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Introduction:

In Padia Timber Company (P) Ltd. v. Board of Trustees of Visakhapatnam Port Trust,'the
judgment of the Supreme Court (SC) of India was made an authoritative restatement of offer
and acceptance, particularly related to conditional offers and counter-offers under the Indian
Contract Act,1872.2 The judgment was delivered in 2021, and the decision addresses a
frequently arising issue in commercial and government contracts, that is, whether a contract
can be said to be concluded when the offeree accepts an offer but introduces additional or

modified terms and conditions.

This case has special importance because it’s related to the public tender process conducted by
a government or statutory authority. In these cases, courts often face pressure to uphold
contractual certainty in the interest of public administration. However, the SC reaffirmed that
even the public authorities are equally bound by fundamental principles of the contract law,
specifically Section 7 of the Contract Act, which makes it compulsory that the acceptance must

be absolute and unqualified.?

By setting aside the findings and decision of the trial court’s Additional Senior Civil Judge,
Visakhapatnam, and the High Court of Judicature at Hyderabad, the SC clarified the difference
between acceptance and counter-proposal, and also emphasized that there will be no
contractual liability that will arise in the absence of “Consensus ad idem” (meeting of minds)

and “Mirror Image Rule”. The ruling has significant implications for future tenders,

! Padia Timber Co. (P) Ltd. v. Visakhapatnam Port Trust, (2021) 3 SCC 24.
2 The Indian Contract Act, 1872 No. 9, Acts of Parliament,1872 (India).
’1d.
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government contracts, and the interpretation of contract laws.

Facts of the case:

On 17.7.1990, the Respondent-Visakhapatnam Port Trust invited tenders for the supply of
wooden sleepers. Padia Timber Company submitted a bid by making a specific condition that
the inspection of the sleepers, as required by the Respondent-Port Trust, had to be done only at
the Appellant-Padia Timber Company's depot. The Port Trust responded by accepting the price
but imposed an additional condition requiring the final inspection to be conducted at the Port
Trust’s general stores. Padia Timber expressly rejected this new condition and requested a
refund of its security deposit. Despite this rejection, the Port Trust issued a letter of intent and
a purchase order, and treated the contract as concluded. When Padia Timber didn’t supply the
wooden sleepers, the Port Trust claimed damages for breach of contract by Padia Timber. The
trial court and the High Court of Judicature at Hyderabad held in favour of the Port Trust, and
Padia Timber eventually appealed to the SC.

The principal legal issue before the Supreme Court was: Whether the acceptance of a
conditional offer, accompanied by the introduction of further conditions by the offeree, results
in a concluded and enforceable contract under Sections 4 and 7 of the Indian Contract Act,

1872.

Arguments of the parties:

Arguments of the Appellant-Padia Timber Company:

The appellant argued that there was no concluded contract from the beginning. It argued that
the bid was a conditional offer and that the Port Trust never accepted those conditions
unconditionally. Instead, the Port Trust introduced a new condition relating to final inspection

at its own premises, which fundamentally changed the nature of the offer.

Based on Section 7 of the Contract Act, appellant argued that acceptance must be absolute and
unqualified. An acceptance different from the terms and conditions of the offer makes a
counteroffer, which must be accepted by the original proposer. There’s no consensue ad idem

in the case since Padia Timber expressly rejected the Port Trust’s additional condition.

The appellant further argued that the issuance of a letter of intent or purchase order couldn’t
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override the absence of acceptance. It was also submitted that the earnest deposit couldn’t be

forfeited in the absence of a concluded contract.
Arguments of the Respondent-Visakhapatnam Port Trust:

The respondent argued that it had accepted Padia Timber’s offer within the validity period of
the quotation and that communication of acceptance was complete once the letter of intent was

dispatched, relying on Section 4 of the Contract Act.

Respondent contended that the inspection condition was not a material alteration but merely a
procedural requirement. According to the Port Trust, Padia Timber’s refusal to perform
(supplying wooden sleepers) amounted to a breach of contract, and the Port Trust was entitled
to get damages under Section 73 of the Contract Act. The Port Trust also relied on the public

character of the tender process to justify strict enforcement of the purchase order.
Decision of the Supreme Court:

The Supreme Court allowed the appeal of Padia Timber. Finally, it held that there was no
concluded contract that came into existence between Padia Timber Company and
Visakhapatnam Port Trust”. Consequently, Padia Timber was not in breach of contract and was
not liable for damages. The SC set aside the judgments of the trial court’s Additional Senior
Civil Judge, Visakhapatnam, and the High Court and directed the Port Trust to refund the

earnest money deposit with interest.
The Supreme Court’s reasoning:

The Supreme Court started its analysis by identifying the fundamental legal error committed
by the Trial Court and the High Court. Both the courts heavily relied on Section 4 of the Indian
Contract Act, 1872, which is about Completion of Communication.* They ignored the
mandatory requirements of section 7, which says that Acceptance must be absolute.® The Court
categorically held that the issue before it was not merely about communication of acceptance,

but of the validity of acceptance itself.

The Supreme Court emphasized that rules relating to communication under Section 4 become

4 The Indian Contract Act, 1872 No. 9, Acts of Parliament,1872 (India).
S1d.
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relevant only after a legally valid acceptance exists. There will be no question of the

completion of communication arising when the acceptance itself is conditional or qualified.

The SC clearly reiterates a cardinal principle of contract law: The condition that an offer and

the acceptance be absolute is an essential principle of contract law. It cannot allow for any

doubt.

The judgment further explained that a valid contract requires “Certainty”, “Commitment”, and
“communication”. However, if the acceptor adds a new condition while claiming to accept the

offer, the essential requirements for a valid acceptance are no longer met.

The Court also drew a sharp distinction between acceptance and counter-proposal, clarifying
that an alteration in acceptance cannot be considered acceptance in the eyes of the law: 4
modification on an acceptance is not an acceptance at all. It is essentially just a
counterproposal that needs to be fully accepted by the original proposer in order for a

contract to be created.

Applying these principles to the facts, the SC noted that Padia Timber had consistently insisted
on inspection at its own depot as a condition of its offer. Although the Port Trust accepted the
offer but it imposed a further requirement that the wooden sleepers be transported to the Port
Trust’s premises for final inspection. This additional condition was never accepted by Padia
Timber and expressly rejected. Therefore, the Supreme Court concluded: The appellant
refused to accept this condition. Therefore, it could not be claimed that a contract had been

concluded.

Mainly, the SC rejected the argument that the issuance of a letter of intent or purchase order
could, by itself, create contractual obligations. The Court cautioned that courts should not
assume a contract exists merely because official actions were taken, especially when the parties'

messages clearly show they were still negotiating and had not fully agreed.

The Court further held that considerations of public interest or administrative convenience
cannot dilute settled principles of contract formation. The state is also bound by the same legal

requirements as private parties when entering into contracts.

The SC, after determining that no concluded contract existed, held that all questions relating to

breach, damages, mitigation, and risk purchase became legally irrelevant. The Court stated:
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There could be no question of any breach on the part of the appellant, of damages, or of any
risk purchase at the appellant's cost, because there was no concluded contract.
Consequently, the Court directed that the deposit be refunded to Padia Timber with six percent

interest.
Critical analysis of the case:
Agreement with the Judgment:

The Supreme Court’s decision in the case rightly upholds foundational principles of Indian
contract law. The core doctrine applied in this case is that acceptance must be absolute and
unqualified, which is Section 7 of the Indian Contract Act, 1872. It is also important for legal
certainty in contract formation. The Port Trust’s letter, which introduced a new condition
regarding the inspection of goods, did not mirror the offer. Therefore, it was rightly held to be

a counteroffer, not an acceptance.

This position of the SC reinforces the concept of “Consensus ad idem” and “Mirror Image
Rule”, that both parties must agree on the same terms in the same sense. The SC also highlights
the importance of clear communication in contract formations, especially in commercial

transactions.
Comparison with Earlier Indian and Foreign Case Law:
Gibbons v. Manchester City Council 1996, Australia case®

This is an Australian case that reinforced the main contract law principle that a counteroffer
destroys the original offer. This principle directly applies to the Padia Timber case, where the
SC observed that the Port Trust’s response, which added a new inspection condition, did not
mirror the original offer made by Padia Timber. This amounted to a counteroffer, thereby
terminating the original offer. The SC’s reasoning aligns with the doctrine affirmed in Gibbons,
reinforcing the “mirror-image rule” in Indian contract law an acceptance must be absolute
and unqualified. The judgment reflects the Indian courts’ willingness to incorporate

internationally accepted principles of contract formation to ensure clarity, consistency, and

¢ Gibbons v. Manchester City Council 1996, (1979) 1 WLR 294 (Australia).
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enforceability in commercial dealings.
Union of India v. Bhim Sen Walaiti Ram’

In this case, the SC held that for a contract to be enforceable, the acceptance must be
unqualified and absolute. Any variation or conditionality in the acceptance nullifies the
agreement.® This principle is reflected in the present case. The SC reiterated this principle by
highlighting that the addition of a condition in the purported acceptance, regarding inspection
terms, meant that no final agreement had been reached. Therefore, the Padia Timber judgment
reinforces Indian precedent that conditional or modified acceptances cannot form binding

contracts unless the original offeror agrees to the changes.
Bhagwandas Goverdhandas Kedia v. Girdharilal Parshottamdas’

Though this case primarily focused on the time and place of acceptance, it also highlighted
the significance of clear communication while creating contracts. It was held that acceptance
must be properly communicated to the offeror and that the creation of a contract depends on
when and where the communication is completed. In the present case, the trial and High Courts
had wrongly focused on the mechanics of communication under Section 4 of the Indian
Contract Act, which deals with the timing of communication of proposals and acceptances,
overlooking Section 7, which requires absolute and unqualified acceptance. The SC
corrected this mistake and emphasized that the content of the communication is more critical
and important than merely when or how it was sent. By this, the SC reinforced the core message
of Bhagwandas that the “contractual communication must be clear and reflect genuine

agreement, not just procedural compliance”.
Hyde v Wrench 1840, UK case'®

This English contract law case established the principle that a counteroffer destroys the original
offer. In the Hyde v Wrench case, when the offeree responded with a lower price instead of
accepting the seller’s stated price, the original offer was no longer valid.!! This principle is

directly reflected in the present case, where the Supreme Court recognized that the Port Trust’s

7 Union of India v. Bhim Sen Walaiti Ram, (1971) AIR 2295.

8 Avatar Singh, LAW OF CONTRACT & SPECIAL RELIEF, 64 (13 ed. 2024).

° Bhagwandas Goverdhandas Kedia v. Girdharilal Parshottamdas & Co., AIR (1966) SC 543.
10 Hyde v. Wrench (1840) EWHC Ch J90 (United Kingdom).

1 Avatar Singh, LAW OF CONTRACT & SPECIAL RELIEF, 37 (13 ed. 2024).
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response, which included a new condition, was not originally offered by Padia Timber, which
constitutes a counteroffer. This counteroffer destroyed the original offer of Padia Timber. The
SC’s reliance on this foreign case principle is well-settled in India, which emphasizes the

necessity of a Mirror-Image acceptance for valid contract formation.
Implications for Future Development of Indian Contract Law:

The Padia Timber case makes it clear that acceptance must fully match the offer for a contract
to be valid. This helps avoid confusion and ensures both sides truly agree, which is especially

important in tenders, business deals, and even in online procurements.

The case involved a public authority (Port Trust), the ruling warns government bodies to be
more careful. They can’t send unclear or half-formed responses that might accidentally create
legal obligations. This improves fairness and accountability in public contracts. As in Shree
Vinayak Builders and Developers v. The State Of Maharashtra 2022,'* where the respondant
was Nagpur Municipal Corporation, the Bombay HC relied on Padia Timber and held that if
an authority approves a landowner's request for Transferable Development Rights or FSI but
imposes new conditions, it constitutes a counter-proposal rather than a concluded contract, and
reiterated that parties ought to keep in mind that acceptance of an offer must be absolute and

unqualified.

The decision might make private companies more cautious during contract talks. They may
avoid giving suggestions or changes out of fear that it could cancel the original offer. This
could make negotiations slower than before. As in Belvedere Resources DMCC v. OCL Iron
& Steel Ltd. 2025,1° Delhi HC noted that businesses should use clear language, which is
important when negotiating in instantaneous communication (digital communication),

otherwise they will unintentionally form a contract.

Even small changes in how someone accepts an offer, like suggesting a different place for
delivery, can break the deal. So people need to be exact in their words and make sure they

clearly accept all terms or properly negotiate changes.

The Court highlighted Section 7 of the Indian Contract Act, which says acceptance must be

12 Shree Vinayak Builders And Developers v. The State Of Maharashtra 2022 SCC OnLine Bom 176.
13 Belvedere Resources DMCC v. OCL Iron & Steel Ltd. 2025, SCC OnLine Del 4652.
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unconditional. This brings attention back to the basics of contract law and may lead to fair

decisions in future cases.
Conclusion:

The Padia Timber v. Port Trust case makes it clear that for a contract to be valid, acceptance
must fully match the offer without changes. The Supreme Court’s insistence on the “Mirror
Image Rule” and “Consensus ad idem” reflects a strong return to the basics of offer and
acceptance, ensuring that all contracts are built upon true mutual consent, not procedural
assumptions or flawed understandings. This helps avoid confusion and makes contracts more
certain, especially in government tenders and commercial deals. The SC also held that even the
State must also follow the basic principles of contract law. It warns people to be careful when
accepting offers and not to add new terms even by mistake. In the future, this decision will help

courts and parties focus on clear, full agreement before saying a contract has been made.
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