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A contract is defined as a legally enforceable promise or set of promises that 
must be performed and, if a breach occurs, for which the law provides a remedy. 
Contracts may be classified according to whether the parties' intentions are 
express or are implied by their actions. They may also be classified as bilateral, 
when both parties have obligated themselves to act, or unilateral, when one 
party is obligated to perform only if the other party acts. In addition, contracts 
may be classified according to their legal enforceability as either 
valid, void, voidable or unenforceable. 
 

Many contracts specify a time for performance. In any case all contracts must be 
performed within a reasonable time. An executed contract is one that has been 
fully performed. An executory contract is one in which some act remains to be 
performed.              
  

The essentials of a valid contract are: legally competent parties, offer and 
acceptance, legality of object, and consideration. A valid real estate contract must 
also include a description of the property, and it should be in writing and signed 
by all parties to be enforceable in court. 
 

In many types of contracts, either of the parties may transfer his or her rights and 
obligations under the agreement by assignment (of the contract or novation 
(substitution of a new contract). 
 

Contracts usually provide that the seller has the right to declare a sale canceled if 
the buyer defaults. If either party has suffered a loss because of the other's 
default, he or she may sue for damages to cover the loss. If one party insists on 
completing the transaction, he or she may sue the defaulter 
for specific performance of the terms of the contract; a court can order the other 
party to comply with the agreement. 
 

Contracts frequently used in the real estate business include listing agreements, 
sales contracts options, land contracts (installment contracts) and leases. 
 

A real estate sales contract binds a buyer and a seller to a definite transaction as 
described in detail in the contract. The buyer is bound to purchase the property 
for the amount stated in the agreement. The seller is bound to deliver title, free 
from liens and encumbrances (except those identified in the contract). 
 

Under an option agreement the optionee purchases from the optionor, for a 
limited time period, the exclusive right to purchase or lease the optionor's 
property. A land contract, or installment contract or contract for deed, is a 
sales/financing agreement under which a buyer purchases a seller's real estate 
on time. The buyer takes possession of and responsibility for the property but 
does not receive the deed immediately. 
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KEY TERMS 
 

assignment ____________________________________________________________ 
_____________________________________________________________________________________________ 
bilateral contract _______________________________________________________ 
_____________________________________________________________________________________________ 
breach of contract ______________________________________________________ 
_____________________________________________________________________________________________ 
consideration ___________________________________________________________ 
_____________________________________________________________________________________________ 
contingency ____________________________________________________________ 
_____________________________________________________________________________________________ 
contract _______________________________________________________________ 
_____________________________________________________________________________________________ 
counter offer ___________________________________________________________ 
_____________________________________________________________________________________________ 
default _________________________________________________________________ 
_____________________________________________________________________________________________ 
earnest money _________________________________________________________ 
_____________________________________________________________________________________________ 
equitable title ___________________________________________________________ 
_____________________________________________________________________________________________ 
escape clause __________________________________________________________ 
_____________________________________________________________________________________________ 
executed contract _______________________________________________________ 
_____________________________________________________________________________________________ 
executory contract ______________________________________________________ 
_____________________________________________________________________________________________ 
express contract ________________________________________________________ 
_____________________________________________________________________________________________ 
implied contract ________________________________________________________ 
_____________________________________________________________________________________________ 
installment contract ___________________________________________________________________ 
_____________________________________________________________________________________________ 
land contract ___________________________________________________________ 
_____________________________________________________________________________________________ 
legality of object ________________________________________________________ 
_____________________________________________________________________________________________ 
legally competent parties ________________________________________________ 
_____________________________________________________________________________________________ 
liquidated damages _____________________________________________________ 
_____________________________________________________________________________________________ 
novation _______________________________________________________________ 
_____________________________________________________________________________________________ 
offer and acceptance ____________________________________________________ 
_____________________________________________________________________________________________ 
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option _________________________________________________________________ 
_____________________________________________________________________________________________ 
parol evidence rule ______________________________________________________ 
_____________________________________________________________________________________________ 
real estate sales contract ________________________________________________ 
_____________________________________________________________________________________________ 
specific performance suit ________________________________________________ 
_____________________________________________________________________________________________ 
statute of frauds ________________________________________________________ 
_____________________________________________________________________________________________ 
statute of limitations ____________________________________________________ 
_____________________________________________________________________________________________ 
unenforceable contract __________________________________________________ 
_____________________________________________________________________________________________ 
unilateral contract ______________________________________________________ 
_____________________________________________________________________________________________ 
valid contract __________________________________________________________ 
_____________________________________________________________________________________________ 
void contract ___________________________________________________________ 
_____________________________________________________________________________________________ 
voidable contract _______________________________________________________ 
_____________________________________________________________________________________________ 
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ILLUSTRATIONS 
Study the following illustrations and fill in the blanks completely. 
 
ESSENTIALS OF A VALID CONTRACT        ALSO, FOR A VALID  

 REAL ESTATE CONTRACT 
       

In Writing and Signed by Both Parties 
      Accurate Description of the Property 
 
 
 
Legally Competent Parties 
Offer and Acceptance (mutual assent) 
Legality of Object 
Consideration 
(plus the absence of misrepresentation, fraud,  
undue influence and duress.) 

 
 
1.  Which of the essentials to a valid contract is also referred to as a "meeting  
 
of  the minds"? __________________________________________________________ 
 
2.  To be valid, a contract must have "legality of object." What does this mean? 
 
________________________________________________________________________ 
 
3. For a contract to be valid, both of the parties must have given each other  
 
something of value. This is called _________________________________________ 
 
4.  If one of the parties to a contract is a minor, and thus is not legally  
 
competent, what is the force and effect of the agreement? ___________________ 
 
5.  In addition to the essentials noted, for a real estate sales contract to be  
 
valid, it must also be in __________________________________________________ 
 
and include ____________________________________________________________ 
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SELF-EVALUATION QUESTIONS 
1.  When a buyer and seller execute a sales contract signed by the parties: 
a. the buyer may take possession of the real estate. 
b. the seller gives the buyer an easement. 
c. the buyer gets legal title. 
d. the buyer has equitable title. 
 
2. The act by which all parties agree to the terms of a contract is known as: 
a. legality of object.   c. meeting of the minds. 
b. consideration.   d. informed consent. 
 
3. Bart agrees to buy Curt's real estate for $46,000. Bart signs a sales contract and 
deposits $4,600 earnest money with Broker Drake. Curt is unable to show good 
title and Bart demands return of his earnest money from the broker, as provided 
in the contract. In this situation, Broker Drake should: 
a. deduct his commission and return the balance to Bart. 
b. deduct his commission and pay the balance to Curt. 
c. return the entire amount to Bart. 
d. pay the entire amount to Curt to dispose of as he chooses. 
 
 
4. Although a buyer may withdraw an offer at any time prior to acceptance by 
the seller, the seller: 
a. can keep all of the earnest money. 
b. must return half of the earnest money. 
c. must return all of the earnest money. 
d. must return the earnest money minus the broker's commission. 
 
5. Which of the following is not essential to a valid real estate sales contract? 
a. Earnest money   c. Offer and acceptance 
b. Writing    d. Consideration 
 
6. The listing broker obtained a signed offer and an earnest money check from a 
qualified buyer. Before the broker could present this to the seller for acceptance, 
the buyer called and said that he was being transferred out of town and therefore 
was withdrawing his offer. In this case, the buyer: 
a. is within his rights.  c. can be sued for specific performance. 
b. may not withdraw the offer. d. must forfeit his earnest money deposit. 
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7. On April 11, Allison and Raoul execute a sales contract for the purchase of 
Allison's property. The closing is set for June 10. On May 17, the property 
sustains considerable fire damage and is virtually destroyed. If the Uniform 
Vendor and Purchaser Risk Act has been adopted by the state in which the 
property is located, the loss is borne by the: 
a. buyer. c. broker. 
b. seller. d. tenant occupying the premises at the time. 
 
8. A valid real estate sales contract is an example of which of the following? 
a. Implied contract  c. Unilateral contract 
b. Bilateral contract  d. Unenforceable contract 
 
9. The buyer moves in and pays expenses and loan payments but the seller 
retains title in a: 
a. lease-option.   c. land contract. 
b. purchase-money sale  d. sale and leaseback. 
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SOLUTIONS 
KEY TERMS 
assignment-The transfer of the rights and/or duties under a contract. 
bilateral contract-A contract in which both parties to the agreement promise to 
do or refrain from doing something; one promise is given in exchange for the 
other. (Contrast with unilateral contract.) 
breach of contract-Violation of any terms or conditions in a contract without 
legal excuse; for example, failure to make a payment when it is due.                                      
consideration-Something of legal value bargained for and given in exchange for 
a promise or an act that induces a person to enter into a contract. 
contingency-A necessary happening, stipulated in a contract, without which the 
parties will not be bound to perform the terms of the contract. 
contract-A legally enforceable promise or set of promises that must be performed 
and for which, if a breach of promise occurs, the law provides a remedy. 
counter offer-A new offer made as a reply to an offer received. It has the effect of 
rejecting the original offer, which cannot be accepted thereafter unless revived by 
the offeror. 
default-A breach of any term of a contract; failure of one of the parties to live up 
to the provisions of the contract. 
earnest money-An amount of money (or other consideration), deposited by a 
buyer under the terms of a contract, to be forfeited if the buyer defaults but 
applied to the purchase price if the sale is closed. 
equitable title-The interest held by a buyer (vendee) under a purchase contract, 
installment contract or contract for deed; the equitable right to obtain absolute 
ownership. 
escape clause-Provision in a contract that gives one of the parties the right to 
void the contract under certain conditions. 
executed contract-A contract in which all parties have fulfilled their obligations 
and thus performed the contract. 
executory contract-A contract under which something remains to be done or 
performed by one or both of the parties. 
express contract-An oral or written contract in which the parties state the 
contract's terms and express their intentions in words. 
implied contract-A contract that is inferred and demonstrated by the acts and 
conduct of the parties. 
installment contract or contract for deed-A contract for the sale of real estate, 
under the terms of which the purchase price is paid in periodic installments by 
the purchaser who is in possession of the property even though title is held by 
the seller until an agreed-upon time. Also known as a land contract or contract 
for deed. 
land contract-Another term for installment contract or contract for deed. 



6 Real Estate  
Contracts  www.AlaskaRealEtateSchool.com 
 

20 
  20 
 

legality of object-The principle of contract law that stipulates that to be valid, a 
contract must not be entered into for a purpose that is illegal or against public 
policy. 
legally competent parties-People who are recognized by law as being able to 
contract with others; usually those of legal age and sound mind. 
Liquidated damages -A specified amount of money, which one party agrees to 
accept as full compensation if the other party defaults. 
novation - substituting a new obligation for an old one or substituting new 
parties to an existing agreement, for example, when the parties to an obligation 
accept a new debtor in place of an existing one.                                                                      
offer and acceptance-Two essential elements of a valid contract; a "meeting of 
the minds," also called mutual assent. 
option-An agreement to keep open, for a set period of time, an offer to sell or 
purchase property. It must be supported by consideration. 
parol evidence rule-A rule of evidence that dictates that if the terms of a contract 
are written, no oral testimony is to be allowed regarding matters prior to or 
contemporaneous with the written agreement if the purpose of such testimony is 
to contradict the terms of the agreement. 
real estate sales contract-A contract containing the complete terms of an 
agreement between buyer and seller for the sale of a particular parcel or parcels 
of real estate. 
specific performance suit-A legal action to compel a party in default to carry out 
the terms of a contract. 
statute of frauds-That part of state law that requires certain instruments, such as 
deeds, real estate sales contracts and certain leases, to be in writing to be 
enforceable. 
statute of limitations-That part of state law pertaining to the period of time 
within which certain actions must be brought to court. 
unenforceable contract-A contract that seems on the surface to be valid, yet 
under which neither party can sue the other to force performance of it. 
unilateral contract-A contract under the terms of which one party makes a 
promise to induce a second party to do something. The second party is not 
legally bound to perform, but if the second party does comply, the first party is 
obligated to keep the promise. (Contrast with bilateral contract.) 
valid contract-A contract that, by complying with certain essentials, is binding 
and enforceable on all parties to the agreement. 
void contract-A contract that has no legal force or effect because it does not meet 
the essential elements of a valid contract. 
voidable contract-A contract that is valid on the surface but that may be rejected 
by the party who might be injured if the contract were to be enforced. 
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ILLUSTRATIONS 
1.  offer and acceptance (mutual assent) 
2.  The contract must be for a legal purpose--it must not violate the law or be 
against public policy.                                                                                           
3.  consideration 
4. The contract would be voidable at the minor's option. 
5.  writing and signed; a description of the property being sold 
SELF-EVALUATION QUESTIONS 
1.  d. The execution of a real estate sales contract by a buyer and a seller creates a 
valid agreement between the two parties, which either party may then enforce in 
court if the other party defaults. When the contract is executed, the seller retains 
his or her title as far as the public record is concerned until the seller delivers his 
or her deed at the closing. However, the courts' interpretation is that because the 
seller has agreed to convey title subject to certain conditions, the buyer has 
equitable title. This in effect makes the seller a kind of trustee, holding the title 
for the buyer until the buyer is able to perform his or her contract. 
2.  c. A meeting of the minds takes place when both parties agree on price and 
terms of the sale. 
3.  c. From the statement in the question, it is evident that the contract is worded 
so that if the seller defaults, the earnest money will be returned by the broker to 
the buyer. In this case, the broker has no choice but to return it. The broker 
probably has a claim against the seller for a commission, but has no right to 
retain the buyer's money. 
4. c. The earnest money belongs to the buyer until his or her offer is accepted by 
the seller or until there has been a meeting of the minds. The broker, if any, holds 
the money on the buyer's behalf. If the seller does not accept the buyer's offer or 
if an agreement is not reached, the seller or broker must return all of the earnest 
money to the buyer. 
5. a. Although many people believe earnest money is necessary to "bind the 
deal," it is not essential. The buyer's promise to purchase is sufficient 
consideration. A seller may, however, be reluctant to accept any offer that is not 
accompanied by a deposit.   . 
6. a. It is a principle of law that an offer, once it has been made, can be 
withdrawn anytime before it has been accepted by the offeree. This question 
really tests your knowledge of whether a real estate sales contract signed by a 
qualified buyer, with an earnest money check attached, is in fact a contract. Of 
course, the answer is no. It is just an offer. Since it is an offer, the buyer has the 
right to withdraw anytime before it is accepted. 
 
7. b. This contract is terminated because of the considerable fire damage to the 
property between the date of the contract and the date of closing the sale. The 
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Uniform Vendor and Purchaser Risk Act, adopted by most states, specifies that 
the seller must bear the risk of fire damage as long as a buyer does not have title 
or possession. If the buyer gets title, he or she has an insurable risk. Note that in 
some states, the risk of loss passes to the buyer when a sales contract is signed, 
unless stated otherwise. Under an installment contract, however, the buyer is 
given possession. Therefore, in that kind of contract, the buyer takes the risk of 
loss and pays for the fire insurance. 
8. b. A valid real estate contract is an example of a bilateral agreement--both 
parties promise to do something: the seller to deliver title and possession and the 
buyer to pay the purchase price. The contract is expressed (in writing, as dictated 
by the statute of frauds), rather than implied, and a valid contract is enforceable 
on all parties to it. 
9. c. With a purchase-money mortgage and a sale and leaseback, the buyer 
receives title and becomes owner immediately. With a lease-option, the buyer 
may choose not to go through with the purchase, and pays only rent meanwhile. 
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LISTING  AGREEMENTS 
 
To acquire  inventory of property to sell, brokers must obtain listings. Types of 
listings include exclusive-right-to-sell, exclusive-agency and open listings. 
With an exclusive-right-to-sell listing the seller employs only one broker and 
must pay that broker a commission regardless of whether it is the broker or the 
seller who finds a buyer-- provided the buyer is found within the listing period. 
Under an exclusive-agency listing the broker is given the exclusive right to 
represent the seller, but the seller can avoid paying the broker a commission by 
selling the property to someone not procured by the broker. 
With an open listing the broker must find a buyer before the property is sold by 
the seller or another broker to obtain a commission. 
A multiple listing provision may appear in an exclusive-right-to-sell or an 
exclusive-agency listing. It gives the broker the additional authority and 
obligation to distribute the listing to other members of the broker's multiple 
listing organization. A net listing, which is outlawed in some states and 
considered unethical in most areas, is based on the net price the seller will 
receive if the property is sold. The broker is free to offer the property for sale at 
the highest available price and will receive as commission any amount over and 
above the seller's stipulated net. An option listing, which also must be handled 
with caution, gives the broker the option to purchase the listed property. 
A listing agreement may be terminated for the same reasons as any other agency 
relationship. 
When listing a property for sale, the seller is concerned about the selling price 
and the net amount that will be received from the sale. A competitive market 
analysis is a comparison of the prices of recently sold properties that are similar 
to the seller's property. The CMA or a formal appraised report can be used to 
help the seller determine a reasonable listing price. The amount the 
seller will net from the sale is calculated by subtracting the broker's commission 
and any other expenses that the seller incurs from the sale from the selling price. 
 
A wide variety of listing contract forms may be used, depending on the customs 
and laws in an area. Typically they are preprinted forms that include such 
information as the type of listing agreement, the broker's authority and 
responsibility under the listing, listing price, duration of the listing, information 
about the property, terms for the payment of commission (including antitrust 
concerns and encumbrances) and the buyer's possession and nondiscrimination 
laws. Detailed information about the property may be included in the listing 
contract or on a separate property data sheet. Disclosure of the broker's law of 
agency relationship and discussion of the broker's agency policies has become 
the focus of laws in many states. The seller may also be expected to comply with 
mandatory disclosure of property conditions. 
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A Buyer Listing or Buyer’s Representation Agreement binds a buyer to an agent 
for a specific amount of time. The agent agrees to use his or her best efforts to 
find a property that fits the buyer’s needs at the best price. 
 
KEY TERMS 
 
automatic extension ____________________________________________________ 
_____________________________________________________________________________________________ 
comparative market analysis ____________________________________________ 
_____________________________________________________________________________________________ 
exclusive agency listing  _________________________________________________ 
_____________________________________________________________________________________________ 
exclusive-right-to-sell  listing  _____________________________________________ 
_____________________________________________________________________________________________ 
listing agreement _______________________________________________________ 
_____________________________________________________________________________________________ 
market value ___________________________________________________________ 
_____________________________________________________________________________________________ 
multiple listing service ___________________________________________________ 
_____________________________________________________________________________________________ 
net listing ______________________________________________________________ 
_____________________________________________________________________________________________ 
open listing _____________________________________________________________ 
_____________________________________________________________________________________________ 
option listing ___________________________________________________________ 
_____________________________________________________________________________________________ 
special agency __________________________________________________________ 
_____________________________________________________________________________________________ 
unilateral subagency  ___________________________________________________ 
_____________________________________________________________________________________________ 
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ILLUSTRATIONS 
Review the listing illustration below, then complete the questions that follow. 
 
 

 
 
 
 

 
1. For the sale of a residential property in an area served by the local MLS, one  
 
of the most popular types of listings is the ________________________________ 
 
2. When the owner sells the property without assistance from the broker(s), the 
owner does not owe a commission to the broker(s) in which type of  
 
listing(s)?  ______________________________________________________________ 
 
3. A type of listing which is used frequently for marketing land and commercial  
 
realty is the ____________________________________________________________ 
 
 
On the following pages are examples of local listing forms 
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SELF-EVALUATION QUESTIONS 
1. By executing a listing agreement with a seller, a licensed broker has: 
a. become a procuring cause.          
b. become an agent. 
c. become liable to a possible suit for specific performance. 
d. obligated himself or herself to open a special trust account. 
 
2. Which of the following is not among the information that a broker should 
obtain when taking a listing?                                                                      
a. Age of the building.                    b. Amount of mortgage on the property       
c. Racial composition of the neighborhood  d. Cost of utilities 
 
3. Mrs. Lee wants to net $60,000 on the sale of her home, and her broker will 
charge a 7 percent commission. To obtain her net price, what must the gross 
selling price of the house be (rounded to the nearest dollar)? 
a. $55,800  c. $63,830 
b. $60,000  d. $64,516 
 
4. Broker Sal listed David's home under a 90-day exclusive-right-to-sell listing 
agreement The following week, she began advertising the home in a local paper 
and showed the property to two couples. Later that same week, David 
announced that he had decided to sell his home to his brother-in-law. After the 
sale has been completed, David is liable to Sal for: 
a. nothing.   c. One-half of her commission. 
b. her full commission. d. her expenses 
 
5. A clause in a listing agreement that states, "The listing period shall be 90 days 
and will continue for another 60 days if the property is not sold by the expiration 
date," is: 
a. called an open listing clause.  c. a preferred marketing technique. 
b. illegal in many states.   d. used in most states. 
 
6. The person who is primarily responsible for setting the list price for a parcel of 
real estate is the: 
a. broker.   c. salesperson. 
b. seller.   d. listing agent. 
 
7. Under the terms of most multiple-listing arrangements, a member-broker: 
a. may retain a listing if it appears to be a "fast seller."      
b. must distribute a listing to other brokers within a set period of time. 
c. must charge the same commission rate as other brokers. 
d. must belong to the local board of REALTORS@. 
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KEY TERMS     SOLUTIONS 
automatic extension-A clause in a listing agreement, discouraged or prohibited 
in many states, that allows the agreement to continue automatically for a certain 
period of time after its original expiration date. 
comparative market analysis-A comparison of prices of recently sold homes that 
are comparable to the listing seller's home; this comparison will assist the seller 
and broker or salesperson to arrive at a listing price for the seller's property. 
exclusive-agency listing-A listing contract under which the owner appoints a 
real estate broker as his or her exclusive agent for a designated period of time to 
sell the property on the owner's stated terms, for a commission. The owner 
reserves the right to sell the property without paying the broker a commission, if 
the sale is made to a prospect who has not been introduced or claimed by the 
broker. 
exclusive-right-to-sell listing-A listing contract under which the owner appoints 
a real estate broker as his or her exclusive agent for a set period of time, to sell 
the property on the owner's terms, and agrees to pay the broker a commission 
when the property is sold within this period, whether by the broker, the owner 
or a third party. 
listing agreement-A contract between a property owner and a real estate broker 
by which the broker is employed as agent to sell the owner's real estate on the 
owner's terms within a set period of time, for which the property owner agrees to 
pay the broker a commission. 
market value-The most probable price property would bring in an arm's-length 
transaction under normal conditions on the open market. 
multiple-listing service-An organization of brokers whose members agree to 
distribute to and share with each other their exclusive listings. 
net listing-A form of listing agreement, outlawed in many states, based on the 
net price the seller will receive if the property is sold. The broker is free to offer 
the property for sale at the highest price he or she can get in order to increase the 
commission. 
open listing-A nonexclusive listing contract under which the broker's 
commission is contingent upon the brokers producing a ready, willing and able 
buyer before the property is sold by the seller or another broker. 
option listing-A listing with a provision that gives the listing broker the right to 
purchase the listed property. 
special agency-An agency relationship in which the agent is authorized to 
represent the principal in one specific transaction, such as the typical seller-
broker relationship. 
unilateral subagency-The offer made by a listing broker who invites other 
members of a multiple-listing service to cooperate in selling the property. 
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ILLUSTRATIONS 
1.  exclusive-right-to-sell listing 
2. open and exclusive-agency listings 
3. open listing 
 
SELF-EVALUATION QUESTIONS 
 
1. b. The one certain way a broker becomes an agent is by executing a listing 
agreement with a seller. 
 
2. c. This information is unnecessary and its dissemination could be a violation of 
federal and state fair housing laws. 
 
3. d. Compute this by thinking of the full sales price as 100 percent, the entire 
price. The broker will get 7 percent of this, leaving 93 percent as the seller's net 
price. The $60,000 that Mrs. Lee wants as her net is 93 percent of the whole 
selling price. So: $60,000= .93 x P is the equation; P= $60,000 / .93 = $64,516. 
 
4. b. Sue, it is hoped, explained to David when he signed the listing that by this 
exclusive-right-to-sell agreement, she was entitled to her commission when the 
sale was closed, even if David were to make the sale himself; this is so by 
definition of an exclusive-right-to-sell. 
 
5. b. This clause, called an automatic extension, is illegal in many states and 
unethical in most states. 
 
6. b. Although the listing broker or salesperson must aid the seller in setting a 
reasonable selling price for his or her real estate, it is the seller's final decision 
that prevails. A broker or salesperson, however, should not take a listing in 
which the seller has set an unreasonably high selling price. 
 
7. b. Brokers in a multiple-listing service must generally distribute new listings to 
other brokers in the group within a set time, often 72 hours after the listing is 
taken. Brokers may not retain listings after the set time; charging the same 
commission rate by agreement would be illegal price fixing; and not all MLS 
services are affiliated with local boards. 


