classification of contracts in business
law

classification of contracts in business law is a fundamental concept that helps in
understanding how different agreements are categorized and regulated within the
commercial environment. Contracts serve as the backbone of business transactions,
providing legal enforceability to promises made between parties. This article explores the
various types of contracts recognized in business law, their characteristics, and the legal
implications associated with each category. Understanding the classification of contracts in
business law is essential for businesses, legal practitioners, and students to navigate
contractual obligations effectively. The article will cover classifications based on formation,
performance, validity, and enforceability, among others. Additionally, it will delve into
specific contract types such as bilateral and unilateral contracts, express and implied
contracts, and executed and executory contracts. This comprehensive overview will equip
readers with a clear framework to identify and analyze contracts within the business
context.
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Classification of Contracts Based on Formation

Contracts in business law can be categorized according to the manner in which they are
formed. This classification helps in understanding the legal processes and requirements
involved in creating binding agreements.

Bilateral Contracts

Bilateral contracts involve mutual promises made by two parties, where each party
commits to fulfilling their obligations. This is the most common type of contract in business
law, where both parties are bound simultaneously. For example, a sales contract where the
seller promises to deliver goods and the buyer promises to pay for them is bilateral.



Unilateral Contracts

A unilateral contract is formed when one party promises something in return for the other
party’s performance. The contract becomes binding only when the requested act is
completed. An example is a reward contract, where a person promises to pay if someone
finds and returns a lost item.

Express Contracts

Express contracts are those in which the terms are explicitly stated, either orally or in
writing. These contracts clearly define the duties and rights of each party, reducing
ambiguity in business transactions.

Implied Contracts

Implied contracts arise from the conduct of the parties rather than explicit words. In
business settings, these contracts are recognized when the actions of parties indicate an
agreement, such as when a customer orders food in a restaurant, implying an obligation to

pay.

Classification of Contracts Based on Performance

The classification of contracts based on performance focuses on the status of the
contractual obligations and whether these have been fulfilled or remain outstanding.

Executed Contracts

Executed contracts are those in which all parties have fully performed their contractual
duties. Once the agreed actions are completed, the contract is considered executed and no
further obligations remain.

Executory Contracts

Executory contracts refer to agreements where one or both parties still have outstanding
duties to perform. Most business contracts fall under this category during their active term,
such as lease agreements or supply contracts in progress.

Classification of Contracts Based on Validity

Contracts are also classified based on their validity, which determines whether they are
legally binding and enforceable under business law.



Valid Contracts

A valid contract meets all essential elements required by law, including offer, acceptance,
consideration, capacity, and legality. Such contracts are fully enforceable in a court of law.

Void Contracts

Void contracts lack one or more essential elements and are therefore not legally binding
from the outset. An example is a contract for an illegal purpose, which has no legal effect.

Voidable Contracts

Voidable contracts are initially valid but may be rescinded or affirmed by one party due to
certain legal defenses such as misrepresentation, duress, or undue influence. Until
rescinded, these contracts remain enforceable.

Unenforceable Contracts

Unenforceable contracts satisfy the basic elements but cannot be enforced due to legal
technicalities, such as the failure to comply with the Statute of Frauds which requires
certain contracts to be in writing.

Classification of Contracts Based on
Enforceability

Another important classification pertains to whether the contract can be enforced by law,
which depends on the circumstances surrounding its formation and execution.

Formal Contracts

Formal contracts require a specific form or method of creation to be enforceable, such as
contracts under seal or negotiable instruments. These contracts carry a higher degree of
legal formality.

Informal Contracts

Informal contracts, also known as simple contracts, do not require a particular form and are
valid based on the agreement and consideration alone. Most business contracts fall under
this category.



Special Types of Contracts in Business Law

In addition to general classifications, business law recognizes certain specialized contract
types that are frequently used in commercial transactions.

Option Contracts

An option contract gives one party the right, but not the obligation, to enter into another
contract at a later date. This type of contract is common in real estate and securities
transactions.

Contracts of Adhesion

Contracts of adhesion are standardized agreements drafted by one party with stronger
bargaining power, typically presented on a take-it-or-leave-it basis. These contracts are
common in insurance and consumer transactions.

Unconscionable Contracts

Unconscionable contracts are those that are so one-sided or oppressive that they shock the
conscience of the court. Business law provides remedies to prevent enforcement of such
unfair agreements.

Quasi-Contracts

Quasi-contracts are not true contracts but are imposed by courts to prevent unjust
enrichment when no formal agreement exists. They are used to ensure fairness in business
dealings where one party benefits at another’s expense.

Contracts of Guarantee and Bailment

Guarantee contracts involve a third party agreeing to fulfill another’s obligations if they
default, while bailment contracts concern the transfer of possession of goods for a specific
purpose under agreed terms. Both play critical roles in commercial law.

Bilateral and unilateral contracts

Express and implied contracts

Executed and executory contracts

Valid, void, voidable, and unenforceable contracts



e Formal and informal contracts

e Special contract types: option, adhesion, unconscionable, quasi, guarantee, and
bailment contracts

Frequently Asked Questions

What is the basic definition of contract classification in
business law?

Contract classification in business law refers to the categorization of contracts based on
different criteria such as their formation, performance, enforceability, and purpose to better
understand their legal implications and remedies.

What are the main types of contracts based on
formation?

Contracts based on formation are generally classified as express contracts, where terms
are explicitly stated, and implied contracts, where terms are inferred from actions or
circumstances.

How are contracts classified based on enforceability?

Contracts can be classified as valid contracts (legally binding), void contracts (not legally
enforceable), voidable contracts (initially valid but may be voided by one party), and
unenforceable contracts (valid but cannot be enforced due to legal technicalities).

What is the difference between unilateral and bilateral
contracts?

A unilateral contract involves one party making a promise in exchange for an act by
another party, while a bilateral contract involves mutual promises made by both parties to
perform certain obligations.

How are contracts classified according to performance?

Contracts are classified as executed contracts when both parties have fulfilled their
obligations, and executory contracts when some or all obligations are yet to be performed.

What are contracts classified by legality?

Contracts are classified as lawful contracts, which comply with legal requirements and
public policy, and illegal contracts, which involve acts prohibited by law and are
unenforceable.



What is the classification of contracts based on
certainty?

Contracts can be classified as certain contracts, where terms are clear and definite, and
uncertain contracts, where terms are vague or incomplete, often affecting their
enforceability.

Why is the classification of contracts important in
business law?

Classification of contracts is important because it helps determine the rights and
obligations of parties, the applicable legal rules, remedies available in case of breach, and
the overall enforceability of the contract.

Additional Resources

1. Contract Law: Classification and Principles

This book offers a comprehensive overview of contract law with a particular focus on the
classification of contracts. It explores the distinctions between unilateral and bilateral
contracts, executory and executed contracts, and void versus voidable agreements. The
text is ideal for students and practitioners looking to understand how different types of
contracts function within business law.

2. Business Contracts: Types and Legal Implications

Focusing on the variety of contracts used in business, this book provides detailed analysis
and examples of sales contracts, employment agreements, and partnership contracts. It
explains how classification affects the enforceability and obligations of parties involved. The
book also examines statutory and common law influences on contract classification.

3. Principles of Contract Classification in Commercial Law

This text delves into the theoretical frameworks behind contract classification, discussing
both traditional and modern approaches. It covers essential classifications such as express
and implied contracts, as well as formal and informal contracts. The book is designed to
help legal professionals navigate the complexities of contract categorization in commercial
settings.

4. Understanding Contracts: Types and Legal Effects in Business

A practical guide that breaks down various contract types and their legal effects on
business transactions. Readers will find clear explanations of fixed-term contracts,
conditional contracts, and adhesion contracts. The book also highlights how classification
impacts contract validity and remedies for breach.

5. Contract Types and Their Role in Business Transactions

This book provides an in-depth look at how different contract types function within business
environments, including sales contracts, service agreements, and licensing contracts. It
discusses the criteria used to classify contracts and the resulting legal consequences. The
text is supplemented with real-world case studies to illustrate key points.



6. Legal Classification of Contracts: A Business Perspective

Examining contract law from a business standpoint, this book emphasizes the importance
of correctly identifying contract types for risk management and compliance. It covers
classifications such as unilateral vs. bilateral, executed vs. executory, and valid vs. void
contracts. Practical advice is given for drafting and interpreting contracts to avoid disputes.

7. Business Law and Contract Classification: Frameworks and Applications

This resource offers both foundational knowledge and applied insights into how contracts
are classified in business law. It integrates discussions on offer and acceptance,
consideration, and contractual capacity with classification principles. The book is suitable
for law students and business professionals seeking to strengthen their contract law
expertise.

8. Types of Contracts in Commercial Law: A Detailed Guide

Focusing on commercial contracts, this guide categorizes contracts by their formation,
performance, and enforceability. It includes coverage of sales contracts, lease agreements,
franchise contracts, and more. The book also addresses the impact of international trade
laws on contract classification.

9. Classification of Contracts: Legal Concepts for Business Practitioners

Designed for business practitioners, this book explains the classification of contracts in an
accessible manner. It highlights how different contract types influence business operations,
negotiations, and dispute resolution. The text also provides checklists and templates to
assist in contract analysis and drafting.
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