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IIpeagncaoBue

Hacrosamiee yuebHOe mmocodue ImpegHasHaueHo AJIs OBJIa-
NeHUA IOPUANYECKON TEPMUHOJIOTHEN B 00JIACTH IIPEAIIPHU-
HIMATeJbCKOIO IIPaBa CTYAeHTAMH I'PaKIAHCKO-IIPABOBOMI
CIennaJu3aluN IOPUANUYECKUX BY30B U CTYAeHTaAMHU
JUHTBUCTUUYECKUX BY30B, U3YUAKOIIMUMU IOPUIUUECKYIO
JIEKCHUKY.

OC00eHHOCTBLIO JAHHOI'O IOCOOUS ABJISETCA obeclieueHure
pelieHnss IByeAMHON 3amaum obecrmeueHus: YUeOHOTO IIPOo-
Iecca Kak CTYAeHTOB-JIMHIBUCTOB, TAK U CTYJeHTOB-IOPHC-
TOB.

Bo-1iepBBIX, M3BECTHO, UTO paboTa Ha MEXKIYHAPOILHOM
PBIHKEe TpeOyeT OT I0PHCTa YPEe3BBIUYANHO BBICOKOI'O YPOB-
HsA TOATOTOBKHU. JlaHHOE IToco01e MOCTPOEHO Ha MCIOJIb30-
BAHUH COBPEMEHHBIX ayTeHTUUYHBIX MHOCTPAHHBIX IOPUIM-
YeCKHUX TEKCTOB I'OCYAapCTB CUCTEMbI 00IIero mpasa, U IIo-
9TOMY, OHO MOJKET OKa3aThbCA IIOJE3HBIM IJISA PA3BUTHUA Y
CTYJIEHTOB-IOPHCTOB HABBIKOB CPABHUTEJILHO-IIPABOBOTO
TOJKOBAHUs, AAIOIIEro ImpeicTaBIeHie 0 TOM, KaK pella-
IOTCS CXOJHBIEe IIPO0JEeMBI B IrOCYJapCTBaX C PasINUHLIMU
IIPABOBLIMI CHCTEMAaMMU.

PaboTasa ¢ jaHHBIM IIOCOOMEM, CTYAEHT CMOKET MCIIOJb-
30BaTh CBOM 3HAHNS, IIOJYUYEHHLIE B XOJe M3YUEHUs IIC-
IUIIIAH TPaKJaHCKO-IIPABOBOrO IIMKJIA, OCYIIeCTBIAA
BHEIITHee CUHXPOHHOE MHKPO- M MaKpOCpPaBHEHNE MHCTH-
TYTOB IIpaBa rocyAapCTB ¢ PHIHOYHOU CUCTEMOM X03AM1CTBO-
BAaHHUSA HA YPOBHE MaTepHAJbHBLIX IIPAaBOBBIX HOpM. Ilosy-
YyeHHBIE B X0/ Pa00Thl HABBIKM (PYHKIIMOHAJIHLHOI'O CPAaB-
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HEHUsA CTYAEeHT MOKEeT IPUMEHUTh IIPU IOUCKe MeToma
(TpaBOBOII HOPMBI MJIM MHCTUTYTA) C IIOMOIIBI0 KOTOPBIX
MOXKET OBITH pellieHa BOSHUKAIoNIaA B chepe MeKIYHAPO/I-
HOr'o OM3Heca IrpobJeMa.

Bo-BTOpPBIX, MOCOOUWE ITOCTPOEHO CJAEAYIONIUM 00pPa30oM:
KaKaas JUJaKTUUYecKasd eIUHUIA TOCBAIeHA U3YUEHUIO
HOPM OJHOT'0 13 MHCTUTYTOB IIPEAIIPUHIMATEIbCKOTO IIPa-
Ba. B HauaJIo Taxoi e JMHUILI IOMEINeH KPaTKU KOMMEH-
Tapuil, KOTOPBIN OTCHLIAET 00yuaeMOro K HOpMaM pery-
JUPYIOIUM CXOIHBIA MHCTUTYT POCCHUICKOT0 3aKOHOJA-
TeabcTBa. CTYIEHT-JINHTBUCT IIepe] HauaJIoM padoThI HAJ
MaTepuajaM¥u IUIaKTUUYECKON eIWHUIIBI JOJKeH obpa-
TUThCA K YKa3aHHBIM HOPMAaM, UTO IIOMOKET €My HOHATh
ee cojiep;KaHUe U YCIIEITHO OBJAMeTh JIEKCUKOU JaHHOTO
MHCTUTYTa IIpaBa. B xome paboThI CTyAeHTaAM-JIUHIBUC-
TaM, He 3HAKOMBIM C IPa’KIAaHCKUM IIPaBOM, PEKOMEHY-
ercsa oopamarbed K 'paskganckomy Kogexcy Poccuiickoit
denepanum (IpegnouTHUTEIbHEE IMETD IO PYKOH JII00YIO0
13 HaXOIAINXCSA Ha PbIHKe Bepcuii «KomMmMeHTapusa K
T'pasxkgarnckomy rKomexcy PdD»).

IIpaBoBasa JIeKCHMKa BBOAUTCA TeMaTUUYECKU, 110 pasjie-
JaM, OTPa’KalOIINM HOPMBI OTAEJbLHBIX HHCTUTYTOB
MPEeIIIPUHNMATEIBCKOTO IPaBa; U 3aKpemnjAaeTcsa B pas-
JUYHBLIX BUJAX YIPaKHEeHUI, HAXOAAIHUX CBOE IpPHMe-
HeHMe B TaKHUX PeueBBIX BUIAX PabOTHLI: MOHOJIOT, AHAa-
Jor, nuckyccuda. OmHAKO cjaeqyeT OTMEeTUTDb, UYTO CTPYK-
Typa mocobusd He ABJAAETCA 3€PKAJbHBIM U IOJHBIM
oTpakeHueM CTPYKTYPHI OTPACJIHN POCCUHCKOTO IPeAIpH-
HUMAaTeJbCKOT0 U KOMMepUeCcKOoro nmpasa. ABTopaMu
BBIOPAHLI Te MHCTUTYTHI IIPaBa, KOTOPHIE IIPEICTABIISIIOT-
cA Kak HauboJiee MoJIe3Hble 1 MHTEePECHBIe JJIS JOCTUMKE-
HUS IIeJ1 OCBOCHUSA CTYAeHTAMU IPEeIIIPUHNMATEIbCKOMN
JIEKCUKH.
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ITocobue He mpemycMaTpuBaeT oOyueHHe rpaMMaTHUKe,
IIOCKOJIBKY ero BBeJleHre B YUeOHBIH IIpoIlecc IIpeaycMar-
puBaeTCsa HaA CTApIINX KypcaX BY30B, KOr[a CTYAeHTaMUu
yoKe OCBOEHBI 0a30Bble€ KYyPChI aHTJIMMCKOTO S3bIKA, I'PaK-
JIAHCKOTO TpaBa, U OCYIIECTBJIACTCS M3yUeHUe CIeIrnab-
HBIX JUCIIAILINH, BXOAAINX B FPaKIAHCKO-IIPABOBYIO CIIe-
IUAIU3AIINI0 IIOATOTOBKY IOPUCTOB, & UMEHHO: IPeIIpHu-
HUMATEJbCKOTO M KOMMEPUECKOTro IpaBa, CTPaxOBaHUA
U T. 1.

CrymeHTaM KakK IOPUINYECKOTO, TAK U JUHTBUCTHUUE-
CKOT'0 HAIIpaBJIEHUI MOJATOTOBKY NMpU padoTe ¢ JAaHHBIM
moco6reM peKOMEeHIyeTCA UCI0JIb30BaTh HAPAAY C OOIIH-
MU CJIOBapsAMU TaKike U cIlel[MaJibHbIe CJIOBapu, a MMeH-
HO: Andpuanos C.H., Beprcon A.C., Huxrugopos A.C.
AHrI0-pyCcCKUM opuanueckuii caoBapb. M.: Pycckuii
A3BIK, 1993, 1ubo Gosiee mo3aHUe u3nanua; KysHeyos A.
IIpakTuecKuil pyccKo-aHTJIUNCKUN IOPUAUUYECKUN CJIO-
Bapb. M.: Avers, 1995; snexkrponHsie ciaoBapu MUL-
TILEX, LINGVO; onnaiinoBsiii caoBapu MULTITRAN
(www.multitran.ru), Find Law for Legal Professionals
(www.dictionary.lp.findlaw.com).




HopwmbI mHCTHUTYTa BHEIOTOBOPHBIX 00a3aTeIbCTB: «00s-
3aTeJbCTBAa BCJIEJICTBUE IPpUUYMHEeHUA Bpena» (ryiasa 59 I'K
P®) onpenensaioT, UTO Bpe, IPUUYMHEHHBIN JUYHOCTH WJIN
MMYIIEeCTBY I'paskJAaHNHA UJIN IOPUINUYECKOTO JINIA, MOJI-
JIEJKUT BO3MEIIEHUIO B IIOJTHOM 00'beMe JINIIOM, IPUUUHUB-
IITUM BpeJ. ¥ CTaHABJMBAIOTCS OTPAHUYEHUA 110 BO3MeIIe-
HUIO BpeJla IPUYUMHEHHOTO HEeCOBEPIIEeHHOJIETHUMU U He-
ITeecIIOCOOHBIMM TpaskaaHaMu. BosmelleHme Bpena
OCYIIeCTBJISETCA JIU0O B JeHeKHOI, 100 B HATypaJbHOM
dopme. 3aKOHOM, JTUOO TOTOBOPOM MOJKET OBITh YCTAHOB-
JieHa 00s3aHHOCTh IIPUYUHUTEJIS BpeJa BBIILJIATUTD IIOTEP-
MeBIIUM KOMIIEHCAIIUIO CBePX BOo3MellleHUA Bpezaa. Jluo,
IIPUYUHUBIIIEE BPEZ, 0CBOOOIKIAETCS OT BO3MEIIIeHUA, €CIU
JIOKa’KeT, YTO BpeJ IPUUYMHEH He 10 ero BuHe. B Bo3Mmerrie-
HUU Bpea MOXKeT ObITh OTKAa3aHO, €CJIU Bpel IPUYUHEH 110
mpochb0e MJIM C COTJIACUS IOTEPIIEBIIIEr0, B COCTOSHUU He-
00xX0oanMOiT 000POHBI, B COCTOSTHUU KpaliHell HeoOXO0IUMO-
CTH, a JeUCTBUS IPUUYUHUTENA He HAPYIIAIOT HPABCTBEH-
HbIe IPUHIIUIIBI O0IIeCTBA.



JleIMKTHOE ITPaBO

List of key terms and word combinations:

actual malice
comparative negligence

contributory negligence

damage cap
damages

defamation

defective condition
false imprisonment

infliction of emotional
distress

injunction
interference with a contract
invasion of privacy

legal duty

libel
misuse of legal procedure
negligence

nuisance

proximate cause

punitive damages

3JI0M YMBICEJI, YCTAHOBJIEHHBIH 1O
(hakTHIEeCKUM 00CTOSATEIHCTBAM JIeia

OTHOCHUTEINIbHAsI HEOPEKHOCTh
COBMECTHasl BUHa

HEOPEKHOCTH (HEOCTOPOKHOCTH)
WCTIA, BBI3BABILAsi HECUACTHBIN CITydai;
BUHA TIOTEPIIEBILIET0; HEOPEKHOCTD,
Ipe/IIoaraomas BO3MeIeHue 1011
OTBETCTBEHHOCTH

npeacii BO3MCUICHUA
BO3MCEIICHUE BpEaa

pasrianieHue npaBIuBbIX CBEICHUN
NO30pAIIUX JPYroe JIULO

FOPUINICCKH TTOPOYHBIE YCIIOBHS
HETpaBOMEpHOE JINIICHHE CBOOOIBI

MPUYMHEHNE YMOIMOHAIBEHOTO
paccTpoiicTBa

CyZaeOHBIH 3amper
BMEIIIATEICTBO B KOHTPAKT
HapyIIeHHUE JINYHOHN >KHU3HA

paBoBasi 00SI3aHHOCTh, TOTOBOPHAsT
0053aHHOCTE

KJIEBECTA MUCbMCHHO WX Y€PE3 N€YaATh
370ynoTpedIeHre CyI0IPOU3BOICTBOM
HEOpPEKHOCTh

HapyIIeHHE TOKOsI, BPEJI, HCTOYHUK
Bpe/a, «3J0BPEAHOCTH» (B YACTHOCTH,
[PUYMHEHHE COOCTBEHHUKY
HEABUXXUMOCTH ITIOMEX U Hey}IO6CTB B
MOJIb30BaHUU €10)

HCIOCPEACTBCHHAsA NpUirnHa

mrpadHbie yOBITKH, YOBITKH,
MPUCYKAaEMBIE B IIOPAIKE HAKA3aHUS
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doctrine respondeat —  pokTpuHa
superior «IIyCTb IPHHIUIIAT OTBEYACT»
slander —  ycrHas kieBeta
strict liability —  cTporas oTBETCTBEHHOCTS;

00bEKTUBHASI OTBETCTBEHHOCTh
(HE3aBHCHUMO OT HAJTMIHS BUHBI)

survival statute —  3aKOH O PU3HAHWUK OCHOBAHUS UCKA
JEHCTBUTEIBHBIM HE3aBUCHMO OT
CMEPTU CTOPOHBI

tort —  meNmKT, TpajkAaHCKOE NIPaBOHAPYLICHHE
tortfeasor —  mpHYMHWUTENH BpEaa, ACIHHKBEHT;
MIPaBOHAPYIIHUTEIb

A tort is a private wrong that injures another person’s
physical well-being, property, or reputation. A person who
commits a tort is called a tortfeasor. The other party is
alternately referred to as the injured party, the innocent
party, or the victim. If a lawsuit has been filed, the in-
jured party is called the plaintiff and the tortfeasor is
called the defendant.

The primary purpose of tort law is to compensate the
innocent party by making up for any loss suffered by that
victim. Another objective is to protect potential victims
by deterring future tortious behavior. Criminal law in-
volves a public wrong, that is, a wrong that affects the
entire society. When a crime is committed, government
authorities begin legal actions designed to remove the
offender from society. It is possible, however, for a single
act to be both a tort and a crime.

Businesspeople must be especially aware of tort law be-
cause of the doctrine of respondeat superior (let the master
respond). That doctrine may impose legal liability on em-
ployers and make them pay for the torts committed by their
employees within the scope of the employer’s business.
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No legal liability can be imposed against an individual
unless two elements are present: the first element is duty,
which is an obligation placed on individuals because of the
law; the second element is a violation of that duty. A duty
can be violated intentionally, through negligence, or un-
der the theory of strict liability.

Legal duties arise corresponding to each right within
each member of our society.

Intentional violations of duty include a variety of in-
tentional torts, all of which have their own individual el-
ements. The principal intentional torts are assault, bat-
tery, false imprisonment, defamation, invasion of priva-
cy, misuse of legal procedure, infliction of emotional
distress, nuisance, and interference with a contract.

People and property are sometimes injured even when
no one intends that the injury occur. Such an occurrence
is usually labeled «an accident.» Justice demands that the
injured party be compensated. That part of tort law that
is concerned with the compensation of accident victims is
called negligence.

Under what circumstances can the actions of an alleged
tortfeasor be labeled negligent so that the tortfeasor will
be held liable? Four elements must be present to establish
negligence: (1) legal duty, (2) breach of duty through a
failure to meet the appropriate standard of care, (3) prox-
imate cause, and (4) actual injury.

A breach of duty owed to the victim occurs if the
tortfeasor has not met the appropriate standard of care
under the circumstances. To determine if the alleged
tortfeasor has met the standard of care, the court uses
the reasonable person test. This test compares the actions
of the tortfeasor with those of a reasonable person in a
similar situation. The reasonable person test is objective.




12 Unit 1. Tort Law

Determining this test may require the use of expert
witnesses to testify as to the reasonable professional’s
conduct under the circumstances.

In order for the tortfeasor to be held liable, the
unreasonable conduct must be the proximate cause of the
victim’s injuries. Proximate cause (sometimes referred to
as legal cause) is the connection between the unreasonable
conduct and the resulting harm.

The injured party in a lawsuit for negligence must show
that actual harm was suffered. In most cases, the harm
suffered is a physical injury or in a form of property
damage, and is, therefore, visible. Harm suffered due to
fright or humiliation is difficult to demonstrate.

Several defenses can be used by the defendant in a neg-
ligence case. These defenses include contributory negli-
gence, comparative negligence, and assumption of the risk.

The defense of contributory negligence involves the
failure of the injured party to be careful enough to ensure
personal safety. Contributory negligence completely
prevents recovery by the injured party. The injured
party’s defense to a charge of contributory negligence is
called last clear chance. Under this doctrine, a tortfeasor
may be held liable if the injured party can show that the
tortfeasor had the last chance to avoid injury.

The doctrine of comparative negligence requires courts
to weigh the relative degree of wrongdoing in awarding
damages, and to assign damages according to the degree
of fault of each party.

Another defense to negligence is assumption of the risk,
which involves the voluntary exposure of the victim to a
known risk.

Under the doctrine of strict liability or absolute liability,
the court will hold a tortfeasor liable for injuries to a
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victim even though the tortfeasor did not intend the harm
and was not, in any way, negligent. Strict liability is
generally applied when the harm results from an
ultrahazardous or very dangerous activity.

Product liability is a legal theory that imposes liability
on the manufacturer and seller of a product produced and
sold in a defective condition (unreasonably dangerous to
the user, to the consumer, or to property). Anyone who
produces or sells a product in a defective condition is sub-
ject to liability for the physical or emotional injury to the
ultimate consumer and for any physical harm to the us-
er’s property.

When a wrongdoer has injured another person by com-
mitting a tort, the victim can usually be compensated with
monetary damages. Damages can include compensation
for the repair or replacement of involved property, or for
lost wages, medical bills, and any pain and suffering that
the victim was forced to endure. If the tortfeasor’s acts
are notoriously willful and malicious, a court may impose
punitive damages (exemplary damages), which are dam-
ages above and beyond those needed to compensate the
injured party. Punitive damages are designed to punish
the tortfeasor so that similar malicious actions are avoid-
ed by others.

If a tort involves a continuing problem the injured par-
ty may ask the court for an injunction. An injunction is a
court order preventing someone from performing a par-
ticular act. If the company failed to satisfy an order, it
would be in contempt of court. Contempt of court is a de-
liberate violation of the order of a judge that can result in
a fine or in incarceration for the wrongdoer.

Exercise 1. Comprehension questions:

1. What are the kinds of violation of a duty?
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2. What is done to determine if the alleged tortfeasor
has met the standard of care?

3. What are the forms of the actual harm?

4. When do the courts deny damages in actions for neg-
ligence?

5. When is the strict liability applied?

6. What are the punitive damages designed for?

7. Explain what an injunction is.

Exercise 2. Find in the text English equivalents to the
following:

OTHocuTe/ibHAA HEOPEKHOCTH; COBMeCTHAas BUHA; He-
OpesKHOCTDh, IPeAIIoJararlnas Bo3MeIlleHre JOJU OTBEeT-
CTBEHHOCTH; IIpe/ieJl BO3MeIlleH!s; pasrJallleHre IpaBau-
BBIX CBEJEHUI II030PAIUX APYToe JIUI0; OPUINUYECKH I10-
pOUHLIE YCJOBUA; CYAeOHLIN 3alpeT; BMEIIaTeJbCTBO B
KOHTPAKT; HapyIIIeHNne JUYHON KU3HH; IpaBoBas 00s13aH-
HOCTh; KJIieBeTa IMCbMEHHO MM uepes IeuaTh; HeOperk-
HOCTh; MCTOUHHUK Bpea; HemocpelCTBeHHAs NPUUYMHA;
YOBITKM, IPUCYIKAaeMble B IIOPAAKe HaKa3aHUA; YCTHAA
KJIeBeTa; O0beKTHUBHASA OTBETCTBEHHOCTD.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

O6s3aTeIbCTBA U3 IIPUUYNHEHNA Bpeia; MOPaJIbHBINA BPeI;
Mepbl OTBETCTBEHHOCTH; BpeJ, IPUUYNHEHHBIA NCTOUHIKOM
IMOBLIIIIEHHOH OIIaCHOCTY; BpeJ IPUUYMHEHHBI akTaMU BJIa-
CTU; BpeJ IPUUYNHEHHBI HeCOBEPIIeHHOJIEeTHUMU JIUIIAMU;
BpeJ IPUUYNHEeHHbINA HeleeCIIOCOOHBIMUY JIUIAMU; Bpe IIPH-
YMHEHHBIN KU3HU 1 3J0POBbI0 'PakJaHIHA; IIPABO perpec-
ca; CII0cOOLI ¥ pasMephbl KOMIIEHCAI[MY Bpea.

Exercise 4. Be ready to talk on one of the following topics:

1. Differentiate between the objectives of tort law and

those of criminal law.
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2. Discuss the element of duty and explain how duties
relate to rights.

3. Identify the principal intentional torts and outline
the elements of each.

4. Determine the four elements of negligence.

5. Contrast contributory negligence, comparative neg-
ligence, and assumption of the risk.

Exercise 5. Make up your own dialog on the case:

To prove that the plaintiff died of lung cancer caused
by smoking the defendant’s cigarettes or that plaintiff’s
scalp rash was caused by the defendant hair dye will often
be a tricky and difficult task. Not only must the plaintiff
disclose that the breach of warranty was the cause “in
fact”, but he must show, that the “breach of the warranty
was the proximate cause of the loss sustained.” The law-
yer must prove a sufficiently close causal connection to
convince the court that it ought to be defined as proxi-
mate.

Post hoc propter hoc is not normally enough; the plain-
tiff must show more that the goods injured the plaintiff
in a certain way.




Characteristics,

and Status of Contracts

HopMmbl 001X mMOJOMKEHUH I'paskJIaHCKOTo mpaBa (pas-
nen I 'K P®D, rmaBa 9 «Caenku») u MHCTUTYTA 00A3aTENIb-
crBerHoro mpasa (paszen III 'K P®), a umenHO, HOPMBI
CcyOmMHCTHUTYTAa OOITNX MOJIOMKe U foroBopa (Tyiassl 27, 28,
29 TK P®), ompenensior, 4TO AOTOBOD IIPEACTABJSET CO-
00Ii corJalneHue ABYX WU HECKOJIBKUX JIXIL 00 YCTAHOB-
JIEHUU, U3MEHEeHUU NN IPeKpallleHNU MPaKIaHCKIX IIPaB
u obsizaHHOCTeli. CyOBLeKThI IIpaBa CBOOOSHEI B OIIpejeJie-
HUM YCJIOBUI, PEIlleHNN BOIPOCOB 3aKJIIOUEHUs JOroBopa
1 B BBIOOpE IIapTHEPOB. 3aKJIIUEHUE JOTOBOPaA IIPOXOLUT
nBe ctagun: 1) opepra (IpeioKeHre 3aKJIIOUYNTD JOTOBOP);
2) ak1enT (coryiacue 3aKJIOUYUTH JOTOBOP). [loroBop MoKeT
OBIThH 3aKJII0UYEH B YCTHOM WJIM IMCHLMEHHOI (popme.
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List of key terms and word combinations:

contract of record

executed contract

executory contract
express contract

implied-in-fact
contract

implied-in-law
contract

obligee
obligor

privity

promisee
promisor
quasi-contract

unenforceable
contract

unilateral contract

valid contract

voidable contract

void contract

JIOTOBOP, OOJICUCHHBIN B ITyOJIMYHBIN aKT
JIOTOBOP C MCIOJIHEHHEM B MOMEHT 3aKJIFOUEHHS
JIOTOBOD C MICTIOTHEHHEM B Oy TyIiem

SIBHO BBIPQXXEHHBII JOTOBOP

MoApa3zyMeBaeMblid JOTOBOP

KBa3H-I0TOBOP (BBHITCKAIOMINH U3 MPEIITHCAHII
3aK0HA)

JIMLIO, TI0 OTHOLICHHUIO K KOTOPOMY ITPUHSTO
00513aTeNIbCTBO; KPEIUTOP MO 0043aTENbCTBY

JIIIO, IPUHSBIIEE Ha ce0s 0013aTeNbCTBO;
JIOJDKHUK TI0 00513aTENBCTBY, ICOUTOP

MUMYILECTBEHHbIC OTHOIICHHS (OCHOBAHHbIC HA
JIOTOBOPE, MPABONPEEMCTBE U APYTHUX JTUIHBIX
OTHOIICHMSIX )

KpPEJUTOp IO JOTOBOPY
JIOJDKHHUK TIO JIOTOBOPY
KBa3UI0TOBOP

JIOTOBOP, HE MOTYIITHHA OBITh IPUHYIUTEIBEHO
OCYULIECTBJICHHBIM B HCKOBOM IIOPSIKE

OAHOCTOPOHHAA CACIIKA

HaJuIexaIe o(OpMIICHHBIH, HaUIe)Kalle
COBEpIIECHHBIH JOT0BOP

ocriopuMas CacjKa

HE UMEIOIIas FOPUIUUYECKON CHIIbI, HUYTOXKHAS
clielika

A contract is an agreement based on mutual promises
between two or more competent parties to do or to refrain
from doing some particular thing that is neither illegal
nor impossible. The agreement results in an obligation or
a duty that can be enforced in a court of law.
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The contracting party who makes a promise is known as
the promisor; the one to whom the promise is made is the
promisee. The party who is obligated to deliver on a prom-
ise or to undertake some act is called the obligor. The con-
tracting party to whom the obligor owes an obligation is
called the obligee.

A legally complete contract will arise between two par-
ties when all six elements of a contract are present: offer,
acceptance, mutual assent, capacity, consideration, and
legality. If any one of the six elements is missing, the
transaction is not a legally complete contract.

1. An offer is a proposal made by one party to another in-
dicating a willingness to enter into a contract. The person
who makes an offer is called the offerer. The person to whom
the offer is made is the offeree. Making the offer is actually
the first step in creating the contractual relationship between
the two parties. The offer must be seriously intended, clear
and definite, and communicated to the offeree.

2. In most cases, only the specifically identified offeree
has the right to accept an offer. Acceptance means that
the offeree agrees to be bound by the terms set up by the
offerer in the offer. In many situations, if the offeree
changes any of those terms, the acceptance is not really
an acceptance but a counteroffer.

3. If a valid offer has been made by the offerer and a
valid acceptance has been made by the offeree, then the
parties have agreed to the terms, and mutual assent ex-
ists between them. Mutual assent is sometimes called a
meeting of the minds.

4. Capacity is the legal ability to enter into a contractu-
al relationship. The law has established a general presump-
tion that anyone entering a contractual relationship has
the legal capacity to do so.
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5. Consideration, i.e. the mutual exchange of benefits
and sacrifices, is the thing of value promised to one party
in exchange for something else of value promised by the
other party. This exchange of valued items or services
binds the parties together. If no consideration passes
between the parties, then no contract exists.

6. The final element of a binding contract is legality.
Parties cannot be allowed to enforce a contract that involves
doing something that is illegal. Some illegal contracts in-
volve agreements to commit a crime or to perform a tort.
Other activities that are neither crimes nor torts have been
made illegal by specific statutes. Among these activities
are usurious agreements, wagering agreements, unlicensed
agreements, unconscionable agreements, etc.

All contracts are agreements, but not all agreements are
contracts. An agreement may or may not be legally
enforceable. For example, an agreement to take a friend
to a football game would not be legally enforceable because
the friend has not given anything in exchange for that
promise. To be enforceable, an agreement must conform
to the law of contracts.

The general rule of contract law is that the parties to a
contract must stand in privity to one another. Privity
means that both parties must have a legally recognized
interest in the subject of the contract if they are to be
bound by it. Outside parties who do not have such an
interest in the subject matter of the contract may not be
bound by it. Their right to sue in the event of breach (i.e.,
broken or violated) of contract would also be called into
question. An exception to the general rule of privity exists
in cases involving warranties and product liability.

Contractual characteristics are divided into four
different categories:
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e valid, void, voidable, and unenforceable;
e unilateral and bilateral;

e express and implied; and

e informal and formal.

Any given contract could be classifiable in all four ways.
Thus, a single contract could be said to be valid, bilateral,
express, and formal.

A valid contract is one that is legally binding and fully
enforceable by the court. In contrast, a void contract is
one that has no legal effect whatsoever. A contract to
perform an illegal act would be void. A voidable contract
is one that may be avoided or canceled by one of the parties.
A contract made by minors and one that is induced by
fraud or misrepresentation are examples of voidable
contracts. An unenforceable contract is one that, because
of some rule of law, cannot be upheld by a court of law.
An unenforceable contract may have all the elements of a
complete contract and still be unenforceable.

A unilateral contract is an agreement in which one party
makes a promise to do something in return for an act of
some sort. In contrast, a bilateral contract is one in which
both parties make promises. A bilateral contract comes
into existence the moment the two promises are made.
A breach of contract occurs when one of the two parties
fails to keep the promise.

A contract can be either express or implied. An express
contract requires some sort of written or spoken
expression that indicates the desire of the parties to enter
the contractual relationship. An implied contract is
created by the actions or gestures of the parties involved
in the transaction.

In some situations, laws require certain types of
contracts to be in writing. A written contract does not have
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to be a long, formal, preprinted agreement. A written
contract may take the form of a letter, sales slip and
receipt, notation, or memorandum. A written contract
may be typed, printed, scrawled, or written in beautiful
penmanship.

One who knowingly accepts benefits from another
person may be obligated for their payment, even though
no express agreement has been made. Agreements of this
type can be either implied in fact or implied in law.

Contracts implied by the direct or indirect acts of the
parties are known as implied-in-fact contracts.

An implied-in-law contract can be imposed by a court
applying reasons of justice and fairness when someone is
unjustly enriched at the innocent expense of another. It
is used when a contract cannot be enforced or when there
is no actual written, oral, or implied-in-fact agreement.
An implied-in-law contract is also called a quasi-contract.
It does not result from the mutual assent of the parties
such as an express or implied-in-fact contract.

Under common law principles, a formal contract differs
from other types in that it has to be written; signed,
witnessed, and placed under the seal of the parties; and
delivered.

A special type of formal contract — contract of record —
is not a contract in the true sense of the word because it is
court created, and it does not have all the elements of a
valid contract. Often, such a contract is one that has been
confirmed by the court with an accompanying recorded
judgment giving the successful litigant the right to
demand satisfaction of the judgment.

An oral or written contract that is not under a seal or is
not a contract of record is considered an informal contract
(also known as a simple contract). An informal contract
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generally has no requirements as to language, form, or
construction. It comprises obligations entered into by
parties whose promises are expressed in the simplest and,
usually, most ordinary nonlegal language.

After a contract has been negotiated, all obligations
must then be satisfactorily performed in order for the
contract to be executed. A contract that has not yet been
fully performed by the parties is called an executory
contract. When a contract’s terms have been completely
and satisfactorily carried out by both parties, the contract
becomes an executed contract. Such a contract is no longer
an active agreement and is valuable only if a dispute about
the agreement occurs.

Exercise 1. Comprehension questions:

1. How are the two contracting parties called?

2. What are the requirements of an offer?

3. Can it be called an acceptance when the offeree chang-

es the terms?

4. What does the mutual assent suppose?

5. In what cases do people have the right to abandon

their contracts?

6. What is a consideration and why is it an important

element of a contract?

7. What makes the contract illegal?

8. Can quasi-contract be called a contract in the true

sense of the word?

9. What is the contract of record?

Exercise 2. Find in the text English equivalents to the
following:

SIBHO BBIpaKEHHBIN NOTOBOP; IIOIpa3yMeBaeMbIi I0TO0-
BOD; JIUIIO, II0 OTHOIIEHUIO K KOTOPOMY HPUHATO 00s3a-
TeJILCTBO; KPEAUTOP IO 0043aTEeIbCTBY; JUII0, IPUHSIBIIIEE
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Ha ce0s 00s3aTeIbCTBO; JOJIMKHUK II0 00s13aTeJILCTBY, Ie-
0MTOP; KPEAUTOP II0 JOTOBOPY; AOJIMKHUK II0 JOTOBOPY; IO-
rOBOP, HE MOTYIIHI OLITh HPUHYAUTEJLHO OCYII[ECTBJIEH-
HBIM B ICKOBOM IIOPAJKE; OCIIOPUMAs CHAeJIKa; HUUTOXKHAA
cIeska.
Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
BoamesnubIil JOroBOP; 0€3B03ME3JHbBIN JOTOBOP; ITy0IMY-
HBIII JOTOBOP; IpPEeABAapPUTENbHLIA JOrOBOP; AJOTOBOP B
IIOJIb3Y TPEThEero JINIla; TOJKOBAaHHE JOT0BOpAa; IIPOCTasd
nucbMeHHasa popMa I0oroBopa.
Exercise 4. Be ready to talk on one of the following
topics:
1. Identify the six elements of a contract.
2. Distinguish contracts from other agreements made
between different parties.
3. Explain the nature of valid, void, voidable, and un-
enforceable contracts.
4. Contrast unilateral and bilateral contractual ar-
rangements.
5. Outline the difference between express and implied
contracts.
6. Contrast the nature of a formal contract with that
of an informal contract.
7. Explain how executory contracts differ from execut-
ed contracts.

Exercise 5. Make up your own dialog on the case:

In Kunian v. Development Corp. of America, the seller
of plumbing and heating materials entered into an install-
ment contract with the buyer. Several months later the
buyer was $38,000 behind in payments for installments
of goods delivered. After the seller demanded assurance
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of performance from the buyer, the buyer promised that
he would pay the outstanding indebtedness if the seller
would continue his performance. When a month passed
and the buyer had made no further payments, the seller
informed the buyer that no further deliveries would be
made unless the buyer deposited in escrow a sufficient
amount of cash to pay for the delivered goods. The court
held that the seller had “reasonable ground for insecuri-
ty” and that his suspension of performance was justified.
Exercise 6. Resume in industry buzz:
Types of Ks
1. Express or Implied
a. Express is statemts of mutual assent; willingness
to enter into a K
b. Implied is no statements; conduct
2. Bilateral, Unilateral or Code
a. Code is sale of goods & no bi/uni distinction
b. Bilateral formed w/mutual promises of parties,
perf. of both fully executory
c. Unilateral promise 1 side & fully executed perf.
the other (K no formed until fully executed 1 side)
3. Telling if Bilateral or Unilateral
a. Unilateral if offer warns only accept by act or if
public offer
b. Bilateral always if asks for return promise

c. Offer indifferent (can’t tell if promise or perf. re-
quested) MAJ it’s bilateral



Offer and Acceptance

Odgeproit (r1aBa 28 'K P®P) npusuaeTca Takoe mpeo-
JKeHue, KOTOpoe: a) JOJIMKHO OBITH JOCTATOYHO OIIPe/IesIeH-
HBIM ¥ BBIPAYKaTh IBHOE HaMepeHUe JINIA 3aKJIUYUTh I0-
TOBOp; 0) MOJIZKHO COZIePsKaTh BCE CYIIECTBEHHBIE YCJIOBUSA
JIOTOBOPAa; B) MOJIKHO OBITh OOpaIlleHo K OJHOMY WJIU He-
CKOJBKUM KOHKPETHBIM JHuIlaM. AKIEIITOM IIPU3HAETCS
corjiacue JuIla, KOTOPOMY ajJpecoBaHa odeprTa, MPUHATH
9TO MpeJio)KeHre, IpUUYeM He J00oe corjiacue, a JUIIb
TaKoe, KOTOPOe SABJISETCSA IOJHLIM M 0€30TOBOPOUYHBIM.
AKIenToM cunMTaeTcs TaKiKe COBepIIeHHue JIUIIOM, II0JY-
YUBIIUM O(PEPTY, B CPOK, YCTAHOBJICHHBIN IJId aKIleNnTa,
IelCTBUI IO BBINOJHEHHNIO YKAa3aHHBIX B HEH YCJOBUH JO-
rosopa. Byayuu monyueHHBIMU, 0epTa U aKIEIT II0POIK-
JAa0T IOPUANUYECKIUE IIOCJIEACTBUA AJIs COBEPIINBIINX MUX
JINIL,.
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Unit 3. Offer and Acceptance

List of key terms and word combinations:

acceptance

cost-plus contract

counteroffer

current market
price contract

firm offer

invitation to trade
mirror image rule
offer

offeree

offerer
option contract

output contract
public offer
rejection
requirements

contract

revocation

AKICIIT, aKIICIITOBAHUC

JIOTOBOP Ha YCJIIOBHUAX OTUIATHI (PAKTHIECKHUX
pacxo/10B ¢ HAYUCJIEHUEM OIPENEIEHHOTO
MPOIIEHTA OT 3TUX PAaCX0/I0B

BCTPEYHOE NpeI0KEeHHE; KOHTpodepTa

JIOTOBOP Ha YCIIOBUSX OILIATHI 110
TEKYIM PBIHOYHBIM LIEHAM

MPEeUI0KEHHE TOBapa WM IICHHBIX Oymar
110 TBEPJOH IICHE; TBEPAOE NMPEIIOKEHUE

MIpUTJIaIeHUe clenaTh opepTy
MPaBUJIO 3ePKAIBHOTO OTOOPaXKEHHS
npeanoxeHue; opepra

azpecat oepTsl; JIMLIO, KOTOPOMY JIEJIAeTCs
IpeAT0KEHHE

odepeHT; MuI0, Jenanee NPEaIoKECHIE
ONIMOHHBIA KOHTPAKT

JIOTOBOP O MPOJaXKe BCeH MPOU3BEICHHOM
MIPOIYKIUH

odepra, oOpaiieHHas K HEONPEASTEHHOMY KPYTY
JINIL

OTKJIOHCHHE, OTKa3

KOHTPAKT «Ha BCE MOTPEOHOCTH MOKYNATENsD»
(mpemycMaTpuBaIOIIKi 3aKyIIKy OKyIIaTeIeM
TOJIBKO ¥ OHOTO ITOCTABIINKA)

OTMCHA, aHHYJIMPOBAHHUEC; PCBOKAIIHA

The first element of a valid contract is the existence of
an offer. An offer is a proposal made by one party to an-
other indicating a willingness to enter into a contract. The
person who makes an offer is called an offeror. The per-
son to whom the offer is made is called the offeree. An
offer is valid only if it has serious intent, has clear and
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reasonably definite terms, and has been communicated to
the offeree.

An offer is invalid if it is made as an obvious joke,
during an emotional outburst of rage or anger, or under
circumstances that might convey a lack of serious intent.
The offerer’s words or actions must give the offeree
assurance that a binding agreement is intended. Serious
intent is determined by the offerer’s words and actions
and by what the offeree believed was intended by those
words and actions.

The offerer’s words must give the offeree assurance that
a binding agreement is intended.

The terms of an offer must be sufficiently clear to
remove any doubt about the contractual intentions of the
offerer.

The communicated terms of an offer must be sufficient-
ly clear to remove any doubt about the contractual inten-
tions of the offerer. No valid offer will exist when terms
are indefinite, inadequate, vague, or confusing.

In general, an offer should include points similar to
those covered in a newspaper story -who, what, when,
where, and how [much] — if it is to be clear, definite, and
certain. In other words, the offer should identify the
parties involved in the contract, the goods or services that
will be the subject matter of the contract, the price the
offerer is willing to pay or receive, and the time required
for the performance of the contract.

Sometimes laws permit offers to omit certain informa-
tion. They can state that even though one or more terms
are left open a contract for sale does not fail for indefi-
niteness if the parties have intended to make a contract
and there is a reasonably certain basis for giving an ap-
propriate remedy. For example, cost-plus contracts, out-
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put contracts, requirements contracts, and current mar-
ket price contracts are enforceable even though they are
not complete in certain matters. A cost-plus contract does
not include a final price. Instead, that price is determined
by the cost of labor and materials plus an agreed percent-
age markup. An output contract is an agreement in which
one party consents to sell to the second party all the goods
that party makes in a given period of time. A requirements
contract is an agreement in which one party agrees to buy
all of the goods it needs from the second party. Finally, a
current market price contract is an agreement in which
prices are determined with reference to the market price
of the goods on a specified date.

An offer must be communicated to the offeree to be
valid. The communication of the offerer’s intentions may
be by whatever means is convenient and desirable. It may
be communicated orally or by letter, telegram, or any other
means capable of transmitting the offerer’s proposal. It
may also be implied. Acts and conduct of the proposing
party are, in many cases, successful in communicating an
intention to make an offer to another party witnessing
them. When acts and conduct are sufficient to convey an
offerer’s intentions, an implied offer results.

At times, an offer must be communicated to a party
whose name, identity, or address is unknown. In such
cases, a public offer is made. A public offer is made through
the public media but is intended for only one person whose
identity or address is unknown to the offerer. The classic
example of a public offer is an advertisement in a lost-
and-found column in a newspaper.

By contrast, invitations to trade are not offers. An
invitation to trade is an announcement published for the
purpose of creating interest and attracting a response by
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many people. Newspaper and magazine advertisements,
radio and television commercials, store window displays,
price tags on merchandise, and prices in catalogs are
included within this definition. In the case of an invitation
to trade, no binding agreement develops until a responding
party makes an offer that the advertiser accepts.

The second major element in a binding contract is
acceptance of the offer. An acceptance means that the
offeree agrees to be bound by the terms set up by the
offerer in the offer. Only the offeree, the one to whom the
offer is made, has the right to accept an offer. If another
party attempts to accept, that attempt would actually be
a new and independent offer.

Unilateral contracts do not usually require oral or
written communication of an acceptance. When the
offerer makes a promise in a unilateral contract, the
offerer expects an action, not another promise in return.
Performance of the action requested within the time
allowed by the offerer and with the offerer’s knowledge
creates the contract.

In bilateral contracts, unlike unilateral ones, the offer-
ee must communicate acceptance to the offerer. Bilateral
contracts consist of a promise by one party in return for a
promise by the other. Until the offeree communicates a
willingness to be bound by a promise, there is no valid
acceptance.

An offer may be accepted by either express or implied
means of communication. In an express acceptance, the
offeree may choose any method of acceptance, unless the
offer states that it must be made in a particular manner.
A stipulation such as «reply by Federal Express» or «reply
by certified mail» in the offer must be carried out to
complete an acceptance.
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To be effective, an acceptance must be unequivocal,
which means that the acceptance must not change any of
the terms stated in the offer. Under common law, this
stipulation is known as the mirror image rule.

Under the mirror image rule, the terms stated in the
acceptance must duplicate the terms in the offer. If the
acceptance changes or qualifies the terms in the offer, it
is not an acceptance but a counteroffer. A counteroffer is
a response to an offer in which the terms of the original
offer are changed. No agreement is reached unless the
counteroffer is accepted by the original offerer.

In contracts for the sale of goods, as long as there is a
definite expression of acceptance, a contract will result even
though an acceptance has different or additional terms. If
both parties are not merchants, the different or additional
terms are treated as proposals for amendment to the con-
tract. If the parties are both merchants, however, the dif-
ferent or additional terms become part of the contract un-
less (a) they make an important difference, (b) the offerer
objects, or (c) the offerer limits acceptance to its terms.

Acceptance may result from the conduct of the offeree.
Actions and gestures may indicate the offeree’s
willingness to enter into a binding agreement.

As a general rule, silence is not an acceptance. If, how-
ever, both parties agree that silence on the part of the
offeree will signal acceptance, then such an acceptance is
valid.

Another exception to the general rule occurs when the
offeree has allowed silence to act as acceptance. The
offerer cannot force the offeree into a contract by saying
silence will mean acceptance. The offeree, however, can
force the offerer into a contract if the offerer established
the silence condition.
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A rejection comes about when an offeree expresses or
implies refusal to accept an offer. Rejection terminates
an offer and all negotiations associated with it. Further
negotiations could commence with a new offer by either
party or a renewal of the original offer by the offerer.
Rejection is usually achieved when communicated by the
offeree.

A revocation is the calling back of the offer by the
offerer. With the exception of an option contract and a
firm offer, an offer may be revoked anytime before it has
been accepted. The offerer has this right, despite what
might appear to be a strong moral obligation to continue
the offer. An offer may be revoked by communication,
automatic revocation, passage of time, death or insanity
of the offerer, destruction of the subject matter, or the
subsequent illegality of the contract.

An offer may be revoked by the offerer communicating
that intention to the offeree before the offer has been
accepted. Revocation is ineffective if the acceptance has
already been communicated, as by mailing the acceptance
in response to a mailed offer. Direct communication of
revocation is not required if the offeree knows about the
offer’s withdrawal by other means.

When the terms of an offer include a definite time limit
for acceptance, the offer is automatically revoked at the
expiration of the time stated.

An option contract is an agreement that binds an offerer
to hold open an offer for a predetermined or reasonable
length of time. In return for this agreement to hold the
offer open, the offerer receives money or something else
of value from the offeree. Parties to an option contract
often agree that the consideration may be credited toward
any indebtedness incurred by the offeree in the event that
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the offer is accepted. Should the offeree fail to take up
the option, however, the offerer is under no legal
obligation to return the consideration.

Option contracts remove the possibility of revocation
through death or insanity of the offerer. The offeree who
holds an option contract may demand acceptance by giving
written notice of acceptance to the executor or
administrator of the deceased offerer’s estate or to the
offerer’s legally appointed guardian.

A special rule has emerged in international law. This
rule holds that no consideration is necessary when a
merchant agrees in writing to hold an offer open. This is
called a firm offer.

Exercise 1. Comprehension questions:

1. What is an offer?

2. What is to be done in order to remove any doubt about

contractual intentions of the offer?

3. What information should the offer include?

4. What is a cost-plus contract?

5. What does a current market price contract suppose?

6. What are the ways to transmit the offerer’s propos-
al?

7. What is a public offer?

8. In what cases are acts and conduct of the proposing
successful?

9. Who has a right to accept an offer/ how is an offer
rejected?

Exercise 2. Find in the text English equivalents to the
following:

IToroBop Ha YCJIOBUAX OILIATHI (PAKTUUECKUX PACXOIO0B C
HaUYMCJIEHNEeM OIIPeeIeHHOTO IPOIIEHTA OT 3TUX PACXO0/I0B;
IOTOBOP HA YCJIOBUAX OILIATHI IO TEKYIITUM PHIHOUHBIM IIe-
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HaM; IpeJIoKeHre ToBapa WM IeHHBIX OyMar 110 TBepIoii
IeHe; IMPUTJIAIIIeHUE CIeJaTh oPepTy; aapecaT o(pepTsl;
o(epenT; odepra, odOpallleHHass K HEOIIPeIeIeHHOMY KPY-
Iy JIUI; OTKJIOHEeHUE; aHHYJINPOBaHUeE.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

OT3bIB aKIlenTa; myoJaunuHas ofepra; U3BelreHre 00 OT-
3bIBe 0(hepPThI; 0E30T3LIBHOCTh O(DEPTHI; MIPUTJIAIIICHNE JIe-
JaTh oepTy; aKIenT, IIOJYUYeHHBIN ¢ OMo3JaHneM; OTKa3
OT aKIIemTa.

Exercise 4. Be ready to talk on one of the following
topics:

1. Identify the three requirements of a valid offer.

2. Differentiate between a public offer and an invita-

tion to trade.

3. Explain acceptance of an offer in the cases of a uni-

lateral contract and a bilateral contract.

4. Discuss the mirror image rule.

5. Relate the various means by which an offer can be

revoked.

6. Explain what is meant by a firm offer.

Exercise 5. Make up your own dialog on the case:

In Universal Oil Products.v.S.C.M. Corp., the seller sent
a written offer to the buyer that did not contain a
provision for arbitration of any disputes. The buyer
responded with a written purchase order that did contain
a provision for arbitration. The court treated the buyers
order as a counteroffer, rather that as an acceptance with
a proposal for additional terms. Since the seller shipped
the goods pursuant to the buyers order, the court found
that the seller thereby accepted the counteroffer and
became bound to arbitrate.




34 Unit 3. Offer and Acceptance

Exercise 6. Resume in industry buzz:
Offer: commitment communicated to identified offeree
& containing definite terms
1. Commitment: reas. person hearing words under these
circum.

believes speaker intends to enter into K (OBJEC-
TIVE) (Public ad to identified offeree, 1st 10, is
an offer)
-> Code’s way of objectively determining is course
of dealing — worst is actual words used

2. Communicated to ID’d Offeree (ACTUAL KNOWL-

EDGE)

-> Another can tell him; public offer accepts & is
ID’d at same time
3. Containing Definite Terms: must address s/matter
of K w/ certainty to be valid

a. Real Estate (desc. & price)

b. Goods (quantity, except offers for total requiremts
based on past hx or offers for total outputs are
based on last yr output or most mfrs)

c. Services (term of e/mt by task or time, unless not
stated then at will)

-> All other material terms supplied by ct, but if
offer tries to address material term, must do so
w/certainty or offer is INVALID
4. Limits on Terminating Offers
a. Merchant Firm Offer Rule: Merchant who puts of-
fer in writing & it says will hold open Xtime or in-
definitely (Rrrevocable for time stated but not open
more than 3 mos. w/o consideration
b. Option K (like a mini-K): consideration to hold open
or consideration substitute; substitute when offeree
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detrimentally, reas. & foreseeably relies on offer (sub
bid) (detrimental reliance or prom. estoppel used)
c. Offer to Make Unilateral K: to give time to perform.
Reasons can’t terminate (best to worst) (1) stay open
reas. time if perf. Begun (2) reliance by offeree —
supplies (3) doctrine of divisibility — reas. time to
complete any «in works» (4) implied bilateral prom.
to complete by commencing perf.
5. Ways to Terminate b/4 Acceptance
a. Revocation by Offeror
(1) Express w/ ID’d offeree efftv when receives it
(not read or actually knows of) w/ delivery to of-
feree, anyone offeree’s control
Express w/ public offer revocation same or com-
parable medium as offer
(2) Implied when offeror does act preventing perf.
and when offeree learns of act from reliable
source
b. Rejection by Offeree (refusal or counteroffer)
(1) Express when offeror receives or anyone in his
control (no actual knowledge); can never be re-
vived
(2) Implied (conduct) letting offer lapse past time
stated or reas. time
c. Operation of Law: s/matter destroyed b/4 accept;
supervening illegality; death or incapacity of ei-
ther offeror or offeree terminates OFFER




Mutual Assent and

Defective Agreement

s 3aKJIOUYEHUA AOroBOpa HEOOXOAMMO BhIparKeHUe
COTJIACOBAHHOM BOJIM JIBYX CTOPOH (ABYCTOPOHHS CAEJIKA)
100 Tpex mau 6oJiee CTOPOH (MHOTOCTOPOHHSS CIEIKA)
(pasmen I 'K P®, rnaa 9 «Coenku»). Coenka, coBepIIeH-
Hasd II0J BANUSAHUEM 3a0JysKIeHus, oOMaHa, HACUJINUS, YI-
PO3bI, 3JIOHAMEPEHHOI'0 COTIAIIeH A IPEACTABUTEIS OSHOMI
CTOPOHBI, a TAKMKe CHeJIKa, KOTOPYIO JIMUIIO OBILIO BBIHYK-
JIEHO COBEPIIUTEL BCJIEACTBME CTEUEHUsSI OO0CTOATEJLCTB Ha
KpaliHe HEBBINOAHBIX IJIsI ce0sA YCJIOBUAX, UJIU B TOT MO-
MEHT, KOrJa JaHHOe JUI0 He ObLIO CIIOCOOHO MOHHMATh
3HAUEHIE CBOUX AeHCTBUI MIN PYKOBOIUTH UMM, MOMKET
OBITH IIPM3HAHA CYJOM HeIeHCTBUTEILHOM.
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List of key terms and word combinations:

business compulsion -  moHyxneHHUE
concealment —  COKpBITHE, YKPHIBATENLCTBO; YTAHBAHHE,
yMaTYMBaHUE
duress — mpunyxneHue
fiduciary relationship —  ¢uayuuapHbie OTHOLIEHUS
fraud - oOMaH; MOLIEHHMYECTBO
liable — moanexamuii OTBETCTBEHHOCTH
material fact —  cymiecrsennsiii pakr
misrepresentation —  BexeHHE B 3a0MTyKIACHHUE; UCKAKEHUE HAKTOB
mutual assent —  060IOJHOE COIJIaCUE, COBIAAEHUE HAMEPEHUI
CTOpPOH
nondisclosure —  HeornaiieHue, HEPaCKPHITHE
rescission —  aHHyIMPOBAaHHE, PACTOPIKEHUE, IIPEKPAILICHUE
undue influence —  3n0ymoTpeGieHKe BIUSHUEM; HEIOIKHOE
BIIUSIHHE

Each party to a contract is protected from the chicanery
of the other or from certain mistakes that may have crept
into their agreement and destroyed mutual assent. If
mutual assent has been destroyed, the contract is said to
be a defective agreement, and that party is no longer bound
to the terms of the agreement. A defective agreement can
arise as a result of fraud, misrepresentation, mutual
mistake, duress, or undue influence.

A wrongful statement, action, or concealment pertinent
to the subject matter of a contract knowingly made to dam-
age the other party defines fraud. If proved, fraud destroys
any contract and makes the wrongdoer liable (i.e., legally
responsible) to the injured party for all losses that result.

To destroy mutual assent on a claim of active or passive
fraud, the complaining, or innocent, party must prove the
existence of five elements:
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1. The complaining party has to show that the other
party made a false representation about some mate-
rial fact (i.e., an important fact, a fact of substance)
involved in the contract. A material fact is very cru-
cial to the terms of the contract.

2. It must be demonstrated that the other party made
the representation knowing of its falsity.

3. It must be revealed that the false representation was
intended to be relied upon by the innocent party.

4. The complaining party must demonstrate that there
was a reasonable reliance on the false representation.

5. It must be shown that the innocent party actually
suffered some loss by relying on the false represen-
tation after entering the contract.

When one party to a contract makes a false statement
intended to deceive the other party and thus leads that party
into a deceptively based agreement, active fraud occurs.

To be fraudulent, statements must involve facts.

In contrast, passive fraud, which is generally called
concealment or nondisclosure, occurs when one party does
not offer certain facts that he or she is under an obligation
to reveal. If this passive conduct is intended to deceive
and does, in fact, deceive the other party, fraud results.

A fiduciary relationship is a relationship based upon
trust. Such a relationship exists between attorneys and
clients, guardians and wards, trustees and beneficiaries,
and directors and a corporation. If one party is in a
fiduciary relationship with another party, then an
obligation arises to reveal what otherwise might be
withheld when the two parties enter an agreement.

A false statement made innocently with no intent to
deceive is called misrepresentation. Innocent misrepresen-
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tation makes an existing agreement voidable, and the com-
plaining party may demand rescission. Rescission means
that both parties are returned to their original positions
before the contract was entered into. Unlike cases based
on fraud, which allow rescission and damages, cases based
on innocent misrepresentation allow only rescission and
not money damages.

When there has been no real meeting of the minds be-
cause of a mistake, mutual assent was never achieved and
the agreement may be rescinded. As in misrepresentation,
mistake permits rescission.

Some mutual mistakes are universally accepted as
grounds for rescission. Others can give rise to lawsuits but
not in all courts or in all jurisdictions. Among them are:

1. Mistakes as to Description. When both parties are
mistaken in the identification and description of
subject matter, a mutual mistake exists, and rescis-
sion will be granted.

2. Mistakes as to Existence. Proof that the subject mat-
ter had been destroyed before agreement was made
also gives grounds for rescission. The agreement
would be voidable if it were proved that just before
acceptance the subject matter had been destroyed.

3. Mistakes as to Value. When two parties agree on the
value of the subject matter and later find that they
were both mistaken, a mutual mistake of opinion, not
of fact, has occurred. Mutual mistakes of opinion are
not grounds for rescinding a contract.

4. Mistakes Through Failure to Read a Document. Fail-
ure to read a document or the negligent reading of a
document does not excuse performance on the ground
of a mistaken understanding of the document’s con-
tents.
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5. Mistakes of Law. Misunderstandings of existing laws
do not give grounds for rescission; in other words,
ignorance of the law is no excuse. Rescission may be
allowed, however, when mistakes have related to the
law of another jurisdiction.

Duress and undue influence rob a person of the ability to
make an independent, well-reasoned decision to enter a con-
tractual relationship freely. Duress may be viewed as an
action by one party that forces another party to do what
need not otherwise be done. Duress forces a person into a
contract through the use of physical, emotional, or econom-
ic threats. In contrast, undue influence involves only the
use of excessive pressure, and also requires the existence
of a confidential relationship. Undue influence should not
be confused with persuasion or a subtle form of inducement.

Either violence or the threat of violence against an
individual or that person’s family, household, or property
is physical duress. Emotional duress arises from acts or
threats that would create emotional distress in the one on
whom they are inflicted.

A threat of a business nature that forces another party
without real consent to enter a commercial agreement is
called economic duress, or business compulsion. The court
will rule the contract voidable on grounds of economic
duress if the plaintiff can prove the existence of three
elements:

1. The complaining party must first show that the oth-
er party was responsible for placing the complainant
in a precarious economic situation and that the oth-
er party acted wrongfully in doing so.

2. The complainant must also show that there was no
alternative other than to submit to the wrongful con-
tractual demands of the party.
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3. The innocent party must also show that he or she act-
ed reasonably in entering the contract.

Exercise 1. Comprehension questions:

1. In what cases the wrongful statement is not a fraud?

2. What is the main difference between active fraud and
passive fraud?

3. What is fiduciary relationship?

4. What does rescission mean?

5. What are the kinds of mutual mistakes?

6. What is the difference between duress and undue
influence?

7. What do duress and undue influence have in com-
mon?

8. What does undue influence require?

9. Are persuasion and subtle inducement considered to
be undue influence?

Exercise 2. Find in the text English equivalents to the
following:

Ilony:xaeHUe; YKPBIBATEJIbCTBO; IMIPUHYKAEHUE; DUILY-
IIMapHbIe OTHOINEHUS; MOIIEHHUYECTBO; CYIIeCTBEHHBIN
dakrT; BBegeHre B 3a0ay:KIeHNE; NCKaKeHue (DaKTOB; 000-
IOTHOE COTJIacHe, COBIIaeHre HaMepPeHU CTOPOH; 3JI0YIIOT-
pebJieHMEe BAUSHUEM; HEJOJI’KHOe BJIUSHUE.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

O6oromHOE coryiacue CTOPOH; PaCcTOPIKeHUe JOTOBOpa II0
000I0JHOMY COTJIaCHUIO; U3MEeHEeHUe OTAeJbHBIX MYHKTOB
JIOTOBOPA; JIUI0, YIOJHOMOUYEHHOEe COOCTBEHHUKOM; IIpe-
IYCMOTPEHBI JII00bIe (POPMBI B3AaMO3aUeTOB; BIpaBe U3Me-
HUTh pasdMep ILIaThl; KPUTEPUU HUUTOIKHOCTU U OCIOPHU-
MOCTH CJIeJIOK; 3BaMHTEPECOBAHHOE JIUI[0; OTCYTCTBUE COTJIa-
cus; HapyllleHue IIpaB U 3aKOHHBIX UHTEPECOB; OTCYTCTBUE
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BEIIHBIX ITPAB; HEYIIOJHOMOUYEHHOE JIUI0; KOHKJIIOAeHTHbBIE
neficTBUA; pacIpocTpPaHsaeTcsa Ha OTHOIIIEHMU; OcllapuBae-
MBIIZ JOTOBOP.
Exercise 4. Be ready to talk on one of the following
topics:
1. List the elements that must be proved to establish
fraud.
2. Identify situations that can give rise to claims of
passive fraud.
3. Distinguish between fraud and misrepresentation.
4. Discuss the difference between unilateral and bilat-
eral mistakes.
5. Judge which types of mistakes provide appropriate
grounds for getting out of a contract.
6. Differentiate among physical, emotional, and eco-
nomic duress.

Exercise 5. Make up your own dialog on the case:

In Weaver v. American Oil Company, the Indiana Su-
preme Court held that clauses exculpating an oil compa-
ny from liability for its negligence and obligating the sta-
tion operator to indemnify the oil company for damages
attributable were unconscionable:

The facts reveal that Weaver had left high school after
one and a half years and spent his time, prior to leasing
the service station, working at various skilled and
unskilled labor oriented jobs. He was not one who should
be expected to know the law or understand the meaning
of technical terms. The ceremonious activity of signing
the lease consisted of nothing more than the agent of
American Oil placing the lease in front of Mr. Weaver and
saying “sign”, which Mr. Weaver did. There is nothing in
the record to indicate that Weaver read the lease; that
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the agent asked Weaver to read it; or that the agent, in
any manner, attempted to call Weaver’s attention to the
“hold harmless” clause in the lease. Each year following,
the procedure was the same. ...The evidence also reveals
that the clause was in fine print and contained no title
heading which would have identified it as an indemnity
clause...




Contractual Capacity

Crooco0HOCTh MMEeTh rpaskJaHCKUe IIpaBa 1 HecTH 00sa3aH-
HOoCTH (rpaskIaHCKas IMPaBOCIOCOOHOCTDH) IPU3HAETCS B
paBHOI Mepe 3a BceMu rpamkaaHamu. [IpaBocriocoOHOCTH
rpaskJaHMHA BOSHUKAET B MOMEHT POKACHU U IIpeKparia-
eTcs cMepThio. CII0OCOOHOCTE IpakjaHHa CBOUMU AeiiCTBH-
AMU TPUOOpPEeTaTh U OCYINECTBJATH IPakJaHCKUe Ipasa,
co3maBaTh IJis cebsa rpakJaHCKHe 00A3aHHOCTU U MCIOJI-
HATH UX, OIPeessieTcsa KaK rpaskJIaHCcKas JeeciiocOOHOCTD,
KOTOpas BO3HUKAET B IIOJTHOM 00'beMe C HACTYILJIEHHUEM CO-
BepIIIeHHOJIeTUsA. I'paskagamne MOTYT COBepINaTh JIOOble He
IIPOTUBOPEUAIie 3aKOHY CAEJKU U yJ4acTBOBAThH B 00s3a-
tesbeTBax (raasa 3 'K P®). I'parkgane moryTt ObITH Orpa-
HUYEHbI B ITPABOCIIOCOOHOCTH U JI€€CIIOCOOHOCTU TOJIBKO B
caydasax U B MIOPSAAKE, YCTAHOBJIEHHBIX 3aKOHOM.



JoroBopHAas TPaBOCIIOCOOHOCTL W IEeCIIOCOOHOCTh 45

List of key terms and word combinations:

abandon -  oTkasebiBaTHCA (HapPUMEp, OT IpaBa
TIPUTSI3AHUA)
affirmance —  yrBepxaeHHe, MOATBEPKACHHE
capacity —  OpPaBOCIHOCOOHOCTB; IeeCOCOOHOCTh
disaffirm -  oTMeHATH; OTKA3bIBATH B MOATBEPKIACHUH
emancipated — 3MaHCHTIMPOBAHHBIH
majority —  COBEpIIEHHOJETHE
minority —  HECOBEPLIEHHOJIETHE
necessaries —  HEOOXOIMMBIE IPEIMETHI UIIH YCIyTH
ratification —  parudurauus; nocneayrouee og00peHue
rebuttable presumption —  ompoBep;KUMast IPE3yMITLHS

The law has established a general presumption that any-
one entering into a contractual relationship has the legal
capacity to do so. This statement means that someone en-
forcing an agreement does not have to prove that when
the contract was entered into the other party had contrac-
tual capacity. However, this is a rebuttable presumption;
that is, a defending party (a minor, mental incompetent,
or intoxicated person) has the right to attack the presump-
tion in order to rescind a contract. Minors are generally
excused from contractual liability due to their incapaci-
ty; their contracts are voidable.

Under common law, the term minority described per-
sons who had not reached the age of 18 or 21 depending
on jurisdiction. Upon reaching that age, a person attained
majority.

In some jurisdictions, minors who become emancipated
and are no longer under the control of their parents are
responsible for their contracts. Emancipated minors
include those who are married and those who leave home
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and give up all rights to parental support. These minors
are said to have abandoned the usual protective shield
given them.

Minors sometimes lie about their ages when making
contracts. Despite the misrepresentation of age, most
jurisdictions allow minors to disaffirm or void contracts.
Executory contracts, those that have not been fully
performed by both parties, may be repudiated by a minor
at any time.

Goods and services that are essential to a minor’s health
and welfare are necessaries. Necessaries include food,
clothing, shelter, and medical and dental services. In
determining whether goods and services qualify as
necessaries, the court inquires into the minor’s family
status, financial strength, and social standing or station
in life. A minor’s contract covering only the fair value of
necessaries is enforceable against the minor.

An individual may disaffirm an agreement made during
minority before or within a reasonable time after reaching
adulthood. Failure to disaffirm within a reasonable period
of time after reaching adulthood would imply that the
contract had been ratified. The method of disaffirmance
is fundamentally the same as that of ratification.
Disaffirmance may be implied by the acts of the individual
after achieving majority, as by a failure to make an
installment payment.

Ratification, or affirmance, the willingness to abide by
contractual obligations, may be implied by using the item
purchased, making an installment payment, paying off the
balance of money owed on a previously voidable contract,
or continuing to accept goods and services provided under
a contract after becoming of full age. Affirmation may
also result from the person’s oral or written declaration
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to abide by the contract. These and other acts ratify an
existing agreement and elevate it to the status of one that
is enforceable against an adult.

Individuals who buy something from a minor have
voidable ownership rights because the minor has the right
to disaffirm the contract. The law permits a person having
voidable ownership rights to transfer valid ownership
rights to an innocent third-party purchaser of those goods.
Thus, disaffirmance by a minor will not require the
innocent purchaser to return the goods (real estate is an
exception).

Persons deprived of the mental ability to comprehend
and understand contractual obligations have the right to
disaffirm their contracts.

A contract made by a person who is mentally infirm or
who suffers from mental illness may be valid, if the
person’s infirmity or illness is not severe enough to rob
that person of the ability to understand the nature,
purpose, and effect of that contract. Thus, mental
retardation or mental illness does not necessarily reduce
a person’s ability to enter into contracts. The legal
question to be answered is whether the mental problem is
so serious that the person did not understand the nature
of the contract. If that is the case, the mentally infirm or
mentally ill person may disaffirm any contract except one
for necessaries. The person judged incompetent must
return all consideration received, if he or she still has it.

Persons declared to be insane by competent legal
authority are denied the right to enter contracts. Any
contractual relationship with others results in a void
agreement. In most jurisdictions, persons who knowingly
take advantage of someone who is declared insane are
subject to criminal indictment and prosecution.
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Contracts agreed to by persons under the influence of
alcohol or drugs may be voidable. Incompetence related
to either alcohol or drug use must be of such a degree that
a contracting party would have lost the ability to
comprehend or to be aware of obligations being accepted
under the contract. Disaffirmance in such cases requires
the return to the other party of all consideration that had
been received. However, such a return may be refused if
evidence indicates that one party took advantage of the
other’s drunken or weakened condition.

Exercise 1. Comprehension questions:

1. When a minor disaffirms a contract what is he enti-
tled to?

Give definition of minority and majority.

In what cases are the minors liable on their contracts?
What privilege do the minors have?

Explain what necessaries are.

S Ok W

When are the parents liable for contracts executed

by minors?

7. When may people ratify contracts made during mi-
nority?

8. What rights do people who suffer from mental ill-

nesses have when they make a contract?

Exercise 2. Find in the text English equivalents to the
following:

OTKa3bIBATLCH; YTBEPKICHNE; IIPABOCIIOCOOHOCTD; Jeec-
IIOCOOHOCTh; OTKA3LIBATh B IIOATBEPKICHUN; SMAHCUIIIPO-
BaTh; paTU(PUKAINA; OIIPOBEPIKUMAS IPE3YMIII[H; TTOCIe-
nyrolee ogo0peHue.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
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IIpaBOoCIIOCOOHOCTD; €ecIIOoCOOHOCTh; UMYIIeCTBeHHA
OTBETCTBEHHOCTD I'PaKIaHUHA; HeJOIYCTUMOCTD JIUITEHU
¥ OrPAaHUYEHU A IPABOCIIOCOOHOCTHU U JIEECIIOCOOHOCTH; OIIe-
Ka; IIOIeUYUTEIbCTBO; PACIOPSKeHne UMYIIeCTBOM II0MI0-
IIEYHOT'0; IOPUINUECKOe JIUIIO.

Exercise 4. Be ready to talk on one of the following to-
pics:

1. Describe the general legal presumptions with regard

to a party’s capacity to create a contract.

2. Explain why the law allows minors to void contracts
for anything other than necessaries.

3. Distinguish between emancipation and abandonment
and explain the meaning of each concept.

4. Assess the potential liability of minors who lie about
their age when entering into a contract.

5. Contrast the legal liability of minors in contracts
involving necessaries with their legal liability in con-
tracts that do not involve necessaries.

6. Identify types of contracts that the law may except
from the general rule that contracts by minors are
voidable by the minor.

7. Contrast the contractual capacity of persons declared
legally insane with that of those not declared legally
insane.

8. Discuss the contractual capacity of drugged or in-
toxicated persons.

Exercise 5. Make up your own dialog on the case:

In Jefferson Credit Corp. v. Marcano, a buyer who had
“at best a sketchy knowledge of English language” signed
an automobile installment sales contract which waived the
implied warranties of merchantability and fitness for a
particular purpose. The court found “it can be stated with
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a fair degree of certainty” that the buyer neither knew
nor understood that he had made such waivers, even
though they were printed in large black type.

Thus, the assumption of consumer ignorance may,
among other things, be based upon his proven inability to
read the language, in which the contract was printed, his
proven lack of education or upon his status as a poor per-
son. Seller’s guile often takes the form of a clause diffi-
cult to understand and placed in fine print on the rear of
the contract. However, it may also take the form of fraud,
sharp practice, high-pressure salesmanship, and so on.



Consideration

B cuny o6sas3aTenbcTB OOHO JUIO (JOTKHUK) 00A3aHO
COBEPIIUTh B MOJIB3Yy APYroro Jjuma (KpeauTopa) ompeje-
JIEHHOe JeicTBUe, JU0O0 BO3IEPIKAThCA OT OIIPeHeIeHHOTO
neficTBUSA, KaK-TO: IlepejaTh UMYIIeCTBO, BBIIOJHUTH pa-
00Ty, YIJIATUTh J€HbI'U U T. M., JU00 BO3AEPIKATHCS OT OII-
penesieHHOTO NefiCTBUsA, a KPeIUTOp MMeeT IpaBo Tpebdo-
BaTh OT JOJIXKHIUKA MCIOJHEHUSA ero ooasaunoctu. O0sa3a-
TeJILCTBA MOJIXKHBI MCIOJHATHCA HaJJIeKaliuM o6pa3oM B
COOTBETCTBUMU C YCJIOBUAMHU 00A3aTEIHCTBA 1 TPEOOBAHUA-
MU 3aKOHA, Ju00 00bIUaeB eJ0BOT0 000pOTa MM UHBIMU
OOBIYHO TPEeIbABISIEeMbIMU TpeboBauuAMU (TiaBel 21—26
T'K P®). loroBop mpeamojaraeTca BO3Me3IHLIM, TO €CTh
CTOpPOHA JOJIKHA MOJIYUYUTH ILJIATy UJIU WHOE BCTPEUHOE
MIpeACTaBJIeHNe 3a UCIIOJIHeHe CBOUX o0s3amHocTeii. Ecau
JKe OflHa CTOPOHAa J0roBopa 00s3yeTcs MPeaoCTaBUTh YTO-
Jnb0 APYrou cTopoHe 6e3 MOJyUYeHUs MJIATHI UJIU UHOTO
BCTPEYHOT'O TIPEICTABJIEHUA, TAKOU JOTOBOP IIPU3HAETCHA
6e3Bo3Mme3aHBIM (Ty1aBa 27 'K P®D).
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List of key terms

accord

consideration

detriment
disputed amount

forbearance

illusory promise

option

past consideration
pledgee
preexisting duties

promissory estoppel

release

satisfaction
statutes of limitations
unconscionable

undisputed amount

and word combinations:

corjracue; CorjialmcHue

BCTPEYHOC YAOBJIICTBOPCHUEC, IPEAOCTABICHUC,
KOMIICHCaIus

ymiep0, Bpel; HeBBIro1a
CyMMa HCKa, UCKOBasi CyMMa

BO3JEpPKaHUE OT IeHCTBUS; OTKA3 OT MPUHATHS
Mep

HepeallbHOe 00eIanne

BBIOOD; NIPaBO BHIOOPA; OMIIMOH;
JMCKPELIMOHHOE MPABO

MPEIIIECTBYIONIEE BCTPEYHOE YAOBICTBOPEHHE
3aJI0r0/IepXKaTEb
paHee CyIIeCTBOBaBIIKE 00S3aTEIbCTBA

JIMIICHHE MpaBa BO3PaXKEHUSI HA OCHOBAaHUH
JIIAHHOTO O0elIaHNs

OTKa3 OT MPaBa; repeaada npasa Ipyromy
JIMILY; TOKYMEHT 00 OTKa3€e OT MpaBa WIu
0 mepejaue mpasa

HCTIOJTHEHHUE
3aKOH 00 MCKOBOM JJABHOCTH;
HET00POCOBECTHBIN

HEOCIopuMoe, 6eCCIIOpHOE KOJINIECTBO

The mutual promise to exchange things of value is called
consideration. It binds the parties together. If an agree-
ment has no consideration, it is not a binding contract.

Consideration consists of a mutual exchange of bene-
fits and sacrifices between contracting parties. In the ex-
change, what is a benefit to the offeree is, at the same
time, a sacrifice to the offerer. Likewise, the benefit bar-
gained for by the offerer results in a sacrifice by the of-
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feree. The legal term used for this sacrifice is detriment.
A detriment is any of the following: doing (or promising
to do) something that one has a legal right not to do; giv-
ing up (or promising to give up) something that one has a
legal right to keep; and refraining from doing (or promis-
ing not to do) something that one half a legal right to do.
This last type of detriment is known as forbearance.

Consideration has three characteristics:

e promises made during bargaining are dependent on

the consideration to be received;

e the consideration must involve something of value;

and

e the benefits and detriments promised must be legal.

Unless an agreement has been bargained for, the law
will not enforce it. An agreement involves a bargained-
for exchange when a promise is made in exchange for
another promise, a promise is made in exchange for an
act, or a promise is made for a forbearance of an act. The
concept of bargaining means that each party is hurt in
some way if the other party fails to keep a promise.
Conversely, each party gains something when the promises
are kept and the exchange is made.

It is important only that the parties freely agree on the
value and the price. There is, however, an exception to
this rule. Courts, at times, give a party relief when the
consideration is so outrageous that it shocks the con-
science of the public. A court may refuse to enforce a con-
tract or any clause of that contract if it is considered un-
conscionable, that is, ridiculously inadequate, for exam-
ple, when bargaining power between the two parties is
greatly unequal.

Consideration requires that the benefits and sacrifices
promised between the parties be legal. Absence of legality
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renders the consideration invalid. Thus, a party cannot
agree to do or promise to do something that he or she does
not have the legal right to do.

Most often, consideration takes the form of money,
property, services, or benefits and sacrifices.

A promise not to sue, when there is the right to sue, is
enforceable when supported by consideration. Promising
not to sue is a forbearance. A promise not to sue, in ex-
change for an amount of money, is a customary way to
settle a pending lawsuit. Settlements of this type are of-
ten preferred to expensive and time-consuming litigation.

Acceptance of an agreement not to sue, supported by
consideration, terminates one’s right to continue any
lawsuit, at present or in the future, on the grounds
described in the agreement. A promise not to sue is
commonly called a release.

When charitable pledges are made to fund a specific
project, the pledgee’s sacrifice is carrying out that project.
In this sense, pledges are considered unilateral agree-
ments, enforceable only when accepted by commencement
of the proposed project.

Problems may arise when the consideration involved in
a contract is money and the parties disagree as to the
amount of money that the debtor owes the creditor.

A disputed amount, or unliquidated amount, is one on
which the parties never agreed. Final settlement of
disputed claims may lead to misunderstanding, dispute,
and lengthy negotiation. If a creditor accepts as full
payment an amount that is less than the amount due, then
the dispute has been settled by an accord and satisfaction.
Accord is the implied or expressed acceptance of less than
what has been billed the debtor. Satisfaction is the agreed-
to settlement as contained in the accord. Only if the
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dispute is honest, made in good faith, and not superficial
or trivial will the courts entertain arguments based on
accord and satisfaction.

An undisputed amount, or liquidated amount, is one on
which the parties have mutually agreed. Although a party
may have second thoughts about the amount promised for
goods or services rendered, the amount that was agreed
to by the parties when they made their contract remains
an undisputed amount. A partial payment in lieu of full
payment when accepted by a creditor will not cancel an
undisputed debt.

As a general rule, a contract is not enforceable if it lacks
consideration.

Some jurisdictions have eliminated the element of con-
sideration in a few specifically named contracts. Typical
agreements falling into this category include promises
bearing a seal, promises after discharge in bankruptcy,
debts barred by the statute of limitations, promises en-
forced by promissory estoppel, and options governed by
national law.

Persons discharged from indebtedness through bank-
ruptcy may reaffirm and resume their obligations, as
prompted, perhaps, by moral compulsion. The bankrupt-
cy court must hold a hearing when a reaffirmation is in-
tended, informing the debtor that reaffirmation is option-
al, not required, and informing the debtor of the legal
consequences of reactivating a debt.

Laws known as statutes of limitations restrict the time
within which a party is allowed to bring suit.

Under the doctrine of promissory estoppel, a promise
may be enforceable without consideration. This doctrine
is used, on occasion, to prevent injustice when a person
changes his or her position significantly in reliance on
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another’s promise and the promise is not fulfilled. The
court will «estop» the person who made the promise from
claiming that there was no consideration. Certain condi-
tions must be met, however, before a court will apply this
principle. First, the promise must be made to bring about
action or forbearance by another person who gave no con-
sideration. Second, the one who gave no consideration
must have relied on the promise and must have changed
his or her position in a significant way. Third, injustice
can be avoided only by enforcing the promise.

An option is the giving of consideration to support an
offerer’s promise to hold an offer open for a stated or rea-
sonable length of time. The modern trade law has made
an exception to the rule requiring consideration when the
offer is made by a merchant; in such cases, an offer in
writing by a merchant, stating the time period during
which the offer will remain open, is enforceable without
consideration.

Certain promises, however, the courts do not enforce
because they lack even the rudimentary qualities of valid
consideration. Included in this category are illusory
promises, promises of future gifts, promises of legacies,
promises based on past consideration, and promises based
on preexisting duties.

An illusory promise is one that does not obligate the
promisor to anything. A party who makes an illusory
promise is the only one with any right to determine
whether the other party will be benefited in any way. An
illusory promise fails to provide the mutuality of promises
required in establishing consideration.

Exercise 1. Comprehension questions:

1. Explain the term detriment.

2. What does the concept of bargaining mean?
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3. When aren’t the parties free to negotiate privately
the amount of money to be paid?

4. Which problems might arise with consideration?

5. What does statute of limitation suppose?

6. Explain the doctrine of promissory estoppel.

7. When are charitable pledges used as consideration?

Exercise 2. Find in the text English equivalents to the
following:

Corsiacue; BCTpeUYHOE yIOBJIETBOPEHNUE; YIIep0; BO3AepiKa-
HUEe OT JeHCTBUs; HepeaJIbHOe obelaHne; ANCKPEIMOHHOe
IIPaBo; IIPEJIIeCTBYIOIee BCTPEUHOE YAOBJIETBOPEHUE; 3a-
JIOTOZIep»KaTesib; paHee CYIIleCTBOBaBIIIME 0053aTeIbCTBA;
JINIIIeHNE TPaBa BO3PaXKeHUsl Ha OCHOBAHUU JaHHOI'O obe-
IIAHWs; OTKA3 OT IIpaBa; mepejada IpaBa APYromy JIUILY;
JOKYMeHT 00 OTKase OT IpaBa WM O Iepegade IIpaBa; KC-
TIOJIHEeHIE; 3aKOH 00 MCKOBOII TaBHOCTH; HeI00OPOCOBECTHBIM.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

Bcerpeunoe TpeboBaHME; 3aUeT BCTPEUHOrO TPeOOBAHMUS;
OHOPOAHOE TPpeboBaHMe; IPEeAIIOUTUTEIHLHOE VIOBIeTBOPE-
HUe TpeOoBaHMIl; BCTPEUHOE 3asiBJIEHIE; OCHOBHOE TPebo-
BaHMe; BCTPEUHOE YAOBJIETBOPEHNE; YAOBJIETBOPEHNE B Ya-
CTHU; OCTaBJieHre 0e3 yI0BJIeTBOPEHM!.

Exercise 4. Be ready to talk on one of the following
topics:

1. Explain the term consideration and identify the char-

acteristics necessary for valid consideration.

2. Describe the attitude of the court when dealing with

questions that involve the adequacy of consideration.

3. Discuss the types of consideration that can be used

to bind parties to one another in a contractual situa-
tion.
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4. Outline the procedure that a debtor and creditor
may use to settle a claim by means of accord and
satisfaction.

5. Identify those agreements that may be enforceable
by a court of law even though they lack consideration.

Exercise 5. Make up your own dialog on the case:

In Hanna v. Perkins, the buyer tendered a check with
the notation “in full for labor and material to date.” The
seller indorsed the check “Deposited under Protest” and
deposited it. Seller sued for the balance of the contract price
and buyer moved for summary judgment on the ground of
accord and satisfaction. The New York court held for the
seller and said that the defendant failed to allege the exist-
ence of an honest dispute about the amount due and thus
there was no accord and satisfaction. The court held:

If it were not that this court finds that triable issues of
fact are present, this court would deny the motion by hold-
ing this particular section of the code would seem to fa-
vor plaintiff’s overriding endorsement of “Deposited un-
der protest” as a reservation of his right to collect pay-
ment of the balance.

Exercise 6. Resume in industry buzz:

Consideration (each party makes 1 consideratn
supported prom.)

1. 3 Tests for Consideration:

a. Prom. must induce current perf. in exchange (bar-
gained for exchange).

b. Detriment from Promisor (offering detriment).

c. Promise binding, not illusory (mutuality of the
prom.).

2. Promise Induced for Current Perf. in Exchange (giv-

ing $ or conduct):
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a.
b.

Promises based on moral feelings FAIL.
Promises based on past acts & don’t ask anything
currently in exchange FAIL, EXCEPT:

(1) debt barred by technical defense, new written
promise to revive enforceable (amt stated up to
debt).

(2) Promisor requested act & promisee perf. w/ ex-
pectation of paymt, most enforce payment.

3. Detriment From Promisor (detriment to Promisee)

Doing something promisor not otherwise required to
do or NOT doing something promisor has rt or good
faith belief had rt to do (can be a legal disadv. — not
smoking):

a.

b.

Signif. MIN says if no detriment from promisor
look for benefit to promisee.

NOT a detriment if Promisor had PRE-EXISTING
duty to do it.

EXCEPT:

(1) unforeseen difficulty so severe could walk away
but promise to do anyway.

(2) Good faith exception to disputed duties (mis-
understand & new prom. to compromise; bona fide
good faith dispute).

4. Binding, Not Illusory Promise: can’t have unrestrict-
ed or total discretion on whether to perform (mutu-
ality of obligation):

a. NOTE: Requirement & Output promises look
illusory but not b/c Doe imposes reas. quantity
requirement, nor are satisfaction conditions b/
¢ must be SUBJECTIVE good faith dissatisfac-
tion.
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5. Consideration Substitutes (MAKE SURE PROMISE
DOESN’T ALREADY HAVE CONSIDERATION
FIRST!):

a.

Code Consideration Substitutes

-> Merchant’s firm offer to keep open enforced up
to 3 mos. unless consideration then for time stat-
ed.

-> For CODE, don’t need consideration for modi-
ficatn IF MADE IN GOOD FAITH.

. Common Law Consideration Substitutes:

(1) MIN accept Ks under seal w/o consideration,
or

(2) Prom. Estoppel: if promisee detrimentally,
reas. & foreseeably relies on promise, it’s enforce-
able though no good consideration (buy car based
on prom. to pay when your thumb smashed).

-> Make sure not good consideration 1st b/4 you ap-

ply these



Legality

HoroBop AeficTBUTEJNIEH, KOTIA B HEM OTPa’KeHbI BCe CY-
II[eCTBeHHELIE YCJIOBUS, IPEeIyCMOTPEeHHBIe 3aKOHOM, U yC-
JIOBUSA Ha KOTOPBLIX HacTamBaeT CTOPOHA moroBopa. Caenka
MOJKeT OBITH IPU3HAHA CYJOM HeIelCTBUTEJIbHOMN, HAIIPH-
Mep, eCJIM OHA He COOTBETCTBYET 3aKOHY HUJIM MHBLIM IIPaBO-
BBIM aKTaM, Ju0OO COBepIIIeHa C IIeJIbi0, 3aBeJOMO IIPOTUB-
HOII OCHOBaAM IIPABOIIOPAIKA UM HPaBCTBEHHOCTH (TJiaBa 9
T'K PD).
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List of key terms and word combinations:

conspiracy —  croBop (0 COBEpIIECHUH IPECTYIIIEHH S )
exculpatory agreement —  ompaBaaTelbHOE, ONPABALIBAIOIIEE
COTJIallICHUE
in pari delicto — paBHas BHHA
local option —  mpaBo kuTenei okpyra
KOHTPOJIMPOBATH WJIX 3allp€ulaTh
public policy — nyOnuuHBI TOPAIOK
restraint of trade —  orpanudenue cBOGO/IBI TOProOBIN
usury — pOCTOBIIHYECTBO

An agreement may involve a valid offer, an effective
acceptance, mutual assent, competent parties, and valid
consideration and still be void because of illegality. Parties
cannot be allowed to enforce agreements that are contrary
to the law. The most obvious type of illegal contract is
one in which the parties agree to perform some unlawful
activity.

Some activities that are neither crimes nor torts have
been made illegal by specific statutory enactments. Chief
among these activities are usurious agreements, wagering
agreements, unlicensed agreements, unconscionable
agreements.

The illegal practice of charging more than the amount
of interest allowed by law is called usury. To protect
borrowers from excessive interest charges, jurisdictions
have passed laws that specify the rate of interest that may
be charged in lending money.

Any agreement or promise concerning gambling or a
wager is invalid and may not be enforced. States make
exceptions when bets are placed in accordance with laws
that permit horse racing, lotteries, church-related or
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charitable games of bingo, and gambling casinos regulated
by government authority.

Certain businesses and professions must be licensed
before they are allowed to operate legally. One reason for
requiring a license is to provide a source of revenue, part
of which is used to supervise the business or profession
being licensed. Another objective of licensing is to provide
supervision and regulation of businesses and professions
that might inflict harm on the public if they were allowed
to operate without such controls. In this category are
physicians, nurses, dentists, attorneys, engineers,
architects, and others in public service who must be closely
supervised for the protection of the public. Courts
distinguish between a license for revenue and a license
for protection of the public. If a license is required simply
to raise revenue, the lack of a license will not necessarily
void a contract. In contrast, if a licensing requirement is
designed to protect the public, it is likely that unlicensed
people will not be able to enforce their contracts.

A court is not required to enforce a contract or any part
of a contract that it feels is unconscionable. An agreement
is considered unconscionable if its terms are so grossly
unfair that they shock the court’s conscience. If the court
so desires and if it can do so to avoid the unfair
consequences, it can also limit how the unconscionable
clause in an agreement is carried out.

The government has the power to regulate the health,
safety, welfare, and morals of the public. Any action that
tends to harm the health, safety, welfare, or morals of
the people is said to violate public policy. Public policy is
a general legal principle that says no one should be allowed
to do anything that tends to injure the public at large.
Agreements most commonly invalidated, as contrary to
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public policy are those to obstruct justice, interfere with
public service, defraud creditors, escape liability, and
restrain trade.

Agreements to obstruct justice include agreements to
protect someone from arrest, to suppress evidence, to en-
courage lawsuits, to give false testimony, and to bribe a
juror. The category also includes a promise not to prose-
cute someone or not to serve as a witness in a trial. Any
agreement promising to perform any of these activities
would be void.

Agreements interfering with public service are illegal and
void. Contracts in this group include agreements to bribe
or interfere with public officials, obtain political preference
in appointments to office, pay an officer for signing a par-
don, or influence a legislature illegally for personal gain.

Agreements to defraud creditors, that is, those that may
remove or weaken the rights of creditors, are void as
contrary to public policy. Thus, a debtor’s agreement to
sell and transfer personal and real property to a friend or
relative for far less than the actual value would be void if
it were done for the purpose of hiding the debtor’s assets
from creditors who had a legal claim to them.

A basic policy of the law is that all parties should be
liable for their own wrongdoing. Consequently, the law
looks with disfavor on any agreement that allows a party
to escape this responsibility. One device frequently used
to escape legal responsibility is the exculpatory agreement.
An exculpatory agreement is usually found as a clause in
a longer, more complex contract or on the backs of tickets
and parking stubs. The exculpatory clause states that one
of the parties, generally the one who wrote the contract,
is not liable for any economic loss or physical injury, even
if that party caused the loss or injury.
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The law tries to be a constant protector of the rights of
persons to make a living and to do business freely in a
competitive market. If persons enter into contracts that
take away these rights, the law will restore the rights to
them by declaring such contracts void. A restraint of trade
is a limitation on the full exercise of doing business with
others.

Agreements made with the intent to suppress competi-
tion, fix prices, and the like are void as illegal restraints
of trade.

When the entire agreement is tainted with illegality,
no valid contract results. Even though specific sections
of the agreement may be legally enforceable if standing
alone, illegality of any part of the entire contract renders
it void.

When an agreement is divisible and the illegal promises
and acts are completely segregated from other sections
that are not tainted by illegality, courts may enforce those
parts that are legal and rescind those parts ruled illegal
and invalid. Enforcement of parts determined to be valid
and enforceable, of course, is tempered by the extent of
illegality of the other divisible parts.

When both parties to an illegal agreement are equally
wrong in the knowledge of the operation and effect of their
contract, they are said to be in pari delicto (in equal fault).
In such cases, the court will not give aid to either party in
an action against the other and will not award damages to
either.

When the parties are not in pari delicto, relief will often
be allowed if sought by the more innocent of the two.
Although this rule is not applicable when one party may
be less guilty of premeditation (plotting or planning an
illegal act) and intent to achieve a gain through known
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illegal acts, it may be applied when one party is unaware
that a law is being broken and has no intent to do a wrong.

Exercise 1. Comprehension questions:

1. What is the most obvious type of illegal contract?

2. Explain the term usury.

3. What has been done to protect borrowers from ex-

cessive interest charges?

4. What are the objectives of licensing?

5. What does the term in pari delicto mean?

6. What does the exculpatory clause state?

7. What may be the consequences of illegal contracting?

Exercise 2. Find in the text English equivalents to the
following:

CroBop; ompaBabIBalolllee IIOJOKeHUe; paBHAS BUHA;
NyOJUYHBIN MMOPAJOK; OTPaHUYEHUe CBOOOABI TOPTOBJIU;
POCTOBIIITYECTBO.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

Ocmopumas ciesIKa; IPUTBOPHAS CAeJIKa; MHUMAs CHeJI-
Ka; IIOCJIe[ICTBUSA HeAEeHCTBUTEIbHBIX CIEJIOK; IBYCTOPOH-
HsSA PECTUTYIINA; CIeJIKA COBePIIIeHHA MO BIUSIHUEM 3a0-
JY:KJIeHUs; cleJIKa COBePIIeHHasA IO BIANAHUEM oOMaHa;
cIleJIKa COBepIIeHHA IO/ BIUAHUEM YIPO3bl; OrPaHUYeHIe
MMOJTHOMOYMI HA COBEpPIIeHUNE CAEJNKM; BBIXOJ 3a IIPeIesIbl
OrpaHUYEHUI; IIPeeIbl IIPaBOCIIOCOOHOCTH; I1eJIb JeATe I b-
HOCTH IOPUIUYECKOTO JIUIIA; JIUIeH3UsA OPraHu3alium; He-
ITeNCTBUTEJIBLHOCTD II0 HCKY.

Exercise 4. Be ready to talk on one of the following
topics:

1. Distinguish between licenses designed to raise reve-

nue and those designed to provide supervision and
regulation of a business or profession.
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2. Determine the legal effect of a contract made by par-
ties who are not licensed in a particular business or
profession.

3. Describe when the courts might consider an agree-
ment unconscionable and indicate how a party might
defeat a claim of unconscionability.

4. Explain the legal principle of public policy and note
how the courts usually treat agreements found con-
trary to public policy.

5. Distinguish between the application and effect of in
pari delicto when an illegal contract is entire and
indivisible and when it is divisible.

Exercise 5. Make up your own dialog on the case:

In Toker v. Westerman, the defendant had purchased a
refrigerator-freezer for a cash price of $899.98. The to-
tal price including interest, insurance, etc. was $1,299.76.
At trial, an appliance dealer had testified that the freezer
in question was known in the trade as a “stripped unit”
and that a reasonable price at the time of the sale would
have been between $350.00 and $400.00. The holding of
the court rests exclusively on excessiveness of the price,
and it reads as follows:

Suffice it to say that in the instant case the court finds
as shocking and therefore unconscionable, the sale of
goods for approximately two and one-half times their
reasonable retail value. This is particular so where, as
here, the sale was made by a door-to-door salesman for a
dealer who therefore would have less overhead expense
than a dealer maintaining a store or showroom.




Form of the Agreement

Croenkm coBepIarTCsA YCTHO UM B IMCbMEHHOU (hopme
(mpocToii mau HOTapuasbHOMU) (cTatbu 161, 162, 163, riasa
27 'K P®D). Cgenka B mucbMeHHOU (hopMe HOJKHA OBITH
COBEpIIIeHa ITYTEM COCTaBJIEHUSA AOKYMEHTA, BhIpasKaroIe-
r'o ee colep:KaHMe W IOAIIMCAHHOTO JIMIIOM WJIM JINIaMU,
COBEPIIAIIUMHU CAEIKY, WJINA AOJKHBIM 00pa3oM YIIOJHO-
MOYEHHBIMU uMU tuttamMu. Cae Ky IOpUANIECKUX JINIT MEXK-
Iy co0O0I U C rpakagaHamMu (B TOM 4umcje, TpeOyomre HoTa-
PUaJILHOTO yIOCTOBEPEHMA), 38 UCKJIIUEHNEM CAEJIOK, KO-
TOPBbIE MOTYT OBITH COBEPIIEHBI YCTHO, a TaK:Ke CAEJIKHU Ha
CYMMY, IIPEBBLIINANIIYI0O He MeHee ueM B 10 pas ycraHoB-
JIEHHBIII 3aKOHOM MHWHMMAJIbHBIN pasMep OIIaThl TPyAa, a
Tak/Ke B CJIydasax, IIPeJyCMOTPEHHBIX 3aKOHAMU, HE3aBU-
CHMO OT CyMMBbI, & UMEHHO: YUPeANUTEIbHbIE JOTOBOPHI, yC-
TaBbl, CAEJKU CBA3AHHBIE C IIPOAAKel JOJIM B IIpaBe co0-
CTBEHHOCTH, COTJIAIIIEHUA O HEYCTOMNKe, 3aJI0Te, IIOPYIUTETb-
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CTBE, U T. II., JOJIKHBI 3aKJIIOUATbCA B IMCHMEHHOU (opMme.
ITpu sr0607t hopMe U comep:KaHuU JOTOBOP AOJIKEH 00sA3a-
TEJIbHO UMETh CYII[eCTBEeHHbBIE YCJIOBUS: IIPEAMET JOTOBOPA,
yCJIOBUSA, CYIIIECTBEHHBIE IJIsA JOTOBOPOB JAHHOTO BUIA, a
TaKJKe YCJIOBUA, OTHOCUTEIHHO KOTOPBIX 10 3aABJIEHUIO OJI-
HOM M3 CTOPOH JOJIXKHO OBITH JOCTUTHYTO COTJIAIIIeHNe, Ha-
IpUMeD, IleHa JO0TOBOPA, IOPAJOK PacyeToB, U Jp.
List of key terms and word combinations:

acknowledgment — mnpusHaHME, NOATBEPXKIEHHUE (HAIPUMED,
MOJTy4CHUS JOKyMEHTa)
best evidence rule -~  TpeGoBaHHe MpeACTABICHHS HAMTYYIIHNX
(TepBUYHBIX, TTOATMHHBIX) JOKA3aTEIbCTB
condition precedent —  mpexBapHTENBHOE YCIOBUE
equal dignities rule —  mpaBWIO PaBHOTO AOCTOMHCTBA (AaKIENT

JIOJDKEH OBITh OCYIIIECTBIICH C IIOMOIIBIO TEX
’KE CaMBIX CPEACTB, KOTOPBIC OBUIN UCTIOINb-
30BaHBI IS IPOU3BOJICTBA O(EePTHI)

equitable estoppel —  nMIIEHME CTOPOHBI IIPABA BO3PAKEHUS 110
NPUYKHE €€ TIPELISCTBYIOIIEr0 MOBSACHHUS

memorandum —  maMATHAasA 3aIKMCKA, MEMOPAHIYM, 3aIIUCh

parol evidence rule —  npaBuIIO, HCKIIOYAOIIEE YCTHBIE JOKA3a-

TCIbCTBA, U3BMCHAIOIINUE WX JOIMOJHAOIINC
IIHUCBMCHHOC COIJIaIICHUC

part performance —  YyacTUYHOE UCIIOJIHEHUE

Some of the agreements are written, some are oral, and
some are implied. The validity of the contracts did not
always depend on their being in writing. It would be
correct, therefore, to conclude that many contracts do not
have to be in writing to be enforceable. In fact, the vast
majority of contracts that are entered into every day are
oral. Sometimes, of course, it is desirable to reduce a
contract to writing so that the terms are clear to all
parties. However, a writing is not usually required. There
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is a law requiring certain contracts to be in writing to be
enforceable.

According to laws applicable in most jurisdictions today,
six types of contracts must be in writing to be enforceable:

e contracts not to be completed within one year,

e contracts for the sale of land,

e contracts for the sale of goods of a curtain sum or

more,

e contracts of executors and administrators,

e a guaranty of debts or wrongdoing of another, and

e contracts in consideration of marriage.

Just what is meant when the statute states that «the
agreement must be in writing»? The writing should be
intelligible. It may be embodied in letters, memos, tele-
grams, invoices, and purchase orders sent between the
parties. It may be written on any surface suitable for the
purpose of recording the intention of the parties, as long
as all the required elements are present.

To be absolutely complete, a written agreement, or
memorandum, as it is often called, should contain the
following elements:

e terms of the agreement,

e identification of the subject matter,

e statement of the consideration promised,

e names and identities of the persons to be obligated,

and

e the signature of the party sought to be bound to the

agreement.

A writing may be acceptable and enforced even though
it omits or does not correctly state some material terms
(price, terms, and place of payment; terms of delivery;
and other factors) agreed upon by the contracting parties.
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To be enforceable, only the following must be shown in a
writing:

e proof of the contract intent,

e quantity ordered,

e names of parties, and

e the signature of the party sought to be bound to the

agreement.

Throughout the years, the courts have developed certain
rules that make the interpretation and enforcement of
written contracts consistent and predictable. The three
most important rules in this regard are the parol evidence
rule, the best evidence rule, and the equal dignities rule.
The parol evidence rule involves the interpretation of
written contracts, while the equal dignities rule involves
their enforcement.

Under the parol evidence rule, evidence of oral
statements made before signing a written agreement is
usually not admissible in court to change or to contradict
the terms of a written agreement. Following oral
discussion and negotiation, it is customary for parties to
reduce their agreements to some written form. Of the
terms, conditions, and promises discussed, only those
included in a writing will be enforced. This provision is
because the court presumes that the parties will have put
everything they agreed to in writing.

The parol evidence rule will not apply when unfair and
unjust decisions might result from its application. While
many unjust situations can occur, they generally fall into
one of five categories: incomplete, ambiguous, or
erroneous agreements; void and voidable agreements;
agreements based on a condition precedent; modified or
rescinded agreements; or agreements involving past or
usual commercial practice.
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In cases in which a written agreement is incomplete, oral
evidence may be used to supply the missing terms. In
general, the courts allow a party to a written agreement
to introduce oral testimony to show that the contract is
void or voidable due to a lack of mutual assent or
contractual capacity. The courts are willing to allow such
testimony because it does not affect the terms of the
agreement. Rather, it seeks to discredit the entire
transaction. Thus, it is permissible to introduce oral
evidence as to fraud, duress, misrepresentation, mistake,
and undue influence. Similarly, it is appropriate to offer
oral testimony as to a party’s minority or mental
incompetence.

If a written agreement is dependent upon some event
before it becomes enforceable, then oral evidence may be
offered concerning that condition precedent. A condition
precedent is an act or promise that must take place or be
fulfilled before the other party is obligated to perform his
or her part of the agreement.

As a final exception to the parol evidence rule, some reg-
ulations allow oral testimony about how the parties have
done business together over a long time period. These reg-
ulations make allowance for this type of testimony because,
from a practical point of view, parties often get so used to
dealing with each other in a particular way that they ne-
glect to include certain terms in their written agreements.
Similarly, some practices are so universal in a particular
trade, business, or industry that the parties feel no need to
include such universal practices in their written contracts.
Accordingly, regulations allow oral testimony to supple-
ment a written agreement as to these practices.

Under the best evidence rule, the courts generally accept
into evidence only the original of a writing, not a copy.
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Under this rule, a written instrument is regarded as the
primary or best possible evidence. Thus, the best evidence
rule concurs with and supports the parol evidence rule.

The equal dignities rule provides that when a party
appoints an agent to negotiate an agreement that must be
in writing, the appointment of the agent must also be in
writing.

Certain formalities are usually followed in the formation
of other than the simplest kinds of written agreements.
While a law may necessitate nothing more than the
briefest written disclosure of promises, conditions, and
terms, plus the signature(s) of the obligated party or
parties, usually contracts in general commercial and
consumer use are carefully written, researched for legal
compliance, and signed. Furthermore, leases and contracts
for the sale of real property may have additional
requirements of content and formality that extend beyond
these formalities.

Written agreements should be, but need not be, signed
by both parties. If signed by only one party, any obligation
on the agreement would be limited to that party alone.

Witnesses are required in the signing of a will, but in
most other documents their signatures are at the option
of the contracting parties. To ensure that no misunder-
standing will arise as to the acceptance and signing of a
written agreement, the use of witnesses is advised. Certain
official documents, such as a certificate of title to a motor
vehicle, require the owner’s signature and an acknow-
ledgment by a notary public when transferring ownership.
The notary witnesses the signing of the document and then
acknowledges this act by signing the document and adding
the official seal to it. A notary is not authorized to read
the document being signed and may be prevented from
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doing so. The notary’s legal authority includes the act of
acknowledging another’s signature to be the result of this
person’s own free act and deed before the notary.

Some jurisdictions still make use of a seal when a formal
contract is signed.

As a protection to lenders and to persons selling goods
through installment contracts and the like, the law
provides that certain documents be recorded in a public
office for inspection by anyone wishing to know about
them. For example, when money is loaned on a motor
vehicle, the lender may record that transaction in the
appropriate public office to protect his or her interest in
the vehicle.

Exercise 1. Comprehension questions:

1. What are the forms of agreements?

2. What are the most important rules involving writ-
ten contracts?

What are the exceptions to the parol evidence rule?
Explain what condition precedent is.

When is the use of witnesses advised?

When is acknowledgement by a notary public re-
quired and what for?

S vk

Exercise 2. Find in the text English equivalents to the
following:

IToaTBepIKAeHMe; MOIEYNTe b HaJ HAaCJIeICTBEHHBIM
MMYIIIECTBOM; TpeOOBaHMNE IIPEACTABJICHUSI HANJIYUIINX
I0OKa3aTeJIbCTB; IIPeABapUTEIbHOE YCI0BHUE; IIPABUJIO PAaB-
HOT'O JJOCTOMHCTBA; JIUIIIEHE CTOPOHLI IIPaBa BO3ParKeHUs
II0 IPUYNHE ee IPEeIIeCTBYIOIEero MOBeAeHNs; NCIOIHN-
TeJIb 3aBeIaHNs; MPABUJIO, NCKJIIOUAIOINEee YCTHBIE JOKa-
3aTeJIbCTBA; YACTUYHOE HCIIOJIHEHUE.
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Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
ITuceMenHasa popMa JOroBopa; yecTHasA (popMa JOroBOpa;
IIpocTas MICbMeHHas (popMa; rocyJapCTBeHHAasI PerucTpa-
1A JOr0BOpa; HOoTapuajabHasa ¢opMa AOToBopa.
Exercise 4. Be ready to talk on one of the following topics:
1. Identify the types of agreements that must be in
writing.
2. List the essential information that should be includ-
ed in a written memorandum.
3. Explain what is meant by the parol evidence rule.
4. Compare the best evidence rule with the equal digni-
ties rule.
5. Illustrate some methods of writing a signature and
discuss the use of a seal.

Exercise 5. Make up your own dialog on the case:

In American parts Co. v. American Arbitration Associa-
tion, the parties had initially reached an oral understand-
ing. The seller had thereafter sent a conforming form
which purportedly recited the contract terms (including
quantity), added an arbitration clause, and provided that
the entire form would become controlling if the “buyer
accepts delivery of all or any part of the goods herein de-
scribed.” The buyer allegedly refused to accept some of
the goods, and the seller then sought arbitration. The
buyer sought a stay, and the seller moved for summary
judgment. In denying summary judgment the court as-
sumed that a conforming form can constitute an “accep-
tance” even where there has already been an oral offer and
acceptance. As a corollary, certain additional terms in the
confirmation may become (retroactively, as it were) a part
of the original contract.




Third Parties

in Contract Law

IToroBOpOM B IOJIb3Y TPETHETO JINIa IPU3HAETCS JOTOBOD,
B KOTOPOM CTOPOHBI YCTAHOBIJIN, UTO JOIXKHUK 00S3aH IIPO-
M3BECTH MCIOJHEHNe He KPeAuTopy, a YKasaHHOMY WJIN He
YKa3aHHOMY B JJOI'OBOPE TPEThLEMY JINILY, MMEIOIIeMy IIPaBo
TpebOBaThL OT NOJIXKHUKA NCIIOJHEeHNA 00513aTeJILCTBA B CBOIO
noJsb3y (crarba 430 'K PD).
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List of key terms and word combinations:

assignee

assignment

assignor
beneficiary
creditor beneficiary
delegation

donee beneficiary
incidental
beneficiary

intended beneficiary

novation
obligor

warranty

MIPaBOIIPEEMHHK; IECCHOHAPUH,
YIOJTHOMOYEHHBIH; areHT; Ha3Ha4eHHOEe JIUII0

nepeaayda mnpana; yCTylKa Tpe60BaHI/IH; OCCCHs,;
nepeBoa n0Jra; OT4yKAC€HNUE, aCCUTHOBAHUE,
npeaHa3sHauCeHNE, Ha3HAUYCHUC

JIMIT0, COBEpINAlOIIee mepeaady (Bemiy, mpasa);
LEACHT

JIMLO, B MHTEPECax KOTOPOTo OCYIIECTBIETCS
JIOBEpUTENIbHAsI COOCTBEHHOCTh; OCHE(QHIINAPHIA;
BBITOJIOTIPHOOpETaTENh

6eHeduIap-KpeIuTOp

nepenaya, JeJerupoBaHue (TOJTHOMOYHA),
NepeBOA A0JTa

JIApOTIOyYaTellh, JIUII0, PacIpeaersItoiiee
HACJIeICTBEHHOE UMYILIECTBO MO JIOBEPEHHOCTH

City4alHbIi OeHeuInap

HaMEpEHHBIH; yMBIIIJICHHBIH OeHepuunap

HOBaIWs; IepPeBO T0Jra; LECCHs MpaB I10
0053aTETBCTBY

JIMIIO, IPHUHSBIIEE Ha ceOst 0053aTeNIbCTRO;
JOJDKHUK TI0 00513aTENIbCTBY, 1eOUTOp

rapaHTus, pydaTCJIbCTBO

A third party is a person who may, in some way, be

affected by a contract but who is not one of the contracting
parties. A third party, also known as an outside party, is
at times given benefits from a contract made between two
other parties. A third party receiving benefits from a
contract made by others is known as a beneficiary.
Although not obligated by the agreement made between
those in privity, third parties may have the legal right to
enforce the benefits given them by such agreements.
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A beneficiary in whose favor a contract is made is an
intended beneficiary. With exceptions in some jurisdic-
tions, an intended beneficiary can enforce the contract
made by those in privity of contract. Those who are most
frequently recognized to be intended beneficiaries and who
have the right to demand and enforce the benefits prom-
ised are creditor beneficiaries, donee beneficiaries, and
insurance beneficiaries.

A creditor beneficiary is an outside third party to whom
one or both contracting parties owe a continuing debt of
obligation arising from a contract. Frequently, the
obligation results from the failure of the contracting party
or parties to pay for goods delivered or services rendered
by the third party at some time in the past.

A third party who provides no consideration for the
benefits received and who owes the contracting parties no
legal duty is known as a donee beneficiary. However, the
contracting parties owe the donee beneficiary the act
promised; if it is not forthcoming, the donee beneficiary
may bring suit. The consideration that supports this type
of agreement is the consideration exchanged by the parties
in privity to the contract.

An individual named as the beneficiary of an insurance
policy is usually considered a donee beneficiary. The ben-
eficiary does not have to furnish the insured with consid-
eration to enforce payment of the policy. In some cases,
an insurance beneficiary may also be a creditor beneficia-
ry. This situation occurs in consumer or mortgage loans
when the creditor requires the debtor to furnish a life-
term insurance policy naming the creditor as the benefi-
ciary. The policy will pay the debt if the debtor dies be-
fore the loan has been repaid.
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An incidental beneficiary is an outside party for whose
benefit a contract was not made but who would
substantially benefit if the agreement were performed
according to its terms and conditions. An incidental
beneficiary, in contrast to an intended beneficiary, has
no legal grounds for enforcing the contract made by those
in privity of contract.

When people enter into contracts, they receive rights
and they incur duties that may be transferred to others.
An assignment is a transfer of a contract right. A delega-
tion is a transfer of a contract duty.

Three parties are associated with any assignment. Two
of the parties are the ones who entered the original
agreement. The party who assigns rights or delegates
duties is the assignor. The outside third party to whom
the assignment is made is the assignee. The remaining
party to the original agreement is the obligor.

Consideration is not required in the creation of an
assignment. When there is no supporting consideration,
however, the assignor may repudiate the assignment at
any time prior to its execution.

To be valid, an assignment must follow certain accepted
procedures designed to protect all of the parties. Form of
assignment, notice of assignment, and the rights of parties
in successive or subsequent assignments must conform to
practices established by case law and statutes.

An assignment is valid at the time it is made. As a mean
of protection against subsequent assignments, the
assignee should give notice of assignment to the obligor.
This is an obligation of the assignee, not the assignor. If
notice is not given, it would be normal practice for the
obligor to render performance to the other original
contracting party, in this case, the assignor. If due notice
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has been given and the obligor makes payment to the
assignor, the obligor is not excused from making payment
to the assignee.

The rights and duties of the assignee are the same as
those previously held by the assignor under the original
contract. Claims the assignor may have had against the
obligor now belong to the assignee. In addition, defenses
the obligor may have had against the assignor’s claims
may now be used against the assignee.

The assignee’s duty in an assignment is to give notice
of the assignment to the obligor. The obligor is allowed a
reasonable time to seek assurance that an assignment has
been truly made. Making the assignment in writing
reduces the possibility of one’s fraudulent representation
as an assignee.

The assignor is obligated to any express and implied
warranties that serve to protect either the assignee or the
obligor. A warranty is a promise, statement, or other
representation that a thing has certain qualities.

The assignor is bound by an implied warranty that the
obligor will respect the assignment and will make
performance as required by the original agreement
between the assignor and the obligor.

If the assignor delegates to an assignee duties owed the
obligor, there is an implied warranty that the duties
delegated will be carried out in a complete and satisfactory
manner.

Parties to a contract may include a condition that will
not allow its assignment.

If all three parties agree, however, the assignor can be
released from liability at the time of the assignment, and
privity of contract can exist between the assignee and the
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obligor. Such an arrangement is called a novation, which
is a substitution, by mutual agreement, of a new party
for one of the original parties to a contract.

Exercise 1. Comprehension questions:

1. Give definition of a third party and identify what

rights it has.

2. What are the types of intended beneficiaries?

3. Explain who creditor beneficiaries are.

4. What do the contracting parties owe the donee ben-

eficiary?

5. Why is consideration important in creation of an

agreement?

6. What are the forms of assignment?

7. Which of the two assignees has a superior right and

claim against the obligor?
8. Explain the term warranty.

Exercise 2. Find in the text English equivalents to the
following:

IIpaBonpeeMHUK; JUII0, COBEPIIIAOIee mepeaavy (Beru,
IIpasa); JINI0, B UHTEpecax KOTOPOTO OCYIIECTBJISIETCS 0-
BePUTEJIbHAA COOCTBEHHOCTD; IIEPEBO/ J0JITa; apOoIIoJIyda-
TeJib; HOBAIlUA; [[eCCUSA IIPAB II0 0043aTeJIbCTBY; JUII0, IIPU-
HABIIIee Ha cebsa 0053aTeIbCTBO; NOJIMKHUK M0 00s3aTesIb-
CTBY, NeOUTOP; PydaTeIbCTBO.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

Bianenue TpeThero Juiia; moJyuYeHUe OT TPEThEro JIUILA;
oILIaTa TPETBUM JIMIIOM; JOT'OBOP C TPEThUM JIMI[OM; IIPO-
M3BelleHHAasd TPEeTbUM JIMI[OM; B KaueCTBe TPEThEero JINIA;
IIPOTUBOIIPABHEIE AEHCTBUA TPEThUX JIUIIL.

Exercise 4. Be ready to talk on one of the following top-
ics:
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1. Differentiate between the legal rights accorded to
intended beneficiaries and those accorded to inciden-
tal beneficiaries to a contract.

2. Contrast assignment with delegation.

3. Identify the three parties that are associated with
any contractual assignment.

4. Indicate who is responsible for giving notice of an
assignment.

5. Explain the obligations of the assignor, the assign-
ee, and the obligor after an assignment has been
made.

6. Distinguish between a novation and an assignment
in contract law.

Exercise 5. Make up your own dialog on the case:

In Beneficial Finance Co. v. Colonial Trading Co., the
secured party brought an action in assumpsit against the
purchaser of collateral from a defaulting debtor. The court
said:

Where a debtor sells collateral subject to a perfected
security agreement, the secured party may proceed (1)
against the debtor (a) to collect the debt on the original
instrument, or (b) to assert his rights under the security
agreement against any identifiable proceeds in the hands
of the debtor, or (2) against the purchaser (a) by a repos-
session of the purchased goods in person or by an action
in replevin or (b) by an action in trespass for conversion
of the collateral. However, once the purchaser has him-
self resold the goods, the secured party has no right of
action in assumpsit against the purchaser, either for the
original debt of for the proceeds of resale.

Exercise 6. Resume in industry buzz:

Non-Party Rights (3P Ben’y/Assignmts/Delegation)
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1. General:

-> non-party time formed is 3P ben’y; non-party later
is assignmt or delegation

-> NON-PARTY RTS ALWAYS DERIVED SO
DEFENSES OK

2. 3P Beneficiary (look a promise at a time) (3P ben’y of
which promise?) 5 RULES:

a. Intended or Incidental Ben’y

(1) Incidental no rights, just benefit

(2) Intended gets rights; intended b/c ID’d in promise,
perf. runs to you & ben’y/promisee relationship supportg
intention to benefit

b. Donee or Creditor Ben’y

(1) Donee gets as gift

(2) Creditor when promisee owed debt & using
promisor’s perf. to satisfy

c. Ben’y can enforce promise way it existed when rts
vested

-> Promisor/ee can change, or rescind promise until
vests

-> Vests when ben’y learns & assents (words/conduct),
but promise can reserve power in promisee

d. Promisee can also enforce promise against promisor
(MAJ)

e. Creditor ben’y can sue promisee on underlying
obligation or Promisor on 3P promise

3. Assignment (if assign whole K, that’s assignmt of
rts & delegation of duties)

-> Obligor (owes perf.), Assignor, Assignee

a. Is it Assignable? Not if:

(1) K prohibits EXCEPT privilege, not power to assign
destroyed so assignmt valid, but Assignor breached and
totally enforceable under Code (no breach)
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(2) Law Prohibits (make sure it’s an ASSIGNMENT 1st!)

(3) Pers. Services K where assignmt = substn’l change
in perf., or

(4) Substant’l change in perf. b/c of assignment
(requirements Ks

suspect or change in time/place of perf.)

b. Was it Properly Assigned?

-> Need desc. of rt assigned & words of present transfer
(even if perf. for future)

-> Warranting to assignee assignable & enforceable
(Assignee can sue for W breach)

c. Obligor must perform to Assignee, Assignee can
enforce, Assignor no rt anymore

d. Problems:

(1) Assignor dealing w/ Obligor

-> if b/4 Obligor gets notice, assignee v. assignor for
breach W

-> if after notice, assignee v. Obligor, whose stuck
paying twice

(2) Assignor multiple assignments

(a) Are any Gratuitous (automatically revoked unless
writing delivered, token chose, or estoppel (detrimentally,
reas. & foreseeably relied)

(b) Otherwise 1st w/ valid unrevoked assignment unless
subsequent w/o knowledge of others gets 1) pd, 2)
judgment, 3) token chose from Obligor or works 4)
novation w/ Obligor (4 «horsemen» of assignment)

4. Delegations (of duty)

Delegator (of duty), Delegate (does duty), Obligee (gets
perf.)

a. Is it Delegable? NOT IF:

(1) K prohibits (works here!)

(2) Prohibited by law
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(3) Pers. Services (unless routine)

(4) Substantially changes char. of perf. (output Ks or
time/place change)

b. No particular form for delegation (unlike assignment)

c. If delegate for consideration, Obligee can force delegate
to perform (delegate makes promise to Delegator to perf. to
original Obligee & Obligee now 3P ben’y of their K)




Discharge and Remedies

HUcnonuenune o06a3aTeJbCTB MOYKeT obeclieunBaThbCsA He-
YCTOMKOM, 3aJI0TOM, yAep:KaHueM MMYIIecTBa JOJKHUKA,
IMIOPYYUTEILCTBOM, OAHKOBCKOII rapaHTuei, 3aJlaTKOM U
npyrumu cuocobamu (raaBel 21-26 'K PD).
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List of key terms

actual damages
anticipatory breach

compensatory damages

complete performance

condition concurrent

condition precedent
condition subsequent

consequential damages
general release

incidental damages
injunction

liquidated damages

mutual rescission

nominal damages

performance
punitive damages
reasonable time

satisfactory
performance

specific performance
speculative damages

substantial
performance

tender of payment
tender of performance

termination by waiver

and word combinations:
—  (aKTHYECKHA, pealbHBIN yepo

—  TIpeKpaiieHue (JoroBopa) 10 HACTYIUICHUS
CpOKa UCTIOTHEHHS

—  KOMIICHCATOPHBIE, peaibHble, (PaKTHIeCKUE
yOBITKH

- OKOHYCHHOC UCIIOJTHECHUE,; COBEPUICHUC

—  B3aMMO3aBHCHMBIC YCIOBHSA (TIOATEKAIINE
OJIHOBPEMEHHOMY UCTIOIHEHHIO)

—  IpeABapUTENBHOE YCIOBUE

- nocieayromiee, pe30JIrTUBHOC,
OTMCHUTEJILHOC YCJIIOBUE

- KOCBCHHBEIC y6BITI(I/I

- OTKa3 OT HACTOAIIUX U 6yIIyH.[I/IX HpHTHSaHHﬁ,

o0mmii oTKa3
— 1o0oYHBIe, CTyJalHbIE YOBITKH
—  cyneOHbIH 3amper

—  3apaHee OLICHEHHbIEC YOBITKHU; OIIGHOYHAs
HEYCTOMKA; TUKBUIHBIC YOBITKI

- B3aMMHOC aHHYJIMPOBAHUEC, IPEKPAIICHUEC

- HOMMHAJIBHBIC y6I)ITKI/I; HOMMHHAJIBHOC
BO3MCIICHUE, UMCIOIICC CUMBOJIMYECKOC
3HA4YCHUC

- HCIIOJIHCHUE; COBCPIICHUEC

- y6LITKI/I MPUCYKAACMbIC B Ka4Y€CTBC HAKa3aHUA

—  pa3syMHO HEOOXOAMMBII CPOK

- JAO0CTaTOYHOC, y6CZ[I/IT€J'IBHOC HCIIOJIHCHHE

- HCIIOJIHCHUE B HATYpE, p€ajibHOC UCIIOJTHCHHUC

- npeamnoJjiaracMbie y6I:ITKI/I

- HCIOJHCHUEC BCCX CYHICCTBCHHbBIX YCJ'IOBI/Iﬁ
A0TOoBOpa

- MMPEAIIOKCHUC TIIIATCIKA
- TNIPEMIOKEHUE UCTIOTTHEHUSA

—  OTKa3 MpaBooOJIaAaTess OT Yero-Tuoo
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Most contracts are discharged by performance, which
means that the parties do what they agreed to do under
the terms of the contract. When performance occurs, the
obligations of the parties end. Sometimes, however, the
parties do not perform in a timely or satisfactory manner.
At other times, they perform partially but not completely.
At still other times, they do not perform at all.

When the time for performance is not stated in the
contract, the contract must be performed within a
reasonable time. A reasonable time is the time that may
fairly, properly, and conveniently be required to do the
task that is to be done, with regard to attending
circumstances.

When either personal taste or objective standards have
determined that the contracting parties have performed
their contractual duties according to the agreement, sat-
isfactory performance exists. Satisfactory performance
is either an express or implied condition of every con-
tract.

When both parties fully accomplish every term,
condition, and promise to which they agreed, complete
performance occurs. When a party, in good faith, executes
all promised terms and conditions with the exception of
minor details that do not affect the real intent of their
agreement, substantial performance occurs. Complete
performance terminates an agreement, discharging the
parties of any further obligation to one another.
Ordinarily, substantial performance also serves to
discharge the agreement but with a difference. A party,
who complains that performance has been substantial, but
not complete, has the right to demand reimbursement
from the offending party to correct those details that
prevented complete performance.



Hcnoanenre 0043aTeJILCTB U CPEACTBA MX 00eceueHusI 89

Failing to fulfill or accomplish a promise, contract, or
obligation according to its terms defines nonperformance.

Parties to a contract may stipulate the time and
conditions for termination and discharge as part of their
agreement. They also may subsequently agree not to do
what they had originally promised. The latter is the case
when there is a mutual rescission of the contract, a waiver
of performance by one or more of the parties, a novation,
or an accord and satisfaction to liquidate an outstanding
debt or obligation.

During contract negotiation, parties may agree to
certain terms that provide for automatic termination upon
the occurrence or nonoccurrence of stated events. These
terms are categorized as conditions subsequent.

Contracting parties may, either before or after
performance commences, rescind their contract as a result
of further negotiation and by their mutual assent. Mutual
rescission requires both parties to return to the other any
consideration already received or to pay for any services
or materials already entered.

When a party with the right to complain of the other
party’s unsatisfactory performance or nonperformance
fails to complain, termination by waiver occurs. It is a
voluntary relinquishing (waiver) of one’s rights to demand
performance. A waiver differs from a discharge by mutual
rescission in that a waiver entails no obligation by the
parties to return any consideration that may have been
exchanged up to the moment of rescission. Discharge by
waiver, when made, is complete in itself.

By novation, the parties to a contract mutually agree to
replace one of the parties with a new party. The former,
original, party is released from liability under the
contract.
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An accord and satisfaction is a resulting new agreement
arising from a bona fide dispute between the parties as to
the terms of their original agreement. The mutual
agreement to the new terms is the accord; performance of
the accord is the satisfaction. The accord, although agreed
to, is not a binding agreement until the satisfaction has
been made. The original agreement is not discharged,
therefore, until the performance or satisfaction has been
provided as promised.

A general release is a document expressing the intent
of a creditor to release a debtor from obligations on an
existing and valid debt. A general release terminates a
debt and excuses the debtor of any future payment without
the usual requirement that consideration be given in
return.

Occasionally, it becomes impossible to perform a
contract. Conditions that arise subsequent to the making
of a contract may either void the agreement or make it
voidable by one of the parties. Discharge through
impossibility of performance may, in some situations, be
allowed only if the specific and anticipated impossibility
has been made a condition to the agreement.

The performance of a promised act may be discharged
by operation of law. Some law that causes the parties to be
discharged from their obligations, such as bankruptcy or
the statute of limitations, comes into play.

A discharge in bankruptcy from a court will be allowed
as a defense against the collection of most, but not all,
debts of the bankrupt. Therefore, most contractual
obligations to pay money come to an end when a party files
for bankruptcy.

Statutes providing time limits within which suits may
be brought are known as statutes of limitations. The statute
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of limitations does not technically void the debt, but it gives
the debtor a defense against any demand for collection.

When contractual obligations terminate by agreement or
by operation of law, no liability falls to either party. When
one of the parties fails to carry out the terms of a contract,
a breach of contract occurs and liability falls to the party
who has not done what was promised. Breach of contract
comes from negligent or intentionally wrongful perfor-
mance, expressed repudiation of contractual obligations,
or an abandonment of performance sometimes after per-
formance has begun. When there is a breach of contract,
the injured party has the right to a remedy in court.

Wrongful performance or nonperformance discharges
the other party from further obligation and permits that
party to bring suit to rescind the contract or to recover
money to compensate that party for any loss sustained.
Such compensation is known as damages.

An anticipatory breach (also called constructive breach)
occurs when a party to a contract either expresses or
clearly implies an intention not to perform the contract
even before being required to act. The repudiation must
be clear and absolute. It must also indicate a deliberate
and complete refusal to perform according to the terms of
the contract. Injured parties may seek damages by
showing that by relying on the contract.

Damages describe money awarded to parties who have
been victimized or have suffered injury to their legal
rights by others. Damages are of different kinds, and the
nature of a claim usually determines what type of damages
will apply.

A sum of money equal to the real financial loss suffered
by the injured party defines actual damages. Since they
are intended to compensate the injured party, actual
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damages are also called compensatory damages. Thus,
damages awarded for nondelivery of promised goods or
services would be an amount equal to the difference
between the price stated in the contract and what the
promisee would have to pay elsewhere.

Incidental damages and consequential damages are
awarded for losses indirectly, but closely, attributable to
a breach. Incidental damages cover any expenses paid out
by the innocent party to prevent further loss. Consequen-
tial damages result indirectly from the breach because of
special circumstances that exist with a particular contract.
To recover consequential damages, the injured party must
show that such losses were foreseeable when the contract
was first made.

Damages awarded in excess of actual, incidental, or
inconsequential damages where it is shown that the
wrongful party acted with malicious intent and willful
disregard for the rights of the injured party are punitive
damages, also called exemplary damages.

Token damages awarded to parties who have experienced
an injury to their legal rights but no actual loss are
nominal damages. In today’s practice, the award is usually
one dollar.

Speculative damages are computed on losses that have
not actually been suffered and that cannot be proved; they
are damages based entirely on an expectation of losses that
might be suffered from a breach. They differ from future
damages in that speculative damages are not founded on
fact but only on hope or expectation.

A decree of specific performance is a court order call-
ing for the breaching party to do what he or she promised
to do under the original contract of the unique subject
matter.
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An injunction is an order issued by a court directing
that a party do or refrain from doing something. An in-
junction may be either temporary or permanent.

Exercise 1. Comprehension questions:

1. In what terms must be the contract performed when

the time is not stated in the contract?

2. How is satisfactory performance of the contract de-

termined?

3. How may be the contractual conditions classified?

4. What does a condition precedent require?

5. Explain what is a condition concurrent.

6. Think of examples of conditions subsequent.

7. What does tender of performance mean?

8. What does mutual rescission require?

9. Contrast termination by waiver and mutual rescis-

sion.

Exercise 2. Find in the text English equivalents to the
following:

IIpekpalienue f0roBopa A0 HACTYILJIEHUSA CPOKA UCIIOJI-
HEeHNsI; KOMIIEHCATOPHBIE YOBITKY; OKOHUEHHOE MCIIOJIHE-
HUe; B3aMMO3aBHCHMBLIE YCJIOBHUA; IIPEABAPUTEIbHOE yC-
JIoBHe; OOIMUI OTKAa3; MOOOUYHEIe, CAydYaliHble YOBITKU;
OILlEHOYHAsI HEeYCTOMKA; HOMMHAJILHOE BO3MEII[eHNe; KC-
MOJHeHMne; YOBITKM, MPUCYIKAaeMble B KauecTBe HaKasa-
HUSA; PA3YMHO HEOOXOAMMBIN CPOK; JOCTATOUHOE HCIIOJI-
HeHNe; peaJIbHOe MCIIOJHEeHNe; MCIOJHeHNe BCeX CyIIe-
CTBEHHBIX YCJOBHUII JOTOBOPA; IPEIJIOKeHNe ILIaTexxa;
IIpeaJioKeHe UCIOJHEeHUA; OTKa3 IIPaBoo0IagaTes s OT
yero-amubo.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
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HcnonneHue 06513aTeIbCTB HAAJIEIKAIIIEMY JIUITY; UCIIOJI-
HeHUe 0043aTeJIbCTB TPETHUM JIMI[OM; UCTIOJTHEeHNE aJbTep-
HATUBHOTO 00A3aTeJbCTBA; COJMIMAAPHBIE 00A3aTeIbCTBA;
BCTPEUHOE HCIIOJIHeHre 00g3aTebCTBa; MCIIOJHeHne 00s-
3aTeJIbCTB II0 YaCTSIM; BAJIOTa JeHEeKHBIX CPE/ICTB; IIPHU3HA-
HIe IIpaBa; B3bICKaHNe YOLITKOB; IIPUCYKAEHNE K HCIIOJ-
HEeHUIIo 00sI3aHHOCTEll B HaAType.

Exercise 4. Be ready to talk on one of the following to-
pics:

1. Compare the different ways the court enforces per-

formance of a contract.

2. Describe the standards that are used to determine
whether or not the performance of a contract is sat-
isfactory.

3. Contrast complete performance with substantial per-
formance.

4. Discuss the ways that contracts are discharged.

5. Identify the remedies that are available to an injured
party when a contract is breached.

Exercise 5. Make up your own dialog on the case:

In Grandi v. LeSage, the buyer purchased a racehorse
for breeding purposes. The seller had represented the
horse to be a stallion; in fact, the horse was a gelding. The
buyer revoked acceptance and brought suit to recover
purchase price and incidental damages. The final award
included incidental damages for the care, feeding, and
maintenance of the horse for about three month at $1.50
per day.



Nature and Kinds

of Commercial Paper

K 1menHbIM GymMaram OTHOCATCS JOKYMEHTHI, YAOCTOBE-
pAIOIME ¢ IIOMOIIBIO YCTAHOBJIEHHOM (DOPMBI 11 00A3aTeJIhb-
HBIX PEKBU3UTOB UMYIIIeCTBEHHBIE IIPaBa, OCYIIeCTBJIEHE
WX mepenada KOTOPBIX TOJBKO NPU UX IPEAbSIBICHUU
(rmaBa 7 I'K P®). IIpaBa, ygocToBepeHHBIe IIeHHOHU OyMa-
roif, MOTYT IPUHAIJIEKATh IPeAbABUTENIO IIeHHOU OyMa-
ru, a1u00 Ha3sBaHHOMY B IIeHHOU Oymare Jjumy, Ju00 Ha-
3BAaHHOMY B IIEHHOU Oymare JIHILy, KOTOPOe MOXKET CaMO
OCYIIIeCTBUTH 3TU IIPaBa, JM00 Ha3HAUUTH CBOUM PACIIOPSI-
JKeHHEeM JIPyroe ynpaBoMoueHHoe Juio. K meHHbIM Oyma-
raM OTHOCATCS: TOCYyJapCTBeHHAA O0JIUTanus, o0Iuramus,
BeKCeJIb, YeK, JeIO3UTHBIN U cOeperaTeabHbI cepTudm-
KaT, 0aHKOBCKasa cOeperaTesibHas KHUKKA Ha IIPeIbABU-
TeJisg, KOHOCAMEHT, aKIusd, U IP.
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List of key terms and word combinations:

acceptor

bill of exchange
certificate of deposit
comakers

demand note

discounting

draft
drawee
drawer
holder

endorsee
endorser
maker

negotiable instrument

note

payee

sight draft
time draft

trade acceptance

aKLeNTaHT
NIepeBOHON BEKCEINb, TpaTTa
JICTIO3UTHBIN (BKJIaHO) cepTuduKaT

JIUII0, OepyIiee Ha ce0st 00s3aTeNbCTBO YIUTATUTD
JIOJIT B CITy4ae HECOCTOSATENLHOCTH JOIDKHUKA

MIPOCTOI BEKCEIIb, CPOUHBIH 110 IPEIbIBICHUN

JAUCKOHT, onl€paluu 1o JUCKOHTY, YUET
(Bekcemeif), craBKa y4era, JUCKOHTHPOBAHHE

TIEPEBOAHBIN BEKCEIb, TPATTa, YEK
Tpaccar (JIMI0, Ha KOTOPOE BBICTAaBJIEHA TPATTa)
TPAacCaHT, BEKCENIEAATEND, UEKOIaTeIh

JIeprKaTeb; BIIa/Iesell; IpeIbsiBUTENb (HanpuMep
YeKa)

MHJI0CCAT, KHUpaT (JIMIO, B O3y KOTOPOTO
c/ieaHa IepeaToYHas HaJIIHCh)

WHJIOCCAHT, )KUPAHT (JIUIIO, JIeNIarolee
nepeIaTouHYI0 HaIIICh, HAlIPUMeEp, Ha 000poTe
BEKCeJIs)

BEKCeJIeJaTeb, TPACCAHT
00OPOTHBIN TOKYMEHT

U3BEIICHHUE; aBU30, KPEAUTHEIHN OMIICT;
0aHKOBBIN OWIIeT; OAHKHOTA, CUET, IPOCTOM
BEKCEJIb; JI0JIrOBast PaCICcKa

JIMO, MOJYy4Yaroumee miaTex; peMUTCHT,
BEKCEJICACPIKATEIIb

TpaTTa, CPOYHAas 10 NPEIbIABICHUN

CpouHas TparTa (MIaTeKOM depe3
OTIPEJEITICHHBIH CPOK ITOCIIE NPEIbIBICHHA)

aKI.[eHTOBaHHLIﬁ TOpI‘OBHﬁ BCKCCJIb

A negotiable instrument is a written document that is
signed by the maker or drawer and that contains an un-
conditional promise or order to pay a certain sum of mon-
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ey on delivery or at a definite time to the bearer or to or-
der. The concept of negotiability of commercial paper is
simple: When an instrument is transferred by negotiation,
the person receiving the instrument is provided with more
protection than was available to the person from whom it
was received. The person receiving the instrument is able,
in many instances, to recover money on the instrument
even when the person from whom the instrument was re-
ceived could not have done so.

There are three basic kinds of negotiable instruments:
drafts (including checks), notes, and certificates of
deposit.

A draft (also known as a bill of exchange) is an instru-
ment by which the party creating it orders another party
to pay money to a third party. The one who draws the draft
(that is, the one who orders money to be paid) is called the
drawer. The one who is requested to pay the money is
called the drawee. The one who is to receive the money is
known as the payee.

Drafts may be presented to the drawee for payment, or
for acceptance. When a draft is presented for acceptance,
the drawee is requested to become liable on the instrument.
To accept a draft, the drawee writes «accepted» across the
face of the instrument and dates and signs it. By doing this,
the drawee agrees to pay the instrument at a later date when
it becomes due. An acceptance must be written on the draft,
but it may consist of the drawee’s signature alone.

A check is a special kind of draft that is drawn on a bank
and is payable on demand. A check is also the most common
type of draft.

A sight draft is payable as soon as it is presented to the
drawee for payment. A time draft is not payable until the
lapse of a particular time period stated on the draft.
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A trade acceptance is a draft used by a seller of goods to
receive payment and also to extend credit. It is often used
in combination with a bill of lading, which is a receipt
given by a freight company to someone who ships goods.
If it is a sight draft, the buyer must pay the draft imme-
diately to receive the bill of lading from the bank. If it is
a time draft, the buyer must accept the draft to receive
the bill of lading from the bank. The freight company will
not release the goods to the buyer unless the buyer has
the bill of lading.

Discounting means that the bank will buy the instru-
ment at a price below its face amount with the aim of ulti-
mately collecting the face amount.

A domestic bill of exchange is a draft that is drawn and
payable in the country of origin. A draft that is drawn in
one country but is payable in another is called an
international bill of exchange, or foreign draft.

A note (often called a promissory note) is a written
promise by one party, called the maker, to pay money to
the order of another party, called the payee. In contrast
with drafts, notes are promise instruments rather than
order instruments, and they involve only two parties
instead of three. They are used by people who loan money
or extend credit as evidence of debt. When two or more
parties sign a note, they are called comakers.

A demand note is payable whenever the payee demands
payment. A time note, on the other hand, is payable at some
future time, on a definite date named in the instrument.
Unless a note is payable in installments, the principal (face
value) of the note plus interest must be paid on the date
that it is due. In an installment note, the principal together
with interest on the unpaid balance is payable in
installments (series of payments) at specified times.
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A certificate of deposit is an acknowledgment by a bank
of the receipt of money and promise to pay the money back
on the due date, usually with interest.

In addition to drawers of drafts and checks, makers of
notes, and payees of both types of instruments, there are
other parties to commercial paper. They are the bearer,
the holder, the holder in due course, the endorser, the
endorsee, and the acceptor.

A bearer is a person who is in possession of a negotiable
instrument that is payable to bearer or to cash. A person
who is in possession of an instrument that has been in-
dorsed in blank (by the payee’s signature alone) is also a
bearer. A holder is a person who is in possession of a ne-
gotiable instrument that is issued or indorsed to that per-
son’s order or to bearer. One who is a bearer is always a
holder; however, one who is a holder may or may not be a
bearer. A holder in due course is a holder of a negotiable
instrument who is treated as favored and is given immu-
nity from certain defenses.

An endorser is a person who indorses a negotiable
instrument. This is done in most cases by signing one’s
name on the back of the paper.

An endorsee is a person to whom a draft, note, or other
negotiable instrument is transferred by endorsement. An
acceptor is a drawee of a draft who has promised to honor
the draft as presented by signing it on its face.

To be negotiable, an instrument must be signed by the
maker or drawer, and must contain no conditions that
might in any way affect its payment.

An instrument is conditional, and thus not negotiable,
if it states that it is subject to any other agreement; paid
only out of a particular fund; charged to a particular
account. An instrument may state that it «arises out of»
another agreement without being conditional.
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In addition to being unconditional, a negotiable
instrument must contain a promise to pay (as in a note) or
an order to pay (as in a draft).

A negotiable instrument must be payable in a fixed
(clearly known) amount of money even though it is to be
paid with stated interest or by stated installments; with
stated different rates of interest before and after default
or a specified date; with a stated discount or addition, if
paid before or after the date fixed for payment; with
exchange or less exchange, whether at a fixed rate or at
the current rate; or with costs of collection, an attorney’s
fee, or both upon default.

Negotiable instruments must be made payable on
demand or at a definite time. This requirement makes it
possible to determine when the debtor or promisor can be
compelled to pay. Without this information, the present
value of an instrument cannot be determined.

Demand Paper is an instrument is payable on demand
when it so states, or when it is payable «on sight» or «on
presentation.» The key characteristic of demand
instruments is that the holder can require payment at any
time by making the demand upon the person who is
obligated to pay.

Certainty as to the time of payment of an instrument is
satisfied if it is payable on or before a definite date.
Instruments payable at a fixed period after a stated date
or at a fixed period after sight are also considered to be
payable at a definite time papers.

An acceleration clause on the face of an instrument has-
tens the maturity date. One such example reads, «In case
of default in payments of interest (or of an installment of
the principal), the entire note shall become due and pay-
able.»
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Extension clauses give the maker of a note the
opportunity to extend the payment date to a further
definite time. For example, a maker may make a note
payable in six months but may include the right to extend
it to one year without loss of negotiability.

The chief characteristic of a negotiable instrument is
its capacity to circulate freely as an instrument of credit.
This function is achieved and the intention of the maker
(i.e., ease of transferability and payment of the amount
indicated to a holder) is expressed by the words to the order
of or to bearer. They are called the words of negotiability.
Except for checks, instruments not payable to order or to
bearer are not negotiable. Law allows checks (but not other
instruments) that are not payable to order or to bearer to
be negotiable.

An instrument is payable to order when it states that it
is payable to the order of any person, i.e., the maker or
drawer; the drawee; a payee who is not the maker, drawer,
or drawee; two or more payees; an estate, trust, or fund;
an office or officer by title; or a partnership or
unincorporated association, with reasonable certainty.

An instrument is payable to bearer when it states that
it is payable to bearer or the order of bearer, a specified
person or bearer, cash or the order of cash, or any other
indication that does not designate a specific payee.

Any instrument lacking one or more elements of
negotiability, however, cannot be enforced until it is
completed. Handwritten terms control typewritten and
printed terms, and typewritten terms control printed
terms. Words control figures, except where words are
ambiguous (capable of being understood in more than one
way). The numbering of, or the failure to number, an
instrument does not affect its negotiability.
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Exercise 1. Comprehension questions:

1. Identify the purpose of commercial paper.

2. Explain the concept of negotiability.

What are the types of negotiable instruments?

Give definition of a draft.

How are the parties, relating to a draft, called?

Identify different kinds of drafts.

. Explain what a certificate of deposit means.

. What are the requirements for negotiable instru-
ments?

9. What elements of negotiable instruments may be
omitted?

Exercise 2. Find in the text English equivalents to the
following:

AKIIenITaHT; TepPeBOJHON BeKcelb; BKJIAAHON cepTudu-
KaT; JIUI0, OepyIlmee Ha ce0s 00s3aTEIbCTBO YILIATUTD JOJIT
B CJIyYae HeCOCTOSTEeIbHOCTH JOJKHIKA; IPOCTOM BeKCeJIb;
JIVCKOHT; IePeBOIHbBIN BeKCeJb; JUI0, Ha KOTOPOE BHICTAB-
JileHa TpaTTa; BeKceJjenarTesb; JIUI0, B M0OJb3y KOTOPOTO
cIesiaHa IepeJaToOyHas HAAMNNUCh; JUIO0, Aejalollee Iepe-
ITaTOYHYI0 HaAIINUCh; OOOPOTHBIN HOKYMEHT; M3BEIleHUeE;
JOJITOBAsI pacHucKa.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

IIpocToii BekceJib; IIePEeBOMHON BeKCeJIb; OmIJjaTa II0
NpeabABJICHNN; MOAJICKHUT OIlJlaTe IO IPUKAa3y; KOHOca-
MEHT; aKIlelITHPOBaHHAA OaHKOBCKAas TpaTTa; oOecIieueH-
HBIII BeKcCeJsb; OOBIKHOBEHHBLIII BeKCeJb; OO0JUTaIlliu Ha
OpeabsaBUTENA; NEeIIO3UTHBINA cepTuduKaT; 0aHKOBCKUM
yeK; 0aHKOBCKHUI MHJIOCCAMEHT; IIepelaTOYHas HaAIINCh;
YCJIOBHE O COKPAIIeHNY CPOKA UCIOJTHEeH! A 00513aTeIbCTBA;
(hopma moamHICH; TOAMNNCH TOPTOBOTO areHTa; 6e3yCcJI0BHOE



CVIIIHOCTS ¥ BUJALI 00OPOTHBIX JOKYMEHTOB 103

obelfanue; onpeaeseHHAsA CyMMa; TOYHO OIpeaeeHHbBIHN
CDOK.
Exercise 4. Be ready to talk on one of the following
topics:
1. State the purpose of commercial paper.
2. Explain the concept of negotiability.
3. Identify the three kinds of negotiable instruments.
4. Name the parties to each kindof negotiable instru-
ment.
5. Describe the effect of dates on negotiable instru-
ments and determine which words control.

Exercise 5. Make up your own dialog on the case:

In Banco Espanol De Credito v. State Street Bank &
Trust Co., the correspondent bank-plaintiff credited “the
amounts specified in the letters of credit against debts”
owed it by two beneficiaries under the letter of credit.
The plaintiff then forwarded the draft to a Boston bank,
which was obliged to pay under the letter of credit, and
the Boston bank refused to pay on the ground that there
was fraud in the transaction. Banco Espanol responded
that it was a holder in due course and that fraud could
not be raised against it. The district court, in an opinion
affirmed by the First Circuit, found that Banco Espanol
had in fact given value, was a holder in due course and
was entitled to recover from the Boston bank. The lower
court held that the Spanish bank had given value because
the credit given was not subject to revocation under the
terms of the agreement between the Spanish bank and
its Spanish customers. The appellate court affirmed on
this ground and on the alternate that Banco Espanol gave
“value” “even if the credit were revocable.”




Negotiation

of Commercial Paper

IIpaBa mo meHHOI Oymare mepenamTcsA BpydYeHHEM JaH-
HOU IeHHOHW Oymarmu (ecqim OoHa ABJdeTCs OyMaroum Ha
IpeabABUTENA), B IOPAAKe Ieccuu (ecau Oymara MMeH-
Hasd), IyTeM COBepIIeHUsA NHAOCCaMeHTa (B ciyuae opaep-
Hoit nneHHOM Oymaru) (rsaBa 7 I'K P®D).
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List of key terms and word combinations:

accommodation party
allonge
assignment

bearer paper

blank endorsement

conditional
endorsement

dishonor

endorsement in full
negotiation

order

qualified
endorsement

restrictive
endorsement

special endorsement

JIUIIO, BBIMKCaBIIee (MHAOCCUPOBABIIEe UITH
aKIIETITOBABIIIEE) IPYKECKUI BEKCEIb

QJUTOHX (JINCTOK, IIPHIIATraeMBbIil K BEKCEITIO
JUISL TOTIOJTHUTEJIBHBIX HHAOCCAMEHTOB)

nepejava, nepeycrymnka (MMyIIecTBa, IpaBa);
ycTyIIKa TpeOOBaHMUS; IIECCHUs

Oymara Ha IpeabSIBUTEIL

0JIaHKOBBIM HHAOCCAMEHT (0€3 yKa3aHusI JIUIIa,
KOTOPOMY TepeyCTyaeTcs JOKYMEHT)

HUHAOCCAMCHT, conepmamnﬁ OIIPEACIICHHOC
ycJ0BU€ (HO BBITIOJTHECHUN KOTOPOT'O MOXKET
MIPOU3BOAUTHCA HHaTC)K)

OTKa3bIBAaTh B AKICIITC UJIN OIIJIaTC BEKCECIIA

MTOJTHBIN HHAOCCAMEHT (C yKa3aHHEM JIHIA,
KOTOPOMY MPOU3BOJUTCS IIJIATENK)

nepenaya, nepeycryIka; npojaxa, yuer
(Bekcerns), BBITUIATA (IO YEKY, IT0 BEKCEIIO)

TpeboBaHue

nepeaaToyHad HaAIMChb, COACPIKaIas
CIICHUAJIbHOC YCIIOBUEC

OFpaHI/I‘IeHHHﬁ HUHAOCCAMCHT

UMCHHad nepeaaToyHas HaAI1Chb
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Commercial paper that does not meet all of the
requirements of negotiability cannot be negotiated. It can
only be transferred by assignment, which is governed by
the ordinary principles of contract law. People who receive
instruments by assignment are not given the special
protection provided those who receive instruments by
negotiation.

An assignment is the transfer of a contract right from
one person to another. Commercial paper is assigned either
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when a person whose endorsement is required on an
instrument transfers it without indorsing it or when it is
transferred to another person and does not meet the
requirements of negotiability. In all such transfers, the
transferee has only the rights of an assignee and is subject
to all defenses existing against the assignor.

An assignment of commercial paper also occurs by
operation of law when the holder of an instrument dies or
becomes bankrupt. In such cases, title to the instrument
vests in the personal representative of the estate or the
trustee in bankruptcy.

Negotiation is the transfer of an instrument in such
form that the transferee becomes a holder. A holder is a
person who is in possession of an instrument issued or
indorsed to that person, to that person’s order, to bearer,
or in blank.

If an instrument is payable to order, such as «pay to the
order of,» it is known as order paper. To be negotiated,
order paper must be indorsed by the payee and delivered
to the party to whom it is transferred. If an instrument is
payable to bearer or cash, it is called bearer paper and may
be negotiated by delivery alone, without an endorsement.
When order paper is indorsed with a blank endorsement
(defined as follows), it is turned into bearer paper and may
be further negotiated by delivery alone.

An instrument is indorsed when the holder signs it,
thereby indicating the intent to transfer ownership to
another. Endorsements may be written in ink, typewrit-
ten, or stamped with a rubber stamp. They may be writ-
ten on a separate paper (rider, or allonge) as long as the
separate paper is so firmly affixed to the instrument that
it becomes part of it. For convenience purposes endorse-
ments are usually placed on the back of the instrument.



YuerT 060POTHBIX TOKYMEHTOB 107

Anyone who gives value for an instrument has the right
to have the unqualified endorsement of the person who
transferred it unless it is payable to bearer.

The back of a check is divided into specific sections
designed to protect the endorsement of the depository
bank (the bank of first deposit). The first one-and-one-
half inches from the trailing edge of the check is reserved
for the payee’s endorsement. Subsequent banks that
handle the check after the depository bank should limit
their endorsements to the three-inch space beginning at
the opposite end (leading edge) of the check. The section
between the payee’s endorsement section and the
subsequent banks’ endorsement section must be reserved
for the depository bank’s endorsement. In addition, purple
ink can be used only by the depository bank.

There are four commonly used types of endorsements:
blank endorsements, special endorsements, restrictive
endorsements, and qualified endorsements.

A blank endorsement consists of the signature alone writ-
ten on the instrument. No particular endorsee (person to
whom an instrument is indorsed) is named. When an in-
strument is indorsed in blank, it becomes payable to bearer
and may be transferred by delivery alone. If the instrument
is lost or stolen and gets into the hands of another holder,
the new holder can recover its face value by delivery alone.
For this reason, a blank endorsement should be used only
in limited situations, such as at a bank teller’s window.

When an instrument is made payable to a person under
a misspelled name or a name other than that person’s own,
the payee may indorse in the incorrect name, in the cor-
rect name, or in both. Signatures in both names may be
required by a person paying or giving value for the in-
strument.
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A special endorsement (also called an endorsement in
full) is made by writing the words pay to the order of or
pay to followed by the name of the person to whom it is to
be transferred (the endorsee) and the signature of the
endorser. When indorsed in this manner, the instrument
remains an order instrument and must be indorsed by the
endorsee before it can be further negotiated.

The holder of an instrument may convert a blank
endorsement into a special endorsement by writing the
same words (pay to the order of or pay to) over the
endorser’s signature.

A restrictive endorsement limits the rights of the
endorsee in some manner in order to protect the rights of
the endorser. An endorsement is restrictive if it is
conditional, purports to prohibit further transfer of the
instrument, includes the words for collection, for deposit,
pay any bank, or like terms signifying a purpose of deposit
or collection, or otherwise states that it is for the benefit
or use of the endorser or of another person.

A conditional endorsement, a type of restrictive
endorsement, makes the rights of the endorsee subject to
the happening of a certain event or condition.

Endorsements for deposit or collection are designed to
get an instrument into the banking system for the purpose
of deposit or collection. When a check is indorsed «for
deposit only» the amount of the instrument is credited to
the endorser’s account before it is negotiated further.
Retail stores often stamp each check «for deposit only»
when it is received. This wording provides protection in
the event the check is stolen. Checks mailed to the bank
for deposit should always be indorsed in this way.

A restrictive endorsement limits the subsequent use of
the instrument. An endorsement that purports to prohib-
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it further transfer, such as «pay John Doe only,» may be
further negotiated after the directions in the endorsement
are carried out. Thus, after John Doe is paid, any holder
of the instrument may continue to negotiate it. A restric-
tive endorsement does not prevent further transfer or
negotiation of the instrument.

A qualified endorsement is one in which words have been
added to the signature that limit the liability of the
endorser. By adding the words without recourse to the
endorsement, the endorser is not liable in the event the
instrument is dishonored, that is, not paid by the maker
or drawer.

An accommodation party is one who signs an instrument
in any capacity for the purpose of lending his or her name
to another party to the instrument.

Thus, an accommodation party who signs on the front
of a promissory note below the signature of the maker
assumes the same liability as the maker. On the other
hand, an accommodation party who signs on the back of
the instrument assumes the same liability as an endorser.
An accommodation party is not liable to the party
accommodated. The party accommodated, however, is
liable to the accommodation party if the latter pays the
instrument.

If an instrument is payable to either of two payees, the
endorsement of only one of the payees is necessary to
negotiate it. On the other hand, if an instrument is payable
to both of two payees, the endorsement of both payees is
necessary for a proper negotiation.

A depository bank that has taken in an item for
collection may supply any endorsement of the customer
that is necessary to title. This rule is designed to speed up
bank collections by eliminating the necessity to return to
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a depositor any items that were not indorsed. Such an
endorsement may not be supplied by a bank, however, if
the instrument contains the words payee’s endorsement
required.
Exercise 1. Comprehension questions:
1. In what case is an instrument indorsed?
2. When does an assignment of commercial paper oc-
cur?
3. What are the standards for check endorsements?
4. What are the cases when a blank endorsement should
be used?
5. How can be a blank endorsement converted into a
special one?
6. What does a restrictive endorsement suppose?
7. Explain what an accommodation party is.
8. When is the endorsement of both payees required and
when not?

Exercise 2. Find in the text English equivalents to the
following:

JIniio, BeINIICaBIllee NPYKECKUl BeKcellb; JUCTOK, IIPU-
JlaTaeMbIii K BEKCeJIIO JIJIsI JOIOJHUTEJIbHBIX WHAOCCAMEH-
TOB; IePeyCcTyIIKa; Oymara Ha IIpeIbABUTeNA; 0JJaHKOBBIHN
WHIOCCAMEHT; UHAOCCAMEHT, COJep Kallluil oIrpeeIeHHOe
yCJIOBHE; OTKA3bIBATh B aKIIETITe UJIV OILJIaTe BeKCeJId; IIOJI-
HBIM MHIOCCAMEHT; YUeT BeKCeJsisd; mepefaTouyHas HaAluCh,
coJepsKaIasa creruaJbHOe YCJIOBUEe; OTPAaHUYEHHBIA WH-
IOCCaMeHT; UMeHHasA IlepeJaTouHas HaJIIUCh.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

IIpocToii BeKcesib; MepPeBOTHON BEKCeJb; OIJiaTa IIO
IpeIbsABICHUN; IOIJIEKUT OILJIaTe IO IPUKasy; KOHoca-
MEHT; aKIeIITHPOBaHHAA 0OaHKOBCKAas TpaTTa; ob0ecIieueH-
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HBIII BeKceJib; OOBIKHOBEHHBLINI BEKCeJIb; OOJUTAIluU Ha
IPeIbABUTEJISA; TeIIO3UTHBIN cepTu(pPUKAT; 0aHKOBCKUM UeK;
0aHKOBCKUI MHAOCCAMEHT; IIepeJaToYHasd HAAINCh; YCJO-
BI€ O COKPAII[eHU CPOKA UCIIOJHEHUA 00513aTeIbCTBa; (hop-
Ma IIOJIMCH; IIOAIINCH TOPrOBOr0 areHTa; 0esycjioBHOe obe-
IaHNe; OIpee/IeHHAsI CYMMa; TOUHO OIIPeeIeHHBIN CPOK.
Exercise 4. Be ready to talk on one of the following
topics:
1. Differentiate between an assignment and a negotia-
tion of commercial paper.
2. Name and describe four kinds of endorsements.
3. Identify the implied warranties that are made when
people indorse negotiable instruments.
4. Explain the contract that is made when people in-
dorse negotiable instruments.
5. Determine the endorsements required on instru-
ments with more than one payee.

Exercise 5. Make up your own dialog on the case:

In Riegler v. Riegler, husband and wife both signed as
makers of a note and were subsequently divorced. When
the payee secured judgment against both parties, the
husband sued his ex-wife for contribution. The wife
argued that she only signed as an accommodation party
and was not liable. The trail court found for the husband,
because the wife had received benefits from the proceeds
of the note. On appeal, the Arkansas Supreme Court
affirmed on the basis of the wife’s testimony that the
proceeds of the note were used to build a house in which
she had a half interest.




Holders in Due Course,

Defenses, and Liabilities

J{oO6poCcOBECTHOCTL BJIAJEHUSA OIIPENESAETCA TEM, UYTO
BJIaJleJIel] He 3HAeT W He MOJI’KeH 3HATh O He3aKOHHOCTU
CBOETO BJIQJIEHUSA, IIPU dTOM, BO3MOXKHO, U OCO3HABAS, UTO
COOCTBEHHMKOM COOTBETCTBYIOIIEH BeIl OH He SABJIAeTCS.
ITosTomy ycTarnoBiIeHUE JOOPOCOBECTHOCTH 3aBUCUT OT OC-
HOBaHWU 3aBjaseHusa Benibio (ctratba 10 'K PD).
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List of key terms and word combinations:

failure (want) of —  orTmageHne BCTPEUHOro yIOBIETBOPEHUS,
consideration OTIIa/ICHUE OCHOBAHMS JOTOBOPa
holder -  pmepsxarens; Bnazenen; IpeabABUTEND
holder in due course —  3akOHHBI BiajEIEL, IEPKATEND
lack of consideration — HemocTaTOYHOCTH BO3MEIICHUS
personal (limited) — mpaBoBas 3amuTa IPOTHB OrPAHUYEHHOTO
defense Kpyra JiepKaTeniel IIeHHbIX Oymar
presentment —  mpexbsABICHHE BEKCEI K aKLIENTY WU
oruiaTe
primary liability — mnepBuuHOEe 00s3aTENLCTBO
protest — mporect, opoTecTOBaHUE (BEKCes) ||

OTIPOTECTOBBIBATH (BEKCEIIh)

real (universal) defense —  yuuBepcannHas 3amuTa NIpPOTUB
HEOrPaHMYCHHOTO KpyTa Aeprkareneil
LIEHHBIX Oymar

secondary liability —  akueccopHas OTBETCTBEHHOCTH;
cybcunapHasi OTBETCTBEHHOCTh

A holder in due course is a holder who takes the
instrument for value, in good faith, without notice that
it is overdue or has been dishonored and without notice of
any defenses against it or claim to it. Holders in due course
receive more rights in negotiable instruments than their
transferors had. Largely for this reason, negotiable
instruments are passed freely from one person to another
almost in the same way as money. A payee may be a holder
in due course.

A holder in due course takes an instrument free from
all claims to it on the part of any person and free from all
personal defenses of any party with whom the holder has
not dealt. Personal defenses (sometimes called limited
defenses) can be used against a holder, but not a holder in
due course, of a negotiable instrument. When an instru-
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ment is negotiated to a holder in due course, personal de-
fenses cannot be used against a holder in due course un-
less one has first dealt with the holder in due course. The
most common personal defenses are breach of contract,
lack or failure of consideration, fraud in the inducement,
lack of delivery, and payment.

Lack of consideration is a defense that may be used by a
maker or drawer of an instrument when no consideration
existed in the underlying contract for which the instru-
ment was issued. The ordinary rules of contract law are
followed to determine the presence or absence of consid-
eration in such a case.

Failure (want) of consideration is different. It is a
defense that the maker or drawer has available when the
party dealt with breaches of the contract by not furnishing
the agreed consideration.

Both lack of consideration and failure of consideration
are limited defenses. They may not be used against a holder
in due course.

Some defenses can be used against everyone, including
holders in due course. These defenses are known as real,
or universal, defenses. No one is required to pay an
instrument when they have a real defense. Real defenses
include infancy and mental incompetence, illegality and
duress, fraud as to the essential nature of the transaction,
bankruptcy, unauthorized signature, and alteration.

There are two kinds of fraud: fraud in the inducement
and fraud as to the essential nature of the transaction.
The first is a personal defense; the second is a real defense.
When someone is induced by a fraudulent statement or
act to enter into a contract, that person may have the
contract rescinded. Likewise, the defense of fraud in the
inducement may be used against a holder of a negotiable
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instrument that is issued as part of the transaction. Since
the defense is limited, it may not be used against a holder
in due course.

Every commercial instrument may be revoked by its
maker or drawer until it has been delivered to the payee.
Delivery is the transfer of possession from one person to
another. If the transfer of possession is not intended to
give the transferee rights, delivery is made in a physical
sense, but the instrument has not been «issued.» Thus, in
the event a payee forcibly, unlawfully, or conditionally
takes an instrument from a drawer, the drawer has the
defense of conditional delivery. The payee therefore may
be denied the right to collect on the instrument. If the
payee negotiates the instrument to a holder in due course,
however, this defense is cut off.

Payment of an instrument by a maker or drawee usually
ends the obligations of the parties. However, if a
negotiable instrument is negotiated to a holder in due
course after it has been paid, it will have to be paid again.
This rule is because payment is a personal defense, which
cannot be used against a holder in due course. Because of
this rule, anyone who pays a demand instrument should
have it marked «paid» and take possession of it. This
requirement is not as important with a time instrument,
unless it is paid before its due date, because no one can be
a holder in due course of a past-due instrument.

No person is liable on an instrument unless that person’s
signature or the signature of an authorized agent appears
on the instrument. Parties to negotiable instruments are
either primarily or secondarily liable.

An absolute liability to pay is a primary liability. A party
with primary liability promises to pay the instrument
without reservations of any kind. Two parties have
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primary liability: the maker of a promissory note and the
acceptor, if any, of a draft.

A liability to pay only after certain conditions have been
met is a secondary liability. Two types of parties are
secondarily liable on negotiable instruments: the drawer
of a draft (a check is the most common kind of draft) and
the endorsers of either a note or a draft. The conditions
that must be met are as follows: The instrument must be
properly presented to the primary party or drawee and
payment must be demanded; the instrument must be
dishonored, that is, payment refused; and notice of the
dishonor must be given to the secondary party within the
time and in the manner prescribed by the law. If all three
of the above conditions are not met, endorsers are
discharged from their obligations. If the drawee cannot
pay because of insolvency and all three conditions are not
met, the drawer is discharged from all obligations.

To be sure that a secondary party (drawer or endorser)
will be liable on an instrument, the holder must make
proper presentment for payment unless excused. In other
words, the holder must present the instrument to the
maker or drawer and ask for payment. Presentment must
be made on the date that the instrument is due.

If no due date is stated on the instrument, presentment
must be made within a reasonable time after the maker or
drawee becomes liable on it. The definition of a reasonable
time for instruments other than checks will vary,
depending on the circumstances and banking and trade
practices.

When the date that an instrument is payable is not a
full business day for either person making the
presentment or the party paying, presentment is due on
the next full business day for both parties. To be
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sufficient, presentment must be made at a reasonable
hour. If presentment is made at a bank, it must take place
during the banking day.

The party from whom payment is demanded can request
to see the instrument. If payment is made, the instrument
must be handed over then and there. This transaction is
important because if the party paying does not get the
instrument back, it might show up later in the hands of a
holder of due course, and the paying party would have to
pay it again.

A draft may be presented to the drawee for acceptance
as well as for payment. This flexibility is particularly
important when a draft is not yet due. The holder is given
the opportunity to test the drawee’s willingness to honor
the instrument. When a draft is presented for acceptance,
the drawee is asked to become primarily liable on the
instrument. The drawee is asked to agree now to pay the
amount of the draft when it is presented for payment at a
later date. To accept a draft, the drawee signs the
instrument (usually perpendicularly) across its face. It is
customary, also, to write the word accepted and the date
along with the drawee’s signature. When a drawee bank
accepts a check, it stamps the word certified across the
face of the instrument and signs it. This instrument is
known as a certified check.

Although, in most cases, a draft may be presented for
either payment or acceptance, there are three situations
in which a draft must be presented for acceptance:

e where the draft states that it must be presented for

acceptance,

e where the draft is payable elsewhere than at the res-

idence or place of business of the drawee, and
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e where the date of payment depends upon present-
ment, for example, when the draft contains a state-
ment like: «Thirty days after sight pay to the order
of ... .»

Dishonor means to refuse to pay a negotiable instrument
when it is due or to refuse to accept it when asked to do
so. An instrument is dishonored when proper presentment
is made and acceptance or payment is refused. Dishonor
also occurs when presentment is excused and the
instrument is past due and unpaid. The presenting party
has recourse against endorsers or other secondary parties
after notice of dishonor has been given.

If an instrument has been dishonored, the holder must
give notice of the dishonor to the drawer and to the endors-
ers before midnight of the third full business day after the
date of dishonor. Unless notice is excused, any endorser
who is not given notice within the specified time is dis-
charged. A drawer who is not given notice within the spec-
ified time is discharged if the drawee cannot pay because
of insolvency. Notice of dishonor may be given, by or on
behalf of the holder, to any person who may be liable.

Unless excused, protest of any dishonor is necessary to
charge the drawer and endorsers of any draft that on its
face appears to be drawn or payable outside the
jurisdiction A protest is a certificate of dishonor that
states that a draft was presented for acceptance or
payment and was dishonored. It also states the reasons
given for refusal to accept or pay. It is required for drafts
drawn or payable outside the state and optional in all other
cases with the holder. A protest is made under the hand
and seal of a state consul or vice-consul or of a notary
public or other person authorized to certify dishonor by
the law where dishonor occurs.
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Endorsers who write demand and notice waived or pro-
test waived above their endorsements or across the face
of an instrument are liable for payment without subse-
quent presentment or notice of dishonor. Prior endorsers
are excused from their liability to such endorsers.

If a waiver of notice or protest is stated on the face of
the instrument, it is binding upon all parties; when writ-
ten above the signature of an endorser, it binds only the
endorser.

Exercise 1. Comprehension questions:

1. What is a shelter provision designed for?

2. When can be personal defence used?

3. In what way may be the contract breached?

4. When does the holder have notice of a claim or de-

fence?

5. What is the difference between lack of consideration

and failure of consideration?

6. What are the kinds of frauds?

7. When does the drawer have the defence of conditi-

onal delivery?

8. In what case a person is not liable on negotiable in-

strument?

9. What should be done to be sure that a drawer would

be liable on an instrument?

Exercise 2. Find in the text English equivalents to the
following:

OrnaneHue OCHOBaHUA AOTOBOPA; 3aKOHHBIN BJamesell;
HEeJOCTAaTOUYHOCTH BO3MEII[eHN s ; IPaBOBasd 3aIl[UTa IPOTUB
OTPAHMUYEHHOTO KPyra JepsKkaTejell IeHHBIX OyMmar;
IpeabABJIeHNE BeKCeJaa K aKIeNTy UM OIJIaTe; IIepPBUU-
HOe 00s13aTeJIbCTBO; OIIPOTECTOBLIBATL BEKCEIb; VHUBEP-
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caJIbHasA 3alliTa IPOTUB HEOTPAHNUYEHHOr0 KpyTra JepJKa-
TeJiell IeHHBIX OyMmar; cyocuauapHas OTBETCTBEHHOCTD.
Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
IIpuoGperaTenbHasaA NAaBHOCTDH; HEIPEPLIBHO BJIA/ETh;
MaBHOCTH BJIQJIeHUA; TeUeHUe CPOKAa; MCTeUeHHe CPOKa;
HaJWuye BUHBI; HEIIPEOJOoJMMAasa CUJa; YpPe3BblUYaiiHbIe U
HeIIPeoI0INMbIe 00CTOATEIHLCTBRA.
Exercise 4. Be ready to talk on one of the following top-
ics:
1. Describe the special protection given to a holder in
due course.
Name six personal defenses.
Explain the significance of a real defense.
Name six real defenses.

A

Differentiate between primary liability and second-
ary liability.

Exercise 5. Make up your own dialog on the case:

In Norman v. World Distributors, Inc., the court stressed
that the purchaser of the note “knew enough of the seller’s
referral plan to require it to inquire further” and secondly
that he knew that the seller had been doing business under
three different names during the year in which the note
was transferred. Those two facts in addition to a
substantial discount led the court to find the purchaser
was not a holder in due course.



Checks

and Bank Collections

YexkoM npusHaeTcs leHHad Oymara, cojep:kariasa HTuYeM
He 00yCJIOBJIEHHOE PaCIIOPAKeHre UeKomaTesa 0aHKY IIPOo-
M3BECTHU ILJIATEK YKa3aHHOW B HEM CyMMBI UeKOJepsKarTe-
aio (m. 1 cr. 877 T'K).

3aK0OHOIaTEILCTBO U IIPAKTUKA YeKOBOT'O O0OpAaIIleH s 3Ha-
eT HEeCKOJIbKO PasHOBUIHOCTEH YEeKOB: II0 Cy0O'beKTaM pas-
JIMYAIOTCA YeKU IIPeIbABUTENHLCKIE, OPAEPHbIE U UMEHHBIE;
C TOUKU 3pPEHUs MHKaccaruu (MOJyYeHnA JeHer) YeKH O/I-
pasmesiAoTCs Ha KacCOBbIe, pacueTHbIE U KPOCCUPOBAHHBIE.

YuyacTHUKaMU OTHOIIIEHUH 10 UeKY ABJAIOTCA YeKoza-
TeJIb, YeKoepsKaTesb U ILJIaTeJbIUK. YeKomaTeaeM CUn-
TaeTcs JIUIIO, BHINIHCAaBIIee YeK; UeKOoAeprKareieM —
JIUTIO, ABJISIOINIEECs BJIaJeJIbIleM BhITUCAHHOTO ueKa. [lia-
TEeJBIIUKOM IO YeKy ABJAeTcA 0aHK, IJe YeKoJaTellb
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MMeeT CPeJCTBa, KOTOPHIMU OH BIIPABE PACIOPAMKATHCA
IIyTeM BBICTABJIEHUS YEKOB (9TO MOTYyT OBITh JeHbI'W, HAa-
XonAmnecss Ha 0AHKOBCKOM CUeTe, YUTEeHHBINI BeKCeJb,
nake OTKPBITHINA Kpeaut). Vcmoab3oBaHME UEKOB B Kaue-
CTBe MHCTPYMeHTAa 0e3HAJTUYHBIX PACUETOB JOJIXKHO OCHO-
BBIBATHCA HA UYEKOBOM JOTOBOPE MEKIY IIJIATEJbIIIUKOM
1 ero 0aHKOM, a TaK’Ke MeK1y 6aHKaMUu — yYaCTHUKaAMU
YeKOBBIX PACUYETOB.

List of key terms and word combinations:

bank draft

cashier's check
certified check

collecting bank
depositary bank

electronic fund
transfers (EFTs)

forgery
intermediary bank

overdraft

payor bank
presenting bank
remitting bank
stale check

subrogation

teller's check

traveler's check

uttering

TpaTTa, BHICTABJICHHAS OJJHUM OAaHKOM Ha
IpyTon
Y€K, BEIITHUCAHHBIN OaHKOM Ha ceOs

YAOCTOBEPEHHBIH YeK (C HAAMUChIO OaHKa
O NPUHATHH K IITaTEXKY)

GaHK-MHKaccaTop
0aHK- neno3uTapuil

CHUCTEMA BJICKTPOHHOI'0O Ne€peBoga IaTexen

MOJTOT WJTH TIOJIEITKa JOKYMEHTA
0aHK-TIOCPEeTHUK

oBepapadT (cymMma, mosydaemas mo ueky
CBEpPX OCTATKa Ha TEKYIEM CYeTe);
IpeBbIIEHNE KpeanuTa (B OaHKe)

OaHK-IIaTENIbIIUK
OaHK-IIpeICTaBUTEIb

OaHK, NepeBOASAIIHIA CpeCTBA
MPOCPOYECHHBIN YEK

cyOporanus; 3aMeHa OJTHOI0 KpeJuTopa
JIpyTUM

YeK, BBIMMHCAHHBIA OaHKOM Ha JAPYroi OaHK U
MOIMTUCAHHBIN KacCUpOoM OaHKa, BBIIMCABLIETO
YeK

JIOPOXKHBIN YeK

HEePeyCTyIKa; BBIYCK B 00palieHue; cObIT
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A check is a draft drawn on a bank and payable on
demand. It is the most common form of a draft. It is drawn
on a bank by a drawer who has an account with the bank
to the order of a specified person or business named on
the check or to the bearer. A check is a safe means of
transferring money, and it serves as a receipt after it has
been paid and canceled by the bank.

In the check shown in Figure 1, Ms. Sharova is the
drawer; she has an account in the Sun Trust Bank. John
Doe is the payee. Sun Trust Bank, on which the check is
drawn, is the drawee.

YEKATERINA G SHAROVA 02/2001 0589
16410 San Carlos Blvd 202 B3-147/670
Fort Myers; FL_33908-3203 14 a unEDS pate

oy JOL" Doc o8 ondes’" |'si136.58
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1206700 4L 7912034 333000740 2» 0689
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Ownership of a check may be transferred to another
person by endorsement by the payee. In this manner, a
check may circulate among several parties, taking the
place of money. A bank must honor a check when it is
properly drawn against a credit balance of the drawer.
Failure to do so would make the bank liable to the drawer
for resulting damages.

Special types of checks have been developed for use in
particular situations. These checks include bank drafts,
traveler’s checks, and cashier’s checks.




124 Unit 14. Checks and Bank Collections

A bank draft, sometimes called a teller’s check, or
treasurer’s check, is a check drawn by one bank on another
bank in which it has funds on deposit in favor of a third
person, the payee. Many banks deposit money in banks in
other areas for the convenience of depositors who depend
upon the transfer of funds when transacting business in
distant places. When the buyer is unknown to the seller,
such checks are more acceptable than personal checks.

A cashier’s check is a check drawn by a bank upon itself.
The bank, in effect, lends its credit to the purchaser of
the check. People who will not accept personal checks will
often accept cashier’s checks. Such a check may be made
payable either to the depositor, who purchases it from the
bank, or to the person who is to cash it. If the check is
made payable to the depositor, it must be indorsed to the
person to whom it is transferred.

A traveler’s check is similar to a cashier’s check in that
the issuing financial institution is both the drawer and
the drawee. The purchaser signs the checks in the presence
of the issuer when they are purchased. To cash a check,
the purchaser writes the name of the payee in the space
provided and countersigns it in the payee’s presence. Only
the purchaser can negotiate traveler’s checks, and they
are easily replaced by the issuing bank if they are stolen.

A certified check is a check that is guaranteed by the bank.
At the request of either the depositor or the holder, the
bank acknowledges and guarantees that sufficient funds
will be withheld from the drawer’s account to pay the
amount stated on the check. A prudent person would re-
quest a certified check when involved in a business trans-
action with a stranger rather than accept a personal check.

A check may be postdated when the drawer has insuffi-
cient funds in the bank at the time the check is drawn but
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expects to have sufficient funds to cover the amount of the
check at a future date. Postdating is also practiced when
some act or performance is to be completed before the date
for payment of the check. Such a check, at the time it is
drawn, has the effect of turning a demand instrument into
a time instrument because it is an order to pay a specified
amount of money at the future date stated.

A popular method of banking, known as electronic fund
transfers (EFTs), uses computers and electronic
technology as a substitute for checks and other banking
methods.

During the bank collection process, banks are described
by different terms, depending on their particular function
in a transaction. The different terms that are used to
describe banks and their meanings are as follows:
Depositary bank is the first bank to which an item is
transferred for collection even though it is also the payor
bank. Payor bank describes a bank by which an item is
payable as drawn or accepted. It includes a drawee bank.
Intermediary bank defines any bank to which an item is
transferred in the course of collection except the
depositary or payor bank. Collecting bank means any bank
handling the item for collection except the payor bank.
Presenting bank is any bank presenting an item except a
payor bank. Remitting bank describes any payor or
intermediary bank remitting for an item.

The life cycle of a check begins when the drawer writes
a check and delivers it to the payee. The payee may take
the check directly to the payor bank (the bank on which it
was drawn) for payment. If that bank pays the check in
cash, its payment is final, and the check is returned to
the drawer with the next bank statement. However, it is
more likely that the check will be deposited in the payee’s
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own account in another bank. That bank, known as the
depositary bank, acts as its customer’s agent to collect the
money from the payor bank. Any settlement given by the
depositary bank in this case is provisional (not final). It
may be revoked if the check is later dishonored. The check
is sent (sometimes through an intermediary bank) to a
collecting bank, which presents the check to the payor
bank for payment. If it is honored by the payor bank, the
amount will be deducted from the drawer’s account and
the check will be returned to the drawer with the next bank
statement. If the check is dishonored for any reason, it
will be returned to the payee via the same route that it
was sent and all credits given for the item will be revoked.

The relationship between the drawee bank and its
customer is that of both debtor and creditor and agent and
principal. The relationship arises out of the express or
implied contract that occurs when the customer opens a
checking account with the bank. The bank becomes a debtor
when money is deposited in the bank by the customer. At
this time, the customer is owed money by the bank and is,
therefore, a creditor. When an overdraft occurs, that is,
when the bank pays out more than the customer has on
deposit, the debtor-creditor role reverses, and the bank
becomes the creditor. The bank acts as the customer’s agent
when it collects or attempts to collect checks or other
negotiable instruments made payable to the customer.

The drawee bank is under a duty to honor all checks
drawn by its customers when there are sufficient funds
on deposit in the customer’s account. If there are
insufficient funds on deposit, the bank may charge the
customer’s account even if it creates an overdraft.

A bank is under no obligation to a customer to pay a
stale check unless it is certified. A stale check is a check
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that is presented for payment more than six months after
its date. A bank, however, may honor a stale check without
liability to its customer if it acts in good faith.

A forgery is the fraudulent making or alteration of a
writing. A forgery is committed when a person fraudulently
writes or alters a check or other form of commercial paper
to the injury of another. The commission of forgery is a
crime, subject to a fine and imprisonment. The offering of
a forged instrument to another person when the offerer
knows it to be forged is also a crime, known as uttering. If
a bank, in good faith, pays the altered amount of a check to
a holder, it may deduct from the drawer’s account only the
amount of the check as it was originally written.

The depositor is also protected against a signature being
forged. When a checking account is opened, the depositor
must fill out a signature card, which is permanently filed
at the bank. Thereafter, the bank is held to know the
depositor’s signature. The bank is liable to the depositor
if it pays any check on which the depositor’s signature
has been forged.

Payor banks are required to either settle or return
checks quickly. If they do not do so, they are responsible
for paying them. If the payor bank is not the depositary
bank, it must settle for an item by midnight of the banking
day of receipt.

If the payor bank is also the depositary bank, it must
either pay or return the check or send notice of its dishonor
on or before its midnight deadline. In this case, the bank’s
midnight deadline is midnight of the next banking day
following the banking day on which it receives the relevant
item.

Depositors, in general, owe a duty to the banks in which
they have checking accounts to have sufficient funds on
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deposit to cover checks that they write. They must also
examine their bank statements and canceled checks
promptly and with reasonable care and notify the bank
quickly of any discrepancies.

Many banks now offer overdraft protection service to
their depositors, which cover small overdrafts that are
usually caused by the mistake of the drawer in balancing
the checkbook. With this service, the bank honors small
overdrafts and charges the depositor’s account. This ser-
vice saves the drawer the inconvenience and embarrass-
ment of having a check returned to a holder marked «in-
sufficient funds.»

Depositor has a duty to examine their bank statements
and canceled checks promptly and with reasonable care
when they are received from the bank. They must report
promptly to the bank any forged or altered checks. If they
do not do so, depositors cannot hold the bank responsible
for losses due to the bank’s payment of a forged or altered
instrument.

Drawers may order a bank to stop payment on any item
payable on their account. If a bank fails to stop payment
on a check, it is responsible for any loss suffered by the
drawer who ordered the payment stopped. The bank,
however, may take the place of any holder, holder in due
course, payee, or drawer who has rights against others on
the underlying obligation. This right to be substituted for
another is known as the bank’s right of subrogation. It is
designed to prevent loss to the bank and unjust enrichment
to other parties.

Exercise 1. Comprehension questions:

1. Give definition of a check.

2. Identify special types of checks.

3. Identify the parties relating to a check.
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4. What do the cashier’s check and traveler’s check have
in common?

5. What are the requirements for traveler’s check?

6. Explain what a certified check is.

7. In what situation postdating is practiced?

8. What are the benefits of electronic fund transfers?

Exercise 2. Find in the text English equivalents to the
following:

TparTa, BeICTaBJIeHHAA OGHUM OAHKOM Ha APYTOii; YeK —
BBIIIMCAHHBIN OAHKOM Ha ce0s; 4eK ¢ HAAINCLIo 0aHKa O
INIPUHATUH K ILIATEXY; 0OaHK-MHKAcCCATOP; OAHK-IeII031Ta-
puii; moxsor; 0AHK-IOCPeIHUK; IPeBLIIIeHNe KpequTa;
0aHK-ILJIAaTe/bIINK; OAHK-IIPEICTABUTEIb; 0AHK, IIePEBOIA-
IUI CPefcTBa; IPOCPOUYEHHBIM YeK; 3aMeHa OJHOI'0 Kpe-
IUTOPA APYI'MM; UY€K, BEIIMMCAHHBIN 0AHKOM Ha IPYroi 0aHK
U IOJIIMCAHHBIM KacCUPOM 0AaHKa, BBIIIMCABIIIEr0 UeK; IIe-
peycTyIkKa

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

Yekomepskaren; BhICTABJICHUE UEKOB; BhIJAaua UEKOB;
OT3bIB UeKa; PEKBU3NUTHLI UeKa; OIlIaTa 4eKa; JeIOHMIPOBa-
HIe CPeACTB; MHAOCCUPOBAHHLIN UYeK; YTPAueHHLIN UYeK;
MIOAJIOKHBIN UeK; Imepejava Ipas II0 YeKY; IePeBOSHON UeK;
MHKACCHUPOBaHNe YeKa; aBajlb UeKa; ollepalii II0 CUeTy;
KpeIUTOBaHME CUeTa; OIljIaTa ycJyr 0aHKa; 0aHKOBCKAasd
KOMICCHS; CIIMNCAHNE JeHEeXHBIX CPEICTB CO CUeTa.

Exercise 4. Be ready to talk on one of the following to-
pics:

1. Explain the form necessary for an instrument to be

a check.

2. Differentiate between a bank draft and a cashier’s

check.
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3. Compare the liability of parties to a check certified
by the drawer with that of a check certified by the
payee.

4. Outline a check’s life cycle.

5. Explain the duties of a depositor relative to bad
checks and examining accounts.

Exercise 5. Make up your own dialog on the case:

In Cambridge Trust Co. v. Carney, defendant was a
cosignatory with her husband on his business account in
order to “insure” payment pursuant to a preliminary
support agreement. After receiving an initial payment of
$38,000, defendant neither deposited money in, withdrew
money from nor received any statement from the bank
regarding the joint account. Three month after the initial
payment, defendant’s husband deposited worthless check
for $7,100, drew $6,000 against it, and disappeared into
the gloaming. Bank sued defendant on the$5,902.88
overdraft. The New Hampshire Supreme Court held that
since defendant neither participated in the transaction
creating the overdraft nor received funds as a result of it,
she could not be held liable for payment of it.



The Nature

of the Insurance Contract

CrpaxoBanue OCYII[eCTBJIAETCS Ha OCHOBAHUU JOT'OBOPOB
WMYIIEeCTBEHHOTO MJIU JIMYHOTO CTPaXOBaHUS, 3aKJIOUae-
MBIX TPaKJaHUHOM WJIU IOPUIUYECKUM JUIOM (CTpaxoBa-
TeJIEM) CO CTPaXOBOM opraHu3aIuen (CTpaxoBITUKOM ) (TJ1a-
Ba 48 'K P®D).

ITo moroBopy cTpaxoBaHUA OJHA CTOPOHA (CTPAXOBIIUK)
00s13yeTcda 3a 00YCJIOBJIEHHYIO JTOTOBOPOM ILIATY (CTpaxo-
BYIO IIPEMUIO) IPU HACTYILJIEHUU IIPEeIyCMOTPEHHOTO B JI0-
TOBOpE COOBITHUA (CTPAXOBOTO CJIyYasd) BOBMECTUTH APYTOM
CTOPOHE (CTPaxoBaTeJI0) UJIX NHOMY JIUITY, B ITIOJB3Y KOTO-
pOTO 3aKJIIOUEH AOTOBOP (BBITOAOIIPUOOPETATEIIO), ITPUUH-
HEeHHBbI€ BCJEACTBUE dTOTO COOBITHA YOBITKU (BBIILJIATUTDH
CTpPaxoBOe BO3MeIlleH1e) B IpefesaxX OIpeaeeHHON Ioro-
BOPOM CYMMBI (CTPAXOBO¥ CyMMBI).
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List of key terms

beneficiary
binder

comprehensive coverage
concealment

double indemnity

estoppel

indemnify
insurable interest

insurance

insured
insurer
misrepresentations

no-fault insurance

policy
premium
underwriter

waiver

waiver of premium

warranty

and word combinations:

OceHeuMapuii; BRITOIOIPHOOPETATEID

BPEMEHHBIN CTPaXOBON JOKYMEHT
(mo odhopmieHus nonauca)

CTpaxOBaHME HECKOJIbKUX BHOB (Harpumep,
UMYIIECTBA) IO OJJHOMY IOTOBOPY

COKpPBITHE, YKPBIBATEIbCTBO; yTaUBaHHUE,
yMaauMBaHUE

BBIIJIATA CTPAXOBOM CYyMMBI B TBOWHOM
pasMepe (ecim CMepTh 3aCTPaxOBaHHOTO
HACTYyNWJIA B Pe3yIbTaTe HECYACTHOTO CIIydast)

JIMIICHUE IPaBa BO3PAKCHHUS, JINIICHUE
CTOPOHBI TIPaBa CChLIATHCS HA KaKue-TH00
(haKThl WK OCTIAPUBATh KaKHE-THO0 (paKTh

rapaHTUpPOBaTh BO3MEIEHHE Bpea, yepoa
CTpPaxoBOW MHTEPEC

CTpaxoBaHHE, CTPAX0OBas MPEMHsI, CTPAXOBOI
MOJIHC

CTPaxoBaTelb || 3aCTPaxOBaHHBIH
CTPaXOBIIHUK
BBEJICHHE B 3a0JyXIeHHUE; HCKaKeHNE (HAaKTOB

CTpaxoOBaHUC OT BpC€Jia, HACTyIarouero
0e3 BUHEI CTpaxoBaTeJIs

noyuc (CTPaxoBOi)
CTpaxoBasl MPEMHsI, CTPAXOBOH B3HOC
NOPYYHTENb-TaPAHT, CTPAXOBIIUK

0TKa3 (OT mpaBa, OT MPETEH3HH ), U3BIATHE
(13 00mMX NpaBUI); OTCTYIUICHHE,
HCKIIIOUEHHUE; 0CBOOOXKACHNE

(ot 00s3aTENBLCTB)

OCB060>KZleHI/IC OT yIIaThl CTPAaxOBBIX B3ZHOCOB

rapaHTHs; HOPYYHUTEIbCTBO, PYyYaTEIbCTBO;
OTOBOpKa

The principal protection against losses from hazards is
insurance. Insurance is a transfer of the risk of economic
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loss from the buyer to the seller, or the insurance
company. The principle underlying insurance is the
distribution of risk — which holds that small
contributions made by a large number of individuals can
provide sufficient money to cover the losses suffered by a
few as they occur each year. The function of insurance is
to distribute each person’s risk among all others who may
or may not experience losses.

The parties to an insurance contract are the insurer, or
underwriter; the insured; and the beneficiary. The insurer
accepts the risk of loss in return for a premium (the
consideration paid for a policy) and agrees to indemnify,
or compensate, the insured against the loss specified in
the contract. The insured is the party (or parties) protected
by the insurance contract. The contract of insurance is
called the policy. The period of time during which the
insurer assumes the risk of loss is known as the life of the
policy. A third party, to whom payment of compensation
is sometimes provided by the contract, is called the
beneficiary.

Insurance policies, like other contracts, require offer,
acceptance, mutual assent, capable parties, consideration,
and legally valid subject matter. For either type of
insurance to be effective, the beneficiary (a person or
business applying for insurance) must have an insurable
interest in the person or property insured (i.e. the subject
matter of the policy).

An insurable interest is the financial interest that a
policyholder has in the person or property that is insured.
In general, an insurable interest will exist if the insured
has a financial interest in the insured person or property.
The nature and duration of insurable interests vary with
the type of insurance purchased.
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An individual has an insurable interest in the life of
another if a financial loss will occur if the insured dies.
An insurable interest exists if the person who buys the
insurance is dependent on the insured for education,
support, business (partners), or debt collection. A life
insurance policy will remain valid and enforceable even if
the insurable interest terminates. It is necessary only that
the insurable interest exists at the time the policy was
issued.

To establish the existence of an insurable interest in
property, the insured must demonstrate a monetary
interest in the property. This monetary interest means
that the insured will suffer a financial loss if the property
is damaged or destroyed. Unlike life insurance, this
insurable interest must exist when the loss occurs.

Life insurance policies have many optional provisions
that may be purchased by the insured. Three popular
options are double indemnity, waiver of premium, and
guaranteed insurability.

For an additional premium, the insured may purchase a
benefit known as double indemnity, or accidental death
benefit. This option provides that if the insured dies from
accidental causes the insurer will pay double the amount
of the policy to the beneficiary.

The waiver-of-premium option excuses the insured from
paying premiums if he or she becomes disabled.

A guaranteed-insurability option allows the insured to
pay an extra premium initially in exchange for a
guaranteed option to buy more insurance at certain
specified times later on.

Property insurance can be purchased to protect both real
and personal property. Some property insurance policies
protect the insured against a specific danger, as in the
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case of fire insurance. Other policies are designed to
protect certain items of property against a variety of
losses. Such is the case with fire, homeowner’s, and
automobile insurance.

The first step in obtaining an insurance policy is to fill
in an application. The application is an offer made by the
applicant to the insurance company. As with any offer,
the offeree, in this case the insurance company, may
accept or reject the offer.

The waiting period between the offer and the acceptance
opens the insured to potential risk. To avoid this risk,
the insured can arrange to have the insurer issue a
binder. A binder, or binding slip, will provide temporary
insurance coverage until the policy is formally accepted.
The binder will include all of the usual terms that would
be included in the actual policy to be issued.

An insurance contract differs from most other contracts
in that it requires the payment of premiums. The amount
of the premium is determined by the nature and character
of the risk and by how likely the risk is to occur. The
premium increases as the chance of loss increases.

When the insured stops paying premiums, an insurance
contract is said to lapse. This does not mean, however,
that the contract will terminate automatically on the date
that the last premium is paid. It will also not lapse
automatically if the insured makes a delayed payment.
Most contracts allow for a grace period of 30 or 31 days in
which the insured may make payments to keep the policy
in force. Beyond this period, however, the insurance
contract will lapse and the policy will terminate.

Under certain conditions, the insurer is given a legal
right to forfeit, or cancel, an insurance policy. Proof of a
forfeiture permits cancellation either before a loss or at
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the time the claim is made on a policy. Among grounds
permitting forfeiture are the breach of warranty and the
concealment or misrepresentation of a material fact by the
insured. Neither the insured nor the insurer may deny
statements or acts previously made or committed that
might affect the validity of the policy.

A warranty is an insured’s promise to abide by
restrictions, especially those written into a policy. An
insurance company has the burden of proof in establishing
that a warranty has been breached (broken) by the insured.
If this is proved, the insurer may cancel the contract or
refuse payment of loss to the insured or to a beneficiary.

Fraudulent concealment is any intentional withholding
of a fact that would be of material importance to the
insurer’s decision to issue a policy. The applicant need only
give answers to questions asked. However, the insured
may not conceal facts that would be material in acceptance
of a risk.

If an insured party gives false answers, or misrepre-
sentations, to questions in an insurance application that
materially affect the risk undertaken by the insurer, the
contract is voidable by the insurer.

An insurer may not deny acts, statements, or promises
that are relevant and material to the validity of an
insurance contract. This bar to denial is called an estoppel.
When an insurer has given up the right to cancel a policy
under certain circumstances by granting the insured a
special dispensation, the insurer cannot deny that
dispensation when the chance to cancel or deny liability
arises.

When the insurance company gives up one of its rights
in order to help the insured, the company has made a
waiver. A waiver, which is actually a form of estoppel,
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can be implied from the conduct of the insurance company.
For example, when an insurance company cashes the check
of a lapsed policy, it has, in effect, given up or waived its
right to cancel that policy. Once a right has been waived,
the insurer may not later deny its waiver.
Exercise 1. Comprehension questions:
1. What are the functions of insurance?
2. Identify the parties to insurance.
3. What is necessary to have mutual assent of the par-
ties?
4. What are the types of insurance?
5. Explain what an insurable interest means.
6. In what case may the insurer cancel the contract or
refuse payment of loss?
7. How can misrepresentation or false answers affect
the contract?
8. When does an insurance contract lapse?
9. What does the amount of the premium depend on?

Exercise 2. Find in the text English equivalents to the
following:

CokpbITHE; BDEMEHHBIN CTPAaX0BOM TOKYMEHT; CTPaxoBa-
HUe HEeCKOJIbKUX BHUIOB (HAIIpUMep, UMYIIecTBa) M0 OJHO-
MYy IOTOBOPY; JIUIIIEHWE ITPaBa BO3PaKeHUs; rapaHTUPO-
BaTh BO3MeEIIleHWE BPeJla; CTPAXOBOM MHTEpec; cTpaxoBas
IIpeMusA; 3aCTPaxOBaHHbBIN; CTPAXOBIIUK; BBeJeHNE B 3a0-
Jy:KJIeHWe; cTpaXxOBaHUe OT Bpeaa, HacTymaromero 6es
BUHBI CTPaxXxoBaTeJid; CTPaxoBasA IIPeMUsd; MIOPYUUTEb-Ta-
PaHT; CTPAaXOBIIMK; OCBOOOXKIEHE OT 003aTEeJILCTB; OCBO-
0OoKIeHMe OT YILJIaThl CTPAXOBBIX B3HOCOB; IMOPYUYUTEJIH-
CTBO.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:
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CrpaxoBaHUe MMYIIIECTBa; CTPaXxOBaHNe OTBETCTBEHHO-
CTHU 3a IPUUNHEHHBIN Bpe/l; CTpaX0BaHUE OTBETCTBEHHOCTU
110 JOTOBOPY; CTPaxoBaHUE IPEANPUHUMATEIbCKOT0 PHC-
Ka; JOrOBOP JUYHOT'O CTPAaXOBaHUS; JOTOBOP UMYIIIECTBEH-
HOT'O CTPAXOBaHUA; TeHePaJbHBIH IIOJIKC; IIPaBUJIa CTPAXO-
BaHM; CTPaxoBasg CyMMa; CTPaxoBas CTOMMOCTDL UMYIIle-
CTBa; CTPAxOBOIl PUCK; CTPaXOBas NPeMUs; CTPAXOBbIe
B3HOCKI; 3aMeHAa BBLITOJOIIPUOOpeTaTes .

Exercise 4. Be ready to talk on one of the following to-
pics:

1. Identify the contractual elements that are necessary

to make an insurance agreement binding.

2. Contrast the requirements for an insurable interest

for life insurance with that for property insurance.

3. Determine whether a beneficiary may or may not

receive benefits under a life insurance policy involv-
ing exemptions from risks.

4. List the steps to be followed in applying for, obtain-

ing, and maintaining an insurance policy.

5. Judge whether an insurance policy can be canceled

in given situations.

Exercise 5. Make up your own dialog on the case:

In Home Insurance Co. v. Bishop, the court concluded
that the insurance company was “substituted for the
mortgagee and in legal effect has purchased its rights.”
After the debtor destroyed the insured automobile, the
court authorized the insurance company of the creditor
to be subrogated to the creditor-insured’s rights on the
buyer’s note.



Security Devices

Ucnonuenue obsazarenbers (raaBa 23 'K P®P) morxer
o0ecmeuynBaThCA HEYCTONKOM, 3aJI0TOM, YAEP:KaHUEM UMY -
IIeCTBAa JOKHUKA, IOPYUUTEIHCTBOM, 0AaHKOBCKOM rapaH-
THei, 3aJaTKOM U APYTUMHU CIIOCO0aMM, IPeayCMOTPEHHBI-
MU 3aKOHOM HJIU JJOTOBOPOM.

List of key terms and word combinations:

acceleration —  cokpallleHHE CpOKa IIaTeXa Uil IPUOOPETEHUS
mpaBa (KaK CaHKI[Hs 33 HEYIJIaTy B CPOK
MIPOLIEHTA WJIM YaCTH JIOJITa)
assume the mortgage — npuHuMaTh Ha cebs 3aM0r

attachment —  ckpemenue (MEYATHIO, MOINUCHIO); HACTYILIE-
HUe (OTBETCTBEHHOCTH, PHCKA, 00SI3aHHOCTH H
T. [1.); Cy/IeOHBII MPHUKa3 O HAJIOKEHUH apecTa
Ha UMYIIIECTBO

balloon-payment —  GonbwION OAHOPA30BHIN IUIATEXK B MOTALICHAE
mortgage Joiara
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collateral
conventional mortgage
deed of trust

flexible-rate mortgage

foreclosure

graduated-payment
mortgage

mortgage
mortgagee

mortgagor
perfected

purchase money security
interest

secured loan
secured party
security agreement
security interest

subject to the mortgage
unsecured loan
variable-rate mortgage

o0ecIieueHne; 3aJI10T; JOMOJIHUTEILHOE
obecrieuenue

00bIuHas HIIOTEKA (HE rapaHTUPOBaHHAS
TOCY/IapCTBOM)

JIOKYMEHT 00 YUPEkKICHUH JOBEPUTEITHLHON
COOCTBEHHOCTH

HIIOTEKa € MUIaBarollel MPOLUEHTHON CTaBKOM
JIUIIICHHUE TIpaBa BBIKYIIA 3aJI0KCHHOTO
HMYILECTBA, IEPEX0/1 3aJI0’)KEHHOU
HEJBUKMMOCTH B COOCTBEHHOCTD

3aJI0roIep KaTesst

3aKJIa/IHAs C BO3PACTAOIICH CyMMOW BBIILIAT
B CYET MOTaIICHUs (IePBbIC B3HOCH HEBEINKU
1 BO3pAcTaloT MO COTJIaCOBAHHOM cxeme)
HIMOTEYHBIN 3a710T

KPEAUTOP IO 3aKJIAHOM (TIOTydJaroIuii npasa
Ha 3aJI0’)KEHHOE UMYIIECTBO)

JIOJDKHHIK TT0 UIIOTEYHOMY 3aJIOTy,
3aJI0r0J1aTesb

3aKOHYEHHBIH, 3aBEPILICHHBINA, OKOHYATEIbHbIH,
0(pOPMIICHHBIH

00ecreunTeNbHEI HHTEPEC

IIPH TIOKYTIKE B PACCPOUKY

oOecrieueHHas ccyna

oOecricueHHasT; TapaHTHPOBAHHAS CTOPOHA
COMJIANICHUE O MPEIOCTABICHUH 00CCIICUCHUS
00eCIICYNTEIBHBII HHTEPEC; IPABO KPEAUTOPA
BCTYITUTh BO BJaJICHHE COOCTBEHHOCTHIO,
MIPEJUIOKEHHO B Ka4eCTBE 00CCIICUCHNS,
MIPOICHTHI, 00CCIICUCHHBIC TOBAPHBIMHU
JIOKYMEHTaMH

SIBIISTFOIIUMCS IPEIMETOM 3aJiora
HeoOeCIeYeHHBIH 3aeM

3aKJIa/iIHas C U3MEHsoeiica CTaBKOM
IIPOLIEHTa
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Security is the assurance that a creditor will be paid back
for any money loaned or for credit extended to a debtor.
Debts are said to be secured when creditors know that
somehow they will be able to recover their money.
Lenders of money and people who extend credit often
require a security device to protect their financial interests.
A security device is a way for creditors to get their money
back in case the borrower or debtor does not pay. A secured
loan is one in which creditors have something of value,
usually called collateral, from which they can be paid if
the debtor does not pay. In general, if creditors aren’t paid
the debt owed to them, they can legally gain possession of
the collateral. The collateral is then sold, and the money
is used to pay the debt. The right to use the collateral to
recover a debt is called the creditor’s security interest. If
creditors lend money but do not require collateral, they
have made an unsecured loan. An unsecured loan is one
in which creditors have nothing of value that they can
repossess and sell to recover the money owed to them by
the debtor. Both real property and personal property can
be used to secure a debt.

A mortgage is a transfer of an interest in property for
the purpose of creating a security for a debt. The one who
borrows the money (the mortgagor) conveys all or part of
his or her interest in the property to the lender (the
mortgagee) while at the same time retaining possession of
the property. A mortgage on real estate creates a legal
claim to the property. This legal claim, also called a lien,
gives the lender the right to have the property sold if the
debt is not paid. Once the land is sold and the debt is
satisfied, the mortgagor’s obligation to the mortgagee is
over. However, if the sale of the property does not satisfy
the whole debt, the mortgagor will still owe the balance.
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Some of the most common mortgages are the conven-
tional, the variable-rate, the graduated-payment, the bal-
loon-payment, and deeds of trust.

A conventional mortgage involves the loan made by
private lenders, and the risks of loss are borne exclusively
by them. In the past, conventional mortgages had fixed
interest rates that stayed the same during the life of the
mortgage regardless of fluctuations in the economy.

A variable- or flexible-rate mortgage has a rate of interest
that changes according to fluctuations in the index to
which it is tied.

A graduated-payment mortgage has a fixed interest rate
during the life of the mortgage; however, the monthly
payments made by the mortgagor gradually increase over
the term of the loan, usually reaching a plateau at which
the payments remain fixed.

A balloon-payment mortgage has relatively low fixed
payments during the life of the mortgage followed by one
large final (balloon) payment.

Under a deed of trust, the mortgagor conveys his or her
interest in the property to a disinterested third party,
known as a trustee. The mortgagor remains on the
property, but the trustee holds certain rights to that
property as security for the mortgagor’s creditors. If the
debtor defaults, the trustee can sell the property for the
benefit of those creditors

By law and by agreement, the mortgagor has certain
rights and certain duties in conjunction with the
mortgage. First, under the rule followed by a majority of
jurisdictions, the mortgagor has the right to possess the
property. The mortgagor holds title to the property despite
the financial interest of the mortgagee. In jurisdictions
following the old common law rule, the mortgagee has title
to the premises but the mortgagor retains possession.
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Second, the mortgagor has the right to any income
produced by the property. Of course, the mortgagor could
also assign this right to the mortgagee as a condition to
executing the original mortgage agreement.

Third, the mortgagor has the right to use the property
for a second or third mortgage.

Finally, the mortgagor has the right of redemption, that
is, the right to pay off the mortgage in full, including
interest, and to thus discharge the debt in total.

Chief among duties of the mortgagor is to pay install-
ment payments on time. Mortgagors must also preserve
and maintain the mortgaged property for the benefit of
the mortgagee’s interest and security, and insure the prop-
erty for the benefit of the mortgagee to the amount of the
mortgaged debt.

The mortgagor must pay all taxes and assessments that
may be levied against the property.

The mortgagee has the unrestricted right to sell, assign,
or transfer the mortgage to a third party. Whatever rights
the mortgagee had in the mortgage are then the rights of
the assignee. The only way the mortgagor could stop the
mortgagee from assigning the mortgage is to pay the
mortgagee everything owed on the mortgage.

Sometimes, the property may be sold with the mortgage
remaining on it. In such takeovers, the transfer of title to
a new buyer is subject to the buyer’s payment of the
seller’s mortgage at the existing rate of interest.

In purchasing a property already mortgaged, the buyer
will either assume the mortgage or take the property
subject to the mortgage. When buyers decide to assume
the mortgage, they agree to pay it. When they take the
property subject to a mortgage, the seller agrees to
continue paying the debt.
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The property that is subject to the security interest is
called collateral. A security interest is created by a written
agreement, called a security agreement, which identifies
the goods and is signed by the debtor. The lender or seller
who holds the security interest is known as the secured
party. A security interest is said to attach when the
secured party has a legally enforceable right to take that
property and sell it to satisfy the debt. It is said to be
perfected when the secured party has done everything that
the law requires to give the secured party greater rights
to the goods than others have.

A security agreement is an agreement that creates a
security interest. It must be in writing, signed by the
debtor, and contain a description of the collateral that is
used for security.

To be effective, a security interest must be legally
enforceable against the debtor. This is known as
attachment. Attachment occurs when three conditions are
met. First, the debtor has some ownership or possessive
rights in the collateral. Second, the secured party (or
creditor) transfers something of value, such as money, to
the debtor. Third, the secured party takes possession of
the collateral or signs a security agreement that describes
the collateral.

When a security interest attaches, it is effective only
between debtor and creditor. Such creditors, however, will
want to make certain that no one else can claim that
collateral before they do, if the debtors fail to pay them
back. To preserve the right to first claim on the collateral,
creditors must perfect their interest. A security interest
can be perfected in one of three ways: by attachment alone,
by possession of the collateral, or by filing a financial
statement in the appropriate government office.
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Perfection by attachment alone means that, in limited
situations, a security interest is perfected the moment it
attaches, that is, as soon as the security interest becomes
legally enforceable. One situation in which this type of
perfection occurs is when someone lends money to a
consumer and then takes a security interest in the goods
that the consumer buys. This is called a purchase money
security interest and applies only to consumer goods.

Perfection by possession means that a security interest
may be perfected when the secured party (the creditor)
takes possession of the collateral. This is called a pledge.
The borrower, or debtor, who gives up the property, is
the pledger. The secured party, or creditor, is the pledgee.
A secured party who has possession of the collateral must
take reasonable care of the property. The debtor must
reimburse the secured party for any money spent to take
care of the property. The debtor assumes the risk of
accidental loss beyond any insurance coverage.

Perfection by filing means that security interests in most
kinds of personal property are perfected by filing a
financial statement in a public office.

Exercise 1. Comprehension questions:

1. What kinds of property can be used to secure a debt?

2. Give definition of a mortgage.

3. When is the mortgagor’s obligation to the mortgage
over?

Who bears the risk of loss in conventional mortgage?
What does a deed of trust suppose?

What are the requirements to a mortgage?

What is the role of the third party in a mortgage?

. In what case does an attachment occur?

Exerczse 2. Find in the text English equivalents to the
following:

© =S o
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CokpailieHre CpOKa IjIaTeka IJid IPUoOpeTeHns IIpaBa;
IIPUHUMATH Ha ce0s 3aJI0T; HACTYILJI€HE OTBETCTBEHHOCTH;
CcymeOHBIN IMMPUKAa3 O HAJOKEHUM apecTa Ha MMYIIECTBO;
00BIYHAS UITOTEKA; JOKYMEHT 00 YUPEKIeHUU JOBEPUTEIhb-
HOM COOCTBEHHOCTH; COOCTBEHHOCTH 3aJIOTOIEPIKATeJIs;
WUIIOTEYHBIN 3aJI0T; KPEIUTOP IO 3aKJAMHOM; TOMKHUK II0
HUIIOTEYHOMY 3aJI0Ty; 3aBePIIIeHHbI; 00eCTIeUNTEeIbHbBIN 1H-
Tepec; o0eclieueHHasA CCY/a; rapaHTUPOBaHHAs CTOPOHA; CO-
rJIallleHe O IIPeI0CTaBIeHn 00ecIIeueHns.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

OcHOBaHUA yIep:KaHUA; YMEeHbIIIeHe HeYCTONKM; 3aJI0T
3eMeJIbHOTO yUYacTKa; paclopsKeHue IIPeJMeTOM 3aJjiora;
IIpeKpalleHne IMOPyYUTeIbCTBA.

Exercise 4. Be ready to talk on one of the following to-
pics:

1. Differentiate between a secured and an unsecured

loan.

2. Identify six types of mortgages.

3. Describe and distinguish between the rights and du-
ties of the mortgagor and the rights and duties of
the mortgagee.

4. Decide whether security interests are perfected in
cases involving various kinds of collateral.

5. Discuss what rights a secured party has when a debt-
or defaults by failing to make payments when due.

Exercise 5. Make up your own dialog on the case:

In In re Manuel, buyer bought a television set and seller
claimed a purchase money security interest in the
television set and in several items previously purchased.
The Fifth Circuit, reasoning that to have a purchase
money security interest the collateral must secure its own
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price, held that the seller did not have a purchase money
security interest in the previously purchased items. The
court expressly left open the question whether the seller
had a purchase money security interest in the television.




Partnership

X03a1CTBEHHBIMU TOBapUIIleCTBAMHU U o0IIIecTBamu (TJia-
Ba 4 'K P®P) npusHamTCcsa KOMMepUeCKre OpraHu3aIuu ¢
pasaesieHHBIM Ha J0oJU (BKJAAbl) yupeauTesei (yuacTHU-
KOB) YCTaBHBIM (CKJaJOUYHBIM) KanutajoMm. MmyImecTso,
CO3/IaHHOE 3a CUeT BKJIAJOB yupeauTesell (YIaCTHUKOB), a
TaKKe IPOU3BEeNeHHOEe M MPHUOOPEeTeHHOe X03A1CTBEHHBIM
TOBApPUILECTBOM UJIM OOIIIECTBOM B IIPOIIECCE €TI0 AeATeJIb-
HOCTH, IPUHAIJIEKUT eMy Ha IIpaBe coocTBeHHOCTH. IIpu-
OBLIIb 1 YOBITKHU IIOJIHOTO TOBAPUIIIECTBA PACIIPENeIAI0TCS
MEXKy ero YUYaCTHUKAMM IIPOIIOPIIMOHAJBFHO MUX NOJAM B
CKJIQOYHOM KaIlnuTaJle, eCJU MHOe He IIPeIyCMOTPEHO yU-
PEeOUTENBHBIM JOTOBOPOM MJIM MHBIM COTJIAIIIEHUEM YYacT-
HUKOB.
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List of key terms and word combinations:

annuity

articles of partnership
assigned

assign
capital contributions
fiduciary

general partner

goodwill

limited liability

limited partners
limited partnership

partnership at will

partnership by
estoppel

prima facie evidence

surplus

tenancy in partnership

AHHYHTET; €Kero{Hasl BBIIIaTa, yCTAHOBJICHHAS
JIOTOBOPOM, 3aBELIAHUEM UM APYTHM aKTOM

JIOTOBOP 00 YUPESIKICHUU TOBAPHUIICCTBA
MPaBOIPEEMHUK, 1IECCUOHAPUI

nepeiaBath; MepeycTynarh; eUpPOBaTh;
OTYYXIATh

B3HOC B YCTaBHBIIl KalnTall; BO3MEILEHUE JTOJH
OTBETCTBEHHOCTH

JOBEPEHHOE JIUTO, GUIYIIHAPHIL || OCHOBAHHBIN
Ha J0BepuH, GpuaynHapHbIi

YJIeH MOJHOTO TOBAPHILECTBA

CTOMMOCTH «(pHUPMBD» (perryTanys U JeI0BbIC
cBs13U (PUPMBI, HEMaTepUAIBbHBIC SJIEMEHTHI

(UpMBI, BKITIOYAOIIME HAUMEHOBaHNE (PUPMBI,
TOBapHBIE 3HAKH, KIIHEHTYPY)

OrpaHUYCHHas OTBETCTBEHHOCTH

KOMITaHbOH-BKJIaJUUK, KOMIIAaHbOH
C OFpaHPI‘IeHHOﬁ OTBCTCTBCHHOCTBIO

KOMMAaH/IUTHOE TOBAPHILECTBO, TOBAPHILIECTBO
Ha Bepe

OeccpoyHOE TOBAPHUILECTBO

TOBAPHILIECTBO B CHILy HEOMPOBEPKIMOH
MIPAaBOBOM MPE3yMIIINH (KOTa TOBapHII JIMIICH
IIpaBa OTPHULATh HAIMYHE IPEACTABUTENBCTBA

B CHJIy XapaKTepa CBOMX JICHCTBHUIN)

A0Ka3aTeJIbCTBO, JOCTATOYHOC ITPU OTCYTCTBUN
OIIPOBEPIKECHMS; ICPBUIHOC JOKA3aTCILCTBO,
Mpe3yMIuda 10Ka3aTeJIbCTBA

AKTUBHOE CaJIbJI0 (TOPTOBOTO WIIH ITaTEKHOTO
OanaHca); aKTUBHBIN TOPTOBBIN MM TIATEKHBIH
OanaHc

coBmajieHue (MIPEeUMyIIeCTBEHHO
HEJBUYKUMOCTHIO)
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There are the two essential elements of a partnership.
First, partnerships must involve at least two persons.
(Note that the term person include corporations and other
legally created organizations.) Second, a partnership must
involve a sharing of profits and sharing losses equally by
the partners. This point is so crucial that the sharing of
profits and losses is considered prima facie (sufficient)
evidence of the existence of a partnership. Prima facie
evidence in this context means that the law presumes, in
the absence of evidence to the contrary, that an individual
receiving profits and sharing losses is a partner.

Unlimited liability (the most unattractive feature of a
partnership) places the partner’s own property at risk,
which means that the partner’s nonpartnership property
can be used to satisfy debts owed by the partnership. In
general, a partner’s individual nonpartnership property
cannot be tapped until the partnership runs out of assets.
It is also possible to stipulate in a given contract that
nonpartnership property will never be used to satisfy a
debt arising out of that agreement. Finally, partners can
take out insurance to protect themselves against the loss
of individual property due to partnership indebtedness.

A partnership can be formed by contract, by proof of
existence, or by estoppel.

The written agreement that establishes a partnership is
called the partnership agreement, or articles of
partnership. In addition to the date of formation, the
identity of the parties, and the purpose of the partnership,
the agreement generally includes the name and duration
of the partnership, amount of capital (net assets) each
partner contributed to the partnership, amount of reserve
funds (retained earnings) from profits to be accumulated,
location and withdrawal procedure for all partnership
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funds, duties of partners, location and accessibility of a
full and accurate account of partnership transactions, the
times and amounts each partner is entitled to withdraw
from partnership earnings, provision for the preparation
of an annual balance sheet and income statement and the
distribution of net profits or net losses between partners,
limitations on partners, and termination notice procedure.

Sometimes a partnership will be created simply on the
basis of the way in which people do business with one
another. If one party claims that a partnership exists and
the other party denies its existence, the court will look at
the sharing of profits. However, a person may receive a
share of the profits and avoid the label «partner» if the
share is paid as repayment of a debt, as wages to an
employee or rent to a landlord, as an annuity (i.e., a
guaranteed retirement income), as interest on a loan, or
as consideration for the sale of goodwill (i.e., the expected
continuance of public patronage).

When an individual says or does something that leads a
third party to the reasonable belief that a partnership
exists, partnership by estoppel occurs. Partnership by
estoppel does not create a true partnership.

The capital contributions of all partners are considered
to be the property of the partnership. Capital contributions
are sums that are contributed by the partners as
permanent investments and that the partners are entitled
to have returned when the partnership is dissolved. In
contrast, loans or later advances that partners make to
the partnership and accumulated but undivided profits
belong to the partners on an individual basis.

Each partner has a property interest in specific terms
of partnership property, making him or her a co-owner of
that property. This form of ownership is known as tenancy
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in partnership. A tenancy in partnership has the following
characteristics: A partner has an equal right with partners
to possess and use specific partnership property for
partnership purposes, but not for that partner’s personal
use; a partner’s interest in partnership property may not
be assigned (i.e., transferred by sale, mortgage, pledge,
or otherwise) to a nonpartner, unless the other partners
agree to the transfer; partners’ rights in partnership
property are not subject to attachment (i.e., taking a
person’s property and bringing it into the custody of the
law) for personal debts or claims against the partners
themselves; a deceased partner’s interest in real property
held by the partnership passes to the surviving partners;
and partners’ rights in specific partnership property are
not subject to any allowances or rights to widows, heirs,
or next of kin.

A partner’sinterest in the partnership is his or her share
of profits and surplus. Surplus includes any funds that
remain after a partnership has been dissolved and all other
debts and prior obligations have been settled. Partners
share profits and surplus equally, unless the articles of
partnership specify otherwise.

All partners have equal rights in the management of
partnership business. Participating is not limited by the
proportional value of the partner’s contribution. Any
differences arising as to ordinary matters connected with
the business may be decided by a majority vote of the
partners.

A fiduciary is a person who has a duty to act for the
benefit of another. Because of their joint undertaking,
partners are fiduciaries to one another. As a fiduciary,
each partner has a duty to act in the highest good faith,
fairness, and trust when conducting partnership business.
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Partners are jointly liable on all contractual obligations
of the partnership. This means that in a suit brought
jointly against all partners, each partner is a defendant.
A judgment must be against all or none of the partners,
and a release of one partner releases all of them.

A partnership comes to an end by way of a two-part pro-
cess: dissolution and winding up. Dissolution of a part-
nership as a change in the relation of the partners caused
by any partner ceasing to be associated in the carrying on
of the business. Dissolution is to be distinguished from
the winding up and termination of the partnerships, which
effectively puts it out of business. Winding up involves
completing all ongoing business and selling the partner-
ship property to obtain cash to satisfy all debts owed by
the firm. If anything is left, it is distributed to the part-
ners according to the partnership agreement or the rules
set down by regulations.

In general, partnerships dissolve by the acts of the
partners, by operation of law, and by court decree.

Limited partnerships are defined as a partnership
formed by two or more persons ... having one or more
general partners and one or more limited partners. General
partners take an active part in the management of the firm
and have unlimited liability for the firm’s debts. Limited
partners are nonparticipating investors. They contribute
cash, property, or services to the partnership but do not
take part in the management of the firm.

The general partner can accumulate additional capital
without admitting another general partner who would be
entitled to management rights. Thus, the general partner
maintains control while strengthening the firm’s
treasury. Limited partnership means limited liability,
which in its turn means that the limited partner’s
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nonpartnership property cannot be used to satisfy any
debts owed by the partnership. Thus, limited partners
receive a return on their investment while risking only
that original investment.

Exercise 1. Comprehension questions:

1. Explain the term partnership.

2. Identify the essential elements of a partnership.

3. How are the profits and losses shared between the

parties?

4. Explain why unlimited liability is perhaps the most

unattractive feature f a partnership.

5. What may protect the partners against loss of non-

partnership property?

6. How can be partnership formed?

7. What are the requirements for partnership agree-

ments?

8. Explain the term capital contribution.

9. What are the ways of partnership’s dissolution?

Exercise 2. Find in the text English equivalents to the
following:

Exxeronnas BpINJIaTa; IlecCUOHapUii; IepeycTynaTh; I0-
BEPEHHOE JINI[0; CTOMMOCTb «(PHPMBbI»; KOMIIAHbOH-BKJIA-
YUK, KOMIIAHBOH C OTPAHMYEHHON OTBETCTBEHHOCTBHIO; TO-
BapHUINECTBO Ha Bepe; OeccpouyHOe TOBAPUIIECTBO; aKTUB-
HOEe CaJIbJI0; COBJIaZeHUe.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

ITorHOE TOBApPHUIIECTBO; TOBAPUIIIECTBO HA Bepe; yUpeIu-
TeJILHBIHA JOTOBOP; ITpeo0pa3oBaHIe X03ACTBeHHBIX TOBAPHU-
IIeCTB; CKJIAJOUYHBINA KAIUTAaJ; OTBETCTBEHHOCTh YUaCTHU-
KOB; BHECEHUE BKJIAJIOB; BeJleHUe JleJl TOBapUIIECTBA; U3Me-
HeHMe COCTaBa YYACTHUKOB; Iepejada 0N YYaCTHUKA.



TosapuiiecTso 155

Exercise 4. Be ready to talk on one of the following

topics:

Describe the evidence used by the courts to determine

whether a partnership exists.

1. Distinguish between property belonging to the part-
nership and property belonging to the individual
partners.

2. Outline the various rights, duties, and liabilities of
partners.

3. Determine the ranking of partnership liabilities in
settling accounts after the dissolution of a partner-
ship.

4. Compare the advantages of a limited partner in a lim-
ited partnership to those of a general partner.

Exercise 5. Make up your own dialog on the case:

A partnership, Hartigan and Dwyer, operates a depart-
ment store in Troy, New York, while a partnership, Har-
tigan, Dwyer, and O’Brien, operates a department store
in Albany, New York. An insurance company issued a
policy in the name of “Hartigan and Dwyer, department
store merchant, Troy, New York” insuring against liabil-
ities arising from the operation of a delivery truck. The
truck, while being used for deliveries from Albany store
operated by Hartigan, Dwyer, and O’Brien, strikes and
kills a child. If Hartigan and Dwyer are called upon indi-
vidually to pay a tort judgment, are they protected by the
policy?




Corporation

AxmnuonepubsiM ob1iectBoM (riiaBa 4 'K P®) npusuaer-
cA oOIIecTBO, YCTAaBHBIN KaIlMTaJ KOTOPOTO pasfieseH Ha
ompeneieHHOE YMCJIO aKINi; YYaCTHUKU aKIIMOHEPHOTO
obmiecTBa (AKIIMOHEPHI) HE OTBEYAIOT IO ero 00A3aTesb-
CTBaM M HECYT PUCK YOBITKOB, CBA3aHHBIX C AeATEeIbHOCTHIO
o0IecTBa, B IpefegaxXx CTOMMOCTH IIPUHAMJIEKAITUX UM
aknuii. OTIMYNTESbHBIMU YePTaMU aKIIMOHEPHOTO O0IITe-
ctBa (mamee — AQO) aBidamTcA: 1) mejieHue yCTaBHOTO Ka-
nuTajga Ha OoJU (BKJAAbI) YIACTHUKOB (AaKIIMOHEPOB)
paBHOTO pasMepa; 2) O yUYacTUs B YCTaBHOM KalluTaJie
BOILJIOIIAIOTCS B CHeIlMaJIbHEIEe IIeHHbIe OyMaru — akxIinuu,
13 HOMUHAJBHOM CTOMMOCTH KOTOPBIX COCTABJISIETCS STOT
KaIruTaJ; 3) OrpaHYeHHOCTD AJIA aKITNOHEPOB PUCKA YOBIT-
KOB, CBSBAHHBLIX C AeATeJbHOCThI0 AO, CTOMMOCTBIO IIPU-
HaIJe:Kalliux UM aKI[UH.
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List of key terms and word combinations:

articles of incorporation

bylaws

cash dividend

certificate of authority

certificate of
incorporation

close corporation

common stock

corporation by estoppel

dividends
incorporators

novation

preferred stock
private corporation

quasi-public
corporations

statutory agent
stock certificate
stock dividend

JI0TOBOP 00 YUpexICHUH KOPIOPALHH

IIpaBUJIa BHYTPEHHETO paclopsiaKa
(mprHUMaeMbIe IpaBlIeHHEM (UPMEI)

JUBUICHNI, BBITIJIAYCHHBIA HAJITMIHBIMHA

JIOKYMEHT, YAOCTOBEPSIONNH KaKoe-TH00
paBo

paspenieHue (rocyJapCTBEHHOTO OpTraHa)
Ha CO3JIaHNe KOPIIOPALUH

3aKpBITas aKIMOHEPHAs: Kopropanus (¢ orpa-
HUYCHHBIM YUCIIOM YYaCTHUKOB, HE HMCIOIIUX
IIpaBa MpoJIaBaTh CBOM aKIMK Oe3 coriacus
JIPYTUX aKIIHOHEPOB)

0OBbIYHbIC (OOBIKHOBEHHBIEC) aKITHH

KOpHOpaIus, CylecTBOBaHUE KOTOPOH
MTOJITBEPIKICHO CYZOM Ha OCHOBAHUH
HEONPOBEPKUMBIX (HaKTOB

TMBUICHIBI
yUpeAuTeIn

HOBAIMS; TIEPEBOJI J10JIra; LECCHsl IPaB 1o
00513aTeNBECTBY

NPHUBUICTUPOBAHHBIC aKIINH
YaCcTHO-IIpaBOBas KOpHopauus

KBa3UTrOCyIapCTBEHHAs KOPIOPALHs
(meficTByeT Kak 4aCcTHOE NMPEIIPUITHE,
HO WMEEeT OT TOCYAapCTBa IPUBUIICTHH)

NpeACTaBUTECIIb B CUJIYy 3dKOHA
CCpTI/I(l)I/IKaT O mpaBe COOCTBEHHOCTH Ha AKIINH

JOUBHICHI B POpPME aKIUif

A corporation is a legal entity (or a legal person) created
by a federal statute authorizing individuals to operate an
enterprise. The corporation offers a convenient and
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efficient way to finance a large-scale business operation
by dividing its ownership into many units; these units can
be sold easily to a large number of investors. The corporate
form also offers limited liability to those who share its
ownership. In this way, the personal assets of the
corporation’s owners cannot be taken if the corporation
defaults on its obligations or commits a tort or a crime.
Unlike the legal status of the partnership, the legal status
of the corporation is not affected by the death, incapacity,
or bankruptcy of an officer or shareholder.

A private corporation is a corporation formed by private
persons to accomplish a task best undertaken by an entity
that can raise large amounts of capital quickly or that can
grant the protection of limited liability. If the corporation
is organized for profit-making purposes, those profits may
be distributed to the shareholders in the form of dividends.
Dividends are the net profits, or surplus, set aside for the
shareholders. Shareholders (or stockholders) are the
persons who own units of interest (shares of stock) in a
corporation.

The term public corporation is properly used to describe
a corporation created by a government for governmental
purposes. The term includes incorporated cities, sanita-
tion districts, school districts, transit districts, and so on.

Corporations that are privately organized for profit but
also provide a service upon which the public is dependent
are generally referred to as quasi-public corporations. In
most instances, they are public utilities, which provide the
public with such essentials as water, gas, and electricity.

A business corporation may be designated as a close cor-
poration when the outstanding shares of stock and mana-
gerial control are closely held by fewer than 50 sharehold-
ers.
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The people who want to begin a new corporation or who
want to incorporate an existing business are called pro-
moters. These people do the actual day-to-day work in-
volved in the incorporation process. Promoters occupy a
fiduciary relationship with the nonexistent corporation
and its future shareholders, which means that the pro-
moter must act in the best interests of the new corpora-
tion and its shareholders. Incorporators are the people who
prepare, actually sign the articles of incorporation, and
submit them to the appropriate government office.

The articles of incorporation are the written application
to the government body for permission to incorporate. The
articles, together with the status of incorporation,
represent the legal boundaries within which a corporation
must conduct its business.

The articles of incorporation must include the corpora-
tion name; the duration of the corporation; the purpose(s)
of the corporation; the number and classes of shares; the
shareholders’ rights in relation to shares, classes of shares,
and special shares; the shareholders’ right to buy new
shares; the addresses of its original registered (statutory)
office and its original registered (statutory) agent; the
number of directors plus the names and addresses of the
initial directors; and each incorporator’s name and address.

Once satisfied that all legal formalities have been met,
the appropriate government officer will issue the
corporation’s charter, or certificate of incorporation. The
charter, or certificate of incorporation, is the corporation’s
official authorization to do business in the state. After
the charter is issued, the corporation then becomes a fully
and legally incorporated entity. The work of the promoters
and incorporators ends, unless they become directors or
officers of the corporation.
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The first order of business upon incorporation is the
holding of an organizational meeting. The meeting must
be run by the initial directors designated in the articles,
or by the incorporators. The first order of business at an
incorporator-run meeting is to elect the directors.

In addition to the appointment of the first directors,
the adoption of bylaws, or regulations, also occurs at the
organizational meeting. Bylaws, or regulations, are the
rules that guide the corporation’s day-to-day internal
affairs. Bylaw provisions usually stipulate the time and
place of shareholders’ and directors’ meetings, quorum
requirements, qualifications and duties of directors and
officers, and procedures for filling board vacancies.

For various liability reasons, the courts may be called
upon to decide whether a business entity is a de jure corpo-
ration, a de facto corporation, or a corporation by estoppel.

A corporation whose existence is the result of the
incorporators having fully or substantially complied with
the relevant corporation statutes is a de jure corporation.
Its status as a corporation cannot be challenged by private
citizens or the state.

Sometimes an error is made in the incorporation process,
and the corporation does not exist legally. Nevertheless,
as long as the following conditions have been met, a de
facto corporation (a corporation in fact) will exist: a valid
state incorporation statute must be in effect, the parties
must have made a bona fide (good faith) attempt to follow
the statute’s requirements for incorporation, and the
business must have acted as if it were a corporation. Only
the state can directly challenge the existence of a de facto
corporation. Thus, a de facto corporation has the same
rights, privileges, and duties as a de jure corporation as
far as anyone other than the state is concerned.
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In some jurisdictions, if a group of people act as if they
are a corporation when in fact and in law they are not,
any parties who have accepted that counterfeit
corporation’s existence will not be allowed to deny that
acceptance. Similarly, individuals who acted as if they
were a corporation will not be able to deny that the
corporation exists. This doctrine has been labeled
corporation by estoppel, which is a legal fiction used by
the courts on a case-by-case basis to prevent injustice.

Sometimes, the court will disregard corporate status to
impose personal liability on those who have used the
corporation to commit fraud or crimes or to harm the
public. In such cases, the court will pierce the corporate
veil and hold the wrongdoers (usually the controlling
shareholders) personally liable for activities committed
in the corporation’s name.

Corporate financing begins when the original invest-
ments are made to set up the corporation. Once the corpo-
ration is operating, additional corporate financing may
be obtained from earnings, loans, and the issuance of ad-
ditional shares of stock. The issuing and selling of shares
of stock in order to raise capital is known as equity financ-
ing, and the equity securities give their owners a legal in-
terest in the assets, earnings, and control of the corpora-
tion. The part of a corporation’s net profits or surplus that
is set aside for the shareholders is known as dividends.

The number of shares and classes of stock that a
corporation is authorized to issue are established in its
certificate of incorporation. A shareholder who purchases
corporate stock invests money or property in the
corporation and receives a stock certificate. A stock
certificate is written evidence of ownership of a unit of
interest in the corporation.
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The most common type of dividend is the cash dividend
declared and paid out of current corporate earnings or
accumulated surplus at regular intervals. A corporation’s
board of directors has the sole authority to determine the
amount, time, place, and manner of dividend payment. In
a few instances, a distribution of earnings is made in
shares of capital stock. This is called a stock dividend.

The most usual type of corporate stock is common stock.
Common stock carries with it all the risks of the business,
inasmuch as it does not guarantee its holder the right to
profits. The holders of common stock are paid dividends
when the corporation elects to make such a distribution.

Classes of stock that have rights or preferences over
other classes of stock are known as preferred stock. These
preferences generally involve the payment of dividends
and/or the distribution of assets on the dissolution of the
corporation. Preferred stock may be either cumulative or
noncumulative. In general, dividends on cumulative
preferred stock are paid every year, or in later years, if
any dividends at all are paid by the corporation. Dividends
of noncumulative preferred stock are also usually paid
each year. However, with noncumulative preferred stock,
dividends that are not paid in one year are lost forever.
Participating preferred stock is stock that gives its holders
a priority on a certain stated amount or percentage of
dividends. After a prescribed dividend is paid to the
participating preferred shareholders and the common
stock shareholders, both participating preferred and
common stock shareholders share in any surplus. The
holders of nonparticipating preferred stock are not
entitled to any distribution of surplus dividends along
with common stock shareholders. The rights that
preferred shareholders enjoy in regard to dividends do not
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include the inherent right to receive them. They are merely
superior rights to dividends over common stock
shareholders, when and if dividends are declared by the
corporation’s board of directors.

Par value is the value that is placed on the shares of
stock at incorporation. This value, which is the same for
each share of stock of the same issue, is stated on the
corporation’s certificate of incorporation. In the case of
par value shares, the amount of the capital stock or stated
capital is the total par value of all of the issued stock. No
par value stock is corporate stock that is issued without
any stated price.

Exercise 1. Comprehension questions:

1. Explain the term corporation.

2. Identify the difference between the legal status of
the partnership and the legal status of corporation.
How is the corporation taxed?

What may be the purposes of private corporations?
What rights do shareholders have?

What is the purpose of corporation by estoppel?
What are the duties of promoters?

. Explain the term novation.

Exerczse 2. Find in the text English equivalents to the
following:

IIpaBua BHYTpPEeHHEr0 pacluopAaKa; TUBUIEH, BhITLIA-
YeHHBIN HAaJUUYHBIMU; PaspelleHne Ha cCO3JaHue KOpIopa-
IIUX; 3aKPbITasd aKIMOHEpHAas KopIlopaius; oObIKHOBEH-
Hble aKIIUU; OTUBUJEHIbI; YUPEAUTEJNN; IeCCUs IPaB Mo
00A3aTeJIbCTBY; IPUBUJIETUPOBAHHBIE aKIIU; YACTHO-IIPA-
BOBas KOpHOpaIusA; IIPeACTaBUTEJb B CUJIY 3aKOHA; cep-
TU(PUKAT O TpaBe COOCTBEHHOCTU HA aKIMU; OAUBUAEH] B
dopme aKmuUi.

®© NS e w
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Exercise 3. Consult recommended dictionaries and give

words or phrases to the following definitions:

3aKphITOE aKIMOHEPHOE O0II[eCTBO; OTKPHITOE aKITOHEP-

HOe 00II[eCTBO; YCTAaBHBIN KAIIUTAJ; JOUePHUEe 1 3aBUCUMbIe
o0IIIecTBa; IleHa pasMeIlleH!sA aKIuu; OIJIeTeHb JJIA To-
JIOCOBAHUSA; BBIILJIATA TUBUIEH/OB.

Exercise 4. Be ready to talk on one of the following top-

ics:

1. Distinguish by their characteristics the major forms
of business incorporations.

2. Relate how state incorporation statutes, articles of
incorporation, initial organizational meetings, and
corporation bylaws each serve to define the legal
boundaries within which a corporation may conduct
its business.

3. Differentiate among de jure corporation, de facto
corporation, and corporation by estoppel.

4. Explain the activities that would cause courts to go
behind the legal status of a corporate entity to pierce
the corporate veil.

5. Distinguish between common and preferred stock
and between par value and no par value stock.

Exercise 5. Make up your own dialog on the case:

Instead of forming the corporation before engaging in
any promotional activities, a promoter may enter into all
contracts and commitments in his own name without
referring to a “corporation to be formed”, and thereafter
assign all his rights and duties to the corporation. If a
promoter does so, what are his liabilities under the
contracts after they are assigned to the corporation? What
problems may the corporation face if it seeks to enforce
such a contract against the other party?



Corporate Management

and Shareholder Control

BricmiuM opraHOM ympaBJeHUS aKIIMOHEPHBIM O0O0IIe-
CTBOM fABJISIETCs 00IIee coOpaHMe ero aKIMoHepoB (riiasa 4
T'K P®). K uckiarounTeIbHON KOMIETEHIIUH 00IIero coopa-
HUS aKIIMOHEPOB OTHOCATCA: 1) m3MeHeHUe ycTraBa o0IIe-
CTBa, B TOM YNCJie U3MeHeHNe pa3Mepa ero yCTaBHOTO Ka-
nurtasia; 2) udbpaHue 4JIeHOB COBETa NUPEKTOPOB (HabJII0-
IaTeJIbLHOTO COBETA) I PEBU3MOHHON KOMICCUHU (PeBU30pPa)
o0IIecTBa M AOCPOUYHOE IpeKpallleHne UX IMOJHOMOYUMUIA;
3) oOpa3oBaHME NCIIOJTHUTEIbHBIX OPTaHOB O0IIeCTBA U 0C-
pOUHOe IIpeKpallleHre UX MOJHOMOYNI, eCJU YCTaBOM 00-
II[eCTBa PellleHre d3TUX BOIIPOCOB HE OTHECEHO K KOMIIeTeH-
IIUY cOBeTa AUPEKTOPOB (HabJII0gaTeILHOTO coBeTa); 4) yT-
Bep:KJIeHNe T'OJOBBLIX OTUETOB, OYyXTaJITEPCKUX OajIaHCcoOB,
CcUeTOB IIPUOBLIEH M YOBITKOB OOIIECTBA U paclpeeseHne
ero mpuObLIell 1 YOBITKOB; ) peIlleHre O peopraHm3anumu
UJIN JUKBUAAIINU OOIIleCcTBA.

B oO1mecTBe ¢ yncJa0M aKIIMOHEPOB 0ojiee MATUAECATU
CO3/IaeTCs COBET AUPEKTOPOB (HAOIIOAATEILHBIA COBET).
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HcnosHUTEIBEHBIN OPraH O0IIlecTBa MOMKET OBITH KOJLIe-
I'UaJbHBIM (IIpaBJieHre, TUPEKIUA) U (MJI1) e IUHOJINUHBIM
(nupeKTOp, reHepaabHbIH AupexkTop). OH OCYIeCTBJISIET
TeKyIllee PYKOBOJICTBO AeATEeIbHOCTHIO O0IIIeCTBA U TOHOT-
YyeTeH COBEeTYy MMPEKTOPOB (HAOJIIOIaTeJIbHOMY COBETY) U
0o0I11eMy COOpPaHMIO aKIIIOHEPOB.

List of key terms and word combinations:

cumulative voting —  MeToJ rOJOCOBaHUSA aKIIHOHEPOB IIyTEM
CII0’KEHUSI TOJTOCOB MO aKIUAM
derivative suit —  OpPOU3BOXHBIN MCK
direct suit —  TpsAMO¥i, HEMTOCPEACTBEHHBIN UCK
insider trading —  mpoxaka akIui JULAMHU M YUPEKICHUIMU,
pacnojaralomuMu KOHGUASHIUATbHON
nHpopmanuei
managerial control —  KOHTpPOJb MEHEIKEPOB Hall KOMIAHHEH
pooling agreements —  o6beauHeHUe (HANp. NPUOBLIEH)
preemptive right —  npenMyIecTBeHHOE IIPABO MOKYIIKH
proxy — TpeACTaBUTENb; JOBEPCHHBIN; IIOJHOMOYHE;

JIOBEPEHHOCTD; TOJIOC JepiKaTelisd aKIuy,
MOJaHHBIN 110 JOBEPEHHOCTH UJIH Yepe3
YIOJIHOMOYEHHOT'0 MPEJCTABUTEIS

proxy solicitation —  xomaTaiicTBO 0 MpeACTABICHHUU JAOBEPEHHOCTH
Ha TOJIOCOBaHUE

shareholder of record -  Bnanmenen MMeHHOM akuMH,
3apEeruCTPUPOBAHHBIN B KHUTaX KOMITAHUH

trustee —  HOBEpPHUTENBHBIA COOCTBEHHHUK; JIUIIO,
pacnopsbkarolieecss UMyIIeCTBOM Ha Hadalax
JIOBEPUTEIBHON COOCTBEHHOCTH

voting trust —  akKyMyJISIIUSI B OJJHUX PyKax aKIuid
pPa3IMYHBIX JUI] HA HA4aJlaX JOBEPUTEIbHON
COOCTBEHHOCTHU JIsl PACIIOPSKEHUS TOI0CaMU
B L[EJIIX YCTAHOBJICHHUS KOHTPOJIS HAJl AeIaMu
KOMITaHUH
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The business affairs of a corporation are managed by a
board of directors that is elected by the shareholders. The
board’s responsibility is to take whatever actions are
appropriate, in keeping with the corporation’s rules and
regulations, to further the corporation’s business.
Individual board members are supposed to use their own
judgment in the corporate decision-making process.

Law and corporate rules establish the qualifications that
a person must have to be a corporate director.

In general, directors are elected at the annual meeting
of the shareholders. The directors of most large
corporations meet on a regular basis at a time and place
of their choosing. The directors of many smaller
corporations meet only when specific items are to be
considered. Small corporations having few shareholders
can eliminate the board of directors entirely, as long as
someone is assigned the duties that the board would have
performed.

Directors have the authority to appoint officers and
agents to run the day-to-day affairs of the corporation.
By statute, the usual officers are a president, several vice-
presidents, a secretary, and a treasurer. Other officers,
such as a comptroller, cashier, and general counsel are
often provided. The bylaws of the corporation describe the
duties of each officer. Officers have the authority of
general agents for the operation of the normal business
of the corporation. They, in turn, delegate duties to
various department heads. Although the roles of directors
and officers differ, they are frequently assumed by the
same people. An individual may be both chief executive
officer and chairman of the board of the same corporation.

When the court hears a case challenging a manager’s
decision, it will turn to one of two rules in judging that
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conduct: the business judgment rule or the fairness rule.
Other areas of managerial responsibility are found in the
insider trading rule and the corporate opportunity rule.

Under the business judgment rule, the court will not
interfere with most business decisions. The rule protects
managers who act with due care and in good faith, as long
as their decisions are lawful and are in the best interests
of the corporation. The rule results from the common sense
belief that, based on their education, experience, and
knowledge, managers are in the best position to run the
corporation. In contrast, shareholders and judges are far
removed from the day-to-day operation of the business and
should not be allowed to second-guess most management
decisions. Protecting directors and officers in this way
encourages people to become corporate managers and
reassures them that they will be protected when making
difficult business decisions.

The business judgment rule assumes that managers do
not personally profit from business decisions. To fulfill a
duty of loyalty to the corporation, managers must place
the corporation’s interests above their own. When
managers enter contracts with the corporation or when
they are on the boards of two corporations that deal with
each other, a different standard is used to judge their
conduct. This standard, known as the fairness rule,
requires managers to be fair to the corporation when they
personally benefit from their business decisions. Managers
who benefit from their own decisions are said to be self-
dealing. The fairness rule does not automatically declare
managers disloyal if they profit from a corporate decision:
at a minimum, it requires corporate managers to disclose
all crucial information when they enter contracts with the
corporation.
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Two rules that give the courts specific ways to measure
a corporate manager’s fairness in certain types of
situations are the insider trading rule and the corporate
opportunity rule.

According to the insider trading rule, when managers
possess important inside information, they are obligated
to reveal that information before using it in a transaction.
The rule also states that when inside information cannot
be revealed, the managers must not use that information
when trading with the corporation or with those outside
the corporation.

Under the corporate opportunity rule, corporate
managers cannot take a business opportunity for
themselves if they know that the corporation would be
interested in that opportunity as well. Before taking the
opportunity, managers must first offer it to the
corporation by informing the other managers and
shareholders. If the corporation rejects it, the managers
are then free to take the opportunity.

The shareholders are the primary reason a corporation
exists. They contribute their money to the corporation in
the hope of a return on their investment. As owners of
the corporation, shareholders can influence corporate
decision making through their voting powers (managerial
control) and through their right to initiate a lawsuit
against managers (corporate democracy).

Shareholders usually receive one vote per share of com-
mon stock held. Those who are dissatisfied with manage-
ment can attempt to buy more shares to increase their
voting power and influence the election of the board of
directors. However, shareholders are not always able to
buy more shares of the corporation either because they
cannot afford them or because the other shareholders are
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not willing to sell. In such cases, shareholders can resort
to one of the other voting methods available: cumulative
voting, proxy solicitation, voting trusts, pooling agree-
ments, and shareholder proposals.

The system of cumulative voting allows minority
shareholders to multiply the number of their voting shares
by the number of directors to be elected. All of these votes
may be cast for one candidate or may be distributed among
several candidates.

A proxy is the authority given to one shareholder to cast
another shareholder’s votes. Proxy solicitation is the pro-
cess by which one shareholder asks another for his or her
voting right. Proxy solicitation also refers to the docu-
ment that is actually used to request the right to vote the
other shareholders’ votes. The minority shareholder’s
voting power increases as the number of proxies accumu-
late. Since majority shareholders, including management,
can also solicit proxies, a struggle between the two groups,
known as a proxy contest, often results.

A voting trust is an agreement among shareholders to
transfer their voting rights to a trustee. A trustee is a
person who is entrusted with the management and con-
trol of another’s property or the rights associated with
that property. The trustee votes those shares at the annu-
al shareholders’ meeting at the direction of the sharehold-
ers. Shareholders surrender only their voting rights. All
other rights, including the right to receive profits, remain
with them.

Sometimes, shareholders join together in a temporary
arrangement (known as pooling agreement, shareholder
agreement, voting agreement) agreeing to vote the same
way on a particular issue. They differ from proxies and
voting trusts because the shareholders retain control of
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their own votes. In this sense, pooling agreements are also
the weakest voting arrangement because shareholders can
change their votes at the last minute.

Shareholders can sue management to compel a change
in direction or to force management to overturn a decision.
The two types of suits available to shareholders are direct
suits and derivative suits.

A direct suit is brought by shareholders who have been
deprived of a right that belongs to them as shareholders
to make up for any loss that they have suffered. These
rights include the right to vote, the right to receive divi-
dends, the right to transfer shares, the right to purchase
newly issued stock, and the right to examine corporate
books and records.

A derivative suit allows shareholders to sue corporate
management on behalf of the corporation. Unlike a direct
suit, a derivative suit is based on an injury to the corpo-
ration.

To bring a derivative suit, shareholders must exhaust all
internal remedies. Before bringing suit, the shareholder
must attempt to solve the problem by communicating with
the board of directors and with other shareholders. In addi-
tion, in order to bring a derivative suit, a shareholder must
own stock at the time of the injury and at the time of the
suit. This is known as the rule of contemporary ownership.

The stock certificate is written evidence of ownership
in shares in a corporation. A shareholder must have pos-
session of the certificate and must sign and deliver it to
the person to whom title is transferred (the transferee,
who in turn becomes a shareholder of record) when sell-
ing or pledging shares. Loss of a certificate does not take
away the owner’s title to the shares of stock represented
by the certificate. Shareholders’ names and addresses are
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shown on the books of the corporation, and they receive
dividends, notices of meetings, and any distribution of
shareholder reports.

A shareholder’s right by statute to inspect the records
of the corporation is usually limited to inspections for
proper purposes at an appropriate time and place.

Shareholders have the right to share in dividends after
they have been declared by the board of directors. Once
declared, a dividend becomes a debt of the corporation and
enforceable by law, as is any other debt.

Unless the right is denied or limited by corporate char-
ter or by state law, shareholders have the right to pur-
chase a proportionate share of every new offering of stock
by the corporation. This entitlement is known as the share-
holder’s preemptive right. This right prevents manage-
ment from depriving shareholders of their proportionate
control of a corporation simply by increasing the number
of shares in the corporation.

Exercise 1. Comprehension questions:

1. How are the directors elected?

2. What are the requirements to meeting of the direc-

tors?

3. Explain the insider trading rule and the corporate

rule.

4. Explain the theory of managerial control.

Explain the theory of corporate democracy.

6. How can the shareholders influence the elections of
the board of directors?

7. Explain the term proxy solicitation.

8. What do shareholder’s preemptive rights include?

ot

Exercise 2. Find in the text English equivalents to the
following:
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MeTo/ TOJIOCOBAHUSA aKIIMOHEPOB IIYTEM CJIOMKEHUS T'0JIO-
COB II0 aKIIMSAM; IPOU3BOAHBINA UCK; IPOAAKa aKIUil JUIla-
MU U YUPEKASHUSIMU, PACIIOJIATAIONIMMY KOH(MUIeHI[Ab-
HOII MH(pOpMAaIeil; IPenMyIleCTBeHHOe IIPABO IOKYIIKH;
JIOBEPEHHOCTB; TOJIOC AepiKaTess aKI[UU, ITOJaHHbIN 110 I0-
BEPEHHOCTHU WJIM Yepe3 YIIOJTHOMOUEHHOIO IIPEeICTaBUTENIA;
BJIaJeJiel] MMEeHHOM aKI[UK, 3aPeriCTPUPOBAHHLIN B KHATaX
KOMIIaHUM; JOBEPUTEJILHBIN COOCTBEHHUK; aKKYMYJIAIUAA B
OMHUX PYKaxX aKIMil pasjMYHBIX JUI[ Ha HaYajaax JOBepH-
TEeJIbHOI COOCTBEHHOCTH.

Exercise 3. Consult recommended dictionaries and give
words or phrases to the following definitions:

HcnonHUTEIbHBIN Oprad 00IecTBa; pacKpbITHe MHQPOP-
Malluu; 0J00pPeHNe KPYITHOM CIeJIKN; PeBU3NOHHASA KOMIC-
cus; ayguTop oOIecTBa; OyXrajrepckas u (uHaHCOBAA
OTUYETHOCTD; COBET JUPEKTOPOB; 00IIlee coOpaHue aKINOHe-
poB; mH(MpopMaIua 06 apGUINPOBAHHBIX JUIAX.

Exercise 4. Be ready to talk on one of the following top-
ics:

1. Describe the functions of the board of directors and
officers of the corporation with regard to the control of
corporate affairs.

2. Distinguish between circumstances that call for the
application of the business judgment rule and those that
call for the fairness rule in the evaluation of management
decisions.

3. Judge whether a corporate manager may or may not
use inside information in a particular situation.

4. Determine the voting rights of shareholders regard-
ing proxy solicitations, voting trusts, pooling agreements,
and shareholder proposals.

5. Contrast shareholder direct suits with shareholder
derivative suits and explain the prerequisites for each.
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Exercise 5. Make up your own dialog on the case:

In one case poor management by the president resulted
in the steady decline of sales and profits in a once-
profitable and distinguished company. There were seven
outside board members on a board of sixteen, and although
there was mounting evidence that the president was
incapable of leading the enterprise, no action was initiated
by the board members. Finally, after a succession of three
loss years, a vice president of the principal lending bank,
and not a director of the company, asked to meet with the
board, and stated that unless a change was made, the bank
loans would not be renewed. With this leverage from the
bank, the outside directors made the decision to ask the
president to resign.
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