


b. No - Martinson's financial 
problems do not relieve its 
contractual obligations.

c. No - This may be true in some 
jurisdictions, but it is not 
the usual rule.

d. Yes - Consideration was lack
ing.

8. a. No - Joan can convey her life es
tate.

b. No - Joan's estate will own no 
interest in the ranch.

c. Yes - Joint tenants have the right 
of survivorship.

d. No - The will did not create a 
trust.

9. a. No - It is not among the types 
designated.

b. Yes - The debtors' obligations 
are not affected until they 
receive notice.

c. No - The profit earned in such a 
contract is not considered 
interest.

d. No - Higgins will be subject to 
whatever defenses the 
debtors could assert 
against Clark.

10. a. No - (See the next answer.)
b. Yes - The condition must hap

pen before either party is 
bound.

c. No - Specific performance 
would be available be
cause damages would not 
be an adequate remedy.

d. No - A third party who buys the 
stock in good faith will ob
tain good title.

11. a. Yes - The sublease was not an 
assignment.

b. No - Suburban has no rights in 
the sublease.

c. No - Trade fixtures are personal 
property which may be 
removed by the tenant.

d. No - Fantastic has no privity 
with Suburban.

12. a. Yes - Recording is necessary for 
the mortgage to be effec
tive against third parties.

b. No - These fixtures are part of 
the real property.

c. No - First State's security does 
not include real property.

d. No - A security interest in per
sonal property need not be 
recorded in a real property 
recordation office.

13. a. No - Allen assumed no liability 
to pay the mortgage debt, 
but the property was sub
ject to foreclosure if the 
debt were not paid.

b. No - Allen had no duty to retain 
the property or to pay the 
mortgage debt.

c. Yes - Lutz remains personally li
able.

d. No - The mortgagee has no 
rights against Allen.

14. a. No
b. No
c. Yes - $500,000 is the limit of a 

small issue.
d. No

15. a. No - Not an isolated sale to par
ticular persons.

b. No - Aggregate offering price 
exceeding $500,000.

c. No - Not limited to persons 
within New York State.

d. Yes - None of the exemptions 
applies.

a. No - This is a secondary dis
tribution, requiring regis
tration.

b. No - A purchaser of a security 
from an issuer with a view 
to distribution is an un
derwriter.

c. Yes - A redistribution of se
curities by a person who 
directly or indirectly con
trols the corporation 
makes that person an is
suer.

d. No - A prospectus, which must 
relate all pertinent facts re
ported in the registration 
statement, is required.

17. a. Yes - This is a deed without war
ranties.

b. No - The grantee has no right of 
action against the grantor.

c. No - The grantor merely con
veys whatever title the 
grantor may have, without 
any warranty.

d. No - Any deed should be re
corded, and a quitclaim 
deed does not bar the 
purchase of title insurance.

18. a. No - Only one general partner is 
required.

b. No - The agreement does not 
limit the rights of creditors 
to resort to limited
partnership property.

c. Yes - The contributions of a lim
ited partner must be cash 
or other property. Services 
are not a valid contribu
tion.

d. No - The surname of a limited 
partner may not, with 
some exceptions, appear 
in the partnership name. 
(ULPA: 1,4,5)

19. a. No - Darby receives $17,000, 
one-third of assets remain
ing after payment of cred
itors, Kimball's loan, and 
the capital contributions of 
Kimball and Thompson.

b. No - Thompson receives 
$32,000, consisting of his 
$15,000 capital contribu
tion and his $17,000 share 
of remaining assets.

c. Yes - Kimball receives his 
$20,000 loan, his $25,000 
capital, and his $17,000 
share of remaining assets.

d. No - Partners' loans and capital 
contributions have prior
ity following creditors' 
claims. (UPA: 40)

20. a. No - A limited partner's interest 
is assignable.

b. No - He is entitled to a share of 
the profits, but not interest 
on his contributions.

c. No - A limited partner may not 
participate in manage
ment, and is not a 
fiduciary.

d. Yes - A partner's gross income 
includes his or her dis
tributive share of the 
partnership's gross in
come, regardless of what 
was actually withdrawn. 
(ULPA: 19, 10; IRC: 702.)

21. a. No - A limited partner who 
makes loans to the partner
ship is entitled to receive, 
with general creditors, a 
pro rata share of the assets.

b. No - Fisk's loan has priority 
equal to claims of other 
creditors. Also, limited 
partners' share of profits 
are superior to their capital 
contributions.

c. No - The last item is the claims 
of general partners in re
spect to their capital con
tributions.

d. No - A limited partner may not 
hold a security interest in 
partnership property.

Note: This problem appears to 
have no correct answer 
(ULPA: 13,23)

22. a. No - It was proper for Stillwell 
to act as agent for an undis
closed principal.

b. No - Stillwell is entitled to 
reasonable compensation, 
but the $50,000 was merely 
the limit of his authority.

c. No - Since Stillwell acted within 
the scope of his authority,
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Number 1 (Estimated time — 25 to 30 
minutes)

Instructions

Select the best answer for each of the fol
lowing items.

1. In the event the purchaser seeks to 
rescind a contract for the purchase of land 
because of the seller's misrepresentation 
(as contrasted with seeking damages for 
the tort of fraud), the plaintiff (purchaser)

a. Need not show knowledge of fal
sity on the defendant's part (seller) 
in order to recover.
b. Need not show reliance upon the 
misrepresentation on his part in 
order to recover.
c. Can resort to the Statute of 
Frauds in order to obtain a rescis
sion on the contract.
d. Will prevail only if there was 
misrepresentation in the execution 
which renders the contract void.

2. A contract for the purchase and sale of 
real property

a. Must be signed by both parties 
in order to be binding on either.
b. Must be contained in a for
malized, signed, and notarized 
document if the contract is to be en
forceable.
c. Is not assignable unless specifi
cally authorized in the contract.
d. Contains an implied promise 
that the title to the property to be 
conveyed is marketable.

Items 3 and 4 are based on the following 
information:

Matson loaned Donalds $1,000 at 8% 
interest for one year. Two weeks before 
the due date, Matson called upon Donalds 
and obtained his agreement in writing to 
modify the terms of the loan. It was agreed 
that on the due date Donalds would pay 
$850 to Cranston, to whom Matson owed 
that amount, and pay the balance plus 
interest to his son, Arthur, to whom he 
wished to make a gift.

3. Which of the following statements is 
legally valid with respect to the events 
described above?

a. Because Matson never received 
the interest on the Donalds loan, he 
will not have to include it in his 
gross income for federal income tax 
purposes.
b. Matson has irrevocably assigned 
the debt to Cranston and Arthur.
c. In the event of default by 
Donalds, Cranston must first pro
ceed against him before seeking re
course against Matson.
d. Neither of the agreements be
tween Matson and Donalds needs to 
be in writing.

4. Under the modified terms of the loan, 
Cranston and/or Arthur have what legal 
standing?

a. Cranston is a creditor ben
eficiary and Arthur is a donee bene
ficiary.
b. Cranston has the right to prevent 
Matson’s delegation if he gives 
timely notice.
c. If Cranston is to be able to pro
ceed against Donalds, he must have 
received notice of Donalds' promise 
to pay him the $850 prior to the due 
date.
d. Arthur is an incidental ben
eficiary.

5. Fox, Harrison, and Dodge are the 
general partners of Great Expectations, a 
limited partnership. There are 20 limited 
partners. The general partners wish to 
add two more general partners and sell 
additional limited partnership interests to 
the public. The limited partnership cer
tificate is silent on these matters. The gen
eral partners

a. Can admit the two additional 
partners as general partners with
out the consent of the limited 
partners if the general partners vote 
unanimously to do so.
b. Cannot admit additional limited 
partners unless there is unanimous 
written consent or ratification of 
their action by the limited partners, 
c. Can admit additional limited 
partners if a majority of the general 
and limited partners consent to do 
so.
d. Cannot admit any general or lim
ited partners without amending the 
written partnership agreement.

6. Gregor paid $100 to Henry for a 
thirty-day written option to purchase 
Henry's commercial real property for 
$75,000. Twenty days later Henry re
ceived an offer from Watson to purchase 
the property for $85,000. Henry promptly 
notified Gregor that the option price was 
now $85,000, or the option was revoked. 
Gregor said he would not pay a penny 
more than $75,000 and that he still had 10 
days remaining in the option. On the 28th 
day of the option Gregor telephoned 
Henry that he had decided to exercise the 
option; he tendered his $75,000 check the 
next day which was to be held in escrow 
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until delivery of the deed. Henry refused 
to accept the tender stating that he had 
decided not to sell and that he was going 
to retain the property for the present. 
Which of the following best describes the 
legal rights of the parties involved?

a. Henry effectively revoked his 
offer to sell because he did this prior 
to Gregor's acceptance.
b. Consideration given for the op
tion is irrelevant because the option 
was in writing and signed by Hen
ry.
c. Because Gregor's acceptance was 
not in writing and signed, it is in
valid according to the Statute of 
Frauds.
d. Gregor’s acceptance was valid, 
and in the event of default he may 
obtain the equitable remedy of 
specific performance.

7. Martinson Services, Inc., agreed to 
rent two floors of office space in Jason's 
building for five years. An escalation 
clause in the lease provided for a $200 per 
month increase in rental in the fifth year 
of occupancy by Martinson. Near the end 
of the fourth year, during a serious 
economic recession, Martinson's busi
ness was doing very poorly. Martinson 
called upon Jason to inform him that Mar
tinson could not honor the lease if the rent 
was increased in the fifth year. Jason 
agreed in a signed writing to allow Mar
tinson to remain at the prior rental, and 
Martinson did so. At the end of the fifth 
year Martinson moved to another office 
building. Then, Jason demanded pay
ment of $2,400 from Martinson.

What is the legal standing of the parties 
involved?

a. A binding accord and satisfac
tion has resulted between the par
ties.
b. The agreed upon rent reduction 
is valid due to the increased burden 
of performance as a result of events 
beyond Martinson's control.
c. Martinson's relinquishment of 
the legal right to breach the contract 
provides the consideration for the 
reduction in rent.
d. The writing signed by Jason 
does not bind him to the agreed re
duction in rent.

8. Franklin's will left his ranch "to his 
wife, Joan, for her life, and upon her death 
to his sons, George and Harry, as joint 
tenants.” Because of the provisions in 
Franklin's will

a. Joan cannot convey her interest 
in the ranch except to George and 
Harry.
b. The ranch must be included in 
Joan's estate for federal estate tax 
purposes upon her death.
c. If George predeceases Harry, 
Harry will obtain all right, title, and 
interest in the ranch.
d. Joan holds the ranch in trust for 
the benefit of George and Harry.

9. Higgins contracted to pay $3,500 to 
Clark for $4,000 of thirty-day accounts re
ceivables that arose in the course of 
Clark's office equipment leasing busi
ness. Higgins subsequently paid the 
$3,500. What is the legal status of this con
tract?

a. The contract is within the Statute 
of Fraud.
b. If Higgins failed to notify the 
debtors whose accounts were 
purchased, they will, upon pay
ment in good faith to Clark, have no 
liability to Higgins.
c. The contract in question is illegal 
because it violates the usury laws, 
d. Higgins will be able to collect 
against the debtors free of the usual 
defenses which would be assertible 
against Clark, e.g., breach of con
tract.

10. Barnes agreed to purchase from Da
rn ion 1,000 shares of Excelsior Photo, Inc., 
stock at $100 per share. Barnes was in
terested in obtaining control of Excelsior, 
whose stock was very closely held. The 
stock purchase agreement contained the 
following clause: "This contract is subject 
to my (Barnes') obtaining more than 50% 
of the shares outstanding of Excelsior 
Photo stock.” In this situation

a. The contract is not binding on 
Damion because it lacks considera
tion on Barnes' part, i.e., unless he 
obtained more than 50%, he is not 
liable.
b. The contract is subject to an ex
press condition precedent.
c. Specific performance would not 
be available to Barnes if Damion re
fuses to perform.
d. While the contract is executory, 
Damion cannot transfer good title to 
a third party who takes in good 
faith.

11. Unlimited Fashions, Inc., leased a 
store in the Suburban Styles Shopping 
Center for five years at $1,500 a month. 
The lease contained a provision which 
prohibited assignment of the lease. After 

occupying the premises for two years, Un
limited sublet the premises to Fantastic 
Frocks for the balance of its term, less one 
day, at $2,000 per month. Unlimited 
moved out on a Sunday and removed all 
its personal property and trade fixtures 
such as portable clothing racks, cash reg
isters, detachable counters, etc. Which of 
the following best describes the legal 
status of the parties involved?

a. Unlimited has not breached its 
contract with Suburban.
b. Suburban is entitled to the addi
tional $500 rental paid each month 
by Fantastic to Unlimited.
c. Removal of the trade fixtures in 
question by Unlimited was im
proper and it can be held liable to 
Suburban for their fair value.
d. Fantastic is a tenant of Subur
ban.

12. Norton owned and operated a truck
ing business. He was financially hard 
pressed and obtained a loan from the First 
State Bank "secured by his equipment 
and including all other chattels and per
sonal property used in his business.” The 
loan security agreement was properly 
filed in the county records office. In addi
tion, Norton obtained a loan from the 
Title Mortgage Company; the loan was 
secured by a first mortgage on all the real 
property used in the trucking business. 
Norton is now insolvent and a petition in 
bankruptcy has been filed. Which of the 
following is a correct statement concern
ing the security interests in the proper
ties?

a. If Title Mortgage failed to record 
its mortgage, the trustee in bank
ruptcy will be able to defeat Title's 
security interest.
b. Norton's central air condition
ing and heating system is included 
in First State's security interest.
c. If Title Mortgage did not record 
its mortgage, First State is entitled 
to all fixtures, including those per
manently annexed to the land.
d. A sale of all the personal and real 
business property by Norton to a 
bona fide purchaser will defeat First 
State's security interest unless First 
State recorded its security interest 
in both the appropriate real and 
personal property recordation of
fices.

13. Lutz sold his moving and warehouse 
business, including all the personal and 
real property used therein, to Allen Van 
Lines, Inc. The real property was encum
bered by a $300,000 first mortgage upon 
which Lutz was personally liable. Allen 
acquired the property subject to the 
mortgage. Two years later, when the 
mortgage outstanding was $260,000, 
Allen decided to abandon the business 
location because it had become unprofit
able and the value of the real property was 
less than the outstanding mortgage. Allen 
moved to another location and refused to 
pay the installments due on the mortgage. 
What is the legal status of the parties in 
regard to the mortgage?

a. Allen took the real property free 
of the mortgage.
b. Allen breached its contract with 
Lutz when it abandoned the loca
tion and defaulted on the mortgage, 
c. Lutz must satisfy the mortgage 
debt in the event that foreclosure 
yields an amount less than the un
paid balance.
d. If Lutz pays off the mortgage, he 
will be able to successfully sue Allen 
because Lutz is subrogated to the 
mortgagee's rights against Allen.

14. An exemption from the full registra
tion requirements under federal securi
ties law is generally accorded those offer
ings by an issuer whose aggregate offer
ing price during any twelve-month 
period

a. Does not exceed $90,000.
b. Does not exceed $300,000.
c. Does not exceed $500,000.
d. Does not exceed 10 percent of the 
value of the issuer's securities then 
outstanding.

15. Issuer, Inc., a New York corporation 
engaged in retail sales within New York 
City, was interested in raising $1,000,000 
in capital. In this connection it ap
proached through personal letters 
eighty-eight people in New York, New 
Jersey, and Connecticut, and then fol
lowed up with face-to-face negotiations 
where it seemed promising to do so. After 
extensive efforts in which Issuer d is closed 
all the information that these people re
quested, nineteen people from these areas 
purchased Issuer's securities. Issuer did 
not limit its offers to insiders, their rela
tives, or wealthy or sophisticated inves
tors. In regard to this securities issuance,

a. The offering is probably exempt 
from registration under federal se
curities law as a private placement,
b. The offering is probably exempt 
from registration under federal se
curities law as a small offering.

c. The offering is probably exempt 
from registration under federal se
curities law as an intrastate offer
ing.
d. The offering probably is not 
exempt from registration under 
federal securities law.

16. Mr. Jackson owns approximately 40% 
of the shares of common stock of Triad 
Corporation. The rest of the shares are 
wisely distributed among over 2,000 
shareholders. Jackson has had a number 
of personal problems related to other 
business ventures and would like to raise 
about $2,000,000 through the sale of some 
of his shares. He accordingly approached 
Underwood & Sons, an investment bank
ing house in which he knew one of the 
principals, to purchase his Triad shares 
and distribute the shares to the public at a 
reasonable price through its offices in the 
United States. Any profit on the sales 
could be retained by Underwood pur
suant to an agreement reached between 
Jackson and Underwood. In this situation

a. The securities to be sold proba
bly do not need to be registered 
with the Securities and Exchange 
Commission.
b. Underwood & Sons probably is 
not an underwriter as defined in the 
federal securities law.
c. Jackson probably is considered 
the issuer under federal securities 
law.
d. Under federal securities law, no 
prospectus is required to be filed in 
connection with this contemplated 
transaction.

Number 2 (Estimated time — 25 to 30 
minutes)

Instructions

Select the best answer for each of the fol
lowing items.
17. Harrison purchased Bigacre from 
Whitmore. The deed described the real 
property conveyed and the granting 
clause read: "Seller hereby releases, sur
renders, and relinquishes to buyer any 
right, title, or interest that he may have in 
Bigacre.” The deed contained no cove
nants. What is Harrison's legal status con
cerning title to Bigacre?

a. Harrison has obtained a 
quitclaim deed.
b. If an adverse claimant ousts Har
rison from Bigacre, Harrison will 
have recourse against Whitmore.
c. The only warranty contained in 
the deed is an implied warranty of 
marketability of title.
d. Harrison's deed is neither insur
able nor recordable.

18. Martin Cosgrove induced Harold 
Watts, Charles Randall, and James How
ard to join him in a partnership venture. 
Cosgrove is a sophisticated investor. He 
proposed that Watts, Randall, and How
ard each contribute $100,000 cash to a lim
ited partnership which would consist of 
himself as general partner and the others 
as limited partners. Cosgrove was to con
tribute $50,000, but he was to share 
equally in all profits and assume all losses 
in excess of $50,000 upon dissolution. 
Under these circumstances.

a. The purported creation of a lim
ited partnership is invalid because 
there must be at least two general 
partners.
b. Creditors of the limited partner
ship would have to sue Cosgrove for 
any deficiency of assets in liquida
tion in excess of $50,000 before 
being able to resort to limited
partnership property above this 
amount.
c. If one of the limited partners 
agreed in the certificate to contrib
ute $100,000 cash but instead con
tributed $90,000 in cash and $10,000 
in services, he may be held liable to 
the partnership creditors for 
$10,000.
d. The limited partnership can 
properly be called the Cosgrove, 
Watts, Randall & Howard Investing 
Company, Limited Partnership.

19. Kimball, Thompson, and Darby 
formed a partnership. Kimball contrib
uted $25,000 in capital and loaned the 
partnership $20,000; he performed no 
services. Thompson contributed $15,000 
in capital and part-time services, and 
Darby contributed only his full-time ser
vices. The partnership agreement pro
vided that all profits and losses would be 
shared equally. Three years after the for
mation of the partnership, the three 
partners agreed to dissolve and liquidate 
the partnership. Firm creditors, other 
than Kimball, have bona fide claims of 
$65,000. After all profits and losses have 
been recorded there are $176,000 of assets 
to be distributed to creditors and 
partners. When the assets are distributed

a. Darby receives nothing since he 
did not contribute any property.

b. Thompson receives $45,333 in 
total.
c. Kimball receives $62,000 in total. 
d. Each partner receives one-third 
of the remaining assets after all the 
firm creditors, including Kimball, 
have been paid.

20. Bonanza Real Estate Ventures is a lim
ited partnership created pursuant to the 
law of a state which has adopted the Uni
form Limited Partnership Act. It has three 
general partners and 1,100 limited 
partners living in various states. The lim
ited partnership interests were offered to 
the general public at $5,000 per partner- 
ship interest. Johnson purchased a 
limited-partnership interest in the 
Bonanza Real Estate Ventures. As such, 
he

a. Cannot assign his limited
partnership interest to another per
son without the consent of the gen
eral partners.
b. Is entitled to interest on his capi
tal contribution.
c. Is a fiduciary vis-a-vis the lim
ited partnership and its partners.
d. Must include his share of the 
limited-partnership taxable profits 
in his taxable income even if he 
does not withdraw anything.

21. Donald Fisk is a limited partner of 
Sparta Oil Development. He paid $10,000 
for his limited-partnership interest. In 
addition, he loaned Sparta $7,500. Sparta 
failed to find oil and is in financial diffi
culty. Upon dissolution and liquidation,

a. Donald Fisk will receive repay
ment of his loan only after all out
side general creditors have first 
been satisfied, but prior to any 
other distributions.
b. Donald Fisk will receive repay
ment, along with the other limited 
partners, in respect to his capital 
and loan after all other creditors 
have been satisfied.
c. The last item to be distributed, if 
anything remains, is to the general 
partners in respect to profits.
d. If Donald Fisk holds partnership 
property as collateral, he may resort 
to it to satisfy any deficiency if 
partnership assets are insufficient 
to meet creditors' claims.

22. Filmore hired Stillwell as his agent to 
acquire Dobbs' land at a price not to ex
ceed $50,000; the land is badly needed to 
provide additional parking space for Fil- 
more's shopping center. In order to pre
vent Dobbs from asking for an exorbitant 
price, Filmore told Stillwell not to disclose 
his principal. Stillwell subsequently 
purchased the land for $45,000. Under 
these circumstances

a. Stillwell and Filmore committed 
fraud when they did not disclose 
the fact that Stillwell was Filmore's 
agent.
b. Absent an agreement regarding 
the compensation to be paid 
Stillwell, he is entitled to the differ
ence between the $50,000 limitation 
and the $45,000 he paid for the land; 
i.e., $5,000 based upon quasi con
tract.
c. Dobbs may rescind the contract 
upon his learning the truth as long 
as the conveyance has not been ac
complished.
d. Dobbs may sue either Filmore or 
Stillwell on the contract in the event 
of default by Filmore.

23. The partnership of Baker, Green, and 
Madison is insolvent. The partnership's 
liabilities exceed its assets by $123,000. 
The liabilities include a $25,000 loan from 
Madison. Green is personally insolvent, 
his personal liabilities exceed his personal 
assets by $13,500. Green has filed a volun
tary petition in bankruptcy. Under these 
circumstances, partnership creditors

a. Must proceed jointly against the 
partnership and all the general 
partners so that losses may be 
shared equitably among the 
partners.
b. Rank first in payment and all (in
cluding Madison) will share propor
tionately in the partnership assets 
to be distributed.
c. Will have the first claim to 
partnership property to the exclu
sion of the personal creditors of 
Green.
d. Have the right to share pro rata 
with Green's personal creditors 
Green's personal assets.

24. Jack Gordon, a general partner of Vi
sions Unlimited, is retiring. He sold his 
partnership interest to Don Morrison for 
$80,000. Gordon assigned to Morrison all 
his rights, title, and interests in the 
partnership and named Morrison as his 
successor partner in Visions. In this situa
tion

a. The assignment to Morrison dis
solves the partnership.
b. Absent any limitation regarding 
the assignment of a partner's in
terest, Gordon is free to assign it at
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his will.
c. Morrison is entitled to an equal 
voice and vote in the management 
of the partnership, and he is enti
tled to exercise all the rights and 
privileges that Gordon had.
d. Morrison does not have the 
status of a partner, but he can, upon 
demand, inspect the partnership 
accounting records.

25. Morton, a senior staff member of Wil
cox & Southern, CPAs, has been offered 
the opportunity to become a junior part
ner of the firm. However, to be admitted 
to the partnership he must contribute 
$30,000 to the partnership's capital, and 
he does not have that amount of money. It 
is estimated that the partnership interest 
in question is worth at least $100,000. The 
partnership agreement is silent on as
signment of a partner's interest. Morton 
accepts the offer and becomes a junior 
partner.

a. Morton could assign his partner
ship interest to a bank or other lend
ing institution as security for a loan 
to acquire his partnership interest,
b. Morton is personally liable for all 
debts of the partnership, past and 
present, unless the partnership 
agreement provides otherwise.
c. Since Morton is only a junior 
partner with very little say in the 
management of the firm and the 
selection of clients, he has the legal 
status of a quasi limited partner.
d. If Morton pledged his partner
ship interest as security for a loan to 
acquire his partnership interest, the 
transaction created a sub
partnership between himself and 
the lending institution.

26. Menlow Corporation dismissed Gib
son, its purchasing agent, for incompe
tence. It published a notice in the appro
priate trade journals which stated: "This 
is to notify all parties concerned that Gib
son is no longer employed by the Menlow 
Corporation and the corporation assumes 
no further responsibility for his acts." 
Gibson called on several of Menlow's 
suppliers with whom he had previously 
dealt, and when he found one who was 
unaware of his dismissal, he would place 
a substantial order for merchandise to be 
delivered to a warehouse in which he had 
rented space. Menlow had rented 
warehouse space in the past when its 
storage facilities were crowded. Gibson 
also called on several suppliers with 
whom Menlow had never dealt; he would 
present one of his old business cards to 
the secretary and then make purchases on 
open account in the name of Menlow. 
Gibson then sold all the merchandise de
livered to the warehouse and absconded 
with the money. In this situation,

a. Gibson had continuing express 
authority to make contracts on Men
low's behalf with suppliers with 
whom he had previously dealt as 
Menlow's agent, if they were un
aware of his dismissal.
b. The suppliers who previously 
had no dealings with Menlow can
not enforce the contracts against 
Menlow even if the suppliers were 
unaware of Gibson's lack of author
ity.
c. Menlow is liable on the Gibson 
contracts to all suppliers who had 
dealt with Gibson in the past as 
Menlow's agent.
d. Constructive notice via publica
tion in the appropriate trade jour
nals is an effective notice to all third 
parties regardless of whether they 
had dealt with Gibson or read the 
notice.

27. Head is a crane operator for Magnum 
Construction Corporation. One day while 
operating the crane he negligently swung 
the crane into another building, which 
caused extensive damage to the other 
building and the crane. The accident also 
resulted in fracturing Head's elbow and 
dislocating his hip. In this situation,

a. Head is liable for the damages he 
caused to the crane and the build
ing.
b. Magnum's liability is limited to 
the damage to the building only if 
Head was acting within the scope of 
his authority.
c. Magnum will not be liable for 
damage to the building if Head's 
negligence was in clear violation of 
Magnum's safety standards and 
rules regarding operation of the 
crane.
d. Head is not entitled to work
men's compensation.

28. An agency relationship
a. Must be in writing if it is to be 
legally enforceable.
b. Creates a fiduciary duty on the 
principal's part.
c. Can be created by estoppel, i.e., 
implied as a matter of law.
d. Is normally delegatable as a mat
ter of law.

29. Charles Wilson and Donald Black de
cided to merge their competing business 
proprietorships. The resulting partner
ship was established by a mere hand
shake. The oral partnership agreement 
did not cover profit sharing or salaries. 
For this partnership,

a. The federal antitrust laws do not 
apply.
b. The Statute of Frauds does not 
require Wilson and Black's agree
ment to be in writing.
c. The partnership is voidable by 
the creditors of either proprietor
ship.
d. Wilson is entitled to a reasonable 
salary for his services as managing 
partner.

30. The ratification doctrine
a. Is not applicable to situations 
where the party claiming to act as 
the agent for another has no express 
or implied authority to do so.
b. Is designed to apply to situations 
where the principal was originally 
incompetent to have made the con
tract himself, but who, upon be
coming competent, ratifies.
c. Requires the principal to ratify 
the entire act of the agent and the 
ratification is retroactive.
d. Applies only if the principal ex
pressly ratifies in writing the con
tract made on his behalf within a 
reasonable time.

31. Normally a principal will not be liable 
to a third party

a. On a contract signed on his be
half by an agent who was expressly 
forbidden by the principal to make 
it and where the third party was 
unaware of the agent's limitation.
b. On a contract made by his agent 
and the principal is not disclosed, 
unless the principal ratifies it.
c. For torts committed by an inde
pendent contractor if they are 
within the scope of the contract.
d. On a negotiable instrument 
signed by the agent in his own 
name without revealing he signed 
in his agency capacity.

32. Digital Sales, Inc., leased office space 
from Franklin Rentals for a five-year 
period. The lease did not contain any pro
visions regarding insurance by the lessee. 
During the term of the lease the office 
building was gutted by a fire that started 
in an adjacent building and spread to 
Franklin's building. In this situation

a. Digital has an implied obligation 
to insure the portion of the building 
it leased, to protect its interest in the 
property and that of the lessor.
b. Digital has an insurable interest 
in the building, but only to the ex
tent of the value of its leasehold.
c. If the building is fully occupied 
and leased on long-term leaseholds, 
Franklin has no insurable interest.
d. If Franklin sold the building, it 
could nevertheless continue the in
surance coverage and collect on the 
policy because its insurable interest 
in the building runs from its prior 
ownership.

Number 3 (Estimated time — 25 to 30 
minutes)

Instructions

Select the best answer for each of the 
following items.
33. Cutler sent Foster the following offer 
by mail:

I offer you 150 Rex portable electric 
typewriters, model J-1 at $65 per 
typewriter, FOB your truck at my 
warehouse; terms 2/20, net/30. I am 
closing out this model, hence the 
substantial discount. Accept all or 
none.

(signed) Cutler
Foster immediately wired back:

I accept your offer re the Rex electric 
typewriters, but will use Red Ball 
Express Company for the pickup, at 
my expense of course. In addition, 
if possible, could you have the 
shipment ready by Tuesday at 10:00 
AM because of the holidays?

(signed) Foster
a. The purported acceptance is in
valid since it states both additional 
and different terms than those con
tained in the offer.
b. A purported acceptance which 
ordered 50 Rex electric typewriters 
would be valid.
c. Assuming the acceptance to be 
valid, it will not be effective until 
received by Cutler.
d. A purported acceptance which 
read, "Shipment must be ready by 
Tuesday at 10:00 AM or forget it." 
would constitute a counteroffer.

34. Carter purchased goods from Dunn 
for $450. Dunn orally made an express 
warranty of fitness of the goods for the 
particular purpose described by Carter. In 

addition, Dunn orally disclaimed "all 
warranty protection." The express war
ranty of fitness

a. Is irrelevant in any event, be
cause it is superceded by the Uni
form Commercial Code section 
which creates an implied warranty 
of fitness.
b. Is valid even though not in writ
ing.
c. Is effectively negated by the gen
eral disclaimer clause assuming 
both the warranty and disclaimer 
are in writing.
d. Coupled with the disclaimer, ef
fectively negates all Carter's im
plied warranty protection.

35. Workmen's compensation laws
a. Are uniform throughout the 
United States with the exception of 
Louisiana.
b. Have not been adopted by all 
states except where required by 
federal law.
c. Do not preclude an action against 
a third party who has caused an in
jury.
d. Do not cover employees injured 
outside the jurisdiction.

Items 36 and 37 are based on the follow
ing information:

On February 1, 1975, Barron Explosives 
received an order from Super Construc
tion, Inc., for 200 cases of dynamite at $25 
per case with terms of 2/10, net/30, for 
delivery within two months, FOB seller's 
warehouse. The order was duly accepted 
in writing by Barron. Super soon discov
ered that it was already overstocked with 
dynamite and, therefore, it contacted 
Chubb Construction Company to see if it 
would be interested in taking over the 
contract. Chubb Construction Company 
indicated it would take over the contract 
and signed the following agreement on 
February 10, 1975:

Super Construction, Inc., hereby 
assigns its contract for the purchase 
of 200 cases of dynamite at $25 per 
case ordered from Barron Explo
sives on February 1, 1975, to Chubb 
Construction Company. Chubb 
Construction hereby accepts.

(Signed) Super, President 
Super Construction, Inc.

(Signed) Chubb, President 
Chubb Construction Company 

Since February 1, 1975, the price of dyna
mite has increased substantially, and as a 
result, Super wishes to avoid the assign
ment and obtain the dynamite for itself. 
Barron wishes to avoid have to deliver to 
either party.
36. Which of the following statements 
best describes the legal status of the par
ties to the contract?

a. Barron can avoid its obligation 
on the contract if it has reasonable 
grounds for insecurity because 
Chubb's credit rating is inferior to 
that of Super's.
b. The assignment in question 
transfers to Chubb both the rights 
and the duties under the contract. 
c. Super can avoid the assignment 
to Chubb based upon the fact that it 
is lacking in consideration on 
Chubb's part.
d. The contract is not assignable 
because it would materially vary 
Barron's duty to perform.

37. Assume that instead of Super Con
struction assigning the contract Barron 
Explosives found that it could not per
form, and therefore, it assigned the con
tract to a nearby competitor, Demerest 
Explosives. Demerest promised Barron it 
would perform on the Super contract and 
expressly released Barron from any re
sponsibility. Demerest subsequently de
faulted and has refused to deliver.

a. Barron's delegation of its duty to 
perform to Demerest Explosives 
constitutes an anticipatory breach 
of contract.
b. Super Construction need not 
perform since the assignment of the 
contract materially alters its burden 
of performing.
c. Super Construction can im
mediately proceed against Barron 
upon default by Demerest.
d. Super Construction has recourse 
only against Barron.

38. Haworth Discount Stores mailed its 
order to Eagle Recordings, Inc., for 100 
eight-track cassette recordings of "Swan 
Songs" by the Paginations at $5.50 per 
cassette. Eagle promptly wired its accep
tance, delivery to take place within two 
weeks from date of Haworth's order and 
terms of net 30 days. Before delivery was 
made by Eagle, the retail price of this re
cording by the Paginations fell to $4.95. 
Haworth Discount informed Eagle of this 
and pleaded with Eagle, "Because we 
have been good customers give us a break 
by either reducing the price to $4.95 so we 
can break-even or by allowing us to cancel 
the order." Eagle's sales manager called 

Haworth the next day and informed them 
that the price would be $4.95 per cassette, 
not the price that appeared on the original 
invoice.

The modification of the initial 
Haworth-Eagle contract

a. Fails due to lack of considera
tion.
b. Need not satisfy the Statute of 
Frauds.
c. Must be written and signed by 
the parties to be valid if no consid
eration is given by the party seeking 
to rely upon the modification.
d. Is voidable by Eagle at any time 
prior to shipment of the 100 cas
settes.

39. A merchant made the following offer: 
"I offer you 100 cases of No. 3 macaroni at 
$13.50 per case. This offer is irrevocable 
for ten days." In which of the following 
situations would the offer be irrevocable 
because it is a "firm offer" or option con
tract under the Uniform Commercial 
Code?

a. The offer was made orally and 
admitted to in court by the seller.
b. The offer was written and signed 
by the seller.
c. The offer was written and signed 
by the seller, but the second sen
tence read: "Acceptance must be 
made within ten days."
d. Like all previous contracts for 
macaroni between the offeror and 
offeree, the offer was made by tele
phone.

40. Marvin purchased a new 1975 au
tomobile from Excellent Auto Sales. The 
car was fully warranted by the manufac
turer, Specific Motors, for one year or 
20,000 miles whichever occurred sooner. 
There was no warranty disclaimer by 
either the manufacturer or the retailer. 
The car contained a hidden defect insofar 
as the retailer was concerned, i.e., one 
that could not be discovered with reason
able care except during manufacture. The 
defect caused Marvin to have a serious 
accident which damaged the car and in
jured him. Which of the following state
ments is true regard ing the status of Mar
vin's contract?

a. Marvin is not in privity of con
tract with Specific Motors.
b. Excellent Auto has no liability to 
Marvin in that it could not have dis
covered the defect.
c. The Uniform Commercial Code 
abolished the privity requirement 
in cases such as this.
d. Marvin may recover only for the 
damage to the car and the replace
ment of the defective parts.

41. Visco Sales, Inc., sent Nails Manufac
turing Corporation the following tele
gram:

We need 2,000 two-pound boxes of 
your best grade two-inch roofing 
nails. Ship at once.

Visco Sales, S. Peters, 
V.P. of Purchasing

a. The telegram is too indefinite 
and uncertain to constitute an offer,
b. Acceptance by Nails will not 
take place until receipt of the ship
ment by Visco.
c. The telegram is not an offer, but a 
mere invitation to do business.
d. The telegram constitutes a 
signed writing which would be en
forceable against Visco under the 
Statute of Frauds, assuming the 
nails would cost $500 or more.

42. Carter Corporation loaned $500,000 to 
Devon Corporation pursuant to an oral 
agreement granting a security interest in 
certain shares of stock held by Devon. 
Carter sought to have Devon sign a se
curity agreement granting a security in
terest in the shares. Devon refused to sign 
any agreement, but instead delivered the 
stock certificates in question to Carter.

a. The security interest of Carter is 
not perfected until Devon signs the 
security agreement or Carter files a 
financing statement, whichever 
first occurs.
b. Carter must file a financing 
statement, or a copy of a security 
agreement, signed by the debtor to 
perfect its security interest.
c. Carter has a perfected security 
interest in the collateral.
d. Carter must sign the agreement, 
and a financing statement, and file 
either one of them to perfect its 
security interest in the shares of 
stock.

43. On February 1, 1975, Colonial Indus
tries ordered 10,000 feet of two-inch pipe 
in 20-foot lengths from the Eire Steel 
Company. Delivery was to be made on or 
before March 15, time being of the es
sence, FOB buyer's loading platform, cash 
on delivery. Eire Steel accepted the order. 
On February 15, Eire informed Colonial 
that its biggest customer had just pur
chased and taken delivery of its entire 
stock of two-inch pipe and that it would 
be impossible for Eire to deliver the pipe 

until May 15, at the earliest. Colonial de
manded that Eire perform as agreed; Eire 
apologized but reiterated its prior posi
tion that it was now impossible for them 
to perform until the Middle of May.

a. Eire's action of February 15 con
stituted an anticipatory repudiation 
of the contract.
b. Colonial must "cover" (procure 
the same or similar goods 
elsewhere) within a reasonable time 
in order to determine the damages 
recoverable.
c. If Colonial waits for performance 
by Eire and tenders the amount due 
on March 15, it can recover damages 
of the difference between the con
tract price and the market value on 
March 15.
d. Because Eire had sold and deliv
ered all its supply of two-inch pipe, 
it can successfully plead impossibil
ity of performance in order to avoid 
liability.

44. Busby & Nelson, a general partner
ship, is a small furniture manufacturing 
company located in a southwestern state. 
It sells most of its products to fine furni
ture stores in Chicago, Los Angeles, and 
New York. It employs 50 skilled workmen 
and 10 other employees. Busby & Nelson 
has elected not to be covered under the 
state law which provides for elective 
workmen's compensation coverage be
cause its safety standards are excellent, 
and there has not been a serious employee 
injury for several years. Busby & Nelson

a. Would not be held liable for 
workmen's compensation to an in
jured employee if the injury was 
due to the employee's negligence,
b. Is obligated to pay workmen's 
compensation benefits to its 
employees even though such cover
age was optional.
c. Is subject to lawsuits for damages 
by injured employees and may not 
assert the common-law defenses 
such as contributory negligence.
d. Cannot create any type of pen
sion plan for the partners and its 
employees which will permit pay
ments thereto to be deducted in 
whole or part for federal-income-tax 
purposes.

45. Case Corporation manufactures elec
tric drills and sells them to retail hardware 
stores. Under the Uniform Commercial 
Code, it is likely that

a. The drills are inventory in Case's 
hands.
b. The drills are equipment in 
Case's hands.
c. The raw materials on hand to be 
used in the manufacturing of the 
drills are not inventory in Case's 
hands.
d. The drills are considered 
equipment in the hands of the 
hardware stores who purchased 
them.

46. Draper Corporation, a retail mer
chant, was indebted to Cramer Corpora
tion in the amount of $25,000 arising out 
of the sale of goods delivered to Draper on 
credit. Cramer and Draper signed a se
curity agreement creating a security in
terest in certain collateral of Draper. The 
collateral was described in the security 
agreement as "the inventory of Draper 
Corporation, presently existing and 
therefore acquired." This description of 
Draper's collateral

a. Is insufficient because it is too 
broad.
b. Is sufficient.
c. Must be more specific for the 
security interest to be perfected.
d. Is sufficient, but the security in
terest is valid only insofar as it is 
limited to Draper's presently exist
ing inventory.

47. On May 1, Dixie Corporation bor
rowed $100,000 from Clark Bank. The 
bank filed a financing statement on that 
date. On May 5, Dixie signed a security 
agreement granting the bank a security 
interest in its inventory, its accounts re
ceivable, and the proceeds from the sale of 
its inventory and collection of its accounts 
receivable. The bank's security interest

a. Was perfected on May 1.
b. Was not perfected until a copy of 
the security agreement was filed.
c. Was perfected on May 5.
d. Attached on May 1.

48. Hadley, Baxendale, & Champagne, 
CPAs, is a large national accounting firm. 
Its clients are some of the largest corpora
tions in the United States. As such

a. The firm could not incorporate 
for federal-income-tax purposes.
b. The partners, not being 
employees, are not covered by the 
federal Social Security Act.
c. The firm is subject to the federal 
antitrust laws.
d. The firm is exempt from state 
workmen's compensation laws.
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Dobbs has no right to re
scind.

d. Yes - Where the principal was 
undisclosed at the time of 
the contract, it may be en
forced against either the 
agent or the principal.

23. a. No - But a partner against 
whom judgment is ob
tained has a right to con
tribution from the other 
partners.

b. No - A partner's loan is subor
dinate to the claims of 
other creditors.

c. Yes - Partnership creditors have 
first claim to partnership 
assets.

d. No - Personal creditors of an 
individual partner have 
first claim against the 
partner's personal assets. 
(UPA: 40)

24. a. No - A conveyance by a partner 
of a partnership interest 
does not of itself dissolve 
the partnership.

b. Yes - But the assignment merely 
entitles the assignee to re
ceive the assigning part
ner's profits, and his in
terest upon dissolution.

c. No - The assignee has no right 
to interfere in the man
agement.

d. No - The assignee is not entitled 
to inspect the books. 
(UPA: 27)

25. a. Yes - This would entitle the 
bank to Morton's share of 
the profits, and to his in
terest in case of dissolu
tion.

b. No - Incoming partner's liabil
ity for obligations arising 
before his admission is 
limited to what can be 
satisfied out of partnership 
property.

c. No - There is no legal distinc
tion between Morton and 
other partners.

d. No - No partnership rules ap
ply. (UPA: 17,9)

26. a. No - His express authority had 
been terminated, but he 
had apparent authority.

b. Yes - They had constructive 
notice via publication in 
appropriate trade journals 
that Gibson's authority 
had been terminated.

c. No - Only to those who did not 
know of Gibson's dismis
sal.

d. No - Suppliers who had dealt

with Gibson were entitled 
to actual notice.

27.

28.

29.

a.

b.

c.

d.

a.

b.

c.

d.

a.

b.

c.

d.

Yes - An individual, including 
an employee, is liable for 
the consequences of torts 
committed.

No - An employer is liable for 
torts committed by an 
employee in the course of 
employment.

No - Violations of instructions 
by employees do not re
lieve employers of liability 
to third persons.

No - Workmen's compensation 
benefits are available, 
even where the inquiry re
sults from the employee's 
own negligence.

No - Not unless the contract 
comes under the Statute of 
Frauds, as where it cannot 
be performed within a 
year.

No - It is the agent who acts in 
behalf of the principal.

Yes - When someone purports 
to be an agent with the 
knowledge of the pre
sumed principal, and a 
third person relies upon 
the apparent authority.

No - Not without the princi
pal's consent.

No - The antitrust laws apply to 
all business enterprises.

Yes - A partnership agreement, 
as such, is not one re
quired to be written.

No - They become creditors of 
the partnership.

No - A partner is not entitled to 
remuneration for acting in 
the partnership business.

32.

33.

34.

a. No -

b. Yes -

c. No -

d. No -

a. No -

b. No -

c. No -

d. Yes -

a. No -

b. Yes -

c. No ■

d. No

30.

31.

a.

b.

c.

d.

a.

b.

c.

d.

No - There are situations where 
it does apply.

No - There can be no ratifica
tion of a contract made 
while the principal was in
competent.

Yes - It places all parties where 
they would have been had 
the agent acted with au
thority .

No - Ratification may be ex
press or implied.

No - The principal is liable if the 
act was within the agent's 
apparent authority.

No - An undisclosed principal 
is liable to third parties.

No - A person for whom work is 
being performed is liable 
for torts of the indepen
dent contractor.

Yes - No person is liable on an

35.

36

a. No ■

b. No

c. Yes

d. No

. a. No

b. Yes

instrument lacking that 
person's signature. (UCC: 
3-401)
Digital has no such obliga
tion.
This is what it stands to 
lose if the property is de
stroyed.
Franklin will suffer a loss if 
the property is destroyed. 
The insurable interest in 
property must exist at the 
time of the loss.
The Uniform Commercial 
Code permits additional 
terms in an acceptance.
The offer expressly limits 
acceptance to all or none. 
The acceptance is effective 
when sent.
There is a counteroffer 
when acceptance is ex
pressly made conditional 
on assent to additional 
terms. (UCC: 2-207.) 
Express and implied war
ranties are construed as 
consistent with each other 
and cumulative.

• Statute of frauds provi
sions do not apply to a 
sales contract under $500.

■ When words creating an 
express warranty and 
words negating warranty 
cannot be construed as 
consistent with each other, 
the negation is inopera
tive.

■ The Uniform Commercial 
Code requires specific 
words to disclaim the im
plied warranty of mer
chantability. (UCC: 2-316) 

■ The laws are not uniform, 
although the insurance 
policies are practically uni
form.

- Every state has a work
men's compensation law.

- The party at fault is not 
immune from liability.

- Injuries in other states are 
generally covered when 
either the employee's resi
dence or the employer's 
place of business is within 
the state.

- The assignment does not 
relieve Super of its duty 
and liability. Barron can 
demand assurances from 
Chubb without prejudice 
to its rights against Super.

- It is an assignment of 
rights and a delegation of
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performance of duties. breach of warranty. (UCC:
c. No - The acceptance by Chubb 

constitutes a promise by
2-314, 2-714)

41. a. No - Acceptance will create a
Chubb to perform the sales contract which is not 45. a. Yes -
duties.

d. No - Barron's duty to supply
too indefinite, even 
though terms are left out, if

b. No -

dynamite is not materially 
changed by the assign
ment. (UCC: 2-210)

the parties have intended 
to make a contract.

b. No - Acceptance can take effect

c. No -

37. a. No - The delegation of duty was 
proper, since Super had no 
substantial interest in hav

either by a prompt prom
ise to ship or by prompt 
shipment.

d. No -

ing Barron perform.
b. No - Super's duty to purchase

c. No - The words "ship at once" 
show intent to make an of

46. a. No -

the dynamite is not mate
rially altered.

fer.
d. Yes - The Statute of Frauds re

b. Yes -

c. Yes - The delegation does not re
lieve Barron of liability for

quirements are satisfied. 
(UCC: 2-204, 2-206, 2-201)

c. No -

breach.
d. No - Demerest's promise to per

form is enforceable by 
either Barron or Super. 
(UCC: 2-210)

38. a. No - The Uniform Commercial

42. a. No - Where the security interest 
is perfected by possession, 
neither a signed security 
agreement nor a financing 
statement is necessary.

b. No - Nothing need be filed

d. No -

Code provides that mod
ification of a sales contract 
is binding without consid

when the secured party 
has possession of the col
lateral.

47. a. No -

eration.
b. Yes - The amount of the contract 

as modified is less than 
$500.

c. No - The modification need not 
be in writing.

d. No - If the amount of the con

c. Yes - It has possession.
d. No - Nothing need be filed. 

Also, Carter's signature 
would not be needed on a 
security agreement except 
on a copy being filed as a 
financing statement.

b. No -

tract as modified had been 
$500 or more, Eagle's at
tempt at modification 
would be a waiver that

(UCC: 9-203, 9-305, 9-402)
43. a. Yes - It stated that it could not 

perform.
b. No - Colonial may choose to

c. Yes -

could be retracted. Here, 
the modification is bind
ing. (UCC: 209)

39. a. No - A signed writing is re
quired.

b. Yes - The requirements are 
satisfied.

c. No - The writing does not give

cover or to await perfor
mance for a reasonable 
time.

c. No - The measure of damages is 
the difference between 
market price when Colo
nial learned of the breach 
and the contract price, plus 
incidental or consequen

d. No -

assurance that it will be 
held open.

d. No - There is no exception to 
the requirement of a 
signed writing. (UCC: 
2-205)

tial damages.
43. d. No - Impossibility of perfor

mance is not a valid de
fense under these facts. 
(UCC: 2-610, 2-713)

44. a. No - An employer is liable even

48. a. No -

40. a. Yes - Marvin's contract was with 
Excellent Auto.

when the injury resulted 
from the employee's own

b. No •

b. No - As a merchant, Excellent 
Auto is liable for breach of

negligence.
b. No - An employer who elects

c. Yes

the implied warranty of 
merchantability.

c. No - But the courts or legisla
tures of many states have 
abolished or modified the 
privity requirement.

d. No - Marvin may recover for 
personal injury as conse
quential damages for

not to be covered takes the 
chance of being sued in 
court.

c. Yes - Such defenses have been 
abolished by the work
men's compensation laws.

d. No - Self-employed persons can 
take tax deductions for 
contributions to formal

d. No -

pension plans for them
selves and employees. 
(IRC: 401)
Case holds them for sale. 
They are not for use in 
Case's business.
The Code definition of in
ventory includes raw 
materials.
They are inventory if held 
for sales to customers. 
(UCC: 9-109)
It specifically includes all 
inventory of Draper.
It reasonably identifies 
what is described.
Perfection requires no 
more specific description. 
The security agreement 
may provide for a security 
interest in after-acquired 
property, as permitted by 
the Uniform Commercial 
Code. (UCC: 9-110, 9-204) 
There was no security in
terest before Dixie signed 
the security agreement.
It is a financing statement 
that is filed, although a 
copy of the security 
agreement containing the 
necessary information is 
sufficient as a financing 
statement.
Since the filing preceded 
the agreement, the securi
ty interest was perfected 
when it attached.
A security interest cannot 
attach until (1) there is an 
agreement, (2) value is 
given, and (3) the debtor 
has rights in the collaterial. 
It attached on May 5, when 
all the above events had 
taken place. (UCC: 9-204, 
9-402, 9-303)
After a series of defeats in 
the courts, the IRS con
ceded that professional 
corporations are to be 
treated as corporations for 
tax purposes.
Partners are covered as 
self-employed persons.
There is no exemption for 
professional firms.
Except for some state 
exemptions for charitable 
institutions, and employ
ers of casual workers or 
less than a minimum 
number of employees, all 
employers are subject to 
these laws. (IRC: 1402)
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