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Business Law 

 

INTRODUCTION 

Learning outcomes  

The overall objective of the syllabus is to give students an understanding of the legal system and commercial 
laws; and build a knowledge base of corporate laws. 

Offer and acceptance 

LO  On the successful completion of this paper, candidates will be able to demonstrate 
knowledge of laws relating to offer and acceptance of a contract. 

LO 2.2.1 Define offer and acceptance 

LO 2.2.2 Identify different types of offers  

LO 2.2.3 Explain how offer is different from invitation of an offer 

LO 2.2.4 Identify essential elements of offer and acceptance 

LO 2.2.5 Understand the timing of revocation and its communication 

LO 2.2.6 Identify circumstances when an offer lapses. 

 

 

References to Legal Acts 

Section number references embedded in the learning materials refer to the following legal acts unless 
otherwise stated: 
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Act Chapters 
Contract Act 1872 3-16 
Partnership Act 1932 17 
Negotiable Instrument Act 1881 18 
Companies Act, 2017 19-27 
Securities Act 2015 22 



Section A: Mercantile Law - Chapter 3: Offer and acceptance 

1 OFFER 
 
Section overview  

 
� Definition of proposal / offer 
� Essentials of an offer 
� Types of offer 

1.1 Definition of proposal / offer 

 

Definition: Proposal / offer [Section 2(a)] 

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 to such act or abstinence, he is said to make a 
proposal. 

Thus, an offer is a proposal by one person to another for entering into a legally binding 
agreement with him. 

1.2 Essentials of an offer 

The essentials of an offer are shown below: 

 
 
These essentials are discussed below: 
Two persons 

For a valid offer there needs to be two persons. A person cannot make an offer to himself. The 
person making the proposal is called offeror and the person to whom offer is made is called 
offeree.  
Certain and definite 

A valid offer is one which is certain and definite. Thus, no contract can come into existence if 
offer is uncertain. 
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Contractual intention 

An offer must be made with an intention to create a contract. 
Communication 

The offer must be communicated to the offeree. The communication is complete when it comes 
to the knowledge of the person to whom it is made. In case an offer is made by post, its 
communication will complete when the letter reaches the offeree. An offer can be made by words 
spoken or written or through conduct of the person. [Section 4] 
Objective of consent 

An offer must be made with a view to obtain the consent of the other person to proposed act or 
abstinence. 
Conditional 

An offer may be subject to some condition. It is on the sole discretion of the person to whom such 
offer is made to either accept or reject it. A conditional offer lapses when condition is not 
accepted. 
Negative confirmation 

An offer cannot be in the form of negative confirmation i.e. if it is not accepted within a specific 
time then it will be presumed to have been accepted. 
Invitation of an offer 

An offer is different from an invitation of an offer. The intention in invitation of an offer is to 
circulate information of his readiness to do the transaction. Such intentions are not offers and do 
not tantamount to promise on acceptance. 

In other words, an invitation of an offer means an intention of a person to invite others with a view 
to enter into an agreement. 

 

Example: Invitation of an offer 

Goods were displayed in a departmental store for sale and self-service system was there. One 
customer selected an item. Here the display of goods is an invitation to offer and selection by the 
customer is an offer to buy. 

Communication of special conditions 

When there are special terms and conditions in an offer they must be specifically communicated 
to the other party.  

1.3 Types of offer 

Following are the different types of offer: 

Specific Offer 
 

If an offer is made to definite or a particular person or specific group of 
persons it is said to be specific offer. Such offer can be accepted only by 
that definite person or that specific group of persons.  

General offer 

Cross offers 
If two parties ignorant of each other’s offer made similar offers to each 
other they are called cross offers. Cross offers are not equal to 
acceptance.   

Standing / Open 
/ Continuing 
offer / Tender 

If an offer is of on-going nature it is said to be a standing offer. A contract 
is entered only when the person signifies his acceptance on the basis of 
the tender. 

.  

If an offer is made to the world or public then it is said to be general offer. 
Such offer can be accepted by any person. The contract is made with 
person who having the knowledge of the offer comes forward and acts 
according to the conditions of the offer. 
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Section A: Mercantile Law - Chapter 3: Offer and acceptance 

 

Example: Specific Offer 

A offers to buy bike from B for Rs.50,000. 
 

 

Example: General Offer  

 

 

Example: Cross offers 

A of Karachi sends by post to B of Lahore offering to sell his bike for Rs.50,000. The letter is 
posted on 1st December and on same day, B of Lahore sends a letter by post to A of Karachi 
offering to buy A’s bike for Rs.50,000. 

 

 

Example: Standing / Open / Continuing offer / Tender 

A required a large quantity of certain goods during a year and offered this by an advertisement. 
B supplied those goods at a specific rate. Every supply of B is an acceptance of the standing offer 
of A. 

  

A advertised in the newspaper that he would pay Rs.50,000 to anyone who traces his d o g . 
B , who knew about the reward traced that dog and sent a message to A that he had found his 
dog. It was held that B was entitled to receive the amount of reward. 
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2 ACCEPTANCE 
 
Section overview  

 
� Meaning of acceptance 
� Essentials of acceptance 

2.1 Meaning of acceptance 

When the person to whom the proposal is made signifies his assent to it, the proposal is said to 
be accepted. [Section 2(b)]  

Thus, an acceptance means assenting to an offer made. An offer when accepted becomes a 
promise. 

2.2 Essentials of acceptance 

The essentials of acceptance are shown below: 

 

These essentials are discussed below: 
Absolute and unconditional 

An offer should be accepted without any condition. If any condition is imposed on an offer then it 
turns out to be counter offer instead of acceptance. [Section 7] 
Communication 

The acceptance may be complete when it is communicated to the offeror. An offer can be 
accepted by words spoken or written or through conduct of the person. Further, a valid 
acceptance is communicated either by the offeree himself or any person authorized by him to 
communicate to the offeror.  
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Section A: Mercantile Law - Chapter 3: Offer and acceptance 

Postal rule 

The communication of acceptance by post is complete as against the proposer when it is put in a 
course of transmission. In case of acceptance made by post, the proposer becomes bound as 
soon as the letter of acceptance is posted even if such letter is lost or delay.  

The communication is complete as against the acceptor when it comes to the knowledge of the 
proposer. In case of acceptance by post, the acceptor becomes bound when the letter of 
acceptance is actually received, before that acceptor may revoke his acceptance. 

Contracts over telephone / telex / fax 

A contract by telephone / telex / fax is treated on the same principle as an oral agreement made 
between two parties when they are face to face with each other. In such cases, the contract will 
complete only when the acceptance is received by the proposer and not when it is transmitted by 
the acceptor. 
Reasonable time 

A valid acceptance is when it is accepted within the time specified or within a reasonable time 
where no time is specified.   
Reasonable mode 

Acceptance should be made in the manner specified or in a usual manner where no mode is 
specified.  

If the proposal prescribes a manner in which offer is to be accepted and the acceptance is not 
made in that manner. The offeror shall, in this case, when the acceptance is communicated to 
him, insist that his proposal shall be accepted in the prescribed manner and not otherwise. If the 
offeror fails to insist within a reasonable time it is deemed that he has accepted the performance.  
Awareness of proposal 

The acceptor must be aware of the proposal at the time of acceptance of the proposal. 
Before lapse of an offer  

The acceptance must be given before the offer lapses or is withdrawn.  
Negative confirmation 

 
  

A proposal is not accepted if the offeree remains silent. It cannot be in the form of 
negative confirmation i.e. if it is not accepted within a specific time then it will be presumed to 
have been accepted. 
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3 REVOCATION OF OFFER AND ACCEPTANCE 
 
Section overview  

 
� Timing of revocation 
� Communication of revocation 
� Lapse of an offer 

3.1 Timing of revocation 

According to Section 5 of the Contract Act: 

Timing of revocation of 
an offer 

A proposal may be revoked at any time before acceptance or the 
communication of its acceptance is complete as against the 
proposer, but not afterwards.  

Timing of revocation of 
an acceptance 

An acceptance can be revoked at any time before the 
communication of the acceptance is complete as against the 
acceptor i.e. when acceptance comes to the knowledge of the 
offeror, but not afterwards. 

3.2 Communication of revocation 

The rules regarding the communication of revocation are as under [Section4]: 

As against the person 
who makes it 

When it is put in a course of transmission so as to be out of the 
power of the revoker. 

As against the person to 
whom it is made 

When it comes to the knowledge of the revokee. 

3.3 Lapse of an offer 

An offer is lapsed in the following ways: 

Revocation 

An offer may be revoked before its acceptance by the offeree. [Section 5] 

Lapse of time 

An offer will come to an end if it is not accepted within the time specified or within a reasonable 
time where no time is specified.  What is the reasonable time is a question of fact depending 
upon the subject matter and circumstances. [Section 6(2)] 

Death or insanity 

An offer comes to an end by the death or insanity of the offeror if the fact of his death or insanity 
comes to the knowledge of the acceptor before acceptance. [Section 6(4)] 

Non-fulfilment of condition precedent 

An offer comes to an end when the acceptor fails to fulfil the conditions precedent to the offer. 
[Section 6(3)] 

Counter offer 

An offer comes to an end if the counter offer is made.  
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Section A: Mercantile Law - Chapter 3: Offer and acceptance 

Non-acceptance according to requirement 

An offer comes to an end if it is not accepted according to the requirement (if any) of the offeror. 

Non-acceptance  / Rejection  

An offer comes to an end if it is not accepted by the offeree. An offer is said to be rejected if the 
offeree expressly rejects. 

Subsequent illegality or destruction 

An offer comes to an end if it becomes illegal or the subject matter is destroyed before its 
acceptance. 
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4 CHAPTER REVIEW 
 
Chapter review 

 
Before moving on to the next chapter check that you now know how to: 

� Define the offer and acceptance along with their essentials  

� Discuss briefly the law relating to the communication of offer, acceptance and revocation 

� Discuss the circumstances in which an offer lapses 
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