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Class Presentation: Chapter 33: Prior Occupant’s Use, Affliction, and Death 

Slide 1: Learning Objectives: 

• Disclosure Obligations: Identify and disclose material facts about prior occupant use, afflictions, 
or deaths to comply with legal and ethical requirements. 

• Income Property Metrics: Analyze property performance using APOD sheets, net operating 
income (NOI), and the income approach for valuation. 

• Seller Carryback Financing: Understand disclosure rules, installment sales, and risk mitigation in 
seller-financed transactions. 

• Net Sales Proceeds: Accurately calculated seller proceeds by factoring in debts, costs, and equity. 
• Offer and Counteroffer Management: Create strong offers, handle counteroffers, and enforce 

fiduciary duties during negotiations. 
• Contingency Handling: Manage key contingencies like financing, inspections, and title approvals 

to ensure smooth transactions. 
• Contract Cancellations: Address cancellations, resolve disputes, and understand the implications 

of unilateral or bilateral terminations. 
• Buyer and Seller Breaches: Recognize remedies for breaches, including damages, specific 

performance, and restitution. 
• Time Management in Contracts: Enforce time-essence provisions, extend deadlines, and manage 

contractual obligations effectively. 

Slide 2: Key Terms 

• Material Fact: Information about the property or its history that could influence a buyer’s 
decision to purchase or the price they’re willing to pay. Examples include deaths on property, 
criminal activities, or health-related issues. 

• Transfer Disclosure Statement (TDS): A mandatory form in California real estate transactions 
that require sellers to disclose known material facts about the property, including potential 
stigmas like prior deaths or afflictions. 
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Slide 3: Disclosure of Prior Occupant’s Use 

• What Constitutes a Material Fact? 

o A material fact is anything that significantly impacts the value, desirability, or safety of 
the property. This includes the use of the property by a prior occupant, especially if it 
involved criminal activities, hazardous substance use, or unlawful modifications. 

o When Use Must Be Disclosed: If the prior occupant used the property for illegal 
activities, such as operating a drug lab or conducting criminal operations, this information 
must be disclosed as it could affect the buyer’s perception or the safety of the property. 

Slide 4: Disclosure of Afflictions 

• Health-Related Issues and Disclosure: 

o While a prior occupant’s illness or affliction may not always be a required disclosure, 
certain afflictions like toxic mold exposure, asbestos-related conditions, or conditions 
resulting from unsanitary living conditions may be considered material facts. 

o Buyer’s Right to Know: If the health-related affliction is tied to the property’s condition 
(e.g., mold or hazardous materials), the seller must disclose it in the Transfer Disclosure 
Statement (TDS). 

Slide 5: Disclosure of Death on the Property 

• When Death Must Be Disclosed: 

o In California, sellers are required to disclose if a death occurred on the property within 
the last three years, regardless of the cause. Deaths that occurred more than three years 
ago do not need to be disclosed unless the buyer specifically asks. 

o Exemptions: Sellers do not need to disclose deaths related to AIDS or HIV due to privacy 
laws, unless the buyer directly asks about it and considers it material to their decision. 

Slide 6: Transfer Disclosure Statement (TDS) 

• What is the TDS? 

o The Transfer Disclosure Statement (TDS) is a legal document that sellers are required to 
complete in most California real estate transactions. It covers information about the 
property’s condition, including any material facts. 
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o Use for Prior Occupant Information: The TDS allows sellers to disclose events like 
deaths, criminal activity, or health hazards linked to prior occupants, ensuring the buyer is 
aware of any potential stigmas. 

Slide 7: Legal and Ethical Obligations 

• Seller’s Duty to Disclose: 

o The seller has a legal obligation to disclose any known material facts that could affect the 
buyer’s decision to purchase the property. Failure to disclose important information about 
prior occupants can lead to legal consequences and contract cancellation. 

• Agent’s Fiduciary Duty: 

o The real estate agent must ensure that the seller complies with disclosure laws. Agents 
also have a fiduciary duty to the buyer, which includes providing honest and transparent 
information about the property. 

Slide 8: Impact of Stigmas on Property Value 

• Stigmatized Properties: 

o A property where a death, crime, or serious illness occurred is often considered a 
"stigmatized property." These stigmas can reduce the property’s market value or make it 
harder to sell. 

o Buyer’s Perception: Even if the event is not recent or does not impact the physical 
condition of the property, buyers may still factor in the emotional or psychological stigma 
when making their purchase decision. 

Slide 9: Legal Recourse for Buyers 

• Failure to Disclose: 

o If a seller fails to disclose material facts about prior occupants and the buyer suffers 
financial or emotional harm as a result, the buyer may have legal grounds to sue for 
damages or cancel the sale. 

• Seeking Professional Advice: 

o Buyers should seek legal counsel if they believe that material facts were intentionally 
withheld during the transaction. 
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Slide 10: Key Takeaways for Buyers and Sellers 

• For Sellers: 

o Provide full disclosure regarding any material facts tied to the prior occupant’s use, 
affliction, or death on the property. This avoids future legal disputes and ensures 
smoother transactions. 

• For Buyers: 

o Ask specific questions and review the TDS carefully to ensure that all relevant 
information about the property’s history is disclosed. Understand how prior events may 
impact your decision to buy or the resale value. 

Student Exercise: Chapter 33: Prior Occupant’s Use, Affliction, and Death 
Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Material Fact 

2. _______________ Transfer Disclosure Statement (TDS) 

3. _______________ Stigmatized Property 

4. _______________ Health-Related Afflictions 

5. _______________ Fiduciary Duty 

Definitions: 

• (A) A legally required document that provides buyers with disclosures about known material 
facts related to the property, including prior occupant-related issues. 

• (B) Any information about a property that may impact a buyer’s decision, such as criminal 
activity, prior deaths, or hazardous conditions. 

• (C) A property where an event such as a death, violent crime, or serious illness has occurred, 
potentially affecting its market value. 

• (D) Conditions such as toxic mold exposure or unsanitary living conditions that may have 
affected prior occupants and could impact the property. 

• (E) The legal responsibility of a real estate agent to act in the best interest of their client while 
providing honest and transparent information. 
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Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ is a legal document requiring sellers to disclose material facts, including 
prior use and potential health hazards. 

2. A property where a murder or suicide occurred may be classified as a _______________, 
impacting its desirability for buyers. 

3. _______________ such as mold exposure or asbestos contamination must be disclosed if they 
are linked to the condition of the property. 

4. An agent’s _______________ requires them to ensure that all required disclosures are properly 
provided to buyers. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ John is selling his home, where a previous occupant operated an illegal drug 
lab. The home was cleaned, but he is unsure if he must disclose this information. 

2. _______________ A buyer learns after purchasing a home that a previous occupant had died 
from a disease caused by asbestos exposure, which was never disclosed. 

3. _______________ A real estate agent encourages their seller client to disclose prior occupant-
related issues to avoid potential legal problems later. 

4. _______________ Sarah buys a home that was previously owned by a celebrity. After moving 
in, she is overwhelmed by media attention, but the seller never disclosed this as a possible issue. 

Options: 

• (A) Material Fact 

• (B) Transfer Disclosure Statement (TDS) 

• (C) Stigmatized Property 

• (D) Fiduciary Duty 
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Exercise 4: True or False 

Circle True or False for each statement: 

1. A seller must disclose any death that occurred on the property within the last three years. 

o True / False 

2. A seller must disclose if a prior occupant had a disease, even if it does not affect the property. 

o True / False 

3. The Transfer Disclosure Statement (TDS) must include any known criminal activity that took 
place on the property. 

o True / False 

4. Real estate agents are not responsible for ensuring sellers disclose all material facts. 

o True / False 

 

Answer Key: Chapter 33 
Exercise 1: Word Matching 

1. B - Material Fact 

2. A - Transfer Disclosure Statement (TDS) 

3. C - Stigmatized Property 

4. D - Health-Related Afflictions 

5. E - Fiduciary Duty 

Exercise 2: Fillable Fields 

1. Transfer Disclosure Statement (TDS) 

2. Stigmatized Property 

3. Health-Related Afflictions 

4. Fiduciary Duty 

Exercise 3: Scenario-Based Matching 

1. A - Material Fact 

2. B - Transfer Disclosure Statement (TDS) 
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3. D - Fiduciary Duty 

4. C - Stigmatized Property 

Exercise 4: True or False 

1. True 

2. False 

3. True 

4. False 

 Class Presentation: Chapter 34: An Income Property’s Operating Data 

Slide 2: Key Terms 

• Annual Property Operating Data (APOD) Sheet: A report that summarizes the income, expenses, 
and overall financial performance of an income property over the course of a year, helping 
investors evaluate profitability. 

• General Duty: The legal and ethical responsibility of real estate agents and property managers to 
act in the best interest of their clients, especially when managing or marketing income properties. 

• Net Operating Income (NOI): A key financial metric that measures the profitability of an income 
property, calculated by subtracting operating expenses from gross rental income, excluding debt 
service or taxes. 

• Income Approach: A method used to estimate the value of an income property by calculating the 
present value of future income streams, often based on NOI and capitalization rates. 

Slide 3: Understanding the Annual Property Operating Data (APOD) Sheet 

• What is the APOD Sheet? 

o The Annual Property Operating Data (APOD) sheet is a financial summary that details 
the income, operating expenses, and net income of an income property over a year. It 
provides investors with a clear snapshot of the property’s performance and helps them 
make informed investment decisions. 

o Components of an APOD: 

 Gross Rental Income: Total income generated from tenants or leases. 
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 Operating Expenses: Costs required to run the property, such as maintenance, 
utilities, property management fees, insurance, and repairs. 

 Net Operating Income (NOI): The income remaining after operating expenses are 
deducted from gross income. 

Slide 4: Net Operating Income (NOI) 

• What is NOI? 

o Net Operating Income (NOI) is a financial metric that calculates the profitability of an 
income property by subtracting operating expenses from gross rental income. It excludes 
expenses like mortgage payments, capital expenditures, and taxes. 

o Formula: 

 NOI = Gross Rental Income – Operating Expenses 

o Why is NOI Important? 

 NOI provides a measure of the property’s performance and is a key factor in 
determining the value of the property using the income approach. 

Slide 5: Operating Expenses in Income Properties 

• What are Operating Expenses? 

o Operating expenses are the ongoing costs necessary to keep the property functioning and 
generating income. These include: 

 Maintenance and repairs. 

 Property management fees. 

 Utilities (water, electricity, etc.). 

 Insurance and property taxes. 

 Advertising and leasing costs. 

o Importance for Investors: Managing operating expenses is essential for maximizing NOI 
and improving the overall profitability of the property. 
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Slide 6: Gross Rental Income 

• What is Gross Rental Income? 

o Gross Rental Income refers to the total revenue generated from leasing or renting the 
property to tenants, before any expenses are deducted. This includes rent, fees for 
parking, and other tenant services. 

o Maximizing Rental Income: Property owners can increase gross rental income through 
strategies like raising rent, offering premium services, or improving tenant retention. 

Slide 7: The Income Approach for Valuing Properties 

• What is the Income Approach? 

o The Income Approach is a method used to estimate the value of an income property 
based on the income it generates. This approach is especially useful for investors 
evaluating rental properties, office buildings, or other commercial real estate. 

o How it Works: 

 The property’s NOI is divided by a capitalization rate (cap rate) to calculate the 
property’s value. 

 Formula: Property Value = NOI ÷ Cap Rate 

 Cap Rate: The capitalization rate is a percentage that reflects the rate of return an 
investor expects from the property, based on its income-generating potential. 

Slide 8: Example of the Income Approach 

• How to Apply the Income Approach: 

o Suppose an investor is evaluating an apartment building with an NOI of $100,000 and a 
cap rate of 5%. 

o Calculation: 

 Property Value = $100,000 ÷ 0.05 = $2,000,000 

o Interpreting the Result: 

 This calculation suggests that the property is worth $2 million based on its 
income-generating ability and the expected return (cap rate) for similar properties 
in the market. 
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Slide 9: The General Duty of Agents and Property Managers 

• What is General Duty? 

o Real estate agents and property managers have a general duty to act in the best interests 
of their clients when managing or marketing income properties. This includes providing 
accurate financial data, managing the property efficiently, and ensuring all income and 
expenses are transparent. 

o Ethical and Legal Responsibilities: Agents must avoid conflicts of interest, ensure 
compliance with local laws, and provide accurate information about the property’s 
financial performance. 

Slide 10: Marketing Income Property 

• Highlight Key Financial Metrics: 

o When marketing an income property, agents should focus on key financial metrics such 
as NOI, cap rate, and projected cash flow. These figures help potential buyers understand 
the profitability of the investment. 

o Disclose Potential Risks and Expenses: Agents must also disclose any potential risks, 
such as rising maintenance costs or vacancies, and ensure that buyers are aware of all the 
expenses involved in managing the property. 

Slide 11: Maximizing Income Property Performance 

• Strategies for Increasing NOI: 

o Reduce operating expenses by improving efficiency (e.g., energy-saving upgrades). 

o Increase rental income by raising rents or adding value through renovations or premium 
services. 

o Minimize vacancies through effective marketing and tenant retention programs. 

Slide 12: Key Takeaways for Buyers and Sellers 

• For Buyers: 

o Evaluate the financial health of the property using the APOD sheet, and use the income 
approach to determine the property’s fair market value. Understand the impact of 
operating expenses on NOI and overall profitability. 
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• For Sellers: 

o Highlight the property’s strong financial performance by providing clear data on NOI and 
income potential. Ensure that all financial documents are accurate and transparent to 
build buyer confidence. 

 Student Exercise: Chapter 34: An Income Property’s Operating Data 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Gross Scheduled Income (GSI) 

2. _______________ Net Operating Income (NOI) 

3. _______________ Vacancy and Credit Loss 

4. _______________ Operating Expenses 

5. _______________ Capitalization Rate (Cap Rate) 

Definitions: 

• (A) The total income a property would generate if fully rented with no vacancies or payment 
defaults. 

• (B) The percentage used to determine a property’s return on investment based on its income and 
market value. 

• (C) The income remaining after subtracting operating expenses from the gross income, not 
including loan payments. 

• (D) The estimated reduction in rental income due to vacant units and tenant nonpayment. 

• (E) The costs associated with managing and maintaining a property, including taxes, insurance, 
repairs, and utilities. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A property’s _______________ is calculated before deducting any expenses and assumes full 
occupancy. 

2. _______________ represent costs such as property management, maintenance, and insurance. 
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3. The _______________ is the expected loss in rental income due to tenant turnover and unpaid 
rent. 

4. Investors use the _______________ to evaluate a property's profitability by comparing its net 
income to its value. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A real estate investor wants to compare two rental properties and calculates 
the percentage return based on each property’s net income and value. 

2. _______________ An apartment complex owner budgets for property management fees, 
landscaping, and annual property taxes. 

3. _______________ A commercial building owner estimates potential rental income based on all 
office spaces being leased with no vacancies. 

4. _______________ A landlord adjusts financial projections to account for expected tenant 
turnover and late rent payments. 

Options: 

• (A) Gross Scheduled Income (GSI) 

• (B) Vacancy and Credit Loss 

• (C) Capitalization Rate (Cap Rate) 

• (D) Operating Expenses 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. The Gross Scheduled Income (GSI) calculation assumes all rental units are occupied and 
generating income. 

o True / False 

2. Net Operating Income (NOI) accounts for both operating expenses and loan payments. 

o True / False 
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3. Vacancy and credit loss should be factored into a property’s financial analysis when determining 
net income. 

o True / False 

4. A higher capitalization rate generally indicates a lower perceived investment risk. 

o True / False 

 

Answer Key: Chapter 34 
Exercise 1: Word Matching 

1. A - Gross Scheduled Income (GSI) 

2. C - Net Operating Income (NOI) 

3. D - Vacancy and Credit Loss 

4. E - Operating Expenses 

5. B - Capitalization Rate (Cap Rate) 

Exercise 2: Fillable Fields 

1. Gross Scheduled Income (GSI) 

2. Operating Expenses 

3. Vacancy and Credit Loss 

4. Capitalization Rate (Cap Rate) 

Exercise 3: Scenario-Based Matching 

1. C - Capitalization Rate (Cap Rate) 

2. D - Operating Expenses 

3. A - Gross Scheduled Income (GSI) 

4. B - Vacancy and Credit Loss 

Exercise 4: True or False 

1. True 

2. False 

3. True 
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4. False 

 Class Presentation: Chapter 36: Seller’s Net Sales Proceeds Estimate 

Slide 2: Key Terms 

• Equity: The difference between the market value of the property and any debts or liens against it. 
It represents the portion of the property that the seller truly owns. 

• Net Sales Proceeds: The amount the seller receives after all costs, fees, and debts are subtracted 
from the sale price. 

• Seller’s Net Sheet: A document that estimates the seller’s net proceeds after accounting for the 
sale price, closing costs, and outstanding debts or mortgages. 

Slide 3: What is the Seller’s Net Sheet? 

• Purpose of the Seller’s Net Sheet: 

o The seller’s net sheet is a financial document provided to the seller that outlines estimated 
closing costs and calculates the net proceeds they will receive after selling the property. 

o Components of the Net Sheet: 

 Sale price. 

 Estimated closing costs (e.g., agent commissions, title fees). 

 Mortgage payoff amounts or liens. 

 Prorated taxes or utilities. 

 Other costs related to the sale, such as repairs or concessions. 

Slide 4: How to Calculate Net Sales Proceeds 

• Steps to Calculate Net Proceeds: 

1. Sale Price: Start with the agreed-upon sale price of the property. 

2. Subtract Closing Costs: Include agent commissions (typically 5-6%), title fees, escrow 
fees, and any legal fees. 

3. Subtract Outstanding Debts: Deduct the remaining balance of the seller’s mortgage, liens, 
or other debts secured by the property. 
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4. Account for Prorated Items: Deduct prorated property taxes, utilities, or homeowner 
association (HOA) dues. 

5. Result: The remaining amount is the seller’s net sales proceeds. 

Formula: 
Net Sales Proceeds = Sale Price – (Closing Costs + Outstanding Debts + Prorated Items) 

Slide 5: Understanding Equity in the Property 

• What is Equity? 

o Equity is the portion of the property that the seller owns outright. It is calculated by 
subtracting any outstanding mortgages or liens from the property’s current market value. 

o Calculating Equity: 

 Property Value – Mortgage Balance = Equity. 

 The seller’s equity directly influences how much they will receive from the sale. 
If the equity is low, the seller may need to cover certain costs out of pocket at 
closing. 

Slide 6: Closing Costs and Fees to Consider 

• Common Closing Costs: 

o Agent Commissions: Typically 5-6% of the sale price, divided between the buyer’s and 
seller’s agents. 

o Title Fees: Costs associated with transferring the property’s title, including title insurance. 

o Escrow Fees: Fees for handling the transaction and disbursement of funds. 

o Attorney Fees: Legal costs associated with reviewing contracts or managing the 
transaction. 

o Repairs or Concessions: Costs for repairs or seller concessions that may be negotiated 
during the sale. 

Slide 7: Example of a Seller’s Net Sheet Calculation 

• Sample Scenario: 

o Sale Price: $500,000 
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o Estimated Closing Costs: 

 Agent Commissions (5%): $25,000 

 Title & Escrow Fees: $3,000 

 Outstanding Mortgage: $200,000 

 Prorated Taxes: $1,500 

o Net Sales Proceeds Calculation: 

 $500,000 (Sale Price) – $229,500 (Total Closing Costs & Debts) = $270,500 (Net 
Sales Proceeds). 

 Student Exercise: Chapter 36: Seller’s Net Sales Proceeds Estimate 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Seller’s Net Proceeds 

2. _______________ Closing Costs 

3. _______________ Loan Payoff Amount 

4. _______________ Prorated Property Taxes 

5. _______________ Escrow Fees 

Definitions: 

• (A) The amount of money the seller receives after deducting all transaction-related costs from 
the sale price. 

• (B) The remaining balance of any mortgage or loan that must be paid off at the time of sale. 

• (C) Costs associated with finalizing a real estate transaction, including title insurance, recording 
fees, and commissions. 

• (D) Property taxes that must be adjusted between the buyer and seller based on the closing date. 

• (E) Fees charged by the escrow company to handle the financial and legal aspects of the 
transaction. 
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Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ represents the total amount the seller takes home after all deductions 
from the sale price. 

2. _______________ include costs such as loan payoff, title insurance, commissions, and escrow 
fees. 

3. If a seller has an outstanding mortgage, the _______________ must be subtracted from the sale 
price before calculating net proceeds. 

4. _______________ ensure that property taxes are fairly split between the seller and buyer based 
on the closing date. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A seller pays off the remaining balance of their mortgage before transferring 
the home to the buyer. 

2. _______________ A real estate agent prepares a document showing the seller an estimate of 
their profit after deductions. 

3. _______________ A seller must pay a portion of the annual property tax since they owned the 
home for part of the year. 

4. _______________ A seller reviews the breakdown of title insurance, commission fees, and 
document recording charges before closing. 

Options: 

• (A) Seller’s Net Proceeds 

• (B) Loan Payoff Amount 

• (C) Prorated Property Taxes 

• (D) Closing Costs 
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Exercise 4: True or False 

Circle True or False for each statement: 

1. A seller’s net proceeds calculation includes only the home’s selling price and does not deduct 
any expenses. 

o True / False 

2. Closing costs typically include escrow fees, title insurance, and real estate commissions. 

o True / False 

3. Loan payoff amounts must be deducted from the seller’s total proceeds before determining final 
net earnings. 

o True / False 

4. Prorated property taxes ensure that buyers and sellers pay taxes only for the period they owned 
the property. 

o True / False 

 

Answer Key: Chapter 36 
Exercise 1: Word Matching 

1. A - Seller’s Net Proceeds 

2. C - Closing Costs 

3. B - Loan Payoff Amount 

4. D - Prorated Property Taxes 

5. E - Escrow Fees 

Exercise 2: Fillable Fields 

1. Seller’s Net Proceeds 

2. Closing Costs 

3. Loan Payoff Amount 

4. Prorated Property Taxes 

Exercise 3: Scenario-Based Matching 

1. B - Loan Payoff Amount 
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2. A - Seller’s Net Proceeds 

3. C - Prorated Property Taxes 

4. D - Closing Costs 

Exercise 4: True or False 

1. False 

2. True 

3. True 

4. True 

 Class Presentation: Chapter 37: Buyer’s Estimated Acquisition Costs 

Slide 2: Key Terms 

• Buyer’s Cost Sheet: A document that outlines the estimated total costs the buyer will incur 
during the property acquisition process, including down payment, closing costs, loan fees, and 
any additional expenses. 

• Carryback Financing: A type of seller financing where the seller provides a portion of the loan to 
the buyer, which the buyer repays over time, in addition to any traditional financing. 

• Loan-to-Value Ratio (LTV): A financial ratio that compares the amount of a loan to the appraised 
value of the property. A higher LTV ratio means the buyer is borrowing a larger percentage of the 
property’s value. 

• Operating Expenses: The costs associated with owning and maintaining a property, including 
utilities, property management fees, repairs, insurance, and taxes. These costs affect the buyer’s 
long-term financial commitments. 

• Purchase-Assist Funding: Additional financial support or incentives provided to help the buyer 
secure a property, such as down payment assistance or grants. 

Slide 3: Understanding the Buyer’s Cost Sheet 

• What is the Buyer’s Cost Sheet? 
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o The buyer’s cost sheet provides a detailed estimate of all the expenses the buyer will need 
to cover during the property acquisition process. It includes upfront costs like the down 
payment, as well as closing costs, loan origination fees, and prorated property taxes. 

o Why It’s Important: The cost sheet helps buyers understand their total financial 
commitment and ensures they are prepared for all the costs involved in purchasing a 
property. 

Slide 4: Calculating Acquisition Costs 

• Components of the Buyer’s Acquisition Costs: 

o Down Payment: The portion of the property’s purchase price the buyer pays upfront, 
typically between 3% and 20% of the sale price. 

o Loan Origination Fees: Fees charged by the lender for processing the mortgage loan, 
usually a percentage of the loan amount. 

o Closing Costs: Include attorney fees, title insurance, escrow fees, and appraisal costs. 

o Prorated Expenses: Buyers may need to pay prorated property taxes, homeowners 
association (HOA) dues, or utilities. 

Slide 5: Loan-to-Value Ratio (LTV) 

• What is LTV? 

o The loan-to-value ratio (LTV) is a critical metric in real estate financing that compares 
the loan amount to the appraised value of the property. It helps lenders assess the risk of 
lending to the buyer. 

o Formula: 

 LTV = (Loan Amount ÷ Appraised Value) × 100 

o Impact on the Buyer: A higher LTV ratio means the buyer is financing more of the 
purchase price, which may result in higher interest rates or additional insurance 
requirements, such as private mortgage insurance (PMI). 

Slide 6: Carryback Financing in Acquisition Costs 

• What is Carryback Financing? 
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o Carryback financing is a type of seller financing where the seller provides a portion of the 
purchase loan to the buyer. The buyer repays the seller over time, in addition to their 
traditional mortgage. 

o Benefits for Buyers: 

 Lower Down Payment: Carryback financing can reduce the buyer’s initial down 
payment requirements by supplementing their loan. 

 Flexible Terms: Buyers may be able to negotiate favorable terms, such as lower 
interest rates or extended payment periods, directly with the seller. 

Slide 7: Purchase-Assist Funding 

• What is Purchase-Assist Funding? 

o Purchase-assist funding refers to financial assistance that helps buyers cover acquisition 
costs, such as down payment assistance, grants, or low-interest loans offered by 
government programs or private institutions. 

o Types of Assistance: 

 Down Payment Assistance: Some programs offer grants or low-interest loans to 
help buyers cover their down payment, reducing the upfront costs. 

 Homebuyer Incentives: First-time buyers may qualify for special funding 
programs or tax credits that ease the financial burden of purchasing a property. 

Slide 8: Operating Expenses and Their Impact 

• What are Operating Expenses? 

o Operating expenses are the ongoing costs associated with owning and maintaining a 
property. For buyers, understanding these expenses is critical when calculating long-term 
affordability. 

o Common Operating Expenses: 

 Property taxes. 

 Homeowner’s insurance. 

 Utilities (water, electricity, etc.). 

 Maintenance and repair costs. 
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 HOA fees, if applicable. 

o Impact on the Buyer: Operating expenses affect the buyer’s monthly cash flow and 
overall budget. Buyers must consider these costs in addition to the mortgage payment 
when evaluating the affordability of a property. 

Slide 9: The Role of the Listing Agreement 

• What is a Listing Agreement? 

o A listing agreement is a contract between the seller and a real estate agent that authorizes 
the agent to list and market the property. While this primarily impacts the seller, buyers 
should understand how agent commissions are factored into the transaction. 

o Commission Fees: Buyers are typically not responsible for paying the agent’s 
commission, as this is usually covered by the seller. However, commission fees are part 
of the overall transaction costs that influence the seller’s price expectations. 

Slide 10: Example of Buyer’s Estimated Acquisition Costs 

• Sample Scenario: 

o Purchase Price: $400,000 

o Buyer’s Estimated Costs: 

 Down Payment (10%): $40,000 

 Loan Origination Fees (1%): $4,000 

 Closing Costs: $7,000 

 Prorated Property Taxes: $1,500 

o Total Acquisition Costs: 

 $40,000 (Down Payment) + $4,000 (Loan Fees) + $7,000 (Closing Costs) + 
$1,500 (Prorated Taxes) = $52,500 

 Student Exercise: Chapter 37: Buyer’s Estimated Acquisition Costs 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Down Payment 
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2. _______________ Closing Costs 

3. _______________ Mortgage Origination Fee 

4. _______________ Prepaid Property Taxes 

5. _______________ Title Insurance 

Definitions: 

• (A) A one-time fee charged by the lender to process and create a mortgage loan. 

• (B) An upfront amount paid by the buyer at closing, usually a percentage of the purchase price. 

• (C) Expenses incurred by the buyer during the home purchase process, including lender fees, title 
services, and escrow charges. 

• (D) A policy that protects the buyer and lender against potential issues with property ownership 
history. 

• (E) Taxes that buyers may need to pay in advance to ensure they are current on property tax 
obligations at closing. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A buyer typically makes a _______________ as a percentage of the purchase price, which 
lowers the loan amount needed. 

2. _______________ include various fees such as escrow charges, lender fees, and home 
inspections. 

3. A _______________ is charged by lenders to cover the cost of processing the buyer’s mortgage 
application. 

4. _______________ protects the buyer and lender by ensuring there are no outstanding claims or 
disputes over property ownership. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer provides 20% of the purchase price upfront, reducing the amount 
they need to borrow. 
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2. _______________ The buyer pays fees for loan processing, escrow, and inspections before 
taking ownership of the property. 

3. _______________ A lender requires a buyer to pay a percentage of the loan amount for loan 
processing and approval. 

4. _______________ The buyer purchases a policy to protect against undisclosed liens or title 
defects. 

Options: 

• (A) Down Payment 

• (B) Closing Costs 

• (C) Mortgage Origination Fee 

• (D) Title Insurance 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. The down payment is typically refunded to the buyer at closing. 

o True / False 

2. Mortgage origination fees are optional and not required for most home loans. 

o True / False 

3. Closing costs include all transaction-related fees that must be paid before finalizing the sale. 

o True / False 

4. Title insurance ensures that buyers receive a clean title without any undisclosed claims. 

o True / False 

 

Answer Key: Chapter 37 
Exercise 1: Word Matching 

1. B - Down Payment 

2. C - Closing Costs 

3. A - Mortgage Origination Fee 
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4. E - Prepaid Property Taxes 

5. D - Title Insurance 

Exercise 2: Fillable Fields 

1. Down Payment 

2. Closing Costs 

3. Mortgage Origination Fee 

4. Title Insurance 

Exercise 3: Scenario-Based Matching 

1. A - Down Payment 

2. B - Closing Costs 

3. C - Mortgage Origination Fee 

4. D - Title Insurance 

Exercise 4: True or False 

1. False 

2. False 

3. True 

4. True 

 Class Presentation: Chapter 38: Making an Offer 

Slide 2: Key Terms 

• Condition Concurrent: A contractual term requiring that both parties fulfill their obligations at 
the same time. For example, the buyer delivers the payment while the seller transfers the 
property title simultaneously. 

• Condition Precedent: A condition that must be met before a contract becomes binding or before a 
party is required to perform their obligations. For example, a buyer obtaining financing could be 
a condition precedent. 

• Contract: A legally binding agreement between parties that outlines the terms, conditions, and 
obligations of both the buyer and seller in a real estate transaction. 



 
 

Week 3 | Real Estate Practice                            2025 - All Rights Reserved   Page 27 of 83 
 

• Counteroffer: A response to an initial offer where one party proposes changes to the terms, such 
as price or contingencies. A counteroffer legally voids the original offer. 

• Offer to Purchase: A formal proposal made by a buyer to purchase a property, typically including 
the price, terms, conditions, and contingencies. 

• Option: A contractual agreement where the buyer pays a fee for the right to purchase a property 
within a specific period at a predetermined price. The buyer is not obligated to complete the 
purchase. 

Slide 3: Understanding the Offer to Purchase 

• What is an Offer to Purchase? 

o An offer to purchase is a formal written proposal from a buyer to a seller, outlining the 
buyer’s intent to purchase the property under specific terms and conditions. The offer 
includes key details like the purchase price, contingencies, and deadlines for closing. 

o Importance of the Offer: The offer sets the stage for the negotiation process and becomes 
legally binding once accepted by the seller. 

Slide 4: Key Elements of a Contract 

• Definition of a Contract: 

o A contract is an agreement between persons binding them to do or not to do something. 
To form a contract, the agreement needs to be accompanied by the following elements: 

 An Offer: A clear proposal to do something in exchange for something else. 

 An Acceptance: Agreement to the offer by the other party. 

 Consideration: A bargained-for exchange, typically money or services in real 
estate transactions. 

 Capable Parties: Individuals involved must be legally competent. 

 Lawful Purpose: The contract must have a legal objective. 

o Oral vs. Written Contracts: While oral agreements are valid contracts, most agreements 
involving real estate or real estate services need to be formalized in a signed writing to be 
judicially enforceable. 
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Slide 5: The Life Cycle of a Real Estate Purchase Agreement 

• Four Stages of the Life Cycle: 

o The life cycle of a real estate purchase agreement is divided into four stages: 

1. Formation (Offer and Acceptance) Stage: Offers are made between a buyer and a 
seller. Negotiations commence, and eventually, one of the (counter) offers may be 
accepted. 

2. Conditions (Contingencies) Stage: Both parties work to clear contingencies such 
as financial, operational, title, physical, and location-related conditions. 

3. Performance (Closing) Stage: The obligations of the buyer and seller are 
performed, such as the transfer of title and payment. 

4. Failure of Performance (Breach) Stage: If one party fails to fulfill their contractual 
obligations, it results in a breach of contract, potentially leading to legal remedies. 

Slide 6: Conditions in Real Estate Offers 

• What are Conditions? 

o Conditions in real estate offers refer to specific requirements that must be fulfilled for the 
contract to be completed. These conditions protect both the buyer and the seller by 
ensuring that certain obligations are met before closing. 

• Two Key Types of Conditions: 

o Condition Concurrent: This condition requires that both parties fulfill their obligations at 
the same time. For example, the seller transfers the title while the buyer delivers the 
payment. 

o Condition Precedent: This condition must be met before one party is obligated to 
perform. For example, a buyer’s obligation to purchase the property might be contingent 
on obtaining mortgage approval. 

Slide 7: Contingencies in Real Estate Transactions 

• What are Contingencies? 

o Contingencies address the clearance of significant conditions that prudent buyers and 
sellers have regarding the transaction, including: 
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 Financial Conditions: Mortgage availability, price corroboration by appraisal, sale 
of other property, etc. 

 Operating Conditions: Expense of ownership, tenant leases/income, service 
contracts, etc. 

 Title and Zoning Conditions: Covenants, conditions, and restrictions (CC&Rs), 
use ordinances, etc. 

 Physical Conditions: Home inspection/certification, energy efficiency, 
environmental analysis, utilities, etc. 

 Location-Related Conditions: Factors related to the property’s location, such as 
proximity to amenities, zoning, or environmental factors. 

Slide 8: The Role of the Counteroffer 

• What is a Counteroffer? 

o A counteroffer is a response to an initial offer where one party proposes changes to the 
terms, such as price, contingencies, or closing dates. The counteroffer voids the original 
offer and becomes a new offer that the other party can either accept, reject, or further 
negotiate. 

o How It Impacts the Negotiation: Counteroffers are a common part of real estate 
negotiations and allow both parties to modify the terms of the sale until a mutually 
agreeable contract is reached. 

Slide 9: Key Elements of a Real Estate Contract (Continued) 

• Valid Offer Requirements: 

o To be valid, an offer must: 

 Show a serious intent to enter into an agreement. 

 Be definite and certain in detailing the essential elements, such as price, terms of 
payment, property identification, and conditions for performance. 

 Be communicated to the person who can accept the offer. 

o Role of the Seller’s Agent: The seller’s agent has a duty to present every offer to purchase 
they receive to their seller, regardless of content or method of presentation. Neither the 
seller nor their agent is legally required to respond to an offer. 
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Slide 10: Record Keeping and Complaint Process 

• Record Keeping: 

o For the Department of Real Estate (DRE) auditing purposes and in compliance with 
California law, a copy of any document handled in a transaction must be kept for a 
minimum of three years. 

o Though not required, the DRE recommends providing written acknowledgment of the 
submission of every offer. 

• Complaint Process: 

o If a buyer’s agent suspects that the seller’s agent is not submitting an offer to the seller, 
they can file a formal DRE complaint electronically on behalf of their buyer. If DRE 
investigators determine the agent has violated real estate law, the agent may face 
disciplinary action. 

 Student Exercise: Chapter 38: Making an Offer 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Purchase Agreement 

2. _______________ Earnest Money Deposit 

3. _______________ Contingency Clause 

4. _______________ Counteroffer 

5. _______________ Escrow Process 

Definitions: 

• (A) A legally binding contract between the buyer and seller outlining the terms and conditions of 
the property purchase. 

• (B) Funds submitted by the buyer to show serious intent to purchase the property, typically held 
in escrow. 

• (C) A response from the seller modifying the terms of the buyer’s original offer. 

• (D) A condition that must be met before the contract can proceed, such as financing approval or 
a home inspection. 
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• (E) The neutral third-party process where funds, documents, and property title are exchanged 
during a real estate transaction. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A _______________ outlines the price, terms, and conditions agreed upon between the buyer 
and seller. 

2. The _______________ is a good-faith deposit that demonstrates the buyer’s commitment to 
completing the transaction. 

3. A _______________ protects buyers by allowing them to cancel or renegotiate based on specific 
conditions, such as an unsatisfactory home inspection. 

4. If a seller does not accept an offer but wants to negotiate new terms, they may issue a 
_______________. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer submits an offer, but the seller responds with a higher price and 
modified terms. 

2. _______________ A buyer includes a condition in their offer stating they must secure loan 
approval before the deal can move forward. 

3. _______________ A seller receives an initial deposit from the buyer, which is held by a third 
party until closing. 

4. _______________ The buyer and seller sign a formal contract specifying the terms of the 
property purchase. 

Options: 

• (A) Purchase Agreement 

• (B) Counteroffer 

• (C) Contingency Clause 

• (D) Earnest Money Deposit 

 



 
 

Week 3 | Real Estate Practice                            2025 - All Rights Reserved   Page 32 of 83 
 

Exercise 4: True or False 

Circle True or False for each statement: 

1. A counteroffer is a rejection of the original offer and creates a new offer for negotiation. 

o True / False 

2. Earnest money deposits are always refundable to the buyer, regardless of contract terms. 

o True / False 

3. Contingency clauses allow buyers to back out of a contract if certain conditions are not met. 

o True / False 

4. The escrow process ensures that all financial and legal requirements are met before the final 
transfer of property. 

o True / False 

 

Answer Key: Chapter 38 
Exercise 1: Word Matching 

1. A - Purchase Agreement 

2. B - Earnest Money Deposit 

3. D - Contingency Clause 

4. C - Counteroffer 

5. E - Escrow Process 

Exercise 2: Fillable Fields 

1. Purchase Agreement 

2. Earnest Money Deposit 

3. Contingency Clause 

4. Counteroffer 

Exercise 3: Scenario-Based Matching 

1. B - Counteroffer 

2. C - Contingency Clause 
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3. D - Earnest Money Deposit 

4. A - Purchase Agreement 

Exercise 4: True or False 

1. True 

2. False 

3. True 

4. True 

 Class Presentation: Chapter 39: Acceptance of an Offer 

Slide 2: Key Terms 

• Acceptance: The act of agreeing to the terms of an offer, creating a binding contract between the 
buyer and seller. Acceptance must be communicated to the offeror to form a valid agreement. 

• Counteroffer: A response to an original offer that proposes modifications to its terms. A counter 
offer effectively rejects the original offer and becomes a new offer subject to acceptance. 

• Interlineation: The act of adding handwritten corrections or insertions to a contract before 
acceptance. These changes must be initialed by all parties to become legally binding. 

• Offer to Purchase: A formal proposal from a buyer to a seller, outlining the terms under which 
the buyer is willing to purchase the property. When accepted, this offer forms the basis of the real 
estate purchase contract. 

Slide 3: What is Acceptance? 

• Definition of Acceptance: 

o Acceptance is the act of agreeing to the terms of an offer, either by signing the contract or 
through other forms of communication that clearly demonstrate the parties’ intent to enter 
into a binding agreement. 

o Communication of Acceptance: Acceptance must be communicated to the offeror (the 
party who made the offer) to create a binding contract. This can be done verbally, in 
writing, or through electronic means. 
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o Importance of Timely Acceptance: Offers typically include an expiration date or a 
specific time frame within which they must be accepted. Failing to respond within this 
time can render the offer void. 

Slide 4: The Role of the Counteroffer in Acceptance 

• What is a Counteroffer? 

o A counteroffer is a response to an initial offer where one party proposes changes to the 
terms, such as price, contingencies, or deadlines. A counteroffer voids the original offer 
and becomes a new offer that the other party must accept for a valid contract to be 
formed. 

o Impact on the Offer: When a counteroffer is made, it is treated as a new offer, and the 
original offer is no longer valid unless the counteroffer is rejected or withdrawn, allowing 
for reconsideration of the original offer. 

Slide 5: Interlineation in Contract Modifications 

• What is Interlineation? 

o Interlineation refers to the insertion of handwritten changes or corrections into a contract 
before acceptance. This can include altering terms like price, deadlines, or conditions. For 
these changes to be valid, they must be initialed by all parties involved. 

o Legal Effect of Interlineations: 

 Any interlineations that are not initialed by both parties are not legally binding. 
It’s crucial that all changes be acknowledged and agreed upon in writing to 
prevent disputes over the contract’s final terms. 

Slide 6: The Offer to Purchase and Its Acceptance 

• The Offer to Purchase: 

o An offer to purchase outlines the buyer’s proposed terms for acquiring the property, 
including the purchase price, closing date, contingencies, and other key conditions. 

o Creating a Binding Contract: 

 Once the seller accepts the offer to purchase without modifications, a legally 
binding contract is formed. The buyer and seller are then obligated to fulfill the 
terms of the contract, subject to any contingencies that may apply. 
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Slide 7: Conditions for a Valid Acceptance 

• Key Conditions for a Valid Acceptance: 

o Unqualified Agreement: Acceptance must match the terms of the offer exactly, without 
changes. Any modifications would constitute a counteroffer. 

o Communication: Acceptance must be communicated to the offeror. The contract becomes 
binding once the acceptance is communicated, whether verbally, in writing, or 
electronically. 

o Within the Offer’s Timeframe: Offers typically include an expiration date. Acceptance 
must be communicated before this deadline; otherwise, the offer is no longer valid. 

Slide 8: Buyer and Seller Responsibilities After Acceptance 

• Post-Acceptance Steps: 

o Once the offer is accepted, both parties must fulfill their contractual obligations. The 
buyer typically arranges for financing, completes property inspections, and prepares for 
closing. The seller ensures that the property is ready for transfer and clears any 
contingencies, such as title issues. 

o Contingencies and Performance: Any contingencies, such as financing or inspections, 
must be resolved for the contract to move to the closing stage. Both parties are expected 
to perform their obligations in good faith. 

Slide 9: Handling Disputes Over Acceptance 

• Common Disputes: 

o Disputes can arise if the terms of acceptance are unclear or if one party fails to 
communicate acceptance in a timely manner. Issues may also occur if interlineations are 
not properly initialed or if a counteroffer is not clearly documented. 

o Resolving Disputes: 

 Agents and parties involved must work to resolve disputes amicably, often 
through negotiation or mediation. If legal action is required, both parties may seek 
to enforce the terms of the contract or challenge the validity of the acceptance. 
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 Student Exercise: Chapter 39: Acceptance of an Offer 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Offer Acceptance 

2. _______________ Counteroffer 

3. _______________ Binding Contract 

4. _______________ Revocation of Offer 

5. _______________ Earnest Money Deposit 

Definitions: 

• (A) The formal agreement between the buyer and seller when all terms and conditions of the 
offer are agreed upon. 

• (B) A response by the seller modifying the original offer, effectively rejecting the initial terms. 

• (C) When both parties agree to the offer terms, sign the contract, and create a legally enforceable 
agreement. 

• (D) The buyer's ability to withdraw an offer before the seller formally accepts it. 

• (E) A deposit made by the buyer to show commitment to purchasing the property, typically held 
in escrow. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. _______________ occurs when the seller agrees to all terms of the buyer’s offer and signs the 
purchase contract. 

2. A _______________ allows the seller to suggest new terms, such as a different price or closing 
date. 

3. Once both parties sign the agreement, it becomes a _______________, meaning they must 
proceed with the transaction. 

4. Before acceptance, the buyer can issue a _______________ to cancel their offer without penalty. 
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Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer submits an offer, but the seller proposes a new price and conditions. 

2. _______________ The buyer decides to withdraw their offer before the seller provides an 
answer. 

3. _______________ Both the buyer and seller sign a contract agreeing to all terms, making it 
legally binding. 

4. _______________ The buyer provides an upfront deposit to demonstrate serious intent to 
purchase the property. 

Options: 

• (A) Counteroffer 

• (B) Revocation of Offer 

• (C) Binding Contract 

• (D) Earnest Money Deposit 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A counteroffer cancels the original offer and replaces it with new proposed terms. 

o True / False 

2. A binding contract is only enforceable after the buyer submits their earnest money deposit. 

o True / False 

3. The seller is required to accept an offer once it is submitted by the buyer. 

o True / False 

4. The buyer can revoke their offer at any time before the seller accepts it. 

o True / False 
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Answer Key: Chapter 39 
Exercise 1: Word Matching 

1. A - Offer Acceptance 

2. B - Counteroffer 

3. C - Binding Contract 

4. D - Revocation of Offer 

5. E - Earnest Money Deposit 

Exercise 2: Fillable Fields 

1. Offer Acceptance 

2. Counteroffer 

3. Binding Contract 

4. Revocation of Offer 

Exercise 3: Scenario-Based Matching 

1. A - Counteroffer 

2. B - Revocation of Offer 

3. C - Binding Contract 

4. D - Earnest Money Deposit 

Exercise 4: True or False 

1. True 

2. False 

3. False 

4. True 
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 Class Presentation: Chapter 40: The Counteroffer Environment 

Slide 2: Key Terms 

• Counteroffer: A response to an initial offer that proposes changes to the terms of the agreement. 
A counteroffer voids the original offer and becomes a new offer that must be accepted by the 
other party. 

• Defacing: The act of altering or invalidating an original contract document, typically by marking 
through or physically altering the content. In real estate, this can affect the enforceability of the 
contract. 

• Interlineation: The insertion of handwritten changes or additions into a contract before it is 
signed and accepted. All parties must initial these changes to make them legally binding. 

Slide 3: What is a Counteroffer? 

• Definition of Counteroffer: 

o A counteroffer is a response made by one party to an initial offer that introduces 
modifications, such as changes to price, contingencies, or timelines. By making a 
counteroffer, the original offer is rejected, and the new offer must be accepted by the 
other party for a valid contract to form. 

• Impact of a Counteroffer: 

o A counteroffer resets the negotiation process. The original offer is no longer valid unless 
the counteroffer is rejected and the original terms are reinstated. Each counteroffer moves 
negotiations closer to an agreement or a final rejection. 

Slide 4: The Role of Interlineation in Counteroffers 

• What is Interlineation? 

o Interlineation refers to the practice of inserting handwritten changes or corrections into a 
contract before it is signed. In the context of a counteroffer, interlineations are often used 
to modify specific terms, such as the purchase price, closing date, or contingencies. 

o Legal Validity of Interlineations: 
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 For interlineations to be legally binding, all parties involved must initial the 
changes. This ensures that the modifications are acknowledged and agreed upon 
by both the buyer and seller. 

Slide 5: Defacing Contracts and Its Implications 

• What is Defacing? 

o Defacing involves physically altering a document, such as crossing out sections or 
writing over terms, which can invalidate parts of the contract. In the counteroffer 
environment, defacing can occur when changes are made directly on the original offer 
without following proper legal procedures. 

o Risks of Defacing: 

 Defacing a contract can create ambiguity and legal challenges. It is essential to 
follow correct procedures, such as creating a formal counteroffer or using 
interlineation, to avoid rendering parts of the contract unenforceable. 

Slide 6: The Counteroffer Process 

• How Counteroffers Work: 

o Counteroffers initiate a back-and-forth negotiation process between the buyer and seller. 
Each counteroffer is a new offer that must be either accepted or rejected by the other 
party. 

o Multiple Counteroffers: In competitive real estate markets, sellers may receive multiple 
counteroffers from different buyers. Each counteroffer must be handled individually, and 
the seller cannot accept multiple counteroffers simultaneously without clarifying the 
terms of acceptance. 

Slide 7: Closing the Negotiation 

• Finalizing a Contract: 

o A counteroffer becomes a binding contract once both parties agree to its terms and sign 
the agreement. Any changes made after acceptance must be handled through a formal 
amendment, and both parties must agree to the modifications. 
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o Withdrawing an Offer: Either party can withdraw an offer or counteroffer at any time 
before it is accepted. Once an offer is withdrawn, the negotiation process must start anew 
with a fresh offer. 

Slide 8: Key Takeaways for Handling Counteroffers 

• Importance of Clear Documentation: 

o Ensure that all counteroffers, interlineations, and changes are properly documented and 
initialed by all parties to prevent any legal disputes or misunderstandings. 

• Role of Agents in the Counteroffer Process: 

o Agents should provide guidance on making, accepting, or rejecting counteroffers and 
ensure that clients understand the legal and financial implications of their decisions 
during negotiations. 

 Student Exercise: Chapter 40: The Counteroffer Environment 
Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Counteroffer 

2. _______________ Offer Rejection 

3. _______________ Acceptance of Counteroffer 

4. _______________ Multiple Counteroffers 

5. _______________ Expiration of an Offer 

Definitions: 

• (A) A response from the seller that modifies the original offer, which voids the initial proposal. 

• (B) The act of rejecting an offer without presenting alternative terms. 

• (C) When a seller issues counteroffers to multiple buyers at the same time, allowing negotiation 
with multiple parties. 

• (D) When the buyer agrees to the new terms proposed by the seller, forming a legally binding 
contract. 

• (E) When an offer automatically terminates because the deadline for response has passed. 
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Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. If a seller does not accept the buyer’s original offer but wants to negotiate, they issue a 
_______________. 

2. A _______________ occurs when a seller responds to multiple buyers with different 
counteroffers at the same time. 

3. If a buyer does not respond to a counteroffer before the deadline, the _______________ occurs, 
making the offer void. 

4. If the buyer agrees to the counteroffer terms, _______________ occurs, finalizing the agreement. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A seller receives an offer of $500,000 but responds with $520,000 instead. 

2. _______________ A buyer takes too long to respond to the seller’s counteroffer, and the 
deadline passes. 

3. _______________ A seller sends counteroffers to two different buyers, allowing them to 
compete for the property. 

4. _______________ The buyer accepts the seller’s modified terms, creating a binding contract. 

Options: 

• (A) Counteroffer 

• (B) Expiration of an Offer 

• (C) Multiple Counteroffers 

• (D) Acceptance of Counteroffer 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A counteroffer replaces the original offer and cancels its terms. 

o True / False 
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2. A seller can issue multiple counteroffers but is not obligated to accept any responses. 

o True / False 

3. If an offer expires, the buyer is still legally required to purchase the property at the original price. 

o True / False 

4. If a buyer accepts a counteroffer, the contract becomes legally binding. 

o True / False 

 

Answer Key: Chapter 40 
Exercise 1: Word Matching 

1. A - Counteroffer 

2. B - Offer Rejection 

3. D - Acceptance of Counteroffer 

4. C - Multiple Counteroffers 

5. E - Expiration of an Offer 

Exercise 2: Fillable Fields 

1. Counteroffer 

2. Multiple Counteroffers 

3. Expiration of an Offer 

4. Acceptance of Counteroffer 

Exercise 3: Scenario-Based Matching 

1. A - Counteroffer 

2. B - Expiration of an Offer 

3. C - Multiple Counteroffers 

4. D - Acceptance of Counteroffer 

Exercise 4: True or False 

1. True 

2. True 
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3. False 

4. True 

 Class Presentation: Chapter 41: Contingency Provisions 

Slide 2: Key Terms 

• Condition Concurrent: A condition in which both parties are required to perform their obligations 
at the same time, such as the simultaneous transfer of property title and payment. 

• Condition Precedent: A condition that must be satisfied before one party is obligated to perform 
their contractual duties, such as a buyer securing financing before closing. 

• Event-Occurrence: A contractual condition that is dependent on a future event happening before 
a party is required to perform their obligations. 

• Contingency Provision: A clause in a contract that requires certain conditions or events to occur 
before the contract becomes binding or the parties are obligated to fulfill their contractual duties. 

• Further-Approval Contingency Provision: A clause that allows either party to back out of the 
contract if specific approvals or requirements, such as loan approval or inspections, are not met. 

Slide 3: What is a Contingency Provision? 

• Definition of Contingency Provision: 

o A contingency provision is a clause within a real estate contract that sets certain 
conditions that must be met before the contract is enforceable or before the parties are 
required to proceed with the transaction. 

o Examples of Common Contingencies: 

 Financing contingency: The buyer’s obligation to purchase is contingent upon 
securing a mortgage. 

 Inspection contingency: The sale is contingent upon the results of a home 
inspection, allowing the buyer to request repairs or cancel the contract. 

Slide 4: Condition Concurrent vs. Condition Precedent 

• Condition Concurrent: 
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o A condition concurrent is a situation where both parties are required to perform their 
contractual duties at the same time. For example, the buyer delivers the payment while 
the seller simultaneously transfers the title. 

o Examples in Real Estate: 

 Closing day procedures where the buyer pays the balance, and the seller hands 
over the deed. 

• Condition Precedent: 

o A condition precedent is a requirement that must be fulfilled before one party is obligated 
to perform their part of the contract. For example, the buyer’s obligation to purchase may 
be contingent on securing financing or obtaining satisfactory results from a property 
inspection. 

o Examples in Real Estate: 

 A financing contingency where the buyer must secure a loan before closing on the 
property. 

Slide 5: Event-Occurrence in Real Estate Contracts 

• What is Event-Occurrence? 

o An event-occurrence clause specifies that certain events must occur before either party is 
required to fulfill their contractual obligations. These events could include title clearance, 
satisfactory environmental reports, or zoning approvals. 

o How Event-Occurrence Impacts the Transaction: 

 The contract may be held up or voided if the specified event does not occur, 
protecting the parties from potential financial or legal exposure. 

Slide 6: The Role of the Further-Approval Contingency Provision 

• What is a Further-Approval Contingency? 

o The further-approval contingency provision is a contract clause that allows either party to 
withdraw from the contract if specific approvals or conditions are not met. Common 
further-approval contingencies include obtaining financing, passing inspections, or 
receiving title insurance. 

o Examples of Further-Approval Provisions: 
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 A contingency that allows the buyer to back out if they cannot obtain a mortgage 
at a favorable interest rate. 

 A seller contingency that requires the buyer to sell their existing home before 
proceeding with the purchase of a new property. 

Slide 7: Common Types of Contingency Provisions 

• Financing Contingency: 

o Protects the buyer by allowing them to withdraw from the purchase if they cannot secure 
financing within a specified time frame. 

• Appraisal Contingency: 

o Allows the buyer to renegotiate or cancel the sale if the property does not appraise for the 
agreed-upon price. 

• Inspection Contingency: 

o Enables the buyer to conduct a home inspection and request repairs, renegotiate the 
terms, or cancel the contract based on the results of the inspection. 

• Sale Contingency: 

o Allows the buyer to make their purchase contingent on the sale of their existing home. If 
they cannot sell their home within a specified period, they can back out of the contract. 

Slide 8: Managing Contingencies to Ensure Smooth Transactions 

• Setting Deadlines for Contingencies: 

o It is essential to establish clear deadlines for meeting contingency conditions to prevent 
delays in the transaction process. For example, a financing contingency may need to be 
cleared within 30 days of the offer being accepted. 

• Monitoring Event-Occurrences: 

o Both parties should closely monitor any event-occurrence clauses to ensure that 
necessary approvals, reports, or clearances are obtained in a timely manner. 

Slide 9: Legal Considerations and Contingencies 

• Contingency Removal Process: 
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o In many real estate contracts, the buyer or seller may have the option to remove 
contingencies, either automatically after a set period or manually through written notice. 
Once contingencies are removed, the parties are fully obligated to complete the 
transaction. 

• Fiduciary Duty and Contingencies: 

o Real estate agents have a fiduciary duty to ensure that their clients understand the 
implications of contingency provisions and help manage the timeline for meeting these 
conditions. Agents must ensure that their client’s interests are protected by advising on 
when to retain or remove contingencies. 

Slide 10: Consequences of Unmet Contingencies 

• What Happens When Contingencies Are Not Met? 

o If a contingency is not met by the agreed-upon deadline, the party benefiting from the 
contingency may withdraw from the contract without penalty. For example, if the buyer 
cannot secure financing, they may back out of the sale and retain their earnest money 
deposit. 

• Renegotiation and Extensions: 

o In some cases, the buyer and seller may choose to renegotiate terms or extend deadlines 
to allow more time for meeting contingencies. This can be especially common with 
financing or inspection contingencies. 

 Student Exercise: Chapter 41: Contingency Provisions 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Contingency Clause 

2. _______________ Financing Contingency 

3. _______________ Inspection Contingency 

4. _______________ Appraisal Contingency 

5. _______________ Removal of Contingency 

Definitions: 
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• (A) A provision in a purchase agreement stating that specific conditions must be met before the 
contract becomes binding. 

• (B) A condition allowing the buyer to cancel the contract if they cannot secure a mortgage loan. 

• (C) A requirement that the property must be evaluated by a professional home inspector, 
allowing the buyer to renegotiate or cancel if significant issues are found. 

• (D) A provision that allows the buyer to withdraw if the home does not meet a specified 
valuation. 

• (E) The formal process by which a buyer waives or satisfies a contingency, making the contract 
fully binding. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A _______________ allows buyers to back out of a deal if they are unable to obtain financing 
from a lender. 

2. The _______________ ensures that the buyer can renegotiate or walk away if a professional 
inspection reveals major defects. 

3. The _______________ protects buyers by allowing them to cancel the contract if the property is 
appraised for less than the agreed-upon price. 

4. Once a buyer decides to proceed with the purchase despite risks, they complete the 
_______________ process, making the contract final. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer submits an offer that includes a condition requiring the property to 
pass an inspection before closing. 

2. _______________ A lender informs the buyer that their mortgage application was denied, 
allowing the buyer to cancel the contract. 

3. _______________ The property appraises for $20,000 less than the purchase price, giving the 
buyer the option to negotiate or withdraw. 
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4. _______________ A buyer formally agrees to proceed with the purchase despite a minor issue 
found during the inspection. 

Options: 

• (A) Contingency Clause 

• (B) Financing Contingency 

• (C) Appraisal Contingency 

• (D) Removal of Contingency 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A contingency clause allows the buyer or seller to cancel the contract under specific conditions. 

o True / False 

2. Buyers must remove all contingencies before the transaction can close. 

o True / False 

3. An appraisal contingency is primarily for the benefit of the seller. 

o True / False 

4. A financing contingency protects the buyer in case they are unable to secure a mortgage loan. 

o True / False 

 

Answer Key: Chapter 41 
Exercise 1: Word Matching 

1. A - Contingency Clause 

2. B - Financing Contingency 

3. C - Inspection Contingency 

4. D - Appraisal Contingency 

5. E - Removal of Contingency 

Exercise 2: Fillable Fields 
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1. Financing Contingency 

2. Inspection Contingency 

3. Appraisal Contingency 

4. Removal of Contingency 

Exercise 3: Scenario-Based Matching 

1. A - Contingency Clause 

2. B - Financing Contingency 

3. C - Appraisal Contingency 

4. D - Removal of Contingency 

Exercise 4: True or False 

1. True 

2. True 

3. False 

4. True 

 Class Presentation: Chapter 42: The Elimination of Contingencies 

Slide 2: Key Terms 

• Event-Occurrence: A condition that requires a specific event to happen before a party is obligated 
to fulfill their contractual duties. 

• Contingency Provision: A clause in a contract that requires certain conditions or events to occur 
before the contract becomes binding or the parties must perform their obligations. 

• Further-Approval Contingency Provision: A contingency that allows either party to withdraw 
from the contract if a specific approval, such as financing or inspections, is not obtained. 

• Personal-Satisfaction Contingency Provision: A clause that allows one party to withdraw from 
the contract if they are not personally satisfied with a particular condition, such as the results of 
an inspection or the appraisal. 
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Slide 3: What Does It Mean to Eliminate Contingencies? 

• Eliminating Contingencies: 

o In real estate transactions, eliminating contingencies means that the parties agree to move 
forward with the contract without any further conditions needing to be met. Once 
contingencies are removed, both the buyer and seller are fully obligated to complete the 
transaction. 

o Types of Contingency Removal: 

 Automatic Removal: Some contingencies are removed automatically after a 
specified time period if neither party takes action. 

 Manual Removal: In most cases, contingencies are removed manually by 
submitting a written notice or document acknowledging that the conditions have 
been met or waived. 

Slide 4: Event-Occurrence Contingency Provisions 

• What is an Event-Occurrence Contingency? 

o An event-occurrence contingency depends on a future event happening before a party is 
required to fulfill their obligations. Common examples include title clearance, zoning 
approvals, or environmental reports. 

o How Event-Occurrence Impacts the Contract: 

 If the specified event does not occur by the deadline, the party benefiting from the 
contingency can withdraw from the contract without penalty. 

Slide 5: Further-Approval Contingency Provisions 

• What is a Further-Approval Contingency? 

o A further-approval contingency provision allows either the buyer or the seller to back out 
of the contract if a specific approval or condition is not met, such as financing approval, 
property inspection clearance, or the sale of the buyer’s existing home. 

o How it Protects Buyers and Sellers: 

 This contingency is commonly used to protect buyers from committing to a 
purchase if they are unable to secure favorable financing terms or if the home 
inspection reveals major issues that the seller is unwilling to fix. 
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Slide 6: Personal-Satisfaction Contingency Provisions 

• What is a Personal-Satisfaction Contingency? 

o A personal-satisfaction contingency provision gives one party, usually the buyer, the right 
to back out of the contract if they are not personally satisfied with a specific aspect of the 
transaction. Common examples include dissatisfaction with inspection results, the 
neighborhood, or property condition. 

o Subjective Nature of the Provision: 

 This type of contingency allows the buyer a degree of flexibility, as it relies on 
their personal judgment or comfort level. It can be beneficial to buyers who want 
more assurance that the property meets their standards. 

Slide 7: Process of Removing Contingencies 

Steps to Remove Contingencies: 

1. Verification of Conditions: Before eliminating contingencies, the party benefiting from 
the contingency must verify that the conditions have been met, such as obtaining loan 
approval or reviewing inspection results. 

2. Written Notice of Removal: To formally eliminate a contingency, the party must submit a 
written notice indicating that the condition has been satisfied or waived. 

3. Agreement by All Parties: All parties involved must agree to the removal of 
contingencies, and the contract will move forward toward closing without any further 
conditions. 

4. Progress to Closing: Once all contingencies are eliminated, both parties are contractually 
obligated to close the deal. 

Slide 8: Consequences of Not Removing Contingencies 

• What Happens if Contingencies Are Not Removed? 

o If contingencies are not removed by the agreed-upon deadline, the contract may be 
canceled, and both parties are released from their obligations. For example, if the buyer 
fails to remove a financing contingency by the deadline, they may lose their earnest 
money deposit or face contract termination. 
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o Extensions and Renegotiation: In some cases, buyers and sellers may choose to extend 
the contingency period or renegotiate terms to allow more time for removing 
contingencies. 

 Student Exercise: Chapter 42: The Elimination of Contingencies 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Contingency Removal Form 

2. _______________ Active Removal of Contingencies 

3. _______________ Passive Removal of Contingencies 

4. _______________ Waiving a Contingency 

5. _______________ Buyer’s Due Diligence 

Definitions: 

• (A) The buyer’s responsibility to complete inspections, secure financing, and ensure all 
conditions are met before purchasing the property. 

• (B) A formal document submitted by the buyer stating that all contingencies have been satisfied 
and the contract is now binding. 

• (C) The process where a buyer must submit a written notice to remove contingencies before a 
specified deadline. 

• (D) When contingencies are automatically removed if the buyer does not take action by a certain 
deadline. 

• (E) When a buyer voluntarily gives up a contingency, removing their right to renegotiate or 
cancel the contract based on that condition. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. The _______________ is a document signed by the buyer confirming that all contingencies have 
been met or waived. 

2. In an _______________ process, the buyer must submit written confirmation to remove 
contingencies by a specific date. 
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3. If a buyer does not actively remove a contingency by the deadline, _______________ occurs, 
automatically clearing it from the contract. 

4. A buyer may choose _______________ if they want to strengthen their offer, but they lose the 
right to back out based on that contingency. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer sends a signed document confirming that all loan, appraisal, and 
inspection contingencies have been cleared. 

2. _______________ A contract states that contingencies will be automatically removed after 21 
days unless the buyer objects. 

3. _______________ A buyer is required to submit a written notice to remove contingencies before 
the deadline, or the contract may be canceled. 

4. _______________ To make their offer more competitive, a buyer chooses to remove the 
appraisal contingency, agreeing to pay the full price regardless of the appraised value. 

Options: 

• (A) Contingency Removal Form 

• (B) Passive Removal of Contingencies 

• (C) Active Removal of Contingencies 

• (D) Waiving a Contingency 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A contingency removal form is required to finalize the contract and proceed with the closing 
process. 

o True / False 

2. Buyers can remove contingencies at any time, even after the closing date. 

o True / False 
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3. Passive removal of contingencies means that they are cleared from the contract if the buyer does 
not take action before a set deadline. 

o True / False 

4. Waiving a contingency strengthens a buyer’s offer but increases their financial risk. 

o True / False 

 

Answer Key: Chapter 42 
Exercise 1: Word Matching 

1. B - Contingency Removal Form 

2. C - Active Removal of Contingencies 

3. D - Passive Removal of Contingencies 

4. E - Waiving a Contingency 

5. A - Buyer’s Due Diligence 

Exercise 2: Fillable Fields 

1. Contingency Removal Form 

2. Active Removal of Contingencies 

3. Passive Removal of Contingencies 

4. Waiving a Contingency 

Exercise 3: Scenario-Based Matching 

1. A - Contingency Removal Form 

2. B - Passive Removal of Contingencies 

3. C - Active Removal of Contingencies 

4. D - Waiving a Contingency 

Exercise 4: True or False 

1. True 

2. False 

3. True 
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4. True 

 Class Presentation: Chapter 43: Cancellation Excuses Further Performance 

Slide 2: Key Terms 

• Bilateral Rescission: A mutual agreement between both parties to cancel a contract, releasing 
each party from further obligations. 

• Further-Approval Contingency Provision: A clause that allows either party to cancel the contract 
if specific approvals (such as financing or inspection clearance) are not obtained. 

• Restoration: The process of returning the parties to their pre-contract state, typically involving 
the refund of deposits or other considerations when a contract is canceled. 

• Unilateral Cancellation: The act of one party canceling a contract without the consent of the 
other party, typically due to the failure of a contingency or breach of contract. 

Slide 3: Understanding Cancellation in Real Estate Contracts 

• What is Contract Cancellation? 

o Cancellation refers to the termination of a real estate contract, releasing both parties from 
their obligations. Cancellation can occur by mutual agreement or under specific 
conditions set forth in the contract, such as failure to meet a contingency. 

o Types of Cancellation: 

 Bilateral (Mutual) Rescission: Both parties agree to terminate the contract. 

 Unilateral Cancellation: One party cancels the contract based on a contingency 
failure or breach by the other party. 

Slide 4: Bilateral Rescission 

• What is Bilateral Rescission? 

o Bilateral rescission occurs when both the buyer and seller mutually agree to cancel the 
contract, releasing each other from further performance and obligations. This is often 
done in cases where the parties decide not to proceed with the transaction for mutually 
beneficial reasons. 

o When Bilateral Rescission is Used: 
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 This type of cancellation is common when the buyer cannot secure financing, or 
the property does not meet expectations during inspections, and both parties agree 
to terminate the contract amicably. 

Slide 5: Unilateral Cancellation 

• What is Unilateral Cancellation? 

o Unilateral cancellation occurs when one party cancels the contract without the consent of 
the other party. This typically happens when a contingency, such as financing or 
inspection, is not met, or if there is a breach of contract. 

o Common Reasons for Unilateral Cancellation: 

 Buyer fails to secure financing by the deadline. 

 Seller fails to meet a condition of the contract, such as repairing the property. 

 Breach of contract by either party. 

Slide 6: Further-Approval Contingency Provisions 

• What is a Further-Approval Contingency? 

o A further-approval contingency provision allows either party to cancel the contract if 
specific approvals, such as mortgage approval, inspections, or appraisal results, are not 
obtained. This protects the buyer or seller from being obligated to proceed if the 
conditions are not met. 

o How It Protects the Parties: 

 If the buyer’s loan application is denied or the property does not pass an 
inspection, the contingency allows for cancellation without penalties, and the 
buyer’s earnest money deposit is typically returned. 

Slide 7: Restoration in Contract Cancellation 

• What is Restoration? 

o Restoration involves returning the parties to their pre-contract state following a 
cancellation. This typically includes the refund of any deposits, such as the buyer’s 
earnest money, and ensuring that neither party is financially harmed by the cancellation. 
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o Restoring the Parties: Restoration is critical in bilateral rescissions where both parties are 
released from further obligations. The goal is to return both parties to the status they were 
in before entering the contract. 

Slide 8: Consequences of Unilateral Cancellation 

• Consequences for the Canceling Party: 

o If a party unilaterally cancels a contract without proper cause or without following the 
terms of the contract, they may be in breach of contract and face legal consequences. This 
can include losing the earnest money deposit or being sued for damages. 

• Consequences for the Other Party: 

o If a party unilaterally cancels the contract without following the correct procedure, the 
other party may pursue legal remedies such as forcing the sale through specific 
performance or seeking monetary damages. 

 Student Exercise: Chapter 43: Cancellation Excuses Further Performance 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Contract Cancellation 

2. _______________ Buyer’s Default 

3. _______________ Seller’s Default 

4. _______________ Mutual Agreement to Cancel 

5. _______________ Liquidated Damages Clause 

Definitions: 

• (A) A provision in the purchase agreement that sets a predetermined amount the buyer must 
forfeit if they back out of the deal. 

• (B) A formal termination of the purchase contract, releasing both parties from their obligations. 

• (C) When the buyer fails to meet their contractual obligations, such as missing deadlines or not 
securing financing. 

• (D) When the seller fails to complete required actions, such as delivering clear title or making 
promised repairs. 
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• (E) A situation where both buyer and seller agree to terminate the contract without penalties to 
either party. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. If a buyer does not secure financing or misses a contractual deadline, they are considered in 
_______________. 

2. A _______________ is an option where both the buyer and seller agree to cancel the contract 
with no penalties. 

3. If a seller refuses to make necessary disclosures or transfer clear title, they may be in 
_______________. 

4. Some contracts include a _______________ that requires the buyer to forfeit their earnest money 
if they default. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer is unable to obtain loan approval by the deadline, and the seller 
cancels the contract. 

2. _______________ The seller refuses to complete necessary repairs as agreed, preventing the sale 
from closing. 

3. _______________ Both parties decide to walk away from the contract with no legal or financial 
penalties. 

4. _______________ The contract includes a provision that allows the seller to keep the earnest 
money deposit if the buyer backs out. 

Options: 

• (A) Buyer’s Default 

• (B) Seller’s Default 

• (C) Mutual Agreement to Cancel 

• (D) Liquidated Damages Clause 
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Exercise 4: True or False 

Circle True or False for each statement: 

1. If both parties agree, a contract can be canceled without penalties. 

o True / False 

2. A buyer’s default always results in legal action by the seller. 

o True / False 

3. The seller must return the buyer’s earnest money deposit if a liquidated damages clause is not 
included. 

o True / False 

4. A seller’s failure to deliver clear title can justify contract cancellation by the buyer. 

o True / False 

 

Answer Key: Chapter 43 
Exercise 1: Word Matching 

1. B - Contract Cancellation 

2. C - Buyer’s Default 

3. D - Seller’s Default 

4. E - Mutual Agreement to Cancel 

5. A - Liquidated Damages Clause 

Exercise 2: Fillable Fields 

1. Buyer’s Default 

2. Mutual Agreement to Cancel 

3. Seller’s Default 

4. Liquidated Damages Clause 

Exercise 3: Scenario-Based Matching 

1. A - Buyer’s Default 

2. B - Seller’s Default 
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3. C - Mutual Agreement to Cancel 

4. D - Liquidated Damages Clause 

Exercise 4: True or False 

1. True 

2. False 

3. True 

4. True 

 Class Presentation: Chapter 44: Time to Perform 

Slide 2: Key Terms 

• Authorization-to-Extend Provision: A clause in a contract that allows one or both parties to 
extend the time frame for completing specific obligations without canceling the contract. 

• Condition Concurrent: A requirement that both parties must fulfill their obligations at the same 
time. For example, the buyer delivers the purchase funds, and the seller delivers the deed 
simultaneously. 

• Condition Precedent: A condition that must be met before one party is obligated to perform their 
contractual duties, such as securing financing before closing. 

• Notice of Cancellation: A formal notice issued by one party to terminate the contract due to a 
failure of performance or breach by the other party. 

• Seller-May-Cancel Provision: A clause that allows the seller to cancel the contract if the buyer 
fails to meet certain deadlines or obligations. 

• Time-Essence Provision: A clause in a contract that makes timely performance essential to the 
agreement. If deadlines are missed, the contract may be canceled or other consequences may 
apply. 

Slide 3: The Importance of Time to Perform in Real Estate Contracts 

• What is Time to Perform? 
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o Time to perform refers to the specific time frames in which each party must fulfill their 
obligations under the terms of the real estate contract. These time frames are critical to 
ensuring the transaction proceeds smoothly and is completed on time. 

o Consequences of Delays: If deadlines are missed, the party at fault may face penalties, 
including contract cancellation or legal action. 

Slide 4: Time-Essence Provision 

• What is a Time-Essence Provision? 

o A time-essence provision makes the timing of performance a critical element of the 
contract. If either party fails to meet the deadlines specified in the contract, it can lead to 
immediate termination or other legal consequences. 

o Enforcement of Time-Essence Provisions: 

 These provisions are strictly enforced, meaning that even minor delays can result 
in cancellation or breach of contract claims if the time-essence provision is 
included in the agreement. 

Slide 5: Seller-May-Cancel Provision 

• What is a Seller-May-Cancel Provision? 

o The seller-may-cancel provision gives the seller the right to cancel the contract if the 
buyer fails to meet specific obligations, such as providing financing approval or 
completing required inspections by certain deadlines. 

o Seller’s Options: 

 If the buyer does not perform within the required time frame, the seller can cancel 
the contract without penalty and retain any deposits or earnest money that may be 
specified in the contract. 

Slide 6: Authorization-to-Extend Provision 

• What is an Authorization-to-Extend Provision? 

o An authorization-to-extend provision allows either party to extend the time frame for 
fulfilling contractual obligations without having to cancel the contract. This provision is 
often used when delays are anticipated or when more time is needed to meet conditions 
like securing financing or completing repairs. 
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o How It Works: 

 The party seeking the extension must notify the other party in writing, and the 
extension typically requires mutual agreement. This provision helps avoid 
premature cancellation of the contract while ensuring both parties have sufficient 
time to fulfill their duties. 

Slide 7: Condition Concurrent and Condition Precedent 

• Condition Concurrent: 

o A condition concurrent requires both parties to perform their obligations at the same time. 
For example, the buyer pays for the property while the seller simultaneously transfers the 
deed. These conditions are common in closing procedures. 

• Condition Precedent: 

o A condition precedent is a requirement that must be met before one party is obligated to 
perform their duties. For instance, the buyer must secure financing before the seller is 
required to transfer the title. If the condition precedent is not met, the contract may be 
canceled. 

Slide 8: Notice of Cancellation 

• What is a Notice of Cancellation? 

o A Notice of Cancellation is a formal document issued by one party to terminate the 
contract due to the other party’s failure to meet their obligations or deadlines. The notice 
outlines the reasons for cancellation and legally ends the contract, releasing both parties 
from further performance. 

o When to Use It: 

 This notice is typically used when time-essence provisions or specific deadlines, 
such as financing or inspection deadlines, are not met. It serves as the official 
termination of the contract and must be delivered in writing. 

Slide 9: Managing Time to Perform in Contracts 

• Best Practices for Managing Deadlines: 

o Track Important Deadlines: Both buyers and sellers should track key deadlines related to 
financing, inspections, and other conditions to avoid penalties or cancellations. 
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o Use of Extensions: When delays are anticipated, parties should use the authorization-to-
extend provision to mutually agree on an extension rather than risking a breach of 
contract. 

o Clear Communication: Both parties should maintain clear communication throughout the 
transaction to ensure that everyone is aware of deadlines and any potential issues that 
may cause delays. 

 Student Exercise: Chapter 44: Time to Perform 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Time is of the Essence Clause 

2. _______________ Performance Deadline 

3. _______________ Notice to Perform 

4. _______________ Breach of Contract 

5. _______________ Extension Agreement 

Definitions: 

• (A) A clause in a contract stating that all deadlines must be met precisely, or the contract may be 
terminated. 

• (B) A set date by which a party must complete their contractual obligations. 

• (C) A formal warning given to a party who has failed to meet a contractual deadline, requiring 
action within a specified period. 

• (D) The failure of a party to fulfill their contractual obligations, which may result in penalties or 
contract termination. 

• (E) A written agreement between the buyer and seller that extends the time for completing 
contractual duties. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A _______________ notifies a party that they must complete their contractual obligation or risk 
termination. 
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2. Contracts with a _______________ clause strictly enforce deadlines, meaning any delays could 
lead to cancellation. 

3. If a party needs additional time to fulfill their obligation, they may negotiate an 
_______________ with the other party. 

4. Missing a _______________ without an agreed extension can lead to legal consequences. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer fails to provide their earnest money deposit by the required deadline, 
and the seller demands action within 48 hours. 

2. _______________ The contract states that all deadlines are firm, and failure to meet them can 
result in termination. 

3. _______________ A seller and buyer agree to extend the closing date by an additional two 
weeks. 

4. _______________ A buyer does not secure financing by the agreed deadline, putting them in 
violation of the contract terms. 

Options: 

• (A) Notice to Perform 

• (B) Time is of the Essence Clause 

• (C) Extension Agreement 

• (D) Breach of Contract 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A "Time is of the Essence" clause means deadlines must be strictly followed. 

o True / False 

2. A seller must always allow an extension if a buyer needs more time to complete their 
obligations. 

o True / False 
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3. A Notice to Perform is used when one party fails to meet a contractual deadline. 

o True / False 

4. A party that breaches the contract by missing a deadline may face penalties or legal 
consequences. 

o True / False 

 

Answer Key: Chapter 44 
Exercise 1: Word Matching 

1. A - Time is of the Essence Clause 

2. B - Performance Deadline 

3. C - Notice to Perform 

4. D - Breach of Contract 

5. E - Extension Agreement 

Exercise 2: Fillable Fields 

1. Notice to Perform 

2. Time is of the Essence Clause 

3. Extension Agreement 

4. Performance Deadline 

Exercise 3: Scenario-Based Matching 

1. A - Notice to Perform 

2. B - Time is of the Essence Clause 

3. C - Extension Agreement 

4. D - Breach of Contract 

Exercise 4: True or False 

1. True 

2. False 

3. True 
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4. True 

 Class Presentation: Chapter 45: Cancellation, Release, and Waiver 

Slide 2: Key Terms 

• Agency Disputes: Conflicts that arise between the real estate agent and their client (principal), 
often due to miscommunication, misunderstandings, or breach of fiduciary duty. 

• Principal Disputes: Disputes between the buyer and seller (the principals) in a real estate 
transaction, typically involving contract performance, terms of the sale, or misunderstandings 
related to contingencies. 

• Unknown and Unsuspected Claims: Legal claims that may arise after a contract is canceled or a 
release is signed, based on information that was not known or anticipated at the time of the 
agreement. 

Slide 3: What is Contract Cancellation? 

• Cancellation of a Real Estate Contract: 

o Cancellation refers to the termination of a real estate contract, releasing both parties from 
their contractual obligations. Cancellation can occur through mutual agreement, failure to 
meet contingencies, or breach of contract. 

o Voluntary vs. Involuntary Cancellation: 

 Voluntary Cancellation: When both parties mutually agree to terminate the 
contract, often in the form of a bilateral rescission. 

 Involuntary Cancellation: Occurs when one party cancels due to a breach or 
failure to meet a condition precedent, often resulting in legal disputes or claims 
for damages. 

Slide 4: Understanding Release in Real Estate Contracts 

• What is a Release? 

o A release is a legal agreement in which one or both parties agree to relinquish their claims 
and rights against the other party. It often follows the cancellation of a contract and is 
intended to prevent future disputes or litigation. 
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o Purpose of a Release: 

 A release ensures that both parties are protected from future claims related to the 
canceled contract, providing closure to the transaction and reducing legal risk. 

Slide 5: Waiver of Contractual Rights 

• What is a Waiver? 

o A waiver occurs when a party voluntarily gives up a right or claim they are entitled to 
under the terms of the contract. In real estate, waivers can involve forfeiting rights to sue 
for breach of contract or waiving contingencies in order to proceed with the transaction. 

• Common Waivers in Real Estate: 

 Waiving a financing contingency or inspection contingency to move forward with 
the purchase. 

Slide 6: Managing Agency Disputes 

• What are Agency Disputes? 

o Agency disputes occur between a real estate agent and their client (the principal), often 
involving misunderstandings about the agent’s duties or claims of a breach of fiduciary 
duty. 

o Examples of Agency Disputes: 

 Disputes over the agent’s handling of offers, miscommunication about contract 
terms, or the agent’s failure to disclose material facts. 

o Resolving Agency Disputes: 

 The agent’s fiduciary duty requires them to act in the client’s best interest. 
Disputes are often resolved through mediation or arbitration, but in severe cases, 
they may escalate to legal action 

Slide 7: Managing Principal Disputes 

• What are Principal Disputes? 

o Principal disputes occur between the buyer and seller (the principals) in a real estate 
transaction. These disputes often arise over contract performance, contingencies, or 
misunderstandings about the terms of the sale. 
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o Common Principal Disputes: 

 Disagreements over the condition of the property, failure to disclose material 
facts, or disputes over closing costs. 

o Handling Principal Disputes: 

 These disputes can often be resolved through renegotiation or mediation. If 
unresolved, they may lead to litigation or contract termination. 

Slide 8: Unknown and Unsuspected Claims 

• What are Unknown and Unsuspected Claims? 

o Unknown and unsuspected claims refer to legal claims that may arise after the 
cancellation or release of a contract, based on facts or conditions that were not known or 
anticipated at the time the contract was terminated. 

o Examples: 

 A property defect discovered after the sale is canceled, or undisclosed legal issues 
with the property title that arise later. 

o Protecting Against Unknown Claims: 

 Parties can include language in the release agreement to protect against future 
claims, typically stating that all known and unknown claims are waived upon 
signing the release. 

 Student Exercise: Chapter 45: Cancellation, Release, and Waiver 
Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Contract Cancellation 

2. _______________ Release of Liability 

3. _______________ Mutual Agreement to Cancel 

4. _______________ Waiver of Contingency 

5. _______________ Earnest Money Refund 

Definitions: 
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• (A) A formal termination of a contract, releasing both parties from their obligations. 

• (B) A legal document in which one party agrees not to hold the other responsible for any claims 
after contract cancellation. 

• (C) A situation where both the buyer and seller agree to terminate the contract with no penalties 
to either party. 

• (D) A voluntary decision by a buyer to remove a contingency, eliminating their right to 
renegotiate or cancel the contract based on that condition. 

• (E) The return of the buyer’s deposit if contract conditions are not met, unless the agreement 
states otherwise. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. If both parties decide not to proceed with a sale, they may enter into a _______________ to 
terminate the contract. 

2. A _______________ ensures that neither party can sue the other after a contract is terminated. 

3. When a buyer chooses to proceed with the purchase despite an unmet contingency, they sign a 
_______________. 

4. If a contract is canceled under certain conditions, the buyer may be entitled to an 
_______________. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer and seller mutually agree to terminate the contract, and both walk 
away with no legal obligations. 

2. _______________ A buyer decides to move forward with the purchase even though the home 
appraisal came in lower than expected. 

3. _______________ A seller agrees to cancel the contract and signs a document ensuring the 
buyer will not be held liable for future claims. 

4. _______________ The buyer backs out of the purchase before the financing deadline, and their 
deposit is refunded. 



 
 

Week 3 | Real Estate Practice                            2025 - All Rights Reserved   Page 71 of 83 
 

Options: 

• (A) Mutual Agreement to Cancel 

• (B) Waiver of Contingency 

• (C) Release of Liability 

• (D) Earnest Money Refund 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A waiver of contingency means the buyer forfeits their right to back out of the deal based on that 
condition. 

o True / False 

2. If a contract is canceled, a release of liability protects both parties from future legal claims. 

o True / False 

3. A seller must always refund the buyer’s earnest money deposit after contract cancellation. 

o True / False 

4. A mutual agreement to cancel a contract can be reached at any point before closing. 

o True / False 

 

Answer Key: Chapter 45 
Exercise 1: Word Matching 

1. A - Contract Cancellation 

2. B - Release of Liability 

3. C - Mutual Agreement to Cancel 

4. D - Waiver of Contingency 

5. E - Earnest Money Refund 

Exercise 2: Fillable Fields 

1. Mutual Agreement to Cancel 
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2. Release of Liability 

3. Waiver of Contingency 

4. Earnest Money Refund 

Exercise 3: Scenario-Based Matching 

1. A - Mutual Agreement to Cancel 

2. B - Waiver of Contingency 

3. C - Release of Liability 

4. D - Earnest Money Refund 

Exercise 4: True or False 

1. True 

2. True 

3. False 

4. True 

 Class Presentation: Chapter 46: The Seller’s Breach 

Slide 2: Key Terms 

• Bona Fide Purchaser (BFP): A purchaser who buys property in good faith, without notice of any 
other party’s claims or interests, and pays valuable consideration for the property. 

• General Damages: Compensation awarded to the injured party for losses that naturally and 
generally result from a breach of contract, such as the difference between the contract price and 
the market value of the property. 

• Implied Covenant of Good Faith and Fair Dealing: A legal principle that obligates both parties to 
act fairly and in good faith, ensuring they do not undermine or destroy the other party’s rights 
under the contract. 

• Price-to-Value Difference: The difference between the price agreed upon in the contract and the 
property’s actual value, which may impact the damages awarded in the event of a breach. 

• Right of First Refusal: A contractual right that gives a party the first opportunity to purchase a 
property before the seller offers it to others. 
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• Special Damages: Compensation for specific losses incurred by the injured party that go beyond 
general damages, such as additional costs resulting from the breach. 

Slide 3: Understanding the Seller’s Breach 

• What is a Seller’s Breach? 

o A seller’s breach occurs when the seller fails to fulfill their obligations under the real 
estate contract, such as refusing to transfer the property, failing to clear title issues, or 
backing out of the sale without just cause. 

o Common Reasons for Seller’s Breach: 

 The seller decides not to sell. 

 The seller fails to meet a condition, such as completing agreed-upon repairs. 

 The seller is unable to deliver clear title to the buyer. 

Slide 4: Bona Fide Purchaser (BFP) and Its Role in Seller’s Breach 

• What is a Bona Fide Purchaser (BFP)? 

o A bona fide purchaser is someone who purchases property in good faith, without 
knowledge of any other claims or disputes over the property, and pays a fair price for it. 

o Impact of a Seller’s Breach: 

 If the seller breaches the contract but sells the property to a BFP, the original 
buyer may have limited options for recovering the property, but they may still 
seek damages from the seller. 

Slide 5: General and Special Damages in Seller’s Breach 

• General Damages: 

o General damages are intended to compensate the buyer for the financial loss they incur 
due to the seller’s breach. This typically includes the difference between the agreed-upon 
contract price and the market value of the property at the time of the breach. 

o Example: If the buyer agreed to purchase the property for $500,000 and the market value 
of the property at the time of the breach was $550,000, the buyer may be entitled to 
$50,000 in general damages. 

• Special Damages: 
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o Special damages compensate the buyer for additional losses beyond the general damages, 
such as extra costs incurred due to the breach (e.g., moving expenses, storage fees, or lost 
business opportunities). 

o Example: If the buyer had to rent temporary housing because the seller refused to 
complete the sale, the buyer could claim these costs as special damages. 

Slide 6: Implied Covenant of Good Faith and Fair Dealing 

• What is the Implied Covenant of Good Faith and Fair Dealing? 

o The implied covenant of good faith and fair dealing is a legal obligation inherent in every 
contract. It requires both parties to act honestly and fairly toward one another and not to 
interfere with the other party’s ability to enjoy the benefits of the contract. 

o In the Context of a Seller’s Breach: 

 If the seller acts in bad faith, such as deliberately delaying the sale or concealing 
material facts about the property, they may be in breach of this implied covenant, 
opening the door for the buyer to seek additional damages. 

Slide 7: Price-to-Value Difference 

• Understanding Price-to-Value Difference: 

o The price-to-value difference refers to the gap between the contract price and the actual 
market value of the property at the time of the breach. This difference often determines 
the buyer’s entitlement to damages. 

o How It Impacts Damages: 

 If the market value of the property has increased since the contract was signed, 
the buyer can claim the difference as part of their damages. However, if the 
market value has decreased, the buyer may have less or no claim for damages. 

Slide 8: Right of First Refusal in Real Estate Contracts 

• What is the Right of First Refusal? 

o The right of first refusal is a contractual right that gives a buyer the first opportunity to 
purchase a property before the seller can offer it to other buyers. If the seller breaches this 
provision by selling the property to someone else, the original buyer may have grounds to 
seek damages or enforce the contract. 
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o Enforcing the Right of First Refusal: 

 If a seller fails to honor the buyer’s right of first refusal, the buyer may be able to 
force the sale through legal action or recover damages based on the price-to-value 
difference. 

Slide 9: Remedies Available to the Buyer for a Seller’s Breach 

• Legal Remedies for Breach: 

o Specific Performance: A legal remedy in which the court orders the seller to complete the 
sale as originally agreed. This remedy is often sought when the property is unique or 
irreplaceable. 

o Monetary Damages: If specific performance is not an option, the buyer may seek 
monetary damages, including general and special damages, to compensate for the 
financial losses caused by the breach. 

• Equitable Remedies: 

o Restitution: Returning the buyer to their pre-contract position, which may involve the 
refund of deposits or other costs. 

o Rescission: Canceling the contract and releasing both parties from their obligations, often 
combined with restitution. 

 Student Exercise: Chapter 46: The Seller’s Breach 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Seller’s Breach of Contract 

2. _______________ Specific Performance 

3. _______________ Monetary Damages 

4. _______________ Liquidated Damages Clause 

5. _______________ Buyer’s Legal Remedies 

Definitions: 

• (A) The failure of the seller to fulfill their contractual obligations, such as refusing to close or 
transfer title. 
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• (B) A legal action requiring the seller to complete the transaction as agreed rather than 
compensating the buyer financially. 

• (C) Financial compensation awarded to the buyer for losses suffered due to the seller’s breach of 
contract. 

• (D) A contract provision that outlines the specific financial penalties for a seller’s failure to 
perform. 

• (E) The buyer’s available legal options when a seller breaches the contract, including suing for 
damages or forcing the sale to proceed. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. If a seller refuses to complete the sale without legal justification, they are in _______________. 

2. A buyer may file a _______________ lawsuit to force the seller to complete the transaction as 
agreed. 

3. If the seller breaches the contract, they may be required to pay _______________ to compensate 
the buyer for any financial loss. 

4. A _______________ outlines in advance the amount of money the seller must pay if they fail to 
fulfill their contractual obligations. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A seller refuses to sign the closing documents even though all contractual 
conditions have been met. 

2. _______________ A buyer sues the seller to force them to transfer ownership of the property as 
originally agreed. 

3. _______________ A seller must compensate the buyer for costs incurred due to their failure to 
complete the transaction. 

4. _______________ A real estate contract includes a clause stating the seller will owe the buyer a 
set amount of money if they cancel the sale. 
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Options: 

• (A) Seller’s Breach of Contract 

• (B) Specific Performance 

• (C) Monetary Damages 

• (D) Liquidated Damages Clause 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. If a seller breaches the contract, the buyer’s only remedy is to receive a refund of their earnest 
money. 

o True / False 

2. Specific performance forces a seller to complete the property sale as agreed. 

o True / False 

3. Buyers are not entitled to any compensation if a seller fails to complete the transaction. 

o True / False 

4. A liquidated damages clause sets predetermined financial penalties for contract breaches. 

o True / False 

 

Answer Key: Chapter 46 
Exercise 1: Word Matching 

1. A - Seller’s Breach of Contract 

2. B - Specific Performance 

3. C - Monetary Damages 

4. D - Liquidated Damages Clause 

5. E - Buyer’s Legal Remedies 

Exercise 2: Fillable Fields 

1. Seller’s Breach of Contract 
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2. Specific Performance 

3. Monetary Damages 

4. Liquidated Damages Clause 

Exercise 3: Scenario-Based Matching 

1. A - Seller’s Breach of Contract 

2. B - Specific Performance 

3. C - Monetary Damages 

4. D - Liquidated Damages Clause 

Exercise 4: True or False 

1. False 

2. True 

3. False 

4. True 

 Class Presentation: Chapter 47: The Breaching Buyer’s Responsibilities 

Slide 2: Key Terms 

• General Damages: Compensation awarded to the seller for losses that generally result from a 
buyer’s breach of contract, such as the difference between the contract price and the resale price 
of the property. 

• Implicit Rent: A concept used to estimate the value of rent or income lost by the seller due to the 
buyer’s failure to complete the purchase. 

• Net Sales Proceeds: The amount of money the seller receives after all costs, fees, and expenses 
are deducted from the sale of the property. 

• Price-to-Value Difference: The difference between the contract price and the market value of the 
property, which is used to calculate damages in a breach of contract case. 

• Special Damages: Compensation for specific losses incurred due to the breach, such as additional 
costs or financial harm beyond the general damages. 
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• Specific Performance Action: A legal remedy that forces the breaching buyer to complete the 
purchase as agreed in the contract. 

Slide 3: The Buyer’s Breach of Contract 

• What is a Buyer’s Breach? 

o A buyer’s breach occurs when the buyer fails to fulfill their obligations under the real 
estate contract. Common breaches include failing to secure financing, refusing to close 
the sale, or violating the terms of the agreement. 

o Impact on the Seller: 

 When a buyer breaches the contract, the seller may suffer financial losses, 
including lost opportunities to sell to other buyers or the need to re-list the 
property. 

Slide 4: General and Special Damages in a Buyer’s Breach 

• General Damages: 

o General damages compensate the seller for the difference between the agreed-upon 
contract price and the property’s resale price if the property is sold to a new buyer at a 
lower price. 

o Example: If the contract price was $500,000 and the property is later sold for $480,000, 
the seller may claim $20,000 in general damages. 

• Special Damages: 

o Special damages go beyond general damages and cover additional costs, such as extra 
marketing expenses, legal fees, or any financial harm caused by the delay in the sale. 

o Example: If the seller incurred additional costs for mortgage payments or maintenance 
while trying to resell the property, these costs may be recovered as special damages. 

Slide 5: Implicit Rent and Lost Income 

• What is Implicit Rent? 

o Implicit rent refers to the lost rental value or income that the seller could have earned had 
the property been leased out during the period in which the buyer failed to close. This 
concept is often applied when calculating special damages. 
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o Example: If the seller could have rented the property for $2,500 per month and the sale 
was delayed by three months due to the buyer’s breach, the seller may claim $7,500 in 
implicit rent. 

Slide 6: Net Sales Proceeds and Re-Sale 

• Net Sales Proceeds in a Breach Scenario: 

o The net sales proceeds represent the amount the seller receives after closing costs, agent 
fees, and other expenses are deducted from the property’s resale price. 

o Impact of the Buyer’s Breach: 

 If the property is re-sold at a lower price, the seller’s net sales proceeds will be 
lower than anticipated, and the difference may be recoverable as damages. 

Slide 7: Price-to-Value Difference 

• Understanding the Price-to-Value Difference: 

o The price-to-value difference refers to the gap between the contract price and the current 
market value of the property at the time of the breach. This difference is a key factor in 
determining the seller’s damages. 

o Example: If the contract price was $500,000 but the property’s market value drops to 
$475,000 due to the buyer’s breach, the seller may claim the $25,000 difference as part of 
their damages. 

Slide 8: Specific Performance as a Remedy 

• What is Specific Performance? 

o Specific performance is a legal remedy that allows the seller to force the breaching buyer 
to complete the purchase as agreed. This remedy is typically sought when the property is 
unique or has special value to the seller. 

o When Specific Performance is Used: 

 If monetary damages are insufficient to compensate the seller, the court may order 
the buyer to complete the transaction according to the original contract terms. 
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 Student Exercise: Chapter 47: The Breaching Buyer’s Responsibilities 

Exercise 1: Word Matching 

Match the terms below with their definitions. Write the correct letter in the blank: 

1. _______________ Buyer’s Breach of Contract 

2. _______________ Earnest Money Forfeiture 

3. _______________ Specific Performance Lawsuit 

4. _______________ Seller’s Remedies 

5. _______________ Liquidated Damages Clause 

Definitions: 

• (A) When a buyer fails to fulfill their contractual obligations, such as securing financing or 
completing the purchase. 

• (B) A lawsuit filed by the seller to force the buyer to complete the purchase agreement. 

• (C) A contract provision that pre-determines financial penalties if the buyer backs out of the 
transaction. 

• (D) When a buyer cancels a contract without a valid reason, resulting in the seller keeping the 
initial deposit. 

• (E) The seller’s legal options when a buyer defaults, including suing for damages or keeping the 
earnest money deposit. 

 
Exercise 2: Fillable Fields 

Complete the sentences with the correct terms: 

1. A _______________ may allow the seller to keep the buyer’s deposit as compensation for the 
failed transaction. 

2. If a buyer fails to proceed with the purchase, the seller may file a _______________ to enforce 
the contract. 

3. The _______________ outlines in advance the financial consequences if the buyer breaches the 
agreement. 
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4. When a buyer defaults, the seller has several _______________, such as suing for damages or 
retaining the deposit. 

 
Exercise 3: Scenario-Based Matching 

Match the scenario with the correct term. Write the correct letter in the blank: 

1. _______________ A buyer fails to secure financing and does not close on the property, violating 
the contract. 

2. _______________ The contract states that if the buyer backs out without cause, the seller keeps 
the earnest money. 

3. _______________ A seller sues the buyer to force them to complete the real estate transaction as 
agreed. 

4. _______________ A seller decides to take legal action against a defaulting buyer rather than 
simply keeping the earnest money deposit. 

Options: 

• (A) Buyer’s Breach of Contract 

• (B) Liquidated Damages Clause 

• (C) Specific Performance Lawsuit 

• (D) Seller’s Remedies 

 
Exercise 4: True or False 

Circle True or False for each statement: 

1. A buyer’s breach of contract allows the seller to cancel the transaction and potentially keep the 
earnest money deposit. 

o True / False 

2. A specific performance lawsuit requires the seller to pay damages to the buyer. 

o True / False 

3. The seller can only sue for monetary damages if there is a liquidated damages clause in the 
contract. 

o True / False 
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4. Earnest money forfeiture is a common consequence of a buyer’s failure to close on a property. 

o True / False 

 

Answer Key: Chapter 47 
Exercise 1: Word Matching 

1. A - Buyer’s Breach of Contract 

2. D - Earnest Money Forfeiture 

3. B - Specific Performance Lawsuit 

4. E - Seller’s Remedies 

5. C - Liquidated Damages Clause 

Exercise 2: Fillable Fields 

1. Earnest Money Forfeiture 

2. Specific Performance Lawsuit 

3. Liquidated Damages Clause 

4. Seller’s Remedies 

Exercise 3: Scenario-Based Matching 

1. A - Buyer’s Breach of Contract 

2. B - Liquidated Damages Clause 

3. C - Specific Performance Lawsuit 

4. D - Seller’s Remedies 

Exercise 4: True or False 

1. True 

2. False 

3. False 

4. True 
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