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Mock Test Paper - Series II: August-2026 

Date of Paper: 22nd August, 2026 

Time of Paper:-2. P.M. to 5 P.M 

FOUNDATION COURSE 

Paper 2: Business Laws  

1. (a) Claim for necessaries supplied to persons incapable of contracting (Section 

68 of the Indian Contract Act, 1872): 

 If a person, incapable of entering into a contract, or anyone whom he is legally 

bound to support, is supplied by another person with necessaries suited to his 

condition in life, the person who has furnished such supplies is entitled to be 

reimbursed from the property of such incapable person. 

(i) In the instant case, Mr. M supplied the food and other necessaries to Mr. 

Y (who lost his mental balance) and Mr. Y’s grandmother (incapable of 

walking and dependent upon Mr. Y), hence, Mr. M will succeed in filing the 

suit to recover money. 

(ii) Supplier is entitled to be reimbursed from the property of such incapable 

person. Hence, the maximum amount of money that can be recovered by Mr. 

M is ` 15 Lakhs and this amount can be recovered from Mr. Y’s parent’s 

jewellery amounting to ` 4 Lakhs and rest from the house of Y’s Parents. 

(Assumption: Y has inherited the house property on the death of his parents) 

(iii) Necessaries will include emergency medical treatment. Hence, the above 

provisions will also apply to the medical treatment given to the grandmother 

as Y is legally bound to support his grandmother. 

(b) According to Section 2(68) of the Companies Act, 2013, “Private company” means 

a company having a minimum paid-up share capital as may be prescribed, and 

which by its articles,— 

(A) restricts the right to transfer its shares; 

(B) except in case of One Person Company, limits the number of its members 

to two hundred: 

 Provided that where two or more persons hold one or more shares in a 

company jointly, they shall, for the purposes of this clause, be treated 

as a single member: 

 Provided further that— 
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• persons who are in the employment of the company; and 

• persons who, having been formerly in the employment of the 

company, were members of the company while in that employment 

and have continued to be members after the employment 

ceased,shall not be included in the number of members; and 

(C) prohibits any invitation to the public to subscribe for any securities of 

the company; 

(i) Following the provisions of Section 2(68), 25 members were employees of 

the company but not during present membership which was started 

from 1st December 2025 i.e. after the date on which these 25 members 

were ceased to the employee in Jagannath Oils Limited. Hence, they will 

be considered as members for the purpose of the limit of 200 members. 

The company is required to reduce the number of members before 

converting it into a private company. 

(ii) On the other hand, if those 25 members ceased to be an employee on 28
th 

June 2026, they were employee at the time of getting present membership. 

Hence, they will not be counted as members for the purpose of the limit of 

200 members and the total number of members for the purpose of this sub-

section will be 195. Therefore, Jagannath Oils Limited is not required to 

reduce the number of members before converting it into a private company. 

(c)  Dissolution by the Court (Section 44 of the Indian Partnership Act, 1932): 

Court may, at the suit of the partner, dissolve a firm on any of the following ground: 

(i) Insanity/unsound mind: Where a partner (not a sleeping partner) has 

become of unsound mind, the court may dissolve the firm on a suit of the 

other partners or by the next friend of the insane partner. Temporary 

sickness is no ground for dissolution of firm. 

(ii) Permanent incapacity: When a partner, other than the partner suing, has 

become in any way permanently incapable of performing his duties as 

partner, then the court may dissolve the firm. Such permanent incapacity 

may result from physical disability or illness etc. 

(iii) Misconduct: Where a partner, other than the partner suing, is guilty of 

conduct which is likely to affect prejudicially the carrying on of business, 

the court may order for dissolution of the firm, by giving regard to the nature 

of business. It is not necessary that misconduct must relate to the conduct 

of the business. The important point is the adverse effect of misconduct on 
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the business.  In each case nature of business will decide whether an act 

is misconduct or not. 

(iv) Persistent breach of agreement: Where a partner other than the partner 

suing, wilfully or persistently commits breach of agreements relating to the 

management of the affairs of the firm or the conduct of its business, or 

otherwise so conduct himself in matters relating to the business that it is 

not reasonably practicable for other partners to carry on the business in 

partnership with him, then the court may dissolve the firm at the instance 

of any of the partners. Following comes in to category of breach of contract: 

• Embezzlement, 

• Keeping erroneous accounts 

• Holding more cash than allowed 

• Refusal to show accounts despite repeated request etc. 

(v)  Transfer of interest: Where a partner other than the partner suing, has 

transferred the whole of his interest in the firm to a third party or has allowed 

his share to be charged or sold by the court, in the recovery of arrears of land 

revenue, the court may dissolve the firm at the instance of any other partner. 

(vi)  Continuous/Perpetual losses: Where the business of the firm cannot be 

carried on except at a loss in future also, the court may order for its dissolution. 

(vii) Just and equitable grounds: Where the court considers any other ground 

to be just and equitable for the dissolution of the firm, it may dissolve a 

firm. The following are the cases for the just and equitable grounds- 

• Deadlock in the management. 

• Where the partners are not in talking terms between them.  

• Loss of substratum. 

• Gambling by a partner on a stock exchange. 

2. (a) (i)  Lien is the right of a person to retain possession of the goods belonging to 

another until claim of the person in possession is satisfied. The unpaid seller 

has also right of lien over the goods for the price of the goods sold.  

 Section 47(1) of the Sale of Goods Act, 1930 provides that the unpaid seller 

who is in the possession of the goods is entitled to exercise right of lien in 

the following cases:- 

1. Where the goods have been sold without any stipulation as to credit  
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2. Where the goods have been sold on credit but the term of credit has 

expired 

3. Where the buyer has become insolvent even though the period of 

credit has not yet expired. 

 In the given case, A has agreed to sell certain goods to B on a credit of 10 

days. The period of 10 days has expired. B has neither paid the price of 

goods nor taken the possession of the goods. That means the goods are 

still physically in the possession of A, the seller. In the meantime, B, the 

buyer has become insolvent.  

 In this case, A is entitled to exercise the right of lien on the goods because 

the buyer has become insolvent and the term of credit has expired without 

any payment of price by the buyer. 

(ii) Right of stoppage in transit (Section 50 of the Sale of Goods Act, 

1930): Subject to the provisions of this Act, when the buyer of goods 

becomes insolvent, the unpaid seller who has parted with the possession 

of the goods has the right of stopping them in transit, that is to say, he may 

resume possession of the goods as long as they are in the course of transit, 

and may retain them until paid or tendered price of the goods.  

 When the unpaid seller has parted with the goods to a carrier and the buyer 

has become insolvent, he can exercise this right of asking the carrier to 

return the goods back, or not to deliver the goods to the buyer.  

 In the instant case, CD, the buyer becomes insolvent and 450 bags are in 

transit. AB, the seller, can stop the goods in transit by giving a notice of it 

to CD. The official receiver, on CD’s insolvency cannot claim the bags.  

(b) Yes, I agree that a company is an Artificial Person:  

 A Company incorporated under the provisions of the Companies Act, 2013 is an 

artificial person as it is created by a process other than natural birth. It is legal or 

judicial as it is created by law. Further, the Company being a separate legal entity 

can own property, have banking account, raise loans, incur liabilities and enter 

into contracts. Even members can contract with company, acquire right against it 

or incur liability to it. It can sue and be sued in its own name.  It can do everything 

which any natural person can do except be sent to jail, take an oath, marry or 

practice a learned profession.  Hence, it is a legal person in its own sense.  

 As the Company is an artificial person, it can act only through some human 

agency, viz., directors. The directors can control affairs of the company but they 
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are not the “agents” of the members of the company. The directors can either on 

their own or through the common seal, if any, (of the company) can authenticate 

its formal acts. 

 Further, the Company being an artificial person has perpetual succession and it 

continues to exist until it is legally dissolved. The members of a company may 

come and go but the company will go on forever. 

 However, the Company being an artificial person cannot have citizenship, lack of 

physical action and corporate veil can be lifted. 

 Thus, a company is an artificial legal person.   

Authorization by a Company not having a Common Seal: 

 In case a company does not have a common seal, the authorization shall be made 

by two directors or by a director and the Company Secretary, wherever the 

Company has appointed a Company Secretary.   

 Hence, M/s Beeta Limited can do the authorization as mentioned in the above 

manner. 

(c)  Distinction between Limited Liability Partnership (LLP) and Limited Liability 

Company (LLC) 

S. 

No. 

Basis Limited Liability 

Partnership (LLP) 

Limited Liability 

Company (LLC) 

1. Regulating Act The LLP Act, 2008. The Companies Act, 2013. 

2. Members/Partners The persons who 

contribute to LLP are 

known as partners of 

the LLP. 

The persons who invest 

the money in the shares 

are known as members of 

the company. 

 

3. Internal governance 

structure 

The internal 

governance structure 

of a LLP is governed by 

agreement between the 

partners. 

The internal governance 

structure of a company is 

regulated by statute (i.e., 

Companies Act, 2013) 

read with its 

Memorandum of 

Association and Articles 

of Association. 

4. Name Name of the LLP to Name of the public 
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contain the word 

“Limited Liability 

partnership” or “LLP” 

as suffix. 

company to contain the 

word “limited” and Pvt. 

Co. to contain the word 

“Private limited” as suffix. 

5. No. of members/ 

partners 

Minimum – 2 partners 

Maximum – No such 

limit on the partners in 

the Act. The partners 

of the LLP can be 

individuals/or body 

corporate through the 

nominees. 

Private company: 

Minimum – 2 members 

Maximum 200 members 

Public company: 

Minimum – 7 members 

Maximum – No such 

limit on the members. 

Members can be 

organizations, trusts, 

another business form or 

individuals. 

6. Liability of 

members/ partners 

Liability of a partners 

is limited to the extent 

of agreed contribution. 

Liability of a member is 

limited to the amount 

unpaid on the shares held 

by them. 

7. Management The business of the 

LLP managed by the 

partners including the 

designated partners 

authorized in the 

agreement. 

The affairs of the 

company are managed 

by board of directors 

elected by the 

shareholders. 

8. Minimum number of 

directors/designate

d partners 

2 designated partners. Pvt. Co. – 2 directors 

Public Co. – 3 directors 

3. (a)  (i)  According to Section 4 of the Indian Partnership Act, 1932, "Partnership" is the 

relation between persons who have agreed to share the profits of a business 

carried on by all or any of them acting for all. Therefore, for determining the 

existence of partnership, it must be proved that:  

1. There must be an agreement between all the persons concerned;  

2. The agreement must be to carry on some business; 

3. The agreement must be to share the profits of a business and 
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4. The business was carried on by all or any of them acting for all.  

 On the basis of above provisions and facts provided in the question, Mr. 

Ram and Mr. Raheem cannot be said under partnership as they are 

teachers in a school and just purchased a flat jointly.  

 By merely giving the flat on rent, they are not doing business. They are just 

earning the income from the property under their co-ownership. Hence, 

there is no partnership between them. Therefore, Mr. Ram is liable to pay 

his share only i.e. ` 1500. Mr. John has to claim the rest of ` 1500 from 

Mr. Raheem.  

(ii) As per the Indian Partnership Act, 1932, "Partnership" is the relation 

between persons who have agreed to share the profits of a business 

carried on by all or any of them acting for all (mutual agency).  

 In the gives case, there was no agreement to share profit of the 

business. Manak was incurring all the expenses relating to the 

construction and Roop Singh is merely acting as an agent of Manak as 

he was receiving 5% of the contract value. 

 Therefore, this arrangement will not be termed as partnership.  

 (b) (i) As per section 2(85) of the Companies Act, 2013, Small Company means a 

company, other than a public company:  

(i) paid-up share capital of which does not exceed ten crore rupees, 

and 

(ii) turnover of which as per profit and loss account for the immediately 

preceding financial year does not exceed one hundred crore rupees: 

 Provided that nothing in this clause shall apply to— 

(A) a holding company or a subsidiary company; 

(B) a company registered under section 8; or 

(C) a company or body corporate governed by any special Act. 

 In the instant case, as per the last profit and loss account for the year 

ending 31st March, 2023 of Glassware Private Limited, its turnover was to 

the extent of ` 80 crore, and paid-up share capital was ` 8 crore. Though 

Glassware Private Limited, as per the turnover and paid-up share capital 

norms, qualifies for the status of a ‘small company’ but it cannot be 
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categorized as a ‘small company’ because it is the subsidiary of another 

company (Tycoon Private Limited). 

 Hence, the contention of the Company Secretary is correct.  

(ii) Perpetual Succession – A company on incorporation becomes a separate 

legal entity. It is an artificial legal person and have perpetual succession 

which means even if all the members of a company die, the company still 

continues to exist. It has permanent existence. 

 The existence of a company is independent of the lives of its members. It 

has a perpetual succession. In this problem, the company will continue as 

a legal entity. The company's existence is in no way affected by the death 

of all its members. 

(c)  An anticipatory breach of contract is a breach of contract occurring before the time 

fixed for performance has arrived. When the promisor refuses altogether to 

perform his promise and signifies his unwillingness even before the time for 

performance has arrived, it is called Anticipatory Breach. The law in this regard 

has very well summed up in Frost vs. Knight and Hochster vs. DelaTour. 

 Section 39 of the Indian Contract Act, 1872 deals with anticipatory breach of 

contract and provides as follows: “When a party to a contract has refused to 

perform or disable himself from performing, his promise in its entirety, the 

promisee may put an end to the contract, unless he has signified, but words or 

conduct, his acquiescence in its continuance.”  

 Effect of anticipatory breach: The promisee is excused from performance or 

from further performance. Further he gets an option:  

(1) To either treat the contract as “rescinded and sue the other party for 

damages from breach of contract immediately without waiting until the due 

date of performance; or 

(2) He may elect not to rescind but to treat the contract as still operative, and 

wait for the time of performance and then hold the other party responsible 

for the consequences of non-performance. But in this case, he will keep 

the contract alive for the benefit of the other party as well as his own, and 

the guilty party, if he so decides on re-consideration, may still perform his 

part of the contract and can also take advantage of any supervening 

impossibility which may have the effect of discharging the contract.  

4. (a) (i)  According to section 16 of the Indian Contract Act, 1872, a contract is said 

to be induced by ‘undue influence’ where the relations subsisting between 

the parties are such that one of the parties is in a position to dominate the 
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will of the other and he uses that position to obtain an unfair advantage 

over the other. 

 When consent to an agreement is caused by undue influence, the contract 

is voidable at the option of the party, whose consent was so caused.  

 Hence, the contract between Mr. A and Mr. B is voidable at the option of 

Mr. B as it was induced by undue influence by Mr. A and therefore Mr. B 

can sue Mr. A. 

(ii) The parties to a contract must either perform, or offer to perform, their 

respective promises, unless such performance is dispensed with or 

excused under the provisions of this Act, or of any other law.  

 Promises to bind the representatives of the promisors in case of the death 

of such promisors before performance, unless a contrary intention appears 

from the contract. (Section 37 of the Indian Contract Act, 1872).  

 As per the provisions of Section 40 of the Indian Contract Act, 1872, if it 

appears from the nature of the case that it was the intention of the parties 

to any contract that any promise contained in it should be performed by the 

promisor himself, such promise must be performed by the promisor. In 

other cases, the promisor or his representative may employ a competent 

person to perform it.  

 In terms of the provisions of Section 40 stated above, in case where  

Mr. S has to paint a family picture for Mr. M, Mr. M cannot ask the legal 

representative of Mr. S to complete the painting work on Mr. S’s death, 

since painting involves the use of personal skill. 

 In terms of the provisions of Section 37 stated above, in case where  

Mr. S had promised to deliver some photographs to Mr. M, the legal 

representatives of Mr. S shall be bound to deliver the photographs in this 

situation. 

(b)  As per section 117 of the Negotiable Instruments Act, 1881, the compensation 

payable in case of dishonour of promissory note, bill of exchange or cheque, by 

any party liable to the holder or any endorsee, shall be determined by the following 

rules: 

(i) the holder is entitled to the amount due upon the instrument, together with 

the expenses properly incurred in presenting, noting and protesting it;  
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(ii) when the person charged resides at a place different from that at which the 

instrument was payable, the holder is entitled to receive such sum at the 

current rate of exchange between the two places; 

(iii) an endorser who, being liable, has paid the amount due on the same is 

entitled to the amount so paid with interest at 18% per annum from the date 

of payment until tender or realisation thereof, together with all expenses 

caused by the dishonour and payment; 

(iv) when the person charged and such endorser reside at different places, the 

endorser is entitled to receive such sum at the current rate of exchange 

between the two places; 

(v) the party entitled to compensation may draw a bill upon the party liable to 

compensate him, payable at sight or on demand, for the amount due to 

him, together with all expenses properly incurred by him. Such bill must be 

accompanied by the instrument dishonoured and the protest thereof (if 

any). If such bill is dishonoured, the party dishonouring the same is liable 

to make compensation thereof in the same manner as in the case of the 

original bill. 

 (c) (i)  Supreme Court 

 The Supreme Court is the apex body of the judiciary. It was established on 

26th January 1950. The Chief Justice of India is the highest authority 

appointed under Article 126. The principal bench of the Supreme Court 

consists of seven members including the Chief Justice of India. Presently, 

the number has increased to 34 including the Chief Justice of India due to 

the rise in the number of cases and workload.  An individual can seek relief 

in the Supreme Court by filing a writ petition under Article 32.  

(ii)  High Court 

 The highest court of appeal in each state and union territory is the High 

Court. Article 214 of the Indian Constitution states that there must be a 

High Court in each state. The High Court has appellant, original jurisdiction, 

and Supervisory jurisdiction. However, Article 227 of the Indian 

Constitution limits a High Court’s supervisory power. In India, there are 

twenty-five High Courts, one for each state and union territory, and one for 

each state and union territory. Six states share a single High Court . An 

individual can seek remedies against violation of fundamental rights in High 

Court by filing a writ under Article 226. 
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5. (a) (i)  Fitness as to Quality or Use [Section 16(1) of the Sale of Goods Act, 

1930]: According to Section 16(1) of the Sale of Goods Act, 1930 there is 

implied condition of the part of the seller that the goods supplied shall be 

reasonably fit for the purpose for which the buyer wants them, provided the 

following conditions are fulfilled:  

1.  The buyer should have made known to the seller the particular 

purpose for which goods are required.  

2.  The buyer should rely on the skill and judgement of the seller.  

3.  The goods must be of a description dealt in by the seller, whether 

he be a manufacturer or not.  

 In some cases, the purpose may be ascertained from the conduct of the 

parties or from the nature of the goods sold. Where the goods can be used 

only for one purpose, the buyer need not tell the seller the purpose for 

which he requires the goods. 

 In the instant case, Ms. S clearly informed the Seller that she needed a 

laptop for high end graphic design work. The Seller recommended a model, 

creating an implied condition that it would be suitable for that purpose. The 

laptop failed to meet the required performance standards, breaching the 

implied condition of fitness. 

 In the instant case, Ms. S can take legal action against the seller. The seller 

breached the implied condition as to fitness for purpose, since the laptop 

recommended was not suitable for high-end graphic design work. 

(ii)  As per the provisions of Sub-Section (2) of Section 17 of the Sale of Goods 

Act, 1930, in a contract of sale by sample, there is an implied condition 

that: 

(a) the bulk shall correspond with the sample in quality; 

(b) the buyer shall have a reasonable opportunity of comparing the bulk 

with the sample. 

 In this case, M received the goods by sample from L but since the goods 

were not according to the sample, M can reject the goods and can sue L. 

 With regard to K and L, L can recover damages from K and K can recover  

damages from J. But, for both K and L, it will not be treated as a breach 

of implied condition as to sample as they have accepted and sold the goods 

according to Section 13(2) of the Sale of Goods Act, 1930. 
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(b)  “Partner indeed virtually embraces the character of both a principal and an 

agent”: Subject to the provisions of section 18 of the Indian Partnership Act, 1932, 

a partner is the agent of the firm for the purposes of the business of the firm.  

 A partnership is the relationship between the partners who have agreed to share 

the profits of the business carried on by all or any of them acting for all  

Section 4). This definition suggests that any of the partners can be the agent of 

the others.  

 Section 18 clarifies this position by providing that, subject to the provisions of the 

Act, a partner is the agent of the firm for the purpose of the business of the firm. 

The partner indeed virtually embraces the character of both a principal and an 

agent. So far as he acts for himself and in his own interest in the common concern 

of the partnership, he may properly be deemed as a principal and so far as he 

acts for his partners, he may properly be deemed as an agent.  

 The principal distinction between him and a mere agent is that he has a community 

of interest with other partners in the whole property and business and liabilities of 

partnership, whereas an agent as such has no interest in either.  

 The rule that a partner is the agent of the firm for the purpose of the business of 

the firm cannot be applied to all transactions and dealings between the partners 

themselves. It is applicable only to the act done by partners for the purpose of the 

business of the firm. 

 (c)  (i)  The given statement is False 

 Justification: According to Section 178 of the Indian Contract Act, 1872, 

a mercantile agent, who is in the possession of goods or document of title, 

with the consent of owner, can pledge them while acting in the ordinary 

course of business as a Mercantile Agent. 

 Provided such Pledge shall be valid as if were made with the authority of 

the owner of goods and the Pawnee has acted in good faith and has no 

notice that the Pawnor has no authority to pledge. 

(ii)  The given statement is False 

 Justification: According to Section 210 of the Indian Contract Act, 1872, 

the termination of the authority of an agent causes the termination (subject 

to the rules herein contained regarding the termination of an agent’s 

authority) of the authority of all sub-agents appointed by him. In the given 

question, B is the agent of A, and C is the agent of B. Hence, C becomes 
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a sub agent. Thus, when A revokes the authority of B(agent), it results in 

termination of authority of sub agent appointed by B i.e. C (sub-agent).  

(iii) The given statement is True 

 Justification: As per Section 124 of the Indian Contract Act, 1872, the 

term “Contract of Indemnity” is defined as “a contract by which one party 

promises to save the other from loss caused to him by the conduct of the 

promisor himself, or by the conduct of any other pe rson.” In case of a 

contract of insurance, the loss may happen due to natural calamities, and 

not due to conduct of the promisor or any person. Thus, a contract of Life 

Insurance is not contracts of indemnity as per definition given.  

6.  (a) According to section 138 of the Negotiable Instruments Act, 1881, where any cheque 

drawn by a person on an account maintained by him with a banker— 

• for payment of any amount of money 

• to another person from that account 

• for the discharge, in whole or in part, of any debt or other liability, [A cheque 

given as gift or donation, or as a security or in discharge of a mere moral 

obligation, or for an illegal consideration, would be outside the purview of 

this section] 

• is returned by the bank unpaid, 

• either because of the— 

o amount of money standing to the credit of that account is insufficient 

to honor the cheque, or 

o that it exceeds the amount arranged to be paid from that account by 

an agreement made with that bank, 

 such person shall be deemed to have committed an offence and shall, be 

punished with imprisonment for a term which may extend to two years, or 

with fine which may extend to twice the amount of the cheque, or with both.  

 Explanation: For the purpose of this section, “debt or other liability” means a 

legally enforceable debt or other liability. 

(i) In the given question, Rohan received a cheque from Ram, for ` 51,000 as 

a gift for his marriage. In terms of section 138, cheque given as a gift does 

not fall within this section. Hence, Ram would not be held liable for 

dishonour of cheque. 
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(ii) The explanation to the section provides that for the purpose of section 138 

only a legally enforceable debt or other liability is to be taken into 

consideration. The cheque of ` 51,000 was issued in the nature of a gift 

and not as a part of the payment for the balance amount of car. Hence, 

Rohan was not justified in considering the dishonour of cheque, an offence 

under section 138 of the Negotiable Instruments Act, 1881.  

(b)  The Indian Contract Act, 1872 does not define the word ‘Agency’. However, 

section 182 of the Indian Contract Act, 1872 defines Agent and Principal as:  

 Agent means a person employed to do any act for another or to represent another 

in dealing with the third persons and 

 The principal means a person for whom such act is done or who is so represented. 

 Duties and obligations of an Agent 

(i) Duty to follow instructions or customs: According to Section 211, an 

agent is bound to conduct the business of his principal according to the 

direction given by the principal, or, in the absence of any such directions, 

according to the customs which prevails in doing business of the same kind 

at the place where the agent conducts such business. When the agent acts 

otherwise and any loss is sustained by the Principal, he must indemnify 

him, and, if any profit accrues, he must account for it.  

(ii) Duty of reasonable care and skill: According to section 212, an agent is 

bound to conduct the business of the principal with as much skill as is 

generally possessed by persons engaged in similar business, unless the 

principal has notice of his want of skill. 

 The agent is always bound to act with reasonable diligence, and to use 

such skill as he possesses; and to make compensation to his principal in 

respect of the direct consequences of his own neglect, want of skill or 

misconduct, but not in respect of loss of damage which are indirectly or 

remotely caused by such neglect, want of skill or misconduct.  

(iii)   Duty to render proper accounts [Section 213]: An agent is bound to 

render proper accounts to his principal on demand. Rendering accounts 

does not mean showing the accounts but the accounts supported by 

vouchers. 

(iv) Agent’s duty to communicate with principal [Section 214]:  It is the duty 

of an agent, in cases of difficulty, to use all reasonable diligence in 

communicating with his principal, and in seeking to obtain his instructions.   
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(v) Duty not to deal on his own account: Agent should not deal on his own 

account without first obtaining the consent of the principal, otherwise the 

principal may— 

(a)  repudiate the transaction, (Section 215) 

(b)  claim from the agent any benefit which may have resulted to him 

from the transaction. (Section 216) 

(vi) Duty not to make secret profits: It is the duty of an agent not to make any 

secret profit in the business of agency. His relationship with the principal is of 

fiduciary nature and this requires absolute good faith in the conduct of agency. 

 Secret Profit means any advantage obtained by the agent over and above 

his agreed remuneration and which he would not have been able to make 

but for his position as agent.  

(vii) Duty not to delegate: According to section 190, an agent cannot lawfully 

employ to perform acts which he has expressly or impliedly undertaken to 

perform personally, unless by the ordinary custom of trade a sub-agent 

may, or, from the nature of agency, a sub- agent, must be employed. 

(viii) Agent’s duty to pay sums received for principal [Section 218]: Subject 

to such deductions, the agent is bound to pay to his principal all sums 

received on his account. 

(ix) Duty not to use any confidential information received in the course of 

agency against the principal. 

(c)  Contract of sale resembles with contracts of hire purchase very closely, and 

indeed the real object of a contract of hire purchase is the sale of the goods 

ultimately. 

 Hire Purchase Agreements are governed by the Hire-purchase Act, 1972.  

 The term “hire-purchase agreement” means an agreement under which goods are 

let on hire and under which the hirer has an option to purchase them in accordance 

with the terms of the agreement and includes an agreement under which— 

(a) Possession of goods is delivered by the owner thereof to a person on 

condition that such person pays the agreed amount in periodical 

instalments, and 

(b)  The property in the goods is to pass to such person on the payment of the 

last of such instalments, and 

(c) Such person has a right to terminate the agreement at any time before the 

property so passes. 
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 The main points of distinction between the ‘Sale’ and ‘Hire -Purchase’ are as 

follows: 

Basis of 

Difference 

Sale Hire-Purchase 

Time of 

passing 

property 

Property in the goods is 

transferred to the buyer 

immediately at the time of 

contract. 

The property in goods passes 

to the hirer upon payment of 

the last instalment. 

Position of 

the party 

The position of the buyer is 

that of the owner of the goods. 

The position of the hirer is that 

of a bailee till he pays the last 

instalment. 

Termination 

of contract 

The buyer cannot terminate 

the contract and is bound to 

pay the price of the goods. 

The hirer may, if he so likes, 

terminate the contract by 

returning the goods to its owner 

without any liability to pay the 

remaining instalments. 

Burden of 

Risk of 

insolvency of 

the buyer 

The seller takes the risk of 

any loss resulting from the 

insolvency of the buyer. 

The owner takes no such risk, 

for if the hirer fails to pay an 

instalment, the owner has right 

to take back the goods. 

Transfer of 

title 

The buyer can pass a good 

title to a bona fide purchaser 

from him. 

The hirer cannot pass any title 

even to a bona fide purchaser 

until he pays the last 

instalment. 

Resale The buyer in sale can resell 

the goods. 

The hire purchaser cannot 

resell unless he has paid all 

the instalments. 

 


