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1. Introduction to Contract Law

Contracts are the invisible threads that weave together the fabric of modern 
society, governing everything from the purchase of a morning coffee to 
multimillion-dollar corporate mergers. At their core, contracts are promises 
given the weight of law—agreements that create rights, impose obligations, 
and provide remedies when expectations falter. For anyone stepping into 
the world of contract drafting, understanding the foundational principles 
of contract law is not just a prerequisite; it is the bedrock upon which every 
clause, covenant, and condition is built.

Historical Evolution of Contract Law

The concept of contractual agreements has ancient roots, tracing back to 
early civilizations. In ancient Mesopotamia, the Code of Hammurabi (1755 
BCE) contained provisions for commercial transactions and loans. Roman 
law later developed the principle of pacta sunt servanda (agreements must 
be kept), forming the foundation of modern contract law. During the Middle 
Ages, English common law began systematizing contract principles, which 
were later codified in statutes like the Indian Contract Act, 1872. The Industrial 
Revolution further shaped contract law by necessitating standardized 
commercial agreements. Today, globalization and digitalization continue to 
transform contract law, with electronic contracts and cross- border transactions 
becoming commonplace.

Definition and Essentials of a Contract

A contract is a legally enforceable agreement between two or more parties 
that establishes mutual obligations. It serves as the foundation of legal 
relationships in business transactions, employment agreements, commercial 
partnerships, and even international dealings. Contracts ensure that all parties 
understand their rights and responsibilities, thereby minimizing conflicts and 
providing legal recourse in case of disputes.

Essentials of a Valid Contract

For an agreement to be legally binding, it must satisfy the following essential 
elements:

	 •	 Offer and Acceptance: One party must extend an offer, and the other 
must accept it unequivocally. The acceptance must be unconditional 
and in accordance with the offer’s terms to form a valid agreement. For 
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example, a vendor offering to sell 100 laptops at $500 each is making 
an offer. A reply like “I’ll take them” seals the deal, while “I’ll take 50” 
is a counteroffer, not acceptance.

	 •	 Consideration: A valid contract requires consideration, which refers 
to something of value exchanged between the parties, such as money, 
goods, services, or a promise to act or refrain from acting in a certain 
way.

	 •	 Intention to Create Legal Relations: The parties must intend for the 
agreement to carry legal consequences. In commercial agreements, 
this intention is presumed, whereas in social or domestic agreements, 
a contract may not always be legally enforceable.

	 •	 Legal Capacity: The parties entering into the contract must be legally 
competent, meaning they should be of sound mind, of legal age, and 
not disqualified under the law.

	 •	 Free Consent: Consent must be given freely, without coercion, undue 
influence, fraud, misrepresentation, or mistake. If consent is obtained 
unlawfully, the contract may be declared void or voidable.

	 •	 Lawful Object: The contract’s purpose must be lawful and should not 
involve illegal activities, fraud, or acts that are against public policy.

	 •	 Certainty and Possibility of Performance: The contract terms should 
be clear and precise, and the contractual obligations should be capable 
of being performed. Agreements based on vague, ambiguous, or 
impossible terms may not be enforceable.

A contract is a legally binding agreement between two or more parties that 
creates mutual obligations enforceable by law. Under Section 2(h) of the Indian 
Contract Act, 1872, a contract is defined as “an agreement enforceable by law,” 
meaning not all agreements qualify as contracts. For an agreement to be legally 
valid, it must satisfy five essential elements. First, there must be a clear offer and 
acceptance, representing mutual assent between parties. An offer is a definite 
promise made with the intention of being legally bound, while acceptance 
must be absolute and unconditional. Second, consideration—something of 
value exchanged between parties—is required, though Indian law does not 
mandate adequacy of consideration. Third, free consent is crucial; consent 
obtained through coercion, undue influence, fraud, or misrepresentation 
renders a contract voidable. Fourth, parties must have legal capacity, meaning 
they should be of legal age, sound mind, and not disqualified by law. Finally, 
the contract’s object must be lawful and not against public policy. These 
elements ensure contracts are fair, consensual, and enforceable.

These essentials transform a casual exchange into a binding pact. Imagine a 
freelance designer agreeing to create a logo for a startup in exchange for $1,000, 
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with both parties signing off on the terms. Here, the offer (design services), 
acceptance (agreement to pay), consideration ($1,000), lawful purpose (logo 
creation), competency (both are capable adults), and consent (freely given) align 
to form a contract. Missing any one of these—like payment (consideration)—
would unravel its legal standing.

Indian Contract Act, 1872 vs. US Common Law vs. International Principles

Contract law is not a monolith; it adapts to the legal traditions and economic 
needs of different jurisdictions. A contract drafter must navigate these 
variations, especially in an interconnected global economy. Let us explore 
three influential frameworks: the Indian Contract Act, 1872, US Common Law, 
and international principles embodied in UNIDROIT and the CISG.

Indian Contract Act, 1872: The Indian Contract Act, 1872, is the primary 
legislation governing contracts in India. It was enacted to consolidate and 
codify contract law and is largely influenced by English Common Law. The Act 
is divided into two main sections:

	 1.	 General Principles of the Law of Contracts: This section governs all 
types of contracts and lays down fundamental principles, including 
offer, acceptance, consideration, free consent, performance, and breach 
of contract.

	 2.	 Special Kinds of Contracts: This part specifically deals with contracts 
such as indemnity, guarantee, bailment, pledge, and agency.

One of the key features of the Indian Contract Act is its codified nature, 
which ensures uniform application across the country. However, judicial 
interpretations by Indian courts have significantly contributed to the evolution 
of contract law principles.

US Common Law: Contract law in the United States is based on a mix 
of statutory law and judicial precedents. The legal framework governing 
contracts in the US includes:

	 •	 Common Law Principles: These principles have developed over 
time through judicial decisions and vary by state, leading to some 
differences in contract interpretation.

	 •	 Uniform Commercial Code (UCC): The UCC was created to provide 
a standardized set of contract laws related to commercial transactions, 
particularly the sale of goods. While most states have adopted the 
UCC, there may still be variations in its application.

	 •	 Restatement (Second) of Contracts: This legal treatise serves as a 
persuasive authority for courts by summarizing general contract law 
principles and helping in contract interpretation.
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Unlike India’s codified approach, US contract law allows for significant 
judicial discretion, meaning courts often rely on precedents and state-specific 
interpretations.

International Contract Law Principles: In cross-border transactions, 
multiple legal frameworks influence contract law to ensure harmonization 
and ease of enforcement. The most prominent international principles include:

	 •	 UNIDROIT Principles of International Commercial Contracts 
(PICC): The UNIDROIT principles serve as a comprehensive set of 
standardized rules for international commercial contracts. They are 
widely used for guidance where national laws diverge and provide a 
flexible approach to contract interpretation.

	 •	 United Nations Convention on Contracts for the International Sale 
of Goods (CISG): The CISG is an international treaty that establishes 
uniform rules for the sale of goods between businesses in different 
countries. It has been adopted by numerous countries, including the 
US, but India has not ratified it yet. The CISG is particularly significant 
in resolving disputes in cross-border sales transactions.

These international frameworks provide businesses with greater 
predictability and consistency when engaging in global commerce, reducing 
uncertainties arising from variations in national contract laws.

Aspect Indian Contract 
Act, 1872

US Common 
Law

International 
Principles 
(UNIDROIT, CISG)

Legal
Framework

Codified statute 
governing contracts 
in India

Based on judicial 
precedents 
and statutory 
laws (UCC, 
Restatement of 
Contracts)

UNIDROIT provides 
general principles; 
CISG governs 
international sales 
contracts

Nature of Law Codified and 
comprehensive

Case law-driven 
with statutory 
influence

Flexible	principles 
harmonizing 
international 
contract laws

Scope Covers general 
principles and 
specific contracts 
(e.g., indemnity,	
bailment,
agency)

Applies to all 
contracts but 
varies by state  
due  to  federal 
system

Covers international 
commercial 
contracts and trade 
agreements
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Aspect Indian Contract 
Act, 1872

US Common 
Law

International 
Principles 
(UNIDROIT, CISG)

Offer and 
Acceptance

Governed by strict 
statutory provisions

More flexible, 
considering 
conduct and 
implied terms

UNIDROIT allows 
greater flexibility, 
while CISG 
prioritizes party 
autonomy

Consideration 
Requirement

Mandatory for a 
contract to be valid

Consideration 
required under 
common law, 
but exceptions 
exist (promissory 
estoppel)

UNIDROIT  does  
not strictly require 
consideration for 
contract validity

Free Consent Defined under 
statute; includes 
coercion, undue 
influence, fraud, 
misrepresentation,    
and mistake

Recognized 
similarly but 
interpreted 
through case law

UNIDROIT 
principles focus on 
fairness and party’s 
intent

Performance 
and Discharge

Contracts must 
be performed as 
agreed unless 
discharged by law

Performance may 
be adjusted based 
on doctrines 
like substantial 
performance

CISG allows 
flexibility in 
performance based 
on international 
trade practices

Breach and 
Remedies

Specific provisions 
for damages, 
compensation, and 
rescission

Remedies    
include 
damages, specific 
performance 
(in equity), and 
restitution

CISG allows contract 
termination, price 
reduction, and 
damages based	
on commercial 
standards

Electronic 
Contracts

Governed by the IT 
Act, 2000

ESIGN Act and 
UETA govern 
e-contracts in the 
US

UNCITRAL Model 
Law on	Electronic 
Commerce provides 
guidelines

Importance of Precision in Drafting

Precision in contract drafting is critical to avoid disputes, ensure 
enforceability, and minimize litigation risks. Ambiguous language—such as 
vague terms inconsistent definitions—can lead to conflicting interpretations 
and void agreements for uncertainty. Poorly drafted clauses may be 
unenforceable, as seen in cases where courts rejected contracts for lack of 
clarity. Clear, concise language, logical structuring, and explicit definitions 
enhance contract reliability. Best practices include using plain language, 
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defining key terms, avoiding unnecessary jargon, and structuring contracts 
with headings and numbered clauses for readability. A well-drafted contract 
not only reflects the parties’ intent accurately but also reduces the likelihood 
of breaches and legal challenges.

Drafting a contract is like building a bridge: every beam must be measured, 
every joint secure. Precision is the drafter’s compass, guiding the document 
away from the shoals of ambiguity and towards the shores of clarity. A vague 
term—like “reasonable time” for delivery—can spark disputes: Does it mean 
days, weeks, or months? Precision replaces such traps with specifics: “Delivery 
within 10 business days of payment.”

Why does this matter? First, precision aligns the parties’ expectations, 
reducing misunderstandings. A lease stating “rent due on the 1st of each 
month” leaves no room for debate, unlike “due monthly.” Second, it fortifies 
enforceability. Courts interpret contracts as written, not as intended, so 
sloppy language risks unintended outcomes. Third, it mitigates risk. A well-
drafted force majeure clause (e.g., “excused delays due to natural disasters or 
government orders”) protects against unforeseen events, while a vague one 
invites litigation.

Consider a real-world example: In 2010, a poorly worded oil supply contract 
between BP and a contractor led to a $200 million dispute after the Deepwater 
Horizon spill, partly because “indemnity” terms were unclear. Precision is not 
just elegance—it is a shield against chaos.

Activity: Identify Contract Types in Real-World Business Scenarios

Theory comes alive in practice. Below are three business scenarios. Your 
task is to identify the type of contract involved—service contract, sale of goods 
contract, or confidentiality agreement—and justify your answer based on 
the essentials of a contract (offer, acceptance, consideration, etc.). Write your 
responses, then compare them with the explanations provided.

	 1.	 Scenario 1: A software company licenses its accounting program to 
a small business for a monthly fee of $50, with terms outlined in an 
online agreement clicked “Accept” by the client.

	 2.	 Scenario 2: A retailer agrees to buy 1,000 T-shirts from a supplier at $5 
each, with payment due upon delivery and a handshake sealing the 
deal.

	 3.	 Scenario 3: A startup founder shares a business plan with a potential 
investor after both sign a document promising not to disclose the 
details to others.
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Guidance:

	 •	 A service contract involves providing expertise or labour (e.g., software 
access).

	 •	 A sale of goods contract transfers ownership of tangible items (e.g., 
T-shirts).

	 •	 A confidentiality agreement protects sensitive information (e.g., 
business plans). Check for the essentials: Is there an offer? Acceptance? 
Consideration? Lawful purpose?

Sample Answers:

	 1.	 Service Contract: The software company offers access to its program 
(offer), the business clicks “Accept” (acceptance), the $50 fee is 
consideration, and the purpose (software use) is legal.

	 2.	 Sale of Goods Contract: The supplier offers 1,000 T-shirts at $5 each 
(offer), the retailer agrees via handshake (acceptance), payment is 
consideration, and selling T-shirts is lawful.

	 3.	 Confidentiality Agreement: The founder offers to share the plan under 
secrecy (offer), the investor signs (acceptance), mutual non-disclosure 
is consideration, and protecting ideas is legal.

Contracts are legal agreements that form the foundation of everyday 
dealings—whether it is buying a product or signing a business deal. A 
valid contract must include key elements like a clear offer and acceptance, 
consideration (something of value exchanged), legal capacity, free consent, 
lawful purpose, and clarity in terms. These ensure that all parties understand 
their rights and duties. India follows the Indian Contract Act, 1872, while the 
U.S. uses common law principles and international trade follows guidelines 
like UNIDROIT and CISG. Clear and precise drafting is essential to avoid 
confusion and legal disputes. Understanding these basics helps individuals 
and businesses make strong, enforceable agreements.




