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P REFACE

The Ninth Edition of Business Law With UCC Applications has been written to
reflect the many changes that have taken place in the law over the past four years. As
in previous editions, we've taken care to present business law concepts in the most
coherent and accessible way and to provide up-to-date coverage of business law top-
ics that are essential to today’s students. The cogent writing style remains one of the
program’s outstanding features.

Because ethics and international law are in the forefront of both law and busi-
ness in the 1990s, we have added two new chapters to address these important sub-
jects. The ethics chapter covers such topics as ethical traits, developing a value sys-
tem, ethical decision making, causes of unethical conduct, and developing an ethical
lifestyle. The international law chapter includes the International Court of Justice,
the International Law Commission, the General Agreement on Tariffs and Trade
(GATT), and the North American Free Trade Agreement (NAFTA).

Coverage of consumer protection, banking, and intellectual property law has
been completely updated. The continually evolving field of computer law is given
special attention. The chapters on employment and agency law have been expanded
to highlight employment protection, equal opportunity, and sexual harassment laws.
Also included is further coverage of the Americans with Disabilities Act (ADA) and
the Family and Medical Leave Act (FMLA). The chapter on corporate law now
includes information on the characteristics, formation, and management of limited
liability corporations.

Included in the Appendix is Article 1: General Provisions as well as the revised
versions of Article 2A: Leases and Article 3: Negotiable Instruments of the Uniform
Commercial Code. Also included in the Appendix is the United Nations Conven-
tion for the International Sale of Goods, along with the U.S. Constitution. Marginal
references within the student chapters tie these specific documents to the content.

The well-received format of the last edition has been retained, each chapter
beginning with an outline followed by an interesting commentary newly entitled
“The Opening Gavel.” Major headings and chapter summaries continue to be num-
bered following the chapter outline. The popular case illustrations, presenting either
hypothetical or actual situations based on well-founded court decisions, have been
retained and updated. Each of the text’s nine parts is followed by a case study that
summarizes an actual litigated case, presents a lengthy extract from the judge’s deci-
sion, and provides follow-up questions that are pertinent to the case and appropriate
as a review of the legal concepts presented. Pedagogical activities at the end of each
chapter, including Key Terms, Questions for Review and Discussion, and Cases for
Analysis, help students self-check their understanding of the terms and concepts pre-
sented in the chapter.
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Preface

TEACHING AND LEARNING RESOURCES

Business Law With UCC Applications, Ninth Edition, offers a comprehensive package
of materials to meet both instructors’ and students’ need.

The updated Instructor’s Annotated Edition provides instructors with teaching tips,
course syllabi, answers to end-of-chapter questions, analyses of chapter cases, and
solutions to part case studies. Annotations on text pages provide background infor-
mation, related cases, state variations of specific laws, vocabulary terms, methods of
getting students involved, interesting quotes, and suggested further readings.

The new Instructor’s Resource Guide contains lecture outlines, answers to questions
in the Casebook and Study Guide, instructions for conducting a mock trial, and for-
mer Article 3: Commercial Paper.

50 high-interest Transparencies illustrate legal documents, court systems, court
procedures, and more.

The new Lesson Plans contain student learning objectives, a listing of instructor
tools, and an outline of major chapter concepts. They can be used as a planning
tool.

The Test Generator offers a database of more than 2,300 test items with the ability
to add, delete, and edit questions. Instructors can randomly select items to cus-

tomize tests.

A revised Study Guide provides study outlines, content reinforcement (Legal
Concepts), vocabulary review (Language of the Law), and problem-solving activi-
ties (Applying the Law).

The expanded Casebook offers additional cases with study questions organized by
textbook chapter.



ACKN OWLEDGMENTS

We wish to gratefully acknowledge the following reviewers whose detailed analyses
and helpful suggestions helped us shape the manuscript into an interesting and

functional textbook.

Steven Bostian
Gaston College
Dallas, NC

Ben Dunn
York Technical College
Rock Hill, SC

Nancy Krider
Lake Area Vocational Technical School
Camdenton, MO

Marc Newman
Hocking College
Nelsonville, OH

Lawrence Paper
Robert Morris College
Pittsburgh, PA

Francis Polk
Ocean County College
Toms River, NJ

John Pratt
Cedar Valley College
Lancaster, TX

Carolyn Smith
Wake Technical Community College
Raleigh, NC

Thomas Tolan
Plaza Business Institute
Jackson Heights, NY

Paul Village
Allegheny County Community College
Pittsburgh, PA

Timothy Wiedman
Thomas Nelson Community College
Hampton, VA

Ahmad Zohny
Strayer College
Washington, DC

XV



xvi

ABOUT THE AUTHORS

Gordon W. Brown is a professor with thirty years of experience teaching business
law, real estate law, and legal terminology at North Shore Community College in
Beverly, Massachusetts, where he has served as Business Division chairman and a
member of the Paralegal Advisory Board. He is the author of Legal Terminology,
Administration of Wills, Trusts, and Estates and a coauthor of Understanding Business
and Personal Law. Mr. Brown is a practicing attorney and a member of the
Massachusetts and federal Bars.

Paul A. Sukys is a professor of law and legal studies at North Central Technical
College in Mansfield, Ohio. He is a coauthor of a textbook for paralegals called Civz/
Litigation, and he authored Obio Supplement to Civil Litigation. He also is a coauthor
of Understanding Business and Personal Law and served as Chair of the Business Law
Task Force for the National Standards for Business Education. Mr. Sukys received
his law degree from Cleveland State University. He is a member of the Ohio Bar.



BRIEF CONTENTS

PART 1
1
2
3
4
5

Case Study:

PART II

6

7

8

9

10

11

12

13

14

Case Study:

PArT III

15
16
17
18
19
Case Study:

PART IV

20
21
22
23
24
Case Study:

Expanded Contents v
Preface xiii

ETHICS, LAW, AND THE JUDICIAL SYSTEM 1

Ethics 2

Sources of the Law 16

The Judicial Process 29

Criminal Law 46

Tort Law 71

Planned Parenthood of Pennsylvania v. Casey 88

CONTRACT LAw 91

The Nature, Characteristics, and Status of Contracts 92
Offer and Acceptance 103

Mutual Assent and Defective Agreement 116
Contractual Capacity 128

Consideration 138

Legality 150

Form of the Agreement 162

Third Parties in Contract Law 176

Discharge and Remedies 188

Russell v. Salve Regina College 205

SALES AND CONSUMER PROTECTION 207

Sales and Leases of Goods 208

Title and Risk of Loss 225

Performance and Breach of the Sales Contract 236
Warranties and Product Liability 251

Consumer Protection 268

Barksdale v. Van's Auto Sales, Inc. 288

PROPERTY 291

Personal Property and Bailments 292
Innkeepers, Carriers, and Warehousers 314
Real Property 330

Landlord and Tenant 346

Wills, Intestacy, and Trusts 363

Matter of Estate of Erickson 378

iii



iv

Brief Contents

PART V

25
26
27
28
Case Study:

PART VI

29
30
31
Case Study:

PArT VII

32
33
34
35
Case Study:

ParT VIII

36
37
38
39
Case Study:

PART IX

40
41
42
43
Case Study:

APPENDIX A

APPENDIX B

APPENDIX C

NEGOTIABLE INSTRUMENTS

Nature and Kinds of Negotiable Instruments
Negotiation of Negotiable Instruments 393

381

Holders in Due Course, Defenses, and Liabilities 407

Checks and Bank Collections 422
State v. McFadden 438

INSURANCE, SECURED TRANSACTIONS,

AND BANKRUPTCY

The Nature of the Insurance Contract 442

Security Devices 455
Bankruptcy and Debt Adjustment 469

Superior Savings Association v. City of Cleveland 484

AGENCY AND EMPLOYMENT

The Principal and Agent Relationship 487
Operation and Termination of Agency 502

Employment Law 514
Labor-Management Relations Law 535
Stephenson v. Litton Systems, Inc. 547

BUSINESS ORGANIZATION AND
REGULATION

Sole Proprietorships and Partnerships 550
Corporate Formation and Finance 564
Corporate Management and Control 581

Government Regulation of Corporate Business
Kwick Set Components, Inc. v. Davidson Industries, Inc.

EMERGING TRENDS AND ISSUES

Professional Liability 614
Computer Law 628
Modern Legal and Ethical Problems 644

International Law 661
Lama v. Borras 676

U.S. CONSTITUTION

UNIFORM COMMERCIAL CODE (ABRIDGED)

UNITED NATIONS CONVENTION ON

595

CONTRACTS FOR THE INTERNATIONAL

SALE OF GOODS

Glossary 759
Case Index 778
Index 781

380

441

486

549

610

613

680
688

747



EXPANDED CONTENTS

PREFACE

PART I
Chapter 1

Chapter 2

Chapter 3

Chapter 4

Chapter 5

ETHICS, LAW, AND THE JUDICIAL SYSTEM

Ethics

Ethical and Legal Dilemmas 3

Ethical Character Traits 4

Value Systems and Ethical Decision Making 6
Causes of Unethical Conduct 8

Developing an Ethical Lifestyle 9

The Relationship Between Law and Ethics 11

Sources of the Law

The Purpose of the Law 17
Constitutional Law 18
Statutory Law 21

Court Decisions 22
Administrative Regulations 25

The Judicial Process

The Court System 30

Alternative Dispute Resolution 35
Civil Procedure 36

Criminal Procedure 41

Criminal Law

Definition and Classes of Crimes 47
Elements of a Crime 51

Criminal Defenses 54

Specific Crimes 58
Criminal Law and the Computer 64

Tort Law

Tort Law Defined 72
Intentional Torts 73
Negligence 78

Strict Liability 81
Remedies for Torts 82
Tort Reform 83

Case Study: Planned Parenthood of Pennsylvania v. Casey

Xiii

1

16

29

46

71

88



vi  Expanded Contents

PART 11
Chapter 6

Chapter 7

Chapter 8

Chapter 9

Chapter 10

Chapter 11

Chapter 12

CONTRACT LAw

The Nature, Characteristics, and Status of
Contracts

The Nature of Contracts 93
Contractual Characteristics 97
Status of Contracts 100

Offer and Acceptance

Requirements of an Offer 104
Acceptance of an Offer 106

Rejection of an Offer 111

Revocation of an Offer 111

Option Contracts and Firm Offers 112

Mutual Assent and Defective Agreement

Mutual Assent 117

Fraud and Misrepresentation 117
Mistake 121

Duress and Undue Influence 123

Contractual Capacity

Minors’ Rights and Obligations 129
Contractual Capacity of Minors 131
Persons with Mental Impairments

and Persons Drugged or Intoxicated 134

Consideration

Requirements of Consideration 139
Types of Consideration 140

Problems with Consideration 142
Agreements Without Consideration 143

Legality

Tllegal Agreements 150

Agreements to Commit Illegal or Wrongful Acts
Agreements Made Illegal by Statute 151
Agreements Contrary to Public Policy 154
Consequences of Illegality 158

Form of the Agreement

Oral Contracts 162

The Statute of Frauds 163

Special Rules for Written Contracts 168
Formalities of Construction 171

151

91

92

103

116

128

138

150

162



Chapter 13

Chapter 14

PART III
Chapter 15

Chapter 16

Chapter 17

Chapter 18

Third Parties in Contract Law

Third Parties and Operation of Contracts 176
Assignment of Contracts 178
Novation 184

Discharge and Remedies

Discharge by Performance 188

Discharge by Nonperformance 193

Remedies 198

Case Study: Russell v. Salve Regina College 205

SALES AND CONSUMER PROTECTION

Sales and Leases of Goods

The Uniform Commercial Code 208
The Sale and Lease of Goods 210
The Sales Contract 212

Special Rules for Sales Contracts 212
Form of Sales Contracts 216
International Sales 218

Auction Sales 220

Bulk Transfers 220

Title and Risk of Loss

Void and Voidable Title 225

The Passage of Title and Risk of Loss 227
Sales with Right of Return 232

Insurable Interest 232

Performance and Breach of the Sales Contract

Obligations of the Parties 236

Tender of Performance 237

Buyer’s Right to Inspect Goods 239

Buyer’s Rights and Duties upon Delivery of
Improper Goods 240

Seller’s Right to Cure Improper Tender 242

Breach of Contract 242

Warranties and Product Liability

Express Warranties 252

Implied Warranties 256

Wiarranty of Title 258

Exclusion of Warranties 259

Duty to Notify Seller of Defective Product 260
Privity Not Required 260

Product Liability 261

176

188

207
208

225

236

251

Expanded Contents

vii



viii

Expanded Contents

Chapter 19

PART IV
Chapter 20

Chapter 21

Chapter 22

Chapter 23

Consumer Protection 268

Consumer Protection Laws 269

The Federal Trade Commission Act 269

The FTC Rules 270

Unfair or Deceptive Acts or Practices 274
Consumer Product Safety Act 276

Consumer Leasing Act 277

Consumer Credit Laws 277

Food, Drug, and Cosmetic Act 282

Fair Packaging and Labeling Act 282

Case Study: Barksdale v. Van’s Auto Sales, Inc. 288

PROPERTY 291

Personal Property and Bailments 292

Personal Property 292

Intellectual Property 296
Bailments of Personal Property 301
Principal Types of Bailments 304
Bailments Imposed by Law 307
Duties of Bailor and Bailee 308
Tortious Bailees 310

Innkeepers, Carriers, and Warehousers 314

Innkeepers 315
Carriers 317
Warehousers 324

Real Property 330

The Nature of Real Property 330

Easements 334

Estates in Real Property 336

Co-ownership of Real Property 337

Methods of Acquiring Title to Real Property 339
Zoning Laws 341

Eminent Domain 342

Landlord and Tenant 346

The Landlord-Tenant Relationship 346

Leasing Versus Other Relationships 347

Types of Leasehold Interests 348

The Lease Agreement 350

Rights and Duties of Landlords and Tenants 354
Dispossess Actions 359



Chapter 24

PART V
Chapter 25

Chapter 26

Chapter 27

Chapter 28

PART VI

Chapter 29

Wills, Intestacy, and Trusts

Testamentary Disposition of Property 364
Testacy 364

Intestacy 370

Settling an Estate 371

Trusts 373

Case Study: Matter of Estate of Erickson 378

NEGOTIABLE INSTRUMENTS

Nature and Kinds of Negotiable Instruments

Purpose of Negotiable Instruments 381
The Concept of Negotiability 382
Kinds of Negotiable Instruments 382
Parties to Negotiable Instruments 386
Requirements of Negotiability 386
Dates and Controlling Words 390

Negotiation of Negotiable Instruments

Assignment Versus Negotiation 393
Negotiation by Indorsement 395

Significance of Indorsements 399

Multiple Payees and Missing Indorsements 402
Forged or Unauthorized Indorsements 403

363

380
381

393

Holders in Due Course, Defenses, and Liabilities 407

Holder in Due Course 408
Personal Defenses 410
Real Defenses 413
Liability of the Parties 415

Checks and Bank Collections
Checks 422

Electronic Fund Transfers 426

Bank Deposits and Collections 427
The Bank-Depositor Relationship 428
Case Study: State v. McFadden 438

INSURANCE, SECURED TRANSACTIONS,
AND BANKRUPTCY

The Nature of the Insurance Contract

The Insurance Contract 443

Types of Insurance 444

Form of the Insurance Contract 448
Cancellation of Insurance Policies 449

422

441
442

Expanded Contents

ix



X

Expanded Contents

Chapter 30

Chapter 31

PARrT VII
Chapter 32

Chapter 33

Chapter 34

Chapter 35

ParT VIII

Chapter 36

Security Devices 455
Necessity of Security Devices 456

Real Property as Security 456
Personal Property as Security 462

Bankruptcy and Debt Adjustment 469
Bankruptcy and the Constitution 470
Ordinary Bankruptcy—Chapter 7, Bankruptcy Code 471
Reorganization—Chapter 11, Bankruptcy Code 477
Family Farmer Debt Adjustment—Chapter 12,

Bankruptcy Code 479
Adjustment of Debts—Chapter 13, Bankruptcy Code 480
Case Study: Superior Savings Association v. City of

Cleveland 484

AGENCY AND EMPLOYMENT 486

The Principal and Agent Relationship 487

Nature of the Agency Relationship 488

Agency as Distinguished from Other Relationships 488
Principles of Agency Law 494

Creation of the Agency Relationship 496

Operation and Termination of Agency 502

Scope of the Agent’s Authority 503

The Agent’s Obligations to a Principal 504

The Principal’s Obligations to an Agent 507

Termination of Agency 508

Employment Law 514
The Employment Relationship 515

Laws Regulating Employment Conditions 521

Worker Benefits 522

Equal Employment Opportunity 525

Labor-Management Relations Law 535

Source of Labor-Management Relations 535

Major Federal Labor Legislation 536

Collective Bargaining Process 542

Right to Strike in the Public Sector 543

Case Study: Stephenson v. Litton Systems, Inc. 547

BUSINESS ORGANIZATION AND
REGULATION 549
Sole Proprietorships and Partnerships 550

Sole Proprietorships 551
Partnership Characteristics 552



Chapter 37

Chapter 38

Chapter 39

PART IX
Chapter 40

Chapter 41

Partnership Formation 553

The Acquisition of Partnership Property 555

Partner Rights, Duties, and Liabilities 555
Dissolution of Partnership 557

Registered Partnerships Having Limited Liability 559
Limited Partnerships 560

Corporate Formation and Finance

The Nature of the Corporation 565
Types of Corporations 566
Corporate Formation 568
Defective Incorporation 572
Piercing the Corporate Veil 573
Failure to Maintain an LLC 574
Corporate Financing 575

Corporate Management and Control

Management of the Corporation 582

Corporate Control 583

Management Responsibilities 588

Other Shareholder Rights 589

Management of a Limited Liability Company 590

Government Regulation of Corporate Business

Business and the Constitution 596

Securities Regulation 596

Antitrust Regulation 598

Regulation of Corporate Expansion 600

Other Forms of Regulation 603

The Government and Corporate Dissolution 605

Dissolution of a Limited Liability Company 606

Case Study: Kwick Set Components, Inc. v. Davidson
Industries, Inc. 610

EMERGING TRENDS AND ISSUES

Professional Liability

The Liability of Accountants 615
The Liability of Other Business Professionals 620
The Liability of Health Care Providers 622

Computer Law

The Law and the Computer 629

The Ownership of a Computer Program 630
Contract Law and the Computer 635

Civil Litigation and the Computer 637
Privacy Law and the Computer 639

564

581

595

613
614

628

Expanded Contents

xi



xii

Expanded Contents

Chapter 42

Chapter 43

APPENDIX A

APPENDIX B

APPENDIX C

Modern Legal and Ethical Problems 644

Problems Involving Chemical Dependency 645
Problems Involving Property 649

Problems Involving Safety and Security 651
Problems Involving Rights 654

International Law 661

National and International Standards 662
International Law and War 665

International Law and the United Nations 668
International Law and Trade 670

Case Study: Lama v. Borras 676

U.S. CONSTITUTION 680

UNIFORM COMMERCIAL CODE (ABRIDGED) 688
Article 1: General Provisions 688

Article 2: Sales 692

Article 2A: Leases 710

Article 3: Negotiable Instruments 728

UNITED NATIONS CONVENTION ON

CONTRACTS FOR THE INTERNATIONAL

SALE OF GOODS 747
Glossary 759

Case Index 778

Index 781



