often voidable at 
the minor's discretion, except for contracts for necessities. 

o Mentally incapacitated persons: If someone is mentally incapacitated, they 
may not be able to enter into a binding contract unless a guardian or legal 
representative is involved. 

o Intoxicated persons: People who are intoxicated may lack capacity to form a 
valid contract unless they were capable of understanding the contract terms at 
the time of agreement. 

5. Legality of Purpose 

 Definition: The subject matter of the contract must be legal. If the contract involves 
illegal activities, it is void and unenforceable. 

 Examples of illegal contracts: 
o Contracts for illegal goods or services. 
o Contracts that violate public policy or are against societal norms. 

6. Intention to Create Legal Relations 

 Definition: The parties must intend to create a legally binding agreement. 
 Distinction between social and commercial agreements: 
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o Social or domestic agreements (like promises between friends or family) 
typically do not have legal intent. 

o Commercial agreements (business contracts, sales agreements) are presumed 
to have legal intent. 

7. Formality (Writing and Signature) 

 Definition: Some contracts need to be in writing and signed, depending on the nature 
of the contract and the jurisdiction. 

 Examples of contracts requiring written form: 
o Contracts involving real estate transactions. 
o Contracts that cannot be performed within one year. 
o Contracts for the sale of goods over a certain amount (e.g., under the U.S. 

Uniform Commercial Code, contracts for the sale of goods over $500). 

8. Consent 

 Definition: The consent of the parties must be genuine and free from duress, undue 
influence, misrepresentation, or mistake. 

 Issues affecting consent: 
o Duress: One party is forced into the contract under threat or harm. 
o Undue influence: One party takes advantage of their position to manipulate the 

other into agreeing to the contract. 
o Misrepresentation: False statements made that induce the other party to enter 

the contract. 
o Mistake: If both parties are mistaken about a fundamental aspect of the 

contract (e.g., the identity of a subject matter), the contract may be voidable. 

 

Summary of the Essential Elements: 

1. Offer – A clear and definite proposal. 
2. Acceptance – Unqualified agreement to the terms of the offer. 
3. Consideration – Something of value exchanged. 
4. Capacity – Both parties must have the legal ability to contract. 
5. Legality – The contract’s subject must be legal. 
6. Intention to Create Legal Relations – The parties must intend to form a legally 

binding agreement. 
7. Formality (Writing and Signature) – Some contracts must be in writing. 
8. Consent – Consent must be genuine and free from external pressures. 

These elements ensure that a contract is fair, enforceable, and legally binding. If any element 
is missing or defective, the contract might be void, voidable, or unenforceable. 

Offer and Acceptance 

 

1. Meaning of Offer (Proposal) 

Definition (Section 2(a), Indian Contract Act, 1872): 
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“When one person signifies to another his willingness to do or to abstain from doing anything, 
with a view to obtaining the assent of that other, he is said to make a proposal.” 

An offer is the starting point of a contract. 

Types of Offer: 

Type Meaning Example 

General 
Offer 

Made to the public at large. 
A announces a reward for finding his 
lost dog. 

Specific 
Offer 

Made to a particular person or group. A offers to sell his bike to B. 

Express 
Offer 

Made through words (spoken or 
written). 

“I will sell my car for ₹50,000.” 

Implied 
Offer 

Made through conduct. 
Boarding a bus implies an offer by the 
transport company. 

Cross 
Offer 

Two offers made in ignorance of each 
other; no contract is formed. 

A and B send offers to each other at the 
same time with same terms. 

Counter 
Offer 

A new offer made in response to an 
original offer. 

A offers to sell for ₹5000; B says he will 
buy for ₹4000. 

Essential Elements of a Valid Offer: 

 Must intend to create legal relations. 
 Terms must be clear and certain. 
 Must be communicated to the offeree. 
 Cannot be vague or ambiguous. 
 Must not contain a term to assume acceptance by silence. 

2. Meaning of Acceptance 

Definition (Section 2(b)): 

“When the person to whom the proposal is made signifies his assent thereto, the proposal is 
said to be accepted.” 

Acceptance converts an offer into a contract. 

Legal Rules of Valid Acceptance: 

1. Must be absolute and unqualified. 
o No conditions or changes to the offer. 

2. Must be communicated. 
o Silence is not acceptance. 

3. Must be in the prescribed mode. 
o If no mode is given, reasonable mode is acceptable. 

4. Must be made by the person to whom the offer is made. 
5. Must be made while the offer is still in force. 

Timing of Acceptance (Section 4): 
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 Communication of offer is complete when it comes to the knowledge of the offeree. 
 Communication of acceptance is complete: 

o As against the proposer: When acceptance is put in transmission (e.g., 
posted). 

o As against the acceptor: When acceptance reaches the proposer. 

Revocation (Section 5): 

 Offer can be revoked any time before acceptance is communicated. 
 Acceptance can be revoked before it reaches the offeror. 

Example to Illustrate Offer & Acceptance: 

Offer: A writes to B, “I will sell my bike for ₹10,000. Let me know within 5 days.” 
Acceptance: B replies within 3 days, “I accept your offer.” 
Valid contract is formed. 

Counter-offer Example: If B says, “I will buy it for ₹8,000,” it is a counter-offer. Original 
offer is rejected. 

Case Law Example: 

Carlill v. Carbolic Smoke Ball Co. 

 The company’s ad was a general offer. 
 Mrs. Carlill accepted it by fulfilling the condition (using the smoke ball). 
 Company was bound to pay the reward. 

Conclusion: 

 Offer + Acceptance = Agreement 
 When an offer is accepted properly, it becomes a promise, leading to a contract if 

other essentials are also present (like consideration, capacity, etc.). 

 

Consideration 

1. Meaning of Consideration 

In contract law, consideration refers to something of value that is given by both parties to a 
contract that induces them to enter into the agreement. It is the price paid for the promise 
of the other. Without consideration, a contract is generally not enforceable. 

2. Definition (as per Indian Contract Act, 1872) 

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 abstain from doing something, such act or abstinence or promise is 
called a consideration for the promise.” 
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3.  Essentials of a Valid Consideration 

 Must move at the desire of the promisor – The act must be done at the promisor’s 
request, not voluntarily. 

 May move from promisee or any other person – Consideration can be provided by 
the promisee or even a third party (unlike English law which restricts it to the 
promisee). 

 May be past, present, or future – 
o Past consideration: Something done before the promise is made. 
o Present (executed): Simultaneous exchange of promises/acts. 
o Future (executory): A promise to do something in the future. 

 Must be real and of some value – Consideration must not be vague, impossible, or 
illusory. 

 Need not be adequate – Law does not require equality in exchange; only that 
consideration is real and lawful. 

 Must be lawful – Consideration must not be illegal, immoral, or against public policy. 

4. Legal Maxims and Principles 

 Ex nudo pacto non oritur actio: From a bare agreement, no action arises (i.e., an 
agreement without consideration is void). 

 Consideration is the foundation of a valid contract. 

5. Exceptions to the Rule "No Consideration, No Contract" (Sec. 25, Indian Contract 
Act) 
A contract without consideration is void unless: 

1. It is made out of natural love and affection between near relatives, in writing, and 
registered. 

2. It is a promise to compensate a person for something already done voluntarily. 
3. It is a promise to pay a time-barred debt, in writing and signed by the debtor. 
4. Completed gifts, even without consideration, are valid. 
5. Agency contracts (Sec. 185) may be valid without consideration. 

6. Case Laws 

 Durga Prasad v. Baldeo (1880): Consideration must move at the desire of the 
promisor. 

 Chinnaya v. Ramaya (1882): Consideration may move from a third party. 
 Kedarnath v. Gorie Mohamed (1886): A promise made relying on the promisee’s act is 

enforceable. 

Consideration is the backbone of enforceable agreements. It ensures that promises are not 
made casually but are backed by something of value exchanged between parties. However, 
Indian law recognizes certain exceptions where even without consideration, agreements 
can be binding. 

7. Examples of Consideration 

1. Past Consideration 
o Example: A finds B’s lost purse and returns it. Later, B promises to pay ₹500 to 

A for his past help. Here, A’s past act (returning the purse) is valid 
consideration for B’s promise. 
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o Under Indian law, this is valid; under English law, past consideration is 
generally not valid. 

2. Present (Executed) Consideration 
o Example: A goes to a shop and buys a pen for ₹50. A pays the money 

immediately, and the shopkeeper gives the pen at the same time. The 
consideration is exchanged simultaneously. 

3. Future (Executory) Consideration 
o Example: A agrees to sell his car to B for ₹2,00,000 to be delivered next month. 

B promises to pay the price on delivery. Here, both promises are to be 
performed in the future. 

4. Consideration by a Third Party 
o Example: A’s uncle promises to pay B (A’s creditor) ₹5,000 if B releases A 

from his debt. Although the consideration moves from the uncle (a third party), 
the contract is valid under Indian law. 

8. Simple Real-Life Examples of Consideration 

1. Buying Goods 
o A buys a packet of milk from the shop for ₹30. 
o Consideration: A gives money, shopkeeper gives milk. 

2. Hiring a Cab 
o A books an auto to go to the railway station and agrees to pay ₹150. 
o Consideration: A gets transport service, driver gets money. 

3. Tuition Classes 
o A student agrees to pay ₹5000 for one month’s tuition. 
o Consideration: Student gets teaching, tutor gets fees. 

4. Mobile Recharge 
o A pays ₹249 to recharge his mobile plan. 
o Consideration: Customer pays money, company provides call/data service. 

5. Doctor’s Visit 
o A visits a doctor and pays consultation fees. 
o Consideration: Patient gets medical advice, doctor gets payment. 

6. Borrowing Money 
o A borrows ₹10,000 from B and promises to repay in six months with interest. 
o Consideration: A gets money now, B gets right to repayment later. 

7. Daily Wage Work 
o A farmer hires a laborer to work in his field for ₹400 per day. 
o Consideration: Laborer gives physical work, farmer pays wages. 

8. Promise between Friends (Future Consideration) 
o A says to B: “I will help you with your project work next week if you lend me 

your laptop today.” 
o Consideration: Laptop today, help in future. 

9. Restaurant Bill 
o A eats dinner at a restaurant and pays the bill of ₹1200. 
o Consideration: Customer gets food/service, restaurant gets payment. 

10. Gym Membership 

 A pays ₹6000 for a six-month gym membership. 
 Consideration: A gets right to use gym facilities, gym owner gets fees. 

The principle “No consideration, no contract” is a fundamental rule under the Indian 
Contract Act, 1872 (Section 25). It means that an agreement without consideration is not 
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enforceable in a court of law, because consideration is the price for which the promise of 
another is bought. 

In simple terms: If one party gives nothing in return for the promise of the other, the 
agreement is void. 

Explanation 

 Consideration is something of value (money, goods, services, or a promise) given by 
one party in exchange for a promise or act of another. 

 Without consideration, the promise is like a gift, and the law does not enforce gifts 
unless certain exceptions apply. 

Example 

1. Without consideration (No contract): 
o A says to B: “I will give you ₹10,000.” 
o B does nothing in return. 
o This is a gratuitous promise. Since B is giving no consideration, the 

agreement is not a contract and cannot be enforced in court. 
2. With consideration (Valid contract): 

o A says to B: “I will give you ₹10,000 if you deliver your bike to me.” 
o B delivers the bike. 
o Here, B’s act of delivering the bike is consideration. Hence, it becomes a valid 

contract. 

Exceptions to the Rule 

Though the general rule is no consideration, no contract, there are exceptions under Section 
25 of the Indian Contract Act: 

 Agreements made out of natural love and affection (if written and registered). 
 Promise to compensate for past voluntary services. 
 Promise to pay a time-barred debt. 
 Natural Love and Affection (Exception to No Consideration Rule) 

o Example: A father, in writing and registered, promises to transfer a house to his 
son out of natural love and affection. This is enforceable even without 
consideration. 

 Promise to Compensate for Voluntary Services 
o Example: A, without being asked, pays B’s outstanding electricity bill to save 

him from disconnection. Later, B promises to repay A. This promise is valid 
even though A’s act was voluntary. 

 Promise to Pay Time-Barred Debt 
o Example: A owes B ₹10,000, but the debt is barred by limitation. A makes a 

written and signed promise to pay ₹6,000. This agreement is enforceable even 
without fresh consideration. 

 Gift Already Made 
o Example: A gifts his friend a gold chain and delivers it. Later, A cannot 

demand it back on the ground that there was no consideration, because 
completed gifts are valid. 

Case Law Examples 
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1. Abdul Aziz v. Masum Ali (1914) 

 Facts: A person promised to contribute ₹500 for the reconstruction of a mosque, but he 
did not pay. 

 Issue: Could this promise be enforced? 
 Decision: The court held it was a gratuitous promise. Since there was no 

consideration (the mosque committee did not do or promise to do anything in return), 
the agreement was not enforceable. 

 Principle: A mere promise to make a donation without consideration is not a contract. 

 

2. Kedar Nath v. Gorie Mohammad (1886) 

 Facts: The defendant promised to subscribe ₹100 towards the construction of a Town 
Hall. The plaintiff, relying on the promise, entered into contracts with contractors to 
build the hall. The defendant later refused to pay. 

 Decision: The court held the promise was enforceable because the plaintiff had acted 
on the defendant’s promise (entered into obligations with contractors). That act was 
valid consideration. 

 Principle: If the promisee incurs liability on the faith of a promise, it amounts to 
consideration. 

3. Durga Prasad v. Baldeo (1880) 

 Facts: The plaintiff constructed a market at the request of the Collector. The 
defendants, who were shopkeepers in the market, promised to pay commission to the 
plaintiff on their sales. Later they refused. 

 Decision: The court held the promise was not enforceable, because the consideration 
(construction of the market) was not done at the desire of the defendants, but at the 
desire of a third party (the Collector). 

 Principle: Consideration must move at the desire of the promisor, not at the desire of 
a  

Capacity of Parties to Contract 

Meaning 

Capacity of parties refers to the legal ability of a person to enter into a valid contract. 
Under Section 11 of the Indian Contract Act, 1872, a person is competent to contract if they 
are: 

1. Of the age of majority (18 years or above), 
2. Of sound mind, and 
3. Not disqualified from contracting by any law to which they are subject. 

Who are not competent to contract? 

1. Minors 

 A minor (below 18 years) cannot enter into a valid contract. 
 Any agreement with a minor is void ab initio (void from the beginning). 
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 However, a minor can: 
o Avail benefits under a contract (scholarship, free services). 
o Be supplied necessaries (food, clothing, shelter, education) – the supplier can 

claim reimbursement from the minor’s property. 

Example: 

 Mohori Bibi v. Dharmodas Ghose (1903) – A minor mortgaged his property and 
received money. Later he refused to return it. The court held the contract void ab initio 
as he was a minor. 

2. Persons of Unsound Mind 

 A person of unsound mind cannot contract because they cannot understand the nature 
and consequences of the agreement. 

 A contract by a person of unsound mind is valid only when they enter into it during a 
lucid interval (when they are of sound mind). 

Example: 

 A lunatic agrees to sell his house when he is not in a sound state of mind. Such an 
agreement is void. 

3. Persons Disqualified by Law 

Certain persons are not competent to contract because of legal restrictions: 

 Alien enemies (during war cannot contract). 
 Convicts (cannot contract while serving sentence, though disability is removed after 

release). 
 Insolvents (cannot deal with their property as it vests in the official receiver/assignee). 
 Foreign sovereigns and ambassadors (can contract but enjoy immunity from being 

sued unless they waive privilege). 

Summary Table 

Category Can they contract? Legal Effect 

Minor ❌ No Contract is void ab initio 

Unsound mind ❌ No (except lucid interval) Void contract unless proven otherwise 

Disqualified by law ❌ No Void due to legal incapacity 
 

Key Point 

A valid contract requires both parties to have legal capacity. If any party lacks capacity, the 
contract is void and not enforceable. 

Free Consent 
Meaning of Consent 
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 Consent means when two or more persons agree upon the same thing in the same 
sense (consensus ad idem). 

 Example: If A wants to sell his car and B agrees to buy that specific car, there is 
consent. 

Meaning of Free Consent (Sec. 14, Indian Contract Act, 1872) 

Consent is said to be free when it is not caused by: 

1. Coercion 
2. Undue Influence 
3. Fraud 
4. Misrepresentation 
5. Mistake 

If consent is caused by any of these, the contract is not valid. 

Factors Affecting Free Consent 

1. Coercion (Sec. 15) 

 Coercion means committing or threatening to commit an illegal act, or detaining 
property, to force someone into an agreement. 

 Example: A threatens to beat B if he does not sell his land. B agrees out of fear. The 
contract is voidable at B’s option. 

2. Undue Influence (Sec. 16) 

 When one party uses its position of power or trust to dominate the will of another. 
 Example: A spiritual guru convinces a follower to gift him all his property. The 

follower can later avoid the contract. 

3. Fraud (Sec. 17) 

 Deliberate false statement or concealment of fact with intent to cheat the other party. 
 Example: A sells land to B claiming it has gold deposits, knowing it does not. This is 

fraud. 

4. Misrepresentation (Sec. 18) 

 False statement made innocently, without intent to deceive. 
 Example: A tells B that a horse is healthy, believing it to be true. Later, the horse turns 

out to be sick. This is misrepresentation. 

5. Mistake (Secs. 20–22) 

 Error regarding facts of the agreement. 
 Types:  

o Bilateral Mistake: Both parties are mistaken → Contract is void. 
o Unilateral Mistake: One party is mistaken → Contract usually valid. 
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 Example: A and B agree to sell goods that have already perished without their 
knowledge. The contract is void. 

Effect of Absence of Free Consent 

 Coercion, Undue Influence, Fraud, Misrepresentation → Contract becomes 
voidable at the option of the aggrieved party. 

 Mistake of fact (bilateral) → Contract is void. 

Quick Summary Table 

Factor Meaning in Simple Words Effect 

Coercion Threat/force Voidable 

Undue Influence Pressure due to position Voidable 

Fraud Intentional cheating Voidable 

Misrepresentation Innocent false statement Voidable 

Mistake Wrong belief Void 

 

Key Takeaway for Students: 
For a contract to be valid, consent must be real and voluntary. If consent is taken by force, 
pressure, cheating, false belief, or mistake, the agreement loses its validity. 

Legality of Object  

The Legality of Object is a fundamental principle in contract law. It refers to the requirement 
that the purpose or subject matter of a contract must be legal. If the object or purpose of a 
contract is unlawful, the contract becomes void and unenforceable. 

Key Points: 

1. Definition: The object of a contract refers to what the parties agree to do or the subject 
matter of the agreement. For a contract to be valid, its object must not violate any laws, 
public policy, or moral standards. 

2. Unlawful Objects: If the object is illegal or immoral, the contract will be deemed 
void. Examples include: 

o Contracts for the sale of illegal goods (e.g., drugs, stolen property). 
o Contracts involving fraudulent activities (e.g., bribery, forgery). 
o Agreements to commit crimes or torts. 

3. Effect of Illegality: A contract with an illegal object cannot be enforced by law. This 
means that even if one party does not fulfill their part of the contract, the other party 
cannot sue for performance or damages in court. 

4. Public Policy Considerations: Contracts that involve activities against public policy 
are also considered to have an unlawful object. This includes contracts that: 

o Restrict freedom of trade or competition (e.g., excessive non-compete clauses). 
o Promote actions that are harmful to society or public health (e.g., contracts 

encouraging discrimination). 
5. Exceptions: 

o If a contract involves illegal elements, but the illegal part can be separated from 
the legal part, the legal part may still be enforceable. 
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o Sometimes, if the contract is only partially illegal, the rest of it can still be valid 
and enforceable. 

Examples: 

 Legal Object: A contract for the sale of a car. 
 Illegal Object: A contract to sell illegal drugs. 

Conclusion: 

For a contract to be valid, the object must be lawful and not contrary to public policy. If the 
object of a contract is illegal, the contract is void from the beginning and cannot be enforced 
by the courts. 

Performance and Discharge of a Contract in Contract Law 

In contract law, performance and discharge are key concepts that define how a contract is 
completed and how it can come to an end. 

1. Performance of a Contract: 

Performance refers to the fulfillment of the terms of a contract by the parties involved. The 
contract is considered performed when both parties have executed their respective obligations 
as agreed. 

Types of Performance: 

1. Actual Performance: 
o The completion of the contract terms by both parties. 
o Example: A seller delivers goods, and the buyer makes payment as agreed. 

2. Tender of Performance: 
o When a party is ready and willing to perform their part of the contract but is 

prevented from doing so by the other party. 
o Example: A contractor offers to complete a building but is denied access to the 

property. 

Conditions for Performance: 

 Time: Performance must be done within the time frame specified in the contract or a 
reasonable time if no time is mentioned. 

 Place: Performance should occur at the place agreed upon by the parties. 
 Manner: The performance must meet the terms outlined in the contract (e.g., quality, 

quantity). 

2. Discharge of a Contract: 

A contract is discharged when the parties are no longer bound by its terms, i.e., when the 
contractual obligations are fulfilled or ended by other means. 

Modes of Discharge: 

1. Discharge by Performance: 
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o This happens when both parties have performed their obligations completely 
and correctly. 

o Once performance is completed, the contract is discharged. 
2. Discharge by Agreement: 

o The parties mutually agree to end the contract before performance is complete. 
o Novation: Substitution of a new contract for the original one. 
o Rescission: Canceling the contract by mutual consent. 
o Accord and Satisfaction: One party agrees to accept a different performance 

than originally promised. 
3. Discharge by Breach: 

o If one party fails to perform their obligations as specified in the contract, this 
constitutes a breach. 

o The non-breaching party is entitled to claim damages or, in some cases, 
terminate the contract. 

o Types of breach: 
 Actual Breach: Occurs when a party fails to perform at the time of 

performance. 
 Anticipatory Breach: When one party indicates in advance they will 

not perform their duties. 
4. Discharge by Impossibility: 

o A contract can be discharged if performing it becomes impossible due to 
unforeseen events. This may include: 

 Destruction of subject matter (e.g., the goods are destroyed). 
 Death or incapacity of a party in a personal contract. 
 Change in law making performance illegal. 

5. Discharge by Frustration: 
o If an event occurs that makes the contract impossible to perform, or radically 

changes the nature of performance, the contract may be frustrated and 
discharged. 

o For example, if a performance venue is destroyed and the contract cannot be 
fulfilled, it may be discharged by frustration. 

6. Discharge by Lapse of Time: 
o A contract may be discharged if one party does not take legal action to enforce 

it within a prescribed period (statute of limitations). 
o This is a legal time frame within which claims must be brought to court. 

7. Discharge by Operation of Law: 
o In some cases, the law automatically discharges a contract, for example, in 

cases of bankruptcy or death (if personal services are involved). 

3. Effects of Discharge: 

Once a contract is discharged: 

 The parties are released from further obligations under the contract. 
 If discharged due to breach, the party in breach may be liable for damages 

(compensation) to the non-breaching party. 
 In the case of discharge by impossibility, frustration, or agreement, both parties may be 

excused from further performance without penalty. 

4. Conclusion: 
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 Performance is the completion of contractual duties, which results in the discharge of 
the contract. 

 Discharge refers to the ending of the contractual relationship, which can occur by 
performance, agreement, breach, impossibility, frustration, or operation of law. 

Understanding the process of performance and discharge helps in determining when the 
parties are legally free from their obligations, or if any breach or delay may lead to legal 
consequences.  

Remedies for Breach of Contract 

When a party fails to fulfill their obligations under a contract, it is called a breach of contract. 
The remedies are legal solutions available to the aggrieved (non-breaching) party to enforce 
their rights or seek compensation. 

1. Types of Breach: 

 Actual Breach: When a party fails to perform on the due date or during performance. 
 Anticipatory Breach: When a party indicates in advance they will not perform. 

2. Remedies for Breach of Contract: 

1. Damages (Monetary Compensation) 

The most common remedy. The injured party is compensated for the loss caused by the 
breach. 

 Ordinary Damages: 
o Also called compensatory or general damages. 
o These are awarded for the actual loss suffered due to the breach. 

 Special Damages: 
o Arise from special circumstances communicated at the time of the contract. 
o Only granted if the breaching party was aware of the special conditions. 

 Exemplary (Punitive) Damages: 
o Rare in contract law. 
o Awarded to punish the breaching party for willful misconduct (e.g., breach of 

promise to marry). 
 Nominal Damages: 

o Awarded when there is a breach, but no actual loss is proven. 
o Serves as a legal recognition of the breach. 

 Liquidated Damages & Penalty: 
o Liquidated Damages: Pre-determined amount agreed upon in the contract in 

case of breach. 
o Penalty: An amount specified to deter breach (court may reduce if it's 

excessive). 

2. Specific Performance 

 A court order requiring the breaching party to carry out their exact obligations under 
the contract. 

 Usually granted when damages are inadequate (e.g., sale of a unique item or property). 
 Not granted: 



38 | P a g e  
 

o For personal service contracts. 
o If the contract is vague, unfair, or involves continuous supervision. 

3. Injunction 

 A court order restraining a party from doing something (prohibitory injunction) or 
compelling them to do something (mandatory injunction). 

 Often used to stop the breaching party from violating terms, e.g., in employment or 
non-compete agreements. 

4. Rescission of Contract 

 The contract is cancelled, and both parties are relieved from further obligations. 
 Usually granted when: 

o The contract is voidable. 
o There is a material breach. 
o There was misrepresentation, fraud, or undue influence. 

5. Restitution 

 The goal is to restore the injured party to the position they were in before the contract. 
 It prevents the breaching party from being unjustly enriched. 

3. Conclusion: 

Remedies for breach of contract aim to protect the interests of the injured party. They may 
seek damages, specific performance, injunction, rescission, or restitution depending on the 
nature of the breach and the terms of the contract. 

Courts decide the appropriate remedy based on the severity of the breach, the type of 
contract, and what justice requires in the given situation. 

 

Quasi Contract 

Meaning: 

A quasi contract is not a real contract. It is an obligation imposed by law to prevent unjust 
enrichment of one party at the expense of another. 

 It arises without any agreement between parties. 
 Based on equity, justice, and good conscience. 

Legal Basis: 

Under Indian Contract Act, 1872, Sections 68 to 72 cover quasi-contractual obligations. 

Key Features: 

 No mutual consent. 



39 | P a g e  
 

 Imposed by law. 
 Enforceable like a contract. 
 Purpose: prevent unjust enrichment. 

Types & Examples: 
 
 Section 68 – Supply of Necessaries 

If a person supplies necessaries to someone incapable of contracting (e.g., minor or lunatic), 
they can claim reimbursement from that person’s property. 

Example: 
A supplies food and medicine to B, a minor. A can recover the cost from B’s property. 

Section 69 – Payment by Interested Person 

When one person pays a legal obligation of another to protect their own interest, they can 
recover the amount. 

Example: 
A, a tenant, pays property tax due by the landlord B to prevent seizure. A can recover the 
amount from B. 

Section 70 – Act Done Lawfully, Non-Gratuitously 

If a person lawfully does something for another, not intending it as a gift, and the other accepts 
it, compensation must be paid. 

Example: 
A mistakenly delivers goods to B. B uses them. B must pay A. 

Section 71 – Finder of Goods 

A person who finds goods belonging to another has the responsibility of a bailee and must 
return them. 

Example: 
A finds B’s lost wallet and keeps it safe. A must return it and is entitled to compensation for 
expenses. 

 Section 72 – Money or Goods Delivered by Mistake or Under Coercion 

Any person who receives money or goods by mistake or coercion must return it. 

Example: 
A bank credits ₹10,000 to B’s account by mistake. B must return it. 

Conclusion: 

A quasi contract is a legal remedy, not a real contract. It ensures fairness by preventing one 
party from being unjustly enriched at the expense of another. 
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Contingent Contract 

Meaning: 

A contingent contract is a contract to do or not do something if some event, collateral to the 
contract, happens or does not happen. 

It depends on the occurrence or non-occurrence of a future uncertain event. 

Legal Basis: 

Defined under Section 31 of the Indian Contract Act, 1872. 

"A contract to do or not to do something, if some event, collateral to such contract, does 
or does not happen." 

Key Features: 

 Future uncertain event: The event may or may not happen. 
 Collateral event: The event must be independent of the contract (not part of the 

performance). 
 Conditional performance: The contract becomes enforceable only when the condition 

is fulfilled. 

Example 1: 

A agrees to pay B ₹10,000 if B’s house is burnt. 
→ This is a contingent contract. A’s obligation arises only if the house burns. 

Example 2: 

X agrees to sell goods to Y if a ship arrives on time. 
→ The sale depends on the ship’s arrival. If it doesn’t arrive, the contract doesn’t take effect. 

Relevant Sections (32–36): 

Section Provision 

32 Enforcement of contracts contingent on an event happening 

33 Contracts contingent on an event not happening 

34 When event becomes impossible 

35 Contracts contingent on future conduct of a living person 

36 Agreements contingent on impossible events are void 

Rules Regarding Enforcement: 
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1. Section 32 – Contract can be enforced only when the event happens. 
  If event doesn’t happen → contract void. 

2. Section 33 – Contract can be enforced when the event becomes impossible. 
  If event does happen → contract void. 

3. Section 34 – If it becomes impossible to determine the event, contract becomes void. 

Not a Contingent Contract: 

If the performance of the contract is not conditional, it is not contingent. 

E.g., A promises to deliver goods to B next week. This is not contingent, as it's not based on 
an uncertain event. 

Tip to Remember: 

"Contingent = Conditional + Future Uncertainty"Conclusion: 

A contingent contract is a conditional agreement dependent on an uncertain future event. 
It becomes enforceable only when the event happens or does not happen, as per the terms. 
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SPECIAL CONTRACT 

Sale and Agreement to Sell 

1. Introduction 
In commercial transactions, transfer of ownership of goods from seller to buyer is central. The 
Sale of Goods Act, 1930 distinguishes between a Sale and an Agreement to Sell. Although 
both are contracts relating to transfer of goods, they differ in their nature, timing, and legal 
consequences. 

2. Definitions 

 Sale [Sec. 4(3), Sale of Goods Act, 1930]: 
A contract in which the seller transfers the ownership (property in goods) 
immediately to the buyer for a price. 
Example: A sells a car to B for ₹5,00,000. Ownership passes to B as soon as the 
contract is made. 

 Agreement to Sell [Sec. 4(3)]: 
A contract in which the transfer of ownership is to take place at a future date or 
subject to certain conditions to be fulfilled later. 
Example: A agrees to sell his car to B for ₹5,00,000 after one month, provided he 
clears his bank loan first. 

3. Key Differences between Sale and Agreement to Sell 

Basis Sale Agreement to Sell 

Transfer of 
Ownership 

Immediate transfer of ownership to 
the buyer. 

Ownership remains with seller; 
transfer is in the future or conditional. 

Nature of 
Contract 

Executed contract. Executory contract. 

Risk of Loss 
Risk passes to buyer (even if goods 
are in seller’s possession). 

Risk remains with seller until 
ownership passes. 

Remedies for 
Breach 

If buyer fails to pay → Seller can sue 
for price. 

If buyer defaults → Seller can sue 
only for damages, not the price. 

Insolvency of 
Buyer 

If buyer becomes insolvent, seller 
must deliver goods (since ownership 
already passed). 

If buyer becomes insolvent, seller may 
refuse to deliver goods (ownership not 
yet passed). 

Insolvency of 
Seller 

If seller becomes insolvent, buyer can 
claim goods (ownership already 
passed). 

If seller becomes insolvent, buyer can 
only claim damages (ownership not 
passed). 

 

4. Legal Effects 
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 Sale: Creates rights in rem (against the whole world). Buyer becomes the owner and 
can sue third parties who wrongfully interfere with goods. 

 Agreement to Sell: Creates rights in personam (against a specific person). Buyer can 
only enforce performance of the contract against the seller. 

5. Conversion of Agreement to Sell into Sale 
An agreement to sell becomes a sale when: 

1. The time for transfer arrives, or 
2. The agreed conditions are fulfilled. 

Example: A agrees to sell 100 bags of rice to B after harvest. Once harvested and delivered, 
the agreement to sell becomes a sale. 

6. Conclusion 
The distinction between a Sale and an Agreement to Sell is important for understanding 
transfer of ownership, risk, and remedies available to parties. In short: 

 Sale = Present transfer of ownership 
 Agreement to Sell = Future or conditional transfer of ownership 

This difference determines the rights, liabilities, and remedies of both buyer and seller in case 
of disputes. 

Conditions and Warranties 

1. Introduction 
In a contract of sale, terms may be classified into Conditions and Warranties. This 
distinction is important because it affects the rights and remedies available to the buyer in case 
of a breach. 

 

2. Definitions (Sec. 12, Sale of Goods Act, 1930) 

 Condition: A stipulation essential to the main purpose of the contract. Its breach gives 
the aggrieved party the right to repudiate (cancel) the contract and also claim 
damages. 
Example: A agrees to buy a car from B, on the condition that the car is brand new. If 
the car turns out to be second-hand, A can reject it. 

 Warranty: A stipulation collateral (secondary) to the main purpose of the contract. Its 
breach gives the aggrieved party the right to claim damages only, not to repudiate the 
contract. 
Example: A buys a new car from B with a warranty of free servicing for 1 year. If B 
fails to provide free servicing, A cannot reject the car but can claim compensation. 

 

3. Key Differences between Condition and Warranty 

Basis Condition Warranty 

Nature Essential to the main purpose of the contract. Collateral to the main purpose. 
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Basis Condition Warranty 

Breach 
Buyer can repudiate the contract and also 
claim damages. 

Buyer can only claim damages. 

Importance Fundamental term. Subsidiary term. 

Example 
Buying a car with the condition that it must 
be brand new. 

Seller promising free accessories 
with the car. 

 

4. When Condition is Treated as a Warranty (Sec. 13) 
Sometimes a breach of condition is treated only as a breach of warranty: 

1. Buyer waives the condition (agrees to accept the goods despite breach). 
2. Buyer accepts the goods and does not reject them after knowing about the breach. 
3. Contract is indivisible and the buyer has accepted the goods or part thereof. 

In such cases, the buyer can claim damages but cannot reject the goods. 

 

5. Express and Implied Conditions & Warranties 

 Express: Clearly stated in the contract. 
 Implied: Incorporated by law, even if not expressly mentioned. 

Implied Conditions include: 

1. Condition as to title (seller has the right to sell). 
2. Condition as to description (goods must correspond with the description). 
3. Condition as to merchantable quality (goods must be usable in the ordinary sense). 
4. Condition as to fitness for purpose (if buyer relies on seller’s skill/judgment). 

Implied Warranties include: 

1. Warranty of quiet possession (buyer’s possession won’t be disturbed). 
2. Warranty free from encumbrances (goods free from third-party charges/claims). 
3. Warranty as to quality or fitness, if custom of trade implies. 

 

6. Legal Effect 

 Breach of condition → Buyer can reject goods + claim damages. 
 Breach of warranty → Buyer cannot reject goods, only claim damages. 

 

7. Conclusion 
The distinction between conditions and warranties helps balance the rights of buyers and 
sellers. 

 Condition = Essential, breach allows repudiation. 
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 Warranty = Secondary, breach allows damages only. 
Understanding this difference ensures clarity in remedies available under the Sale of 
Goods Act, 1930. 

 

Conditions and Warranties 

1. Introduction 
In a contract of sale, terms may be classified into Conditions and Warranties. This 
distinction is important because it affects the rights and remedies available to the buyer in case 
of a breach. 

 

2. Definitions (Sec. 12, Sale of Goods Act, 1930) 

 Condition: A stipulation essential to the main purpose of the contract. Its breach gives 
the aggrieved party the right to repudiate (cancel) the contract and also claim 
damages. 
Example: A agrees to buy a car from B, on the condition that the car is brand new. If 
the car turns out to be second-hand, A can reject it. 

 Warranty: A stipulation collateral (secondary) to the main purpose of the contract. Its 
breach gives the aggrieved party the right to claim damages only, not to repudiate the 
contract. 
Example: A buys a new car from B with a warranty of free servicing for 1 year. If B 
fails to provide free servicing, A cannot reject the car but can claim compensation. 

 

3. Key Differences between Condition and Warranty 

Basis Condition Warranty 

Nature Essential to the main purpose of the contract. Collateral to the main purpose. 

Breach 
Buyer can repudiate the contract and also 
claim damages. 

Buyer can only claim damages. 

Importance Fundamental term. Subsidiary term. 

Example 
Buying a car with the condition that it must 
be brand new. 

Seller promising free accessories 
with the car. 

 

4. When Condition is Treated as a Warranty (Sec. 13) 
Sometimes a breach of condition is treated only as a breach of warranty: 

1. Buyer waives the condition (agrees to accept the goods despite breach). 
2. Buyer accepts the goods and does not reject them after knowing about the breach. 
3. Contract is indivisible and the buyer has accepted the goods or part thereof. 

In such cases, the buyer can claim damages but cannot reject the goods. 
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5. Express and Implied Conditions & Warranties 

 Express: Clearly stated in the contract. 
 Implied: Incorporated by law, even if not expressly mentioned. 

Implied Conditions include: 

1. Condition as to title (seller has the right to sell). 
2. Condition as to description (goods must correspond with the description). 
3. Condition as to merchantable quality (goods must be usable in the ordinary sense). 
4. Condition as to fitness for purpose (if buyer relies on seller’s skill/judgment). 

Implied Warranties include: 

1. Warranty of quiet possession (buyer’s possession won’t be disturbed). 
2. Warranty free from encumbrances (goods free from third-party charges/claims). 
3. Warranty as to quality or fitness, if custom of trade implies. 

 

6. Legal Effect 

 Breach of condition → Buyer can reject goods + claim damages. 
 Breach of warranty → Buyer cannot reject goods, only claim damages. 

 

7. Conclusion 
The distinction between conditions and warranties helps balance the rights of buyers and 
sellers. 

 Condition = Essential, breach allows repudiation. 
 Warranty = Secondary, breach allows damages only. 

Understanding this difference ensures clarity in remedies available under the Sale of 
Goods Act, 1930. 

Study Note on Transfer of Property in Goods 

1. Introduction 
In a contract of sale, property in goods means ownership (not just possession). The Sale of 
Goods Act, 1930 lays down rules for determining when ownership passes from seller to buyer. 
Transfer of property is important because it decides who bears the risk and who can sue 
third parties. 

 

2. General Rule (Sec. 18–19, Sale of Goods Act, 1930) 

 Property in goods passes to the buyer when the parties intend it to pass. 
 Intention is gathered from: 

o Terms of the contract 
o Conduct of parties 
o Circumstances of the case 
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3. Types of Goods and Transfer Rules 

1. Specific or Ascertained Goods 
o Rule (Sec. 20): Property passes when the contract is made, provided goods are 

in a deliverable state and nothing remains to be done. 
Example: A agrees to sell his specific car (already in running condition) to B. 
Ownership passes immediately. 

2. Specific Goods to be put into Deliverable State (Sec. 21): 
o If the seller has to do something (like repairing, weighing, measuring) to put 

goods into deliverable state, property passes only after it is done and buyer is 
informed. 
Example: A agrees to sell a machine to B, but it needs installation. Ownership 
passes after installation. 

3. Specific Goods to be Weighed/Measured (Sec. 22): 
o If price is to be fixed by weighing/measuring goods, property passes after such 

act is done and buyer is informed. 
Example: A agrees to sell 100 kg of sugar from his stock, price to be decided 
by weight. Property passes only after weighing. 

4. Unascertained or Future Goods (Sec. 18 & 23): 
o Property does not pass until goods are ascertained (identified and appropriated 

to the contract). 
o When goods are unconditionally appropriated to the contract with buyer’s 

consent (express or implied), ownership passes. 
Example: A agrees to sell 50 bags of rice from his godown. Ownership passes 
when 50 specific bags are set aside for B. 

 

4. Reservation of Right of Disposal (Sec. 25) 

 If the seller reserves the right of disposal until conditions are met (e.g., payment), 
property does not pass until such conditions are fulfilled. 
Example: Goods are sent “on approval” or “cash on delivery”. Ownership passes only 
after approval/payment. 

 

5. Transfer of Property in Case of Sale on Approval (Sec. 24) 
When goods are delivered on approval/return basis, property passes when: 

1. Buyer accepts the goods, or 
2. Buyer does not reject within the fixed time, or 
3. Buyer does any act adopting the transaction (e.g., sells or uses the goods). 

 

6. Importance of Transfer of Property 

 Risk passes: Risk follows ownership (Sec. 26). If goods are destroyed after ownership 
passes, loss falls on buyer. 

 Action against third parties: Only the owner can sue third parties for loss or damage. 
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 Rights on insolvency: In case of insolvency of buyer/seller, ownership decides who 
bears the loss. 

 

7. Conclusion 
The rules of transfer of property in goods ensure clarity in ownership and liability. 

 For specific goods, ownership usually passes when contract is made. 
 For unascertained goods, ownership passes only after appropriation. 
 Risk and remedies depend entirely on the point at which property passes. 

 

Finder of Lost Goods 

1. Introduction 
The Indian Contract Act, 1872 (Sections 71–72) treats a finder of lost goods as a special type 
of bailee. A person who finds goods belonging to another and takes them into his custody has 
certain rights, duties, and responsibilities towards the goods and the true owner. 

2. Position of Finder of Lost Goods 

 A finder of lost goods is considered a bailee. 
 Therefore, the general rules of bailment (Sections 148–171) apply to him. 

3. Duties of a Finder of Lost Goods 
The finder must: 

1. Take reasonable care of the goods (as a man of ordinary prudence would take of his 
own goods). 

2. Not use goods for personal purposes inconsistent with the ownership of the true 
owner. 

3. Not mix goods with his own without the owner’s consent. 
4. Return goods when the true owner is found. 
5. Take efforts to trace the owner, e.g., by making inquiries. 

Example: A finds B’s wallet in a park. He must safeguard it and make efforts to locate B. 

4. Rights of a Finder of Lost Goods 
The finder enjoys the following rights: 

1. Right to retain goods (Lien): 
o Until he is reimbursed for expenses incurred in preserving the goods or locating 

the owner. 
2. Right to reward: 

o If the owner has offered a reward, the finder can claim it. 
o He may even sue for the reward. 

3. Right to sell the goods (Sec. 169): 
o Finder can sell the goods in following cases: 

 (a) Owner cannot be found with reasonable diligence, or 
 (b) Owner refuses to pay lawful charges of the finder, and 
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 (c) Goods are perishable, or lawful charges amount to two-thirds of the 
value of goods. 

Example: A finds perishable fruits belonging to B. If B cannot be found quickly, A can sell 
them to prevent loss. 

5. Liabilities of a Finder of Lost Goods 

 He is liable if he fails to take reasonable care and the goods are lost or damaged. 
 He cannot deny the owner’s title to the goods. 

6. Legal Status 

 A finder is not the owner, but has rights similar to a bailee. 
 He is entitled to compensation for expenses and can even exercise limited rights of 

sale. 
 His role balances fairness between the true owner and the finder. 

7. Conclusion 
The law protects both the interests of the true owner and the finder of lost goods. While the 
finder must act honestly like a bailee, he is also granted rights (lien, reward, and sale) to 
safeguard his efforts and expenses. 

Finder of Lost Goods – Case Law Note 

1. Introduction 
Case law helps clarify how courts have interpreted the rights and duties of a finder of lost 
goods. Below are some important cases: 

2. Landmark Cases 

1. Armory v. Delamirie (1722) 
o Facts: A chimney sweep’s boy found a jewel and took it to a goldsmith for 

valuation. The goldsmith’s apprentice removed the stones and returned only the 
socket. 

o Held: The finder of lost goods has a valid title against everyone except the true 
owner. The boy, though not the owner, could sue the goldsmith. 

o Principle: Finder has better ownership rights than anyone else except the true 
owner. 

2. Hollins v. Fowler (1875) 
o Facts: Goods were wrongfully sold by a third party. Issue arose regarding 

ownership rights. 
o Held: Ownership rights are protected even against third parties who interfere. 
o Principle: Finder has sufficient interest in the goods to protect them from 

wrongful interference. 
3. Kuwarlal v. Surajmal (AIR 1959 MP 71) (Indian Case) 

o Facts: A person found some ornaments and refused to return them to the true 
owner. 

o Held: Finder is a bailee; he must take care and return goods to the true owner. 
o Principle: Duties of bailee under the Contract Act apply to finder of lost goods. 

4. Bridges v. Hawkesworth (1851) 
o Facts: Notes were found on the floor of a shop by a customer. The shopkeeper 

claimed ownership. 
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o Held: Finder has better title than the occupier of the place where goods are 
found, if goods were not under occupier’s control. 

o Principle: Finder’s rights prevail unless the true owner claims. 

3. Principles from Case Law 

 Finder has qualified ownership against the world except the true owner. 
 Finder is treated as a bailee under Indian Contract Act. 
 Finder can claim expenses, lien, and in some cases sell goods. 
 Courts protect the finder’s honest efforts and possession. 

4. Conclusion 
Case law establishes that a finder of lost goods enjoys a special legal status: 

 He is not the absolute owner, but 
 He has enforceable rights against third parties, 
 While being under legal duties to return the goods to the true owner. 

Thus, both common law and Indian law balance finder’s rights and owner’s rights fairly. 

Study Note: Performance of Contract of Sale 

1. Meaning 
Performance of a contract of sale refers to the fulfillment of obligations by both the seller and 
the buyer as agreed in the contract. 

 The seller must deliver the goods. 
 The buyer must accept the goods and pay the price. 

Thus, performance requires mutual and reciprocal actions. 

 

2. Duties of the Seller 

1. To deliver the goods in accordance with the terms of the contract (time, place, quantity, 
quality). 

2. To put the goods in a deliverable state. 
3. To ensure delivery is made at a reasonable hour if not specified. 
4. To deliver the goods free from any third-party claims. 

 

3. Duties of the Buyer 

1. To accept the goods delivered as per the contract. 
2. To pay the price in accordance with the terms of the contract. 
3. To apply for delivery and take delivery within a reasonable time. 

 

4. Delivery of Goods 
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 Mode of Delivery: May be actual, symbolic, or constructive. 
 Place of Delivery: If not specified, the goods must be delivered at the seller’s place of 

business or residence. 
 Time of Delivery: Must be made at the agreed time; if not fixed, within a reasonable 

time. 

 

5. Rules Regarding Performance 

1. Delivery and payment are concurrent conditions – Seller must be ready to deliver, 
and buyer must be ready to pay at the same time. 

2. Installment Deliveries – If delivery is to be made by installments, the contract 
depends on its terms; breach of one installment may or may not terminate the whole 
contract. 

3. Delivery to Carrier – Delivery of goods to a carrier or wharfinger for transmission to 
the buyer is deemed to be delivery to the buyer. 

4. Acceptance of Delivery – Buyer is bound to accept goods if they conform to the 
contract. Refusal without sufficient reason is a breach. 

 

6. Reciprocal Nature of Obligations 

 The seller’s duty to deliver and the buyer’s duty to pay are reciprocal. 
 Neither party can enforce performance unless he is ready and willing to perform his 

part. 

 

7. Example 
A agrees to sell 100 bags of rice to B at ₹2,000 per bag, delivery on 1st October at A’s 
warehouse. A delivers on the due date, and B pays the full price. Both have performed their 
obligations under the contract of sale. 

 

Conclusion 
The performance of a contract of sale ensures the smooth completion of commercial 
transactions. The Sale of Goods Act provides clear rules regarding delivery, acceptance, and 
payment, balancing the rights and duties of both seller and buyer. 

 

Study Note: Unpaid Seller and His Rights 

1. Meaning of Unpaid Seller 
According to the Sale of Goods Act, 1930, a seller of goods is deemed to be an “unpaid seller” 
when: 

 The whole of the price has not been paid, or 
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 A bill of exchange, promissory note, or other negotiable instrument given as 
conditional payment has been dishonoured. 

Thus, the seller is “unpaid” even if only a small portion of the price is outstanding. 

 

2. Rights of an Unpaid Seller 
The rights of an unpaid seller are classified into two categories: 

A. Rights Against the Goods 
These rights are available whether or not the ownership has passed to the buyer. 

1. Right of Lien – The right to retain possession of goods until full payment of the price 
is made, provided the seller is still in possession. 

2. Right of Stoppage in Transit – If the buyer becomes insolvent, the seller can stop the 
goods while they are in transit and regain possession until the price is paid. 

3. Right of Resale – The unpaid seller may resell the goods under certain circumstances, 
such as when goods are perishable or the buyer has defaulted after due notice. 

B. Rights Against the Buyer Personally 
These are remedies against the buyer directly: 

1. Suit for Price – If the ownership has passed to the buyer, the seller can sue for the 
price. 

2. Suit for Damages for Non-acceptance – If the buyer wrongfully refuses to accept and 
pay for the goods. 

3. Suit for Interest – The seller can claim interest on the price from the date of payment 
becoming due. 

 

3. Conditions for Exercising Rights 

 The seller must be “unpaid” as per the definition. 
 Goods must be identifiable and not yet fully paid for. 
 For stoppage in transit, the buyer must have become insolvent. 

 

4. Importance in Commercial Transactions 
The rights of the unpaid seller act as a safeguard in trade. They protect the seller from loss if 
the buyer defaults and maintain fairness in commercial dealings. 

 

5. Example 
Suppose A sells goods worth ₹50,000 to B. B pays only ₹40,000 and fails to pay the balance. 
A is an unpaid seller. He may retain possession of goods if still with him (lien), stop them in 
transit if B has not yet received them, or sue B for the unpaid balance. 
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Conclusion 
The concept of the unpaid seller under the Sale of Goods Act provides a balance between the 
rights of buyers and sellers. These rights ensure that sellers are not left unprotected when 
buyers default on payments. 

 

 

 

 

 

 

 

 

COMPANY LAW 

Salient Features of a Company 

A company is an artificial legal entity created under the Companies Act, 2013 (or earlier Acts), 
formed by a group of persons for carrying out business activities with the objective of earning 
profit. It has certain distinguishing features which separate it from other forms of business 
such as partnership or sole proprietorship. 

1. Incorporated Association 

 A company comes into existence only after registration under the Companies Act. 
 Example: Infosys Ltd. came into existence only after registration under the Companies 

Act, 1956. 

2. Separate Legal Entity 

 A company has its own legal identity, distinct from its members. 
 It can own property, enter into contracts, sue and be sued in its own name. 
 Example: In Salomon vs. Salomon & Co. Ltd., the court held that the company is a 

separate legal person from its shareholders. 

3. Artificial Person 

 A company is created by law and does not have a physical existence like a natural 
person. 

 It acts through its directors and officers. 

4. Perpetual Succession 

 The company’s existence is not affected by the death, retirement, or insolvency of its 
members. 
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 Example: If all shareholders of a company die, the company will continue to exist until 
legally dissolved. 

5. Limited Liability of Members 

 The liability of members is limited to the amount unpaid on their shares. 
 Example: If a shareholder holds 100 shares of ₹10 each and has paid ₹8 per share, his 

maximum liability is ₹200 (₹2 × 100 shares). 

6. Common Seal (now optional) 

 Earlier, a company was required to use a common seal as its official signature. 
 Under the Companies (Amendment) Act, 2015, it is optional. Authorised directors can 

sign on behalf of the company. 

 

 

7. Transferability of Shares 

 Shares of a public company are freely transferable, though private companies may 
restrict it through their Articles of Association. 

 Example: An investor in Reliance Industries Ltd. can sell his shares freely in the stock 
market. 

8. Separation of Ownership and Management 

 The shareholders (owners) provide capital, but management is vested in the Board of 
Directors. 

 Example: In Tata Motors Ltd., lakhs of shareholders own shares, but professional 
managers and directors manage daily operations. 

9. Capacity to Sue and Be Sued 

 Being a separate legal entity, a company can take legal action in its own name and can 
also be sued. 

 Example: A company can file a suit against a supplier for breach of contract. 

10. Statutory Regulation 

 The functioning of a company is governed strictly by the provisions of the Companies 
Act, Memorandum of Association, Articles of Association, and other applicable laws. 

Conclusion: 
A company, therefore, is a distinct legal entity with unique features like separate legal status, 
perpetual succession, and limited liability. These make it a popular form of business 
organisation for large-scale enterprises. 

Classes of Companies 
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A company can be classified into different categories based on incorporation, liability, 
number of members, and control. The Companies Act, 2013 lays down these distinctions. 

1. On the Basis of Incorporation 

(a) Chartered Companies 

 Established by a charter granted by the King or Queen in England. 
 Not applicable in India today. 
 Example: The East India Company (by Royal Charter). 

(b) Statutory Companies 

 Created by a special Act of Parliament or State Legislature. 
 Have powers and duties defined in the statute. 
 Example: Reserve Bank of India (RBI), Life Insurance Corporation of India (LIC). 

(c) Registered Companies 

 Formed and registered under the Companies Act. 
 Example: Infosys Ltd., Reliance Industries Ltd. 

2. On the Basis of Liability of Members 

(a) Companies Limited by Shares 

 Members’ liability is limited to the unpaid value of shares held. 
 Example: If a member holds 100 shares of ₹10 each and paid ₹8 per share, liability is 

₹200. 
 Most common type, e.g., Tata Steel Ltd. 

(b) Companies Limited by Guarantee 

 Liability of members is limited to the amount they agree to contribute in case of 
winding up. 

 Example: Sports clubs, charitable associations. 

(c) Unlimited Liability Companies 

 Members have unlimited liability; personal assets can be used to meet company debts. 
 Rare in India. 

3. On the Basis of Number of Members 

(a) Private Company [Sec. 2(68)] 

 Minimum 2 members, maximum 200 members. 
 Restricts transfer of shares. 
 Cannot invite public to subscribe shares. 
 Example: Infosys Technologies Private Ltd. (before becoming a public company). 
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(b) Public Company [Sec. 2(71)] 

 Minimum 7 members, no limit on maximum members. 
 Can freely issue shares to the public. 
 Example: State Bank of India, Wipro Ltd. 

(c) One Person Company (OPC) [Sec. 2(62)] 

 Single individual is the sole member. 
 Provides benefits of limited liability to sole proprietors. 
 Example: Rajiv Kumar OPC Pvt. Ltd. 

 

 

4. On the Basis of Control 

 

(a) Holding Company [Sec. 2(46)] 

 A company that controls another company by holding more than 50% of equity share 
capital or controlling composition of its Board of Directors. 

 Example: Tata Sons is the holding company of many Tata group companies. 

(b) Subsidiary Company [Sec. 2(87)] 

 A company controlled by another (holding company). 
 Example: Tata Motors is a subsidiary of Tata Sons. 

(c) Associate Company [Sec. 2(6)] 

 A company in which another company has significant influence (20% or more voting 
power) but is not a subsidiary. 

 Example: Maruti Suzuki India Ltd. (Suzuki Motor Corp. holds significant influence). 

5. On the Basis of Access to Capital 

(a) Listed Company 

 Shares are listed and traded on a recognized stock exchange. 
 Example: Reliance Industries Ltd. (listed on NSE & BSE). 

(b) Unlisted Company 

 Shares are not listed on any stock exchange. 
 Example: Many private limited companies. 

Conclusion: 
Companies can thus be classified on several bases—incorporation, liability, membership, 
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control, and listing status. These distinctions help in regulating their functioning and legal 
compliance under the Companies Act, 2013. 

Lifting of the Corporate Veil 

Meaning 

A company is a separate legal entity from its shareholders, as established in Salomon v. 
Salomon & Co. Ltd. (1897). This means the company can sue, be sued, own property, and is 
responsible for its debts. 

 
However, sometimes the corporate veil (i.e., the separation between the company and its 
members) is lifted or pierced by courts or statutes to find out the real persons controlling or 
benefitting from the company. 

Situations for Lifting the Corporate Veil 

1. Judicial Grounds (by Courts) 

Courts may disregard the company’s separate personality in the following cases: 

1. Fraud or Improper Conduct 
o If the company is formed to evade legal obligations or perpetrate fraud. 
o Case: Gilford Motor Co. v. Horne (1933) – Mr. Horne, a former employee, 

formed a company to avoid a non-compete clause. The court lifted the veil and 
restrained the company. 

2. Enemy Character 
o If a company is controlled by enemies during wartime. 
o Case: Daimler Co. Ltd. v. Continental Tyre & Rubber Co. (1916) – Though 

incorporated in England, most shareholders were German (enemy country). The 
court treated it as an enemy company. 

3. Evasion of Taxes 
o If the corporate structure is misused to evade taxes. 
o Case: Sir Dinshaw Maneckjee Petit (1927) – The assessee formed several 

companies to transfer his income and avoid tax. The veil was lifted. 
4. Agency or Sham Company 

o Where the company is acting as an agent of its members. 
o Case: Re F.G. Films Ltd. (1953) – An English company was incorporated to 

claim a film as a British film, but it was actually financed by an American 
company. Veil was lifted. 

2. Statutory Provisions (under Companies Act, 2013) 

The Act itself provides situations where liability goes beyond the company: 

1. Misstatement in Prospectus – Directors may be personally liable (Sec. 34, 35). 
2. Fraudulent Conduct of Business – Personal liability for those knowingly involved 

(Sec. 339). 
3. Failure to Refund Application Money – Directors can be liable (Sec. 39). 
4. Non-payment of Dividend – Officers responsible may be penalized (Sec. 127). 
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Importance 

 Protects creditors and investors. 
 Ensures that the principle of separate entity is not misused. 
 Maintains balance between encouraging incorporation and preventing misuse. 

Conclusion: 
While the principle of separate legal entity is fundamental, courts and statutes allow lifting of 
the corporate veil in cases of fraud, tax evasion, enemy character, or statutory violations, to 
ensure justice and accountability. 

Key Case to Remember: Salomon v. Salomon (foundation of separate entity) and Gilford 
Motor Co. v. Horne (fraudulent purpose). 

 

Procedure of Incorporation and Certificate of Commencement of 
Business 

1. Incorporation of a Company 

The process of forming a company and bringing it into legal existence is called incorporation. 
It is governed by the Companies Act, 2013. 

Steps in Incorporation: 

1. Obtain Digital Signature Certificate (DSC) 
o Required for proposed directors and subscribers to sign electronic forms. 

2. Obtain Director Identification Number (DIN) 
o Every person intending to be a director must have a DIN (Sec. 153). 

3. Name Approval 
o Apply through RUN (Reserve Unique Name) service or SPICe+ form. 
o The name must not be identical or misleading with an existing company. 

4. Preparation of Documents 
o Memorandum of Association (MOA) – defines objects and scope. 
o Articles of Association (AOA) – internal rules and regulations. 
o Declaration by professionals (advocates/chartered accountants) that all 

requirements of the Act have been complied with. 
5. Filing with Registrar of Companies (ROC) 

o Submit SPICe+ form (INC-32) with MOA (INC-33), AOA (INC-34), and 
required details (registered office, directors, capital, subscribers). 

6. Payment of Fees and Stamp Duty 
o Based on authorized share capital. 

7. Certificate of Incorporation 
o Issued by ROC after scrutiny. 
o It is conclusive evidence that the company has been properly incorporated. 
o Example: Infosys Ltd. received its Certificate of Incorporation under the 

Companies Act, 1956. 

2. Commencement of Business Certificate (Sec. 10A of Companies Act, 2013) 
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Introduced by the Companies (Amendment) Ordinance, 2019. 

Applicability: 

 Mandatory for all companies incorporated after 2nd November, 2018 having a 
share capital. 

Requirements: 

1. Declaration by Directors 
o Within 180 days of incorporation, directors must file Form INC-20A stating 

that: 
 Each subscriber to MOA has paid the value of shares agreed. 
 Company has verified its registered office. 

2. Verification by ROC 
o Registrar checks and issues the Certificate of Commencement of Business. 

Consequences of Non-Compliance: 

 Company cannot commence business or borrow money. 
 Penalty: 

o Company: ₹50,000 
o Every officer in default: ₹1,000 per day (up to ₹1,00,000). 

 ROC may strike off the name of the company. 

3. Significance 

 Ensures that only genuine companies start business. 
 Protects investors and creditors by confirming promoters’ commitment. 
 Provides a legal foundation for company operations. 

Conclusion: 
The incorporation process legally creates a company through registration and issuance of the 
Certificate of Incorporation. Thereafter, companies with share capital must also obtain a 
Certificate of Commencement of Business by filing a declaration, ensuring transparency and 
accountability before starting operations. 

Memorandum of Association and Articles of Association 

1. Memorandum of Association (MOA) 

Meaning: 

 The Memorandum of Association is the charter of the company. 
 It defines the company’s scope of activities and its relationship with the outside world. 
 It sets out the objects for which the company is formed. 

Contents of MOA (Sec. 4 of Companies Act, 2013): 

1. Name Clause – The legal name of the company (must include Limited or Private 
Limited). 

o Example: Reliance Industries Limited. 
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2. Registered Office Clause – The state in which the registered office is situated. 
3. Object Clause – The purpose and activities of the company (main objects and 

ancillary objects). 
4. Liability Clause – The extent of liability of members (limited by shares/guarantee or 

unlimited). 
5. Capital Clause – Authorized share capital and its division into shares. 
6. Subscription Clause – Names of subscribers who agree to take shares at 

incorporation. 

Importance of MOA: 

 Defines the limits of company’s powers. 
 Acts as a public document accessible to all. 
 Any act beyond the MOA is ultra vires (void). 

2. Articles of Association (AOA) 

Meaning: 

 The Articles of Association are the internal rulebook of the company. 
 They regulate internal management, rights, and duties of members and directors. 
 They are subordinate to the MOA. 

Contents of AOA: 

 Rules regarding: 
o Share capital and variation of rights. 
o Transfer and transmission of shares. 
o General meetings and voting rights. 
o Appointment and powers of directors. 
o Dividend policy. 
o Borrowing powers of company. 
o Accounts and audit procedures. 

Importance of AOA: 

 Provides flexibility in managing internal affairs. 
 Binds company and members like a contract. 
 Helps avoid disputes by clearly laying down rules. 

 

3. Difference between MOA and AOA 

Basis Memorandum of Association (MOA) 
Articles of Association 

(AOA) 
Nature Charter of the company Rulebook of the company 

Scope Defines objects and powers 
Governs internal 
management 

Position Supreme document Subordinate to MOA 

Alteration Difficult (requires approval of Tribunal or Easier, by passing special 
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Basis Memorandum of Association (MOA) 
Articles of Association 

(AOA) 
Government in some cases) resolution 

Binding 
Effect 

Binds company and outsiders 
Binds company and its 
members 

 
 
 
 
4. Case Law 

 Ashbury Railway Carriage Co. v. Riche (1875): Any act beyond the objects in MOA 
is ultra vires and void. 

 Hickman v. Kent Sheep Breeders’ Association (1915): AOA is a binding contract 
between members and the company. 

Conclusion: 
The MOA defines the scope and external relations of the company, while the AOA governs 
its internal management. Together, they form the constitution of a company and guide its 
functioning under the Companies Act, 2013. 

 

Doctrine of Ultra Vires and Doctrine of Indoor Management 

1. Doctrine of Ultra Vires 

Meaning: 

 Ultra vires means “beyond the powers”. 
 Any act done by a company beyond the powers stated in its Memorandum of 

Association (MOA) is void and cannot be ratified, even by unanimous consent of 
shareholders. 

Basis: 

 Established in Ashbury Railway Carriage & Iron Co. Ltd. v. Riche (1875). 
 The company contracted to finance railway construction, but this was not within its 

object clause. Held: contract was ultra vires and void. 

Effects of Ultra Vires Acts: 

1. Void and cannot be enforced. 
2. Members can get an injunction to restrain such acts. 
3. Directors may be personally liable for losses caused. 
4. Money or property obtained under ultra vires contracts must be restored if possible. 

Purpose: 
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 Protects shareholders and creditors by ensuring company funds are used only for 
authorized purposes. 

2. Doctrine of Indoor Management 

Meaning: 

 Known as the “Turquand’s Rule”. 
 Outsiders dealing with the company are entitled to assume that internal procedures 

required by the Articles of Association have been complied with. 
 They are not bound to inquire into internal irregularities. 

Basis: 

 Royal British Bank v. Turquand (1856) – Company borrowed money. Articles 
required approval by resolution, which was not passed. Held: outsider (bank) could 
assume that approval was obtained. 

Exceptions (when outsiders cannot claim protection): 

1. Knowledge of Irregularity – If outsider knows internal procedure not followed. 
o Case: Howard v. Patent Ivory Co. 

2. Suspicion of Irregularity – If circumstances put outsider on inquiry. 
3. Forgery – Doctrine does not apply to forged documents. 

o Case: Ruben v. Great Fingall Consolidated Co. 
4. Acts Beyond Authority – If the act is beyond company’s powers (ultra vires). 

3. Difference between the Two Doctrines 

Basis Doctrine of Ultra Vires Doctrine of Indoor Management 

Meaning 
Protects shareholders/creditors from acts 
beyond company’s MOA 

Protects outsiders dealing with the 
company 

Scope Relates to external limits (MOA) 
Relates to internal irregularities 
(AOA) 

Effect 
Ultra vires acts are void and cannot be 
enforced 

Outsiders can enforce contracts if 
irregularities are internal 

Case 
Law 

Ashbury Railway v. Riche Royal British Bank v. Turquand 

Conclusion: 

 The Doctrine of Ultra Vires ensures a company does not go beyond its legal powers 
under the MOA. 

 The Doctrine of Indoor Management protects innocent outsiders who assume that 
company officials have followed internal procedures. 
Together, they balance the interests of shareholders, creditors, and outsiders dealing 
with the company. 

Management of Company:  
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Qualification and Appointment of Directors 
 

1. Meaning of Director 

 Directors are individuals elected by shareholders to manage the affairs of a company. 
 They act collectively as the Board of Directors, which is the brain and guiding 

authority of the company. 
 Defined under Sec. 2(34) of the Companies Act, 2013. 

2. Qualification of Directors 

The Companies Act, 2013 does not prescribe detailed educational or professional 
qualifications. However, the following are essential requirements: 

1. Natural Person – Only individuals can be directors (no company/firm). 
2. Competency – Must be of sound mind, not an undischarged insolvent, not convicted 

of an offence involving moral turpitude. 
3. DIN Requirement – Must possess a Director Identification Number (DIN). 
4. Share Qualification – The Articles of Association (AOA) may require directors to 

hold a certain number of shares. 
o Example: If AOA states that a director must hold 500 shares, a person must 

acquire them within 2 months of appointment. 
5. Disqualifications (Sec. 164) – A person cannot be appointed as director if: 

o Declared insolvent. 
o Convicted and sentenced to imprisonment for ≥ 6 months. 
o Not paid calls on shares held. 
o Court/Tribunal order disqualifies him. 

3. Number of Directors (Sec. 149) 

 Private Company: Minimum 2 directors. 
 Public Company: Minimum 3 directors. 
 One Person Company (OPC): Minimum 1 director. 
 Maximum: 15 directors (can be increased by special resolution). 

4. Appointment of Directors 

1. First Directors (Sec. 152(1)) 
o Named in the Articles of Association. 
o If not, subscribers to the MOA are deemed first directors. 

2. Appointment by Shareholders (Sec. 152(2)) 
o At the Annual General Meeting (AGM), shareholders elect directors by 

ordinary resolution. 
3. Appointment by Board of Directors 

o Board can appoint: 
 Additional Directors (till next AGM). 
 Casual Vacancy Directors (when a director vacates before expiry). 
 Alternate Directors (when a director is absent from India for ≥ 3 

months). 
4. Appointment by Third Parties (if provided in AOA) 
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o Example: Banks or financial institutions nominating directors in lending 
companies. 

5. Appointment by Tribunal (Sec. 242) 
o If company’s affairs are mismanaged or oppressive, Tribunal may appoint 

directors. 
o  

6. Appointment of Independent Directors (Sec. 149(4)) 
o At least 1/3rd of directors in listed companies must be independent directors. 
o They ensure transparency and protect minority shareholders. 

5. Tenure of Directors 

 Directors are usually appointed for a term of 5 years. 
 They are eligible for reappointment by passing a resolution. 

6. Key Case Example 

 Oriental Metal Pressing Co. Ltd. v. Bhaskar Kashinath Thakoor (1961): Held that 
directors are trustees of company’s assets and are bound to act in good faith. 

Conclusion: 
The management of a company is vested in its directors, who must be competent individuals 
with a DIN and free from disqualifications. Directors are appointed through various modes—
by shareholders, the Board, third parties, or even the Tribunal. Their role is crucial in ensuring 
transparency, accountability, and efficient functioning of the company. 

Comparison Table: Types of Directors 

Type of Director Meaning / Role Example / Note 

Executive 
Director 

Full-time involvement in day-to-day 
management of company. 

Managing Director, Whole-time 
Director. 

Non-Executive 
Director 

Not involved in daily management, but 
provides guidance and oversight. 

Senior industry expert guiding 
company policy. 

Independent 
Director 

A director who is not related to promoters, 
shareholders, or management; ensures 
objectivity. 

At least 1/3rd of directors in a 
listed company must be 
independent. 

Nominee 
Director 

Appointed by a third party such as banks, 
financial institutions, or government. 

A bank nominating director in a 
borrower company. 

Additional 
Director 

Appointed by Board between two AGMs, 
holds office till the next AGM. 

Useful when expertise is 
required urgently. 

Alternate 
Director 

Appointed to act for another director who 
is absent from India for ≥ 3 months. 

Common in multinational 
companies. 

Casual Vacancy 
Director 

Appointed by Board to fill vacancy caused 
by resignation/death before term expiry. 

Continues till original director’s 
term. 

First Director 
Named in the Articles of Association or 
deemed as subscribers to MOA. 

Founders at the time of 
incorporation. 

Company Meetings 

1. Meaning 
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 A company meeting is a gathering of directors, members (shareholders), or creditors of 
a company to discuss and decide matters of common interest. 

 Decisions at meetings are taken through resolutions, which become binding on the 
company. 

2. Types of Company Meetings 

(A) Meetings of Shareholders (Members’ Meetings) 

1. Statutory Meeting 
o Applicable only to public companies with share capital. 
o Held once in the lifetime of the company, within 6 months but not later than 9 

months from the date of incorporation. 
o Purpose: To inform members about company formation, capital raised, 

contracts entered, etc. 
2. Annual General Meeting (AGM) [Sec. 96] 

o Compulsory for public companies (not required for private companies). 
o First AGM: within 9 months of end of first financial year. 
o Subsequent AGMs: within 6 months of close of financial year, but gap ≤ 15 

months between two AGMs. 
o Business: 

 Ordinary (approval of accounts, dividend, appointment of directors, 
auditors). 

 Special (any other matter needing special resolution). 
3. Extraordinary General Meeting (EGM) 

o Any general meeting other than AGM and Statutory Meeting. 
o Called to discuss urgent/special matters. 
o Can be called by Board, by members (holding 1/10th of voting power), or by 

Tribunal. 
4. Class Meetings 

o Meetings of a particular class of shareholders (e.g., preference shareholders). 
o Held to approve variation in rights attached to their class of shares. 

(B) Meetings of Directors 

1. Board Meetings [Sec. 173] 
o First Board Meeting: within 30 days of incorporation. 
o Minimum 4 Board Meetings every year (gap ≤ 120 days between two 

meetings). 
o Discusses management decisions, policies, issue of shares, etc. 

2. Committee Meetings 
o Companies may form committees like Audit Committee, CSR Committee, etc. 
o Meetings are held as per requirement of law and company policy. 

(C) Meetings of Creditors and Others 

 Creditors’ meetings may be held in cases of winding up or compromise with creditors. 
 Court/Tribunal may order such meetings. 

3. Quorum 

 Quorum is the minimum number of members required to constitute a valid meeting. 
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 Example: Public company → 2 members (if ≤ 1000 members), 5 members (if 1000–
5000), 15 members (if > 5000). 

4. Resolutions 

 Ordinary Resolution – Passed by simple majority (more than 50%). 
 Special Resolution – Requires at least 75% majority. 
 Board Resolution – Passed in Board meetings by directors. 

5. Importance of Company Meetings 

 Provide a platform for decision-making. 
 Ensure transparency and accountability. 
 Allow shareholders to exercise democratic control. 
 Enable compliance with statutory requirements. 

Note on Resolutions 

1. Meaning 

 A resolution is a formal decision taken at a company meeting by voting of members or 
directors. 

 It expresses the collective will of shareholders or the Board of Directors. 
 Once passed, it becomes legally binding on the company. 

2. Types of Resolutions 

(A) Ordinary Resolution (Sec. 114(1)) 

 Requires simple majority (>50% of members present and voting, in person or by 
proxy). 

 Used for routine matters. 
 Examples: 

o Approval of annual accounts. 
o Declaration of dividend. 
o Appointment of directors and auditors. 

(B) Special Resolution (Sec. 114(2)) 

 Requires at least 75% majority of members present and voting. 
 Notice of the meeting must specify intention to propose a special resolution. 
 Examples: 

o Alteration of Memorandum of Association (MOA) or Articles of Association 
(AOA). 

o Change in company name or registered office from one state to another. 
o Reduction of share capital. 
o Voluntary winding up. 

 

(C) Board Resolutions 
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 Passed in meetings of the Board of Directors. 
 Can be: 

1. Board Resolution by Simple Majority – For day-to-day matters (e.g., 
approval of contracts, borrowing). 

2. Resolution by Circulation (Sec. 175) – Sent to all directors; deemed passed if 
majority consent in writing. 

(D) Resolutions Requiring Special Notice (Sec. 115) 

 Certain matters require special notice of at least 14 days before meeting. 
 Examples: 

o Removal of a director before expiry of term. 
o Appointment of auditor other than the retiring auditor. 

3. Distinction between Ordinary and Special Resolution 

Basis Ordinary Resolution Special Resolution 
Majority 
Required 

>50% ≥75% 

Notice General notice suffices Must state special resolution 

Matters Routine Important/structural 

Examples 
Appointment of auditor, declaration 
of dividend 

Alteration of MOA/AOA, reduction of 
capital 

4. Importance of Resolutions 

 Legal expression of company decisions. 
 Provide evidence of compliance with law. 
 Protect shareholders’ rights by requiring consensus. 
 Ensure transparency and accountability in governance. 

Conclusion: 
Resolutions are the backbone of company decision-making. While ordinary resolutions 
handle routine business, special resolutions are reserved for critical changes in company 
structure, and board resolutions enable directors to manage day-to-day operations. 

 

WINDING UP OF COMPANIES 

1. Meaning of Winding Up 

 
Winding up is the legal process by which a company’s life is brought to an end. Its assets are 
realized, liabilities are paid off, and any surplus (if available) is distributed among 
shareholders. After winding up, the company is dissolved and ceases to exist. 

2. Modes of Winding Up 
Under the Companies Act, 2013 (India), winding up can take place in the following ways: 
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1. Compulsory Winding Up by the Tribunal (Sec. 271): 
The National Company Law Tribunal (NCLT) may order winding up in the following 
cases: 

o The company is unable to pay its debts. 
o By special resolution, the company has resolved to be wound up. 
o The company has acted against the sovereignty and integrity of India, security 

of the state, or public order. 
o The company has conducted fraudulent or unlawful activities. 
o The Tribunal thinks it is just and equitable to wind up. 

2. Voluntary Winding Up: 
(Earlier governed under Companies Act, 1956; under 2013 Act, voluntary winding up 
is largely omitted and now falls under the Insolvency and Bankruptcy Code, 2016). 
It takes place when: 

o The company resolves by special resolution that it be wound up voluntarily. 
o Expiry of the period fixed in Articles or occurrence of an event provided in 

Articles for dissolution. 
3. Winding Up under Insolvency and Bankruptcy Code (IBC), 2016: 

Creditors or company can initiate corporate insolvency resolution; if resolution fails, 
liquidation is ordered. 

3. Procedure of Winding Up 

 Petition: Filed before NCLT by company, creditors, Registrar of Companies, or any 
authorized person. 

 Hearing and Order: Tribunal, after hearing, may admit or reject the petition. 
 Appointment of Liquidator: Official Liquidator or Company Liquidator takes charge 

of assets. 
 Realization of Assets and Settlement of Liabilities: Assets are sold, debts and 

liabilities paid in order of priority (secured creditors, workmen dues, unsecured 
creditors, etc.). 

 Dissolution: After completion of liquidation, the company is struck off from the 
Register of Companies. 

4. Effects of Winding Up 

 Company ceases to carry on business except for beneficial winding up. 
 Management powers vest in the Liquidator. 
 Employees may be discharged unless business is continued for beneficial realization. 
 Assets are applied towards payment of debts and obligations. 

5. Case Law 

 Hind Overseas Pvt. Ltd. v. Raghunath Prasad Jhunjhunwalla (1976) 46 Comp 
Cas 91 (SC) 
Principle: The “just and equitable” ground for winding up must be invoked in genuine 
cases, such as deadlock in management, loss of substratum, or persistent 
mismanagement. 

 Madhusudan Gordhandas & Co. v. Madhu Woollen Industries Pvt. Ltd. (1971) 3 
SCC 632 
Principle: If a debt is bona fide disputed on substantial grounds, the company cannot 
be said to be unable to pay its debts; hence winding up petition cannot be admitted. 

5. Conclusion 
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Winding up is not merely a closure of business but a legal process ensuring fairness to 
creditors, shareholders, and other stakeholders. With the introduction of the Insolvency 
and Bankruptcy Code, 2016, the emphasis has shifted from liquidation to resolution, 
but winding up remains an important remedy where continuation of a company is not 
possible. 

 

 

 

 

 


