A homeowner entered into two separate contracts with a contractor for the renovation of her

kitchen and the remodeling of her bathroom. The homeowner has refused to pay the contractor

on both contracts because of dissatisfaction with his work.

Under the kitchen contract, the contractor had agreed to renovate the homeowner’s kitchen for

$50,000, payable in installments. The final installment of $8,000 was due 10 days after

completion of the project. The kitchen contract called for repainting the cabinets, installing new

appliances bought by the homeowner from a third party, and replacing the flooring in the kitchen

with linoleum, which is a floor covering made from natural materials. When the contract was

negotiated, the contractor had asked the homeowner why she wanted “such old-fashioned

flooring instead of more modern resilient flooring like vinyl.” The homeowner had responded,

“We are a green household, and it is very important to us to use linoleum, which is a green

product, unlike vinyl. Moreover, I grew up in a house with a linoleum floor in the kitchen, and I

really want to be reminded of my youth when I walk into the kitchen.”

Despite the clear contract language, the contractor installed vinyl flooring in the kitchen. The

vinyl flooring looks similar to the contractually required linoleum but is not as durable. Before

the final payment was due, the homeowner discovered that the flooring was vinyl rather than

linoleum and confronted the contractor. The contractor stated, “I knew that you wanted linoleum,

but that’s a crazy idea. Vinyl was a lot easier for my workers to install, and it looks as good as

linoleum. So I made an executive decision to go with vinyl.” The homeowner announced that she

would not make the last installment payment unless the contractor removed the vinyl flooring

and replaced it with linoleum. Removing the vinyl flooring and replacing it with linoleum would

be labor-intensive and would cost the contractor approximately $10,000. The market value of the

house, however, would be the same whether the kitchen had vinyl flooring such as that installed

by the contractor or linoleum flooring as called for in the contract.

Under the bathroom contract, the contractor had agreed to remodel the homeowner’s bathroom

for $25,000. The contract called for the existing bathtub to remain along one wall and a new

vanity (cabinet and sink) to be installed along the opposite wall. The contract called for a 30-inch

space between the vanity and the bathtub (so that a person could easily walk between them).

After the contractor said he was finished, the homeowner measured the space between the vanity

and the bathtub and discovered that it was only 29 inches. The homeowner then announced that

she would not pay the last installment of the contract price ($10,000), which was due upon

completion of the remodeling, unless the contractor “did something” to make the space at least

30 inches wide. The only way to make the space at least 30 inches wide would be to remove

either the vanity or the bathtub and to obtain and install a smaller custom-made model. This

would cost the contractor about $7,500. The market value of the house with only a 29-inch space

between the vanity and the bathtub, however, would be $500 less than with a 30-inch space.

The homeowner had selected the contractor because of the contractor’s reputation for highquality

installation. In both contracts, the price was based mostly on labor costs because the cost

of materials and fixtures was relatively small.

Assuming that the contractor will do nothing to address the homeowner’s concerns:

1. How much more, if anything, is the homeowner required to pay the contractor under the

kitchen contract? Explain.

2. How much more, if anything, is the homeowner required to pay the contractor under the

bathroom contract? Explain.

_________________________

CONTRACTS QUESTION 2

On March 1, a contractor and an owner of movie theaters signed an agreement providing that, no

later than August 15, the contractor would install seats in the owner’s new movie theater. The

agreed-upon price was $100,000, which was less than the $150,000 that other similar contractors

would charge for the same work. The agreement required that the owner pay the contractor half the

price at the time the work commenced and the other half at completion. The contractor was willing

to do the work for less money than its competitors because the contractor was new to the area and

hoped to build up a positive reputation.

The agreement further provided that the contractor would start work no later than July 1. On

July 1, before beginning the agreed-upon work, the contractor informed the owner that it would not

perform its obligations under the agreement because it had obtained a more lucrative installation

contract elsewhere. At that point, no payments had been made to the contractor.

The installation of the seats was the last step necessary for the theater to open to the public. The

owner, which had anticipated that the contractor would install the seats by the August 15 deadline,

had planned and widely promoted a film festival for September 1–10 to celebrate the opening of

the new movie theater.

Immediately after learning that the contractor would not install the seats, the owner began to look

for a substitute contractor. Despite diligent efforts, the owner could not find a contractor that would

agree to install the seats by August 15. Eventually, after an extensive search, the owner found a

substitute contractor that agreed to install the seats for $150,000 by September 15. No other

contractor could be found who would agree to install the seats at a lower price or before September

15.

Installation of the seats was completed on September 15, the substitute contractor was paid

$150,000, and the theater opened a few days later. Because the theater had no seats at the time of

the film festival scheduled for September 1–10, the owner canceled the festival.

The owner sued the original contractor for breach of contract, and the parties agreed to a non-jury

trial. The judge has concluded that the contractor’s actions with respect to the seat-installation

agreement constituted a breach of contract by the contractor. In addition, the judge has made the

following findings of fact:

• The contractor was unaware that the owner was planning to hold a film festival when it

entered into the contract.

• The owner would have made a profit of $35,000 if the seats had been installed in the

new movie theater and the film festival had been presented there as scheduled on

September 1–10.

• The owner could have relocated the film festival to a nearby college auditorium that

was available September 1–10 and, if this had occurred, the owner would have made a

profit of $25,000.

1. Do the damages recoverable by the owner include $50,000 for the amount paid to the

substitute contractor above the $100,000 price to be paid to the original contractor under the

contract? Explain.

2. May the owner recover for lost profits resulting from the cancellation of the film festival?
Explain.
3. Assuming that the owner is entitled to recover for lost profits resulting from the
cancellation of the film festival, how much should the owner recover? Explain
