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Chapter 22 – The Legal Environment: Business Law and Government Regulation

Multiple Choice Questions

1. Something of legal value that the parties exchange as part of a bargain.

a) Contract

b) Legality

c) Agreement

d) Consideration

Answer d
(Laws of Contract)
Page 722

2. A contract entered into by _________ person can be void, voidable, or valid, depending on the mental state of the person.

a) Minor
b) Insane
c) Intoxicated
d) All of the above
Answer b
(Insane People)
Page 726

3. What are, if any, the possible defenses against a valid contract which may cause it to be unenforceable?

a) Genuineness Of Assent And Form
b) Control and Offer
c) Agreement and Legal
d) Agreement and Offer
e) None of the above

Answer a
(Genuineness Of Assent And Form of Contracts)
Page 727
4. _______ law governs the rights and the obligations between people and the parties they made promises to or agreements with.

a) Agency

b) Contract

c) Freedom of contract

d) UCC

Answer b
(The Law of Contracts)
Page 722

5. A/An ________ is a promise or a set of promises for the breach of which the law gives a remedy, or the performance of which the law recognizes as a duty.

a) agreement

b) UCC

c) warranty

d) contract

Answer d
(The Law of Contracts)
Page 722

6. To have an agreement, a contract must have:

a) a promise by one party to do something in the future.

b) the ability to contract.

c) an intention to be bound by the contract.

d) an offer and an acceptance.

Answer d
(Agreement)
Page 722

7. To have a valid offer, there must be:

a) an intention to be bound by the offer.

b) a simple lack of disagreement by the offeree.

c) a written communication of the offer.

d) significant and substantial consideration.

Answer a
(Offer)

Page 723

8. According to the _______, if an offeree accepts by mail, the acceptance is effective when the letter is dropped in the mailbox, even if it never reaches the offeror.

a) mailbox rule
b) time term

c) quantity

d) price term

Answer a
(Offer)

Page 723

9. On October 1, Althea writes Katherine a letter offering her a job at her travel agency.  Katherine mails Althea a letter on October 2 accepting the offer.  On October 3, before she receives Katherine's acceptance, Althea calls Katherine to rescind the offer.  In terms of contract law:

a) there is no contract since Althea calls to rescind the offer before she receives Katherine's acceptance.

b) a contract is formed on October 2 when Katherine mails the letter of acceptance to Althea.

c) no contract is formed since Katherine does not respond by the fastest means available—telephone.

d) none of these are correct.

Answer b
(The Law of Contracts)
Page 722

10. Maria writes a letter offering to sell some office furniture to Lee.  Lee, in a distant city, sends a telegram to Maria accepting the offer.  Because of an error in the Western Union Office, the telegram never reaches Maria.  What is the result?

a) There is no contract since Lee responds by telegram instead of by mail.

b) There is no contract since Maria never actually receives Lee's acceptance.

c) A contract is formed as soon as Lee gave the telegram to the Western Union office.

d) A contract is formed as soon as Maria writes the letter to Lee.

Answer c
(The Law of Contracts)
Page 722

11. The courts use the presence or absence of a/an _____ to distinguish between serious promises and those that are not serious.

a) consideration

b) contractual capacity

c) agreement

d) written communication

Answer a
(The Law of Contracts: Consideration)
Page 722

12. John offers to buy steel from Tom in Cleveland for a specific price. Tom therefore plans to ship to John and does not sell the steel to another buyer. Before shipping, Tom gets a phone call from John canceling the deal. Is John still bound by his contract with Tom?

a) Yes, due to the principle of promissory estoppel.

b) No, because Tom has not yet shipped the steel.

c) No, because no consideration exchanged hands.

d) Yes, because of the issue of legality.

Answer a
(The Law of Contracts: Promissory Estoppel)

Page 724

13. In most cases dealing with the issue of consideration, courts:

a) still consider a promise binding even if made without a consideration.

b) do not evaluate the adequacy of the consideration.

c) consider offers of “love and affection” to be valuable consideration.

d) weigh the value of the consideration in ruling on the validity of the contract.

Answer b
(The Law of Contracts)
Page 722

14. In terms of contractual capacity:

a) a minor can disaffirm and walk away from a contract even if already executed and the minor has benefited from it.

b) intoxicated individuals are generally always held liable for their contractual obligations, regardless of their condition upon execution of the contract.

c) an insane person can never have contractual capacity by definition.

d) if a minor benefits from a contract and then disaffirms it, he/she must fulfill the duty of restoration.

Answer d
(The Law of Contracts: Contractual Capacity)
Page 725

15. Al voluntarily becomes intoxicated at a local bar.  While he is drunk, he still has a degree of reason and judgment.  He sells his car for half of its value simply to irritate his wife. Later when sober, Al and his wife want the car back.  This contract:

a) is void because of a lack of genuineness of assent.

b) is enforceable due to promissory estoppel.

c) is unenforceable due to duress and undue influence.

d) can be voided by Al or his wife.

Answer b
(The Law of Contracts: Promissory Estoppel)

Page 724

16. Rupert, a very old man, suffers from bouts of senility.  During a lucid moment, he contracts to buy a new freezer from a local appliance dealer.  This contract is:

a) void.

b) voidable.

c) enforceable.

d) illegal.

Answer c
(The Law of Contracts)
Page 722

17. Toni wants to buy software from Bill that she can modify in order to hack into her boyfriend's e-mail account to see if he's writing to another woman. When Bill discovers why Toni wants the software, he refuses to sell it to her. Toni sues Bill in small claims court. Is the contract valid?

a) Yes, because a verbal contract is binding.

b) No, because of the principle of legality.

c) Yes, because of promissory estoppel.

d) No, because Toni clearly crazy.

Answer b
(Sales and Sales Contract)
Page 730

18. The owner of a small auto repair shop knowingly installs a used water pump in your car and tells you it is "brand new."  This is:

a) fraud.

b) duress.

c) innocent misrepresentation.

d) breach of contract.

Answer a
(Sales and Sales Contract)
Page 730

19. ___________________ serves as a check on the parties’ agreement, verifying that it is genuine and not subject to mistakes, misrepresentation, fraud, duress, or undue influence.

a) An Attorney

b) Notary Public

c) Genuineness of assent
d) None of the above
Answer c
(Genuineness Of Assent And Form of Contracts)
Page 727
20. Which of the following statements is correct?

a) A service mark is any distinctive word, phrase, symbol, or trade dress that a company uses to identify the origin of a product or to distinguish it from other goods on the market.

b) A trademark identifies and distinguishes the source of a service.

c) A trademark is any distinctive word, phrase, symbol, design or trade dress that a company uses to identify the origin of a product or to distinguish it from other goods on the market.

d) A service mark identifies and distinguishes the source of a service.

e) Both c and d

Answer e
(Trademarks)

Page 740

21. Sonny is buying a computer system for his college's administrative functions. The negotiated price of the system is $475, 000. He receives a contract for $375,000 with no explanation as to the change and gladly signs it and sends it back to the vendor. He receives a phone call from the vendor explaining that the secretary in typing the figures into the contract hit the 3 instead of the 4 on her keyboard. Sonny wants to hold the vendor to the contract. Is the contract legally binding on the contractor?

a) Yes, because it constitutes a written offer.

b) No, because of a lack of genuineness of assent on the part of the vendor.

c) Yes, because of the law of agency covers the secretary as well as the salesperson.

d) No, because this constitutes a mistake of fact that Sonny should have immediately recognized.

Answer d
(Sales and Sales Contract)
Page 730

22. Jack started his business in year 2000.  Due to lack of planning and bad cash flow, Jack files for bankruptcy and the business ceases to exist.  This is a form of:

a) Liquidation

b) Reorganization

c) Repayment Plan

d) Temporary Repayment Plan

Answer a
(Forms of Bankruptcy)
Page 744

23. Gusti agrees to maintain Mrs. Poppendraius's yard, pulling weeds, cutting the grass weekly, and trimming the shrubbery once during the summer for $30 a month. Gusti makes a half-hearted attempt at pulling weeds, cuts the lawn once all summer and never touches the shrubbery. No damage is done except that Mrs. Poppendraius's yard appears neglected and unkempt. In terms of contract law:

a) Gusti is not contractually obligated because he is a minor.

b) Mrs. Poppendraius may collect compensatory damages.

c) Gusti is in breach of contract.

d) Mrs. Poppendraius may collect consequential damages.

Answer c
(Breach of Sales Contract)
Page 732

24. The damages the parties to a contract specify in case of breach are called:

a) compensatory damages.

b) monetary damages.

c) liquidated damages.

d) consequential damages.

Answer a
(Breach of Sales Contract)
Page 732

25. _________ is a remedy for breached contracts that deal with unique items and is designed to make the injured party "whole again."

a) Consequential damage

b) Specific performance

c) Remedy at law

d) Monetary damage

Answer b
(Breach of Sales Contract)
Page 732

26. Which of the following contracts would be covered by the Uniform Commercial Code?

a) The sale of accounting services

b) The sale of real estate

c) The sale of furniture

d) All of the these

Answer a
(The Uniform Commercial Code)
Page 729

27. The Uniform Commercial Code:

a) significantly revised Merchant Law.

b) is based on case law and overturns much of the common law that merchant law was based on.

c) makes minor changes to merchant law, largely making the law more uniform and consistent.

d) is the most significant revision of commercial law since the Napoleonic Code.

Answer c
(The Uniform Commercial Code)
Page 729

28. Ansel, a sugar manufacturer, agrees to sell Keith 10,000 pounds of sugar at the “usual price.”  A shortage forces the price of sugar up and Ansel charges Keith nearly 50% more for the sugar.  In response, Keith disaffirms the contract.  Which ruling is correct?

a) The modification is enforceable because Ansel has the right to unilaterally modify the contract.

b) The Code would confirm the contract and assign a price reasonable at the time of shipment.

c) Keith would be permitted to void the contract since he has not agreed to the price increase.

d) This contract is not covered by the Code, therefore, the common law applies and the modification is unenforceable.

Answer b
(The Uniform Commercial Code)
Page 729

29. The UCC requires that:

a) the sale of all goods and services be warranted.

b) only written contracts for the sales of goods over $1,500 are enforceable.

c) verbal contracts are as enforceable as written contracts, regardless of the amount of the consideration.

d) no new consideration need be offered if a contract is modified in good faith.

Answer d
(The Uniform Commercial Code)
Page 729

30. What type of warranty a seller creates when making statements about the condition, quality, and performance of the good that the buyer substantially relies on?

a) Sales Warranty

b) Verbal Warranty

c) Express Warranty
d) Warranty of merchantability
Answer d
(Sales Warranties and Product Liability)
Page 733

31. If a contract for the sale of goods omits the place for delivery, the Code states that delivery will take place at:

a) the seller's place of business.

b) the seller's residence.

c) the buyer's place of business.

d) the buyer's residence.

Answer a
(Sales and Sales Contract)
Page 730

32. Under the UCC, when the innocent specifies their own damages for a potential breach of a sales contract and they are reasonable and not punitive, these damages are called:

a) consequential damages.

b) liquidation damages.

c) compensatory damages.

d) specific damages.

Answer b
(Breach of Sales Contracts)
Page 732

33. A/An ________ insures a buyer that the goods will be of average quality and that they are fit for the ordinary purposes for which such goods are used.

a) implied warranty of merchantability

b) implied warranty of fitness for a particular purpose

c) express warranty

d) warranty of title

Answer a
(Sales Warranties and Product Liability)
Page 733

34. The statute of limitations for a breach of contract suit is ____ years from the time the breach occurred.

a) 2

b) 3

c) 4

d) 7

Answer c
(Breach of Sales Contracts)
Page 732

35. A ________ is a promise or statement of fact by the seller about a product.

a) sales warranty

b) sales contract

c) copyright

d) contractual capacity

Answer a
(Sales Warranties and Product Liability)
Page 733

36. A/An _________ assures the buyer of a product that it will be of average quality, not the best and not the worst.

a) implied warranty

b) warranty of exclusivity

c) express warranty

d) warranty of merchantability

Answer d
(Sales Warranties and Product Liability)
Page 733

37. Which of the following phrases is sufficient to disclaim an implied sales warranty?

a) "No warranties"

b) "Seller makes no warranties on this product whatsoever"

c) "As is"

d) None of the above.  A merchant cannot disclaim sales warranties.

Answer c
(Sales Warranties and Product Liability)
Page 733

38. Today, when it comes to product liability, the courts:

a) practice the caveat emptor rule.

b) rule that the scope of warranties include any person incurring personal or property loss due to a faulty product.

c) hold that the rule of caveat venditor is valid in all cases.

d) hold that only the parties directly involved in the execution of the contract are bound by the law of sales warranties.

Answer b
(Sales Warranties and Product Liability)
Page 733

39. Billy Bob's swamp racers are the fastest swamp mud racing machines in the country. Unfortunately drivers have to be careful because they are easily tipped over due to their high center of gravity. This is unfortunate because most swamp mud racers consider stability an important quality in their racers. Billy Bob has installed numerous decals in prominent places that state, "This sucker turns over easily but goes really fast." Still, Billy Bob could be sued for product liability under:

a) negligent manufacturing.

b) failure to warn.

c) implied warranty to perform.

d) negligent design.

Answer d
(Sales Warranties and Product Liability)
Page 733

40. When Fred Goodman sued Wendy's over his broken tooth due to bone fragments in his hamburger, he sued them on the basis of:

a) breach of implied warranty of merchantability.

b) negligent manufacturing.

c) failure to warn and negligent design.

d) implied warranty of fitness.

Answer a
(Sales Warranties and Product Liability)
Page 733

41. We Love Pets manufactures a pet carrier that is known to suddenly come apart if the pet shakes itself at the same time the owner picks the carrier up. It seems the combination of actions make the hinge pins fall out. WLP could be liable under:

a) negligent manufacturing.

b) failure to warn.

c) implied warranty to perform.

d) negligent design.

Answer b
(Sales Warranties and Product Liability)
Page 733

42. A _______ is a grant giving the inventor of a product the exclusive right to make, use, or sell it for a specific time.

a) patent

b) copyright

c) trademark

d) warranty

Answer a
(Protection of Intellectual Property Rights)
Page 737

43. The first step in receiving a patent for the invention is to:

a) document the device.

b) search existing patents.

c) establish the invention's novelty.

d) prove the origination of the idea.

Answer c
(Protection of Intellectual Property Rights)
Page 737

44. A _______ is any distinctive work, symbol, name, logo, etc., that a company uses to identify the origin of a product or to distinguish it from other products.

a) patent

b) copyright

c) trademark

d) warranty

Answer c
(Trademarks)

Page 740
45. The duration of a _______ is indefinite but can be lost if it loses its unique character.

a) patent

b) copyright

c) trademark

d) warranty

Answer c
(Trademarks)

Page 740

46. The author of a hit song could apply for a _______ to protect that work from unauthorized use by others.

a) patent

b) trademark

c) servicemark

d) copyright

Answer d
(Copyrights)

Page 742

47. An agent’s duties when executing agency include:

a) reimbursement of the principal for all expenses incurred in the execution of the agency.

b) indemnification of the principal for any authorized payments or any loss incurred by the agency.

c) performance of duties according to the principal’s instruction and notification of the principal of all facts concerning the subject matter of the agency.

d) all of the above.

Answer c
(The Law of Agency)

Page 743

48. ________ is the most common type of bankruptcy, accounting for nearly 70% of all bankruptcies.  

a) Chapter 7

b) Chapter 11

c) Chapter 13

d) Chapter 21

Answer a
(Forms of Bankruptcy)
Page 744

49. In a Chapter 7 bankruptcy:

a) a small firm gets a second chance by being protected from creditors while a reorganization plan is formulated.

b) every piece of property the bankrupt debtor owns is subject to court attachment.

c) loss is limited to $100,000 in unsecured debt and to $350,000 in secured debt.

d) a debtor simply declares all of his firm’s debts, and turns all assets over to a trustee who then sells and distributes them to settle both secured and unsecured debts.

Answer d
(Forms of Bankruptcy)
Page 744

50. A ________ bankruptcy provides a small firm a second chance; it protects a firm from creditors while a reorganization plan is formulated.  

a) Chapter 7

b) Chapter 11

c) Chapter 13

d) Chapter 21

Answer b
(Forms of Bankruptcy)
Page 746

51. Chris is filing for bankruptcy. He is a sole proprietor and owes $50,000 on his credit cards and a bank note against his house for $150,000. He is going to start bankruptcy proceedings but he sees no way out and knows if he waits his creditors will force him into bankruptcy. Chris's simplest choice would be to file:

a) Chapter 7.

b) Chapter 11.

c) Chapter 13.

d) Chapter 21.

Answer c
(Forms of Bankruptcy)
Page 746

52. The act that is the foundation on which antitrust policy in the United States is built is:

a) the Clayton Act.

b) the Sherman Anti-Trust Act.

c) the Robinson-Patman Act.

d) the Miller-Tydings Act.

Answer b
(Trade Practices)
Page 749

53. The ______ forbids contracts that restrain trade or create monopolies.

a) Clayton Act

b) Sherman Anti-Trust Act

c) Robinson-Patman Act

d) Miller-Tydings Act

Answer b
(Trade Practices)
Page 749

54. _______ states that a seller cannot require a buyer to purchase only his/her product to the exclusion of other competitive sellers’ products.

a) The Clayton Act

b) The Sherman Act

c) The Robinson-Patman Act

d) The Miller-Tydings Act

Answer a
(Trade Practices)
Page 749

55. The Clayton Act prohibits:

a) fair trade agreements. 

b) sales contracts and warranties.

c) any corporation purchasing the stock of another corporation.

d) interlocking directorates.

Answer d
(Trade Practices)
Page 749

56. This act was passed by Congress to supplement the Clayton Act, providing the power to prevent “unfair methods of competition in commerce or unfair or deceptive acts in commerce.”

a) The Federal Trade Commission Act

b) The Sherman Act

c) The Robinson-Patman Act

d) The Miller-Tydings Act

Answer a
(Trade Practices)
Page 749

57. _____ was passed to strengthen the Clayton Act, specifically to address price discrimination because many businesses were circumventing the original rules.

a) The Federal Trade Commission Act

b) The Sherman Act

c) The Robinson-Patman Act

d) The Miller-Tydings Act

Answer c
(Trade Practices)
Page 751

58. The Robinson-Patman Act focuses on:

a) price discrimination.

b) product warranty.

c) product liability.

d) unsafe products.

Answer a
(Trade Practices)
Page 751

59. ________ introduced an exception to the Sherman Anti-trust Act, permitting the use of fair trade agreements.

a) The Federal Trade Commission Act

b) The Clayton Act

c) The Robinson-Patman Act

d) The Miller-Tydings Act

Answer d
(Trade Practices)
Page 751

60. In 1938, Congress passed the ______ creating an agency responsible for establishing standards for drugs, inspecting food and drug manufacturers, performing food-and drug-related research, etc.

a) Miller-Tydings Act

b) Consumer Product Safety Act

c) Agricultural Marketing Act

d) Food, Drug, and Cosmetics Act

Answer d
(Consumer Protection)

Page 751

61. The ______________ requires lenders and sellers who extend credit to disclose fully the terms and conditions of credit arrangements to enable consumers to "shop around."

a) Fair Credit Reporting Act

b) Truth-In-Lending Act

c) Consumer Product Safety Commission

d) Equal Credit Opportunity Act

Answer b
(Consumer Credit)
Page 752

62. The Truth-In-Lending Act:

a) applies to all installment contracts with more than two payments.

b) prohibits discrimination in granting credit.

c) requires a lender to disclose the total cost of credit or a loan.

d) prohibits certain behavior on the part of a lender when trying to collect bad debts.

Answer c
(Consumer Credit)
Page 753

63. Under the Truth-In-Lending Act, the owner of a stolen credit card who notifies the credit card company of the theft before any unauthorized use of the card is liable for:

a) none of the unauthorized charges.

b) only $50 of any unauthorized charges.

c) a total of $100.

d) all of the charges. The owner has unlimited liability.  

Answer a
(Consumer Credit)
Page 753

64. A credit card holder may withhold payment on a faulty product, providing a good faith effort was made to settle the dispute, under the:

a) Truth-In-Lending Act.

b) Equal Credit Opportunity Act.

c) Fair Credit Billing Act.

d) Fair Credit Reporting Act.

Answer c
(Consumer Credit)
Page 753

65. The ______ prohibits debt collectors from using intimidation to collect debts, calling on the debtor at inconvenient times, or contacting third parties about the debt.

a) Truth-In-Lending Act

b) Equal Credit Opportunity Act

c) Fair Credit Billing Act

d) Fair Debt Collection Practices Act

Answer d
(Consumer Credit)
Page 754
66. Passed in 1976 to deal with the disposal of solid waste, the ______ specifies how landfills should be managed and hazardous waste disposed of.

a) Resources Conservation and Recovery Act

b) Clean Water Act

c) Clean Air Act

d) Environmental Protection Act 

Answer a
(Environmental Law)

Page 754

67. Which of the following is correct in regards to an exception when an offer can be revoked at any time prior to acceptance?

a) Optimal contract

b) When the length of time the offer is open

c) Limited contract

d) None of the above

Answer b
(Agreement)

Page 722

68. According to _____________, if an offeree accepts by mail, the acceptance is effective when the letter is dropped in the mailbox, even if it never reaches the offeror.

a) Optional contract

b) Mailbox rule

c) Open contract

d) All of the above 

Answer b
(Agreement)

Page 722

69. Under _______________, a promise that induces another party to act can be enforceable without consideration if the promisee substantially and justifiably relies on the promise.
a) Promissory estoppel
b) Promissory contract
c) Mailbox rule
d) Optimal contract 

Answer a
(Consideration)
Page 724

70. A contract is void if:

a) The person became mentally incompetent after accepting the contract.

b) The person’s guardian was mentally incompetent

c) The person was mentally incompetent and could not realize what was happening when s/he entered into a contract.

d) None of the above 

Answer c
(Contractual Capacity)
Page 725

71. ___________ frequently attempt to free one party of all responsibility and liability for an injury or damage that might occur.

a) Intent clauses

b) Exculpatory clauses

c) Conditional clauses

d) Liability clauses 

Answer c
(Legality)
Page 727

72. __________ is an order from the court ordering a party to stop engaging in some activity.
a) A subpoena

b) An injunction
c) Both a and b
d) None of the above 

Answer b
(Breach of Contract)

Page 728

73. Which of the following is included in the UCC articles?

a) Wire transfer

b) Secured transactions

c) Negotiable instruments

d) All of the above 

Answer d
(Uniform Commercial Code)

Page 729

74. Which of the following statements is correct?

a) Generally, the Code assigns the obligations of “good faith” (defined as “honesty in fact in the conduct or transaction concerned”) and “commercial reasonableness” (commercial standards of fair dealing) to both parties.

b) Under the perfect tender rule in Section 2-601 of the Code, “if goods or tender of delivery fail, in any respect, to conform to the contract,” the buyer is not required to accept them.

c) Both a and b

d) None of the above 

Answer c
(Sales and Sales Contracts)
Page 730

75. The Consumer Products Safety Act was created to do which of the following:

a) Protect the public against unreasonable risk of injury from consumer products.

b) Help customers compare the safety features of products.

c) Create safety standards for products and consolidate inconsistent state regulations.

d) Research the causes and possible prevention of injuries and illness from consumer products.

e) All of the above 

Answer e
(Consumer Protection)

Page 751

76. The Telemarketing and Consumer Fraud and Abuse Protection Act of 1994 put in place the following restrictions on telemarketers:

a) Calling a person’s residence at any time other than 8:00 a.m. to 8:00 p.m.

b) Claiming an affiliation with a government agency where such an affiliation does exist.

c) Telling the receiver of the call that it is a sales call.

d) Claiming an ability to recover goods or money owned or used by a consumer.

e) All of the above

Answer a
(Consumer Protection)

Page 751

77. Which of the following is correct under the consumer Leasing Act of 1976 amended the Truth-In-Lending Act for the purpose of providing meaningful disclosure to consumers who lease goods?

a) The lease period must be more than six months, and the dollar value of the lease obligation cannot exceed $25,000.
b) The lease period must be more than four months, and the dollar value of the lease obligation cannot exceed $25,000.
c) The lease period must be more than four months, and the dollar value of the lease obligation cannot exceed $15,000.
d) The lease period must be more than six months, and the dollar value of the lease obligation cannot exceed $15,000.
Answer b
(Consumer Credit)
Page 752

True or False Questions

78. It is possible for a small business to win a lawsuit but still go out of business due to the costs of the suit.

Answer T
(Laws of Contract)
Page 722

79. A contract is simply a promise or set of promises regarding a duty and for which there is a remedy if the agreement is breached.

Answer T
(Laws of Contract)
Page 722

80. Courts judge a party's subjective, personal intentions to enter into a contract when a dispute about a contract's existence arises.

Answer F
(Laws of Contract)
Page 722

81. The more terms that are specified in a proposed offer, the more likely it is that an offer exists.  

Answer T
(Laws of Contract)
Page 722

82. A missing quantity term in an offer usually defeats a contract.

Answer T 
(Laws of Contract)
Page 722

83. Common law requires that an acceptance of an offer be made by the means specified by the offeror and it must reach the offeror in order to be effective.

Answer F
(Laws of Contract)
Page 722

84. Generally, the absence of consideration does not affect the obligation, i.e., the contract is still binding, even if there’s no apparent consideration.

Answer F
(Laws of Contract)
Page 722

85. If two parties exchange promises to form a contract, valuable consideration exists.

Answer T
(Laws of Contract)
Page 722

86. A minor can avoid a contract at the minor’s option but the adult cannot avoid a contract simply because it is with a minor.

Answer T
(Laws of Contract)
Page 722

87. The courts hold that a contract entered into by an intoxicated person or an insane person is always voidable.

Answer F
(Laws of Contract)
Page 722

88. For a contract to be enforceable, it must be legal.

Answer T
(Laws of Contract)
Page 722

89. Only mistakes of fact permit a contract to be voided.

Answer T
(Laws of Contract)
Page 722

90. In the 1940s, a group of legal scholars compiled the Uniform Commercial Code to replace the hodge-podge collection of confusing, often conflicting state laws that government basic commercial transactions with a document designed to provide uniformity and consistency

Answer T
(The Uniform Commercial Code)
Page 729

91. To be enforceable, a contract must be written.

Answer F
(Breach of Contract)
Page 728

92. Failure to perform as agreed in a contract constitutes breach.

Answer T
(Breach of Contract)
Page 728

93. In breach of contract, the injured party may only recover compensatory damages, moneys which place him/her in the same position he/she would have been had the contract been performed.

Answer F
(Breach of Contract)
Page 728

94. The Uniform Commercial Code has been adopted, at least in part, by all 50 states.

Answer T
(The Uniform Commercial Code)
Page 729

95. The Code does not cover contracts for the sale of services.

Answer T
(The Uniform Commercial Code)
Page 729

96. Under the UCC, a person is considered a professional merchant if he/she “deals in goods of the kind” and has a special knowledge of the business or of the goods, uses a merchant’s agent to conduct business, or presents him/herself as a merchant.

Answer T
(The Uniform Commercial Code)
Page 729

97. Under the Code, as long as an offeree's response indicates a sincere willingness to accept, it will be an acceptance although the terms of the acceptance may be somewhat different.

Answer T
(The Uniform Commercial Code)
Page 729

98. Under the Code, a new consideration is required if an existing contract is modified.

Answer F
(The Uniform Commercial Code)
Page 729

99. Under the UCC, delivery of goods does not necessarily mean physical delivery, but simply making the goods available to the buyer.

Answer T
(Sales and Sales Contracts)
Page 730

100. The buyer must indicate acceptance of goods verbally or in writing for the acceptance to be binding.

Answer F
(Sales and Sales Contracts)
Page 7.30

101. The legal remedies for breach of contract are designed to put the nonbreaching party in the same position as if the contract had been carried out.

Answer T
(Breach of Sales Contracts)
Page 732

102. Today, the marketplace follows a policy of caveat venditor—"Let the seller beware." 

Answer T
(Breach of Sales Contracts)
Page 732

103. An express warranty can be created by words or by actions.

Answer T
(Sales Warranties and Product Liability)
Page 733

104. Every seller who offers goods for sale implies a warranty to title for those goods.

Answer F
(Sales Warranties and Product Liability)
Page 733

105. A manufacturer of power saws who fails to place a safety guard on products would likely be liable for negligence if a customer is injured.

Answer T
(Sales Warranties and Product Liability)
Page 733

106. Patents are a grant from the federal government for the life of the inventor plus fifty years and cannot be renewed.

Answer F
(Patents)
Page 737

107. A device cannot be patented if it has been publicized in print anywhere in the world.

Answer T
(Patents)
Page 737

108. Filing for a patent is a simple process the small business owner can handle himself.

Answer F
(Patents)
Page 737

109. It took Robert Kearns 12 years to win his first suit for patent infringement on his intermittent windshield wipers from major car manufacturers.

Answer T
(Patents)
Page 737

110. Any Type word, phrase, symbol, design, name, logo, etc., may be a Patent.

Answer F
(Trademarks)

Page 740

111. A company must establish its right to a trademark by actually using it.

Answer F
(Trademarks)

Page 740

112. An entrepreneur may lose the exclusive right to a trademark if it loses its unique character and becomes a generic name or if the company abandons its trademark by failing to market the brand adequately.

Answer T
(Trademarks)

Page 740

113. A valid copyright lasts the lifetime of the author plus fifty years after death.

Answer T
(Copyrights)

Page 742

114. Once Business owner acquires a patent, copyright, or trademark, his/her product or service is protected by the federal government, which will watch for and prosecute infringements.

Answer T
(Protecting Intellectual Property)
Page 742

115. Employees are agents of their employers when performing job-related activities.

Answer T
(The Law of Agency)

Page 743

116. Employees cannot bind a company to an agreement unless the owner intended for them to do so.

Answer F
(The Law of Agency)

Page 743

117. An agency remains valid until the principal and the agent mutually agree to dissolve it.

Answer F
(The Law of Agency)

Page 743

118. Liquidation bankruptcies are handled under Chapter 7 of the Bankruptcy Reform Act of 1978.

Answer F
(Forms Of Bankruptcy)
Page 744

119. Bankruptcy proceedings can be filed by the owner or his/her creditors.

Answer T
(Forms Of Bankruptcy)
Page 744

120. In a bankruptcy proceeding, all assets are subject to court attachment.

Answer F
(Forms Of Bankruptcy)
Page 744

121. When a company files for Chapter 11 bankruptcy, every creditor must approve its plan for reorganization.

Answer F
(Forms Of Bankruptcy)
Page 744

122. Chapter 13 bankruptcies protect a debtor from creditors' claims and permit the owner to file a plan for reorganization.

Answer F
(Forms Of Bankruptcy)
Page 744

123. Individual debtors with unsecured debts of less than $100,000 or secured debts of less than $350,000 can file for bankruptcy under Chapter 13.

Answer T
(Forms Of Bankruptcy)
Page 744

124. The regulations and restrictions the government imposes on businesses place a disproportionate burden on small companies.

Answer T
(Government Regulation)
Page 748

125. In 1996, passage of the Small Business Regulatory Enforcement Fairness Act provided small businesses with some relief from government regulation.

Answer T
(Government Regulation)
Page 748

126. The Sherman Anti-Trust Act outlaws the restraint of trade and any attempt to monopolize.

Answer T
(Trade Practices)
Page 749

127. Currently, complying with government regulations is costing every individual in the United States nearly $6,700 per year.

Answer F
(Trade Practices)
Page 749

128. The Clayton Act permits suppliers to charge customers different prices for the same product based on what the market will bear.

Answer F
(Trade Practices)
Page 749

129. The Robinson-Patman Act focuses on preventing unfair labor practices.

Answer F
(Trade Practices)
Page 749

130. The Miller-Tidings Act in 1937 introduced an exception to the Sherman Anti-Trust Act, permitting manufacturers to use fair trade agreements.

Answer T
(Trade Practices)
Page 749

131. Recent consumer protection laws have reduced the required information on product labels to relieve the financial burden on small business.

Answer F
(Consumer Protection)

Page 751

132. The CPSC has the power to ban the production of any product it considers hazardous to consumers.

Answer T
(Consumer Protection)

Page 751

133. The owner of a stolen credit card is liable for all charges on the card even if he/she notifies the credit card company of the theft before any unauthorized use of the card is made.

Answer F
(Consumer Protection)

Page 751

134. Sam's Appliance Shop turns a past due account over to Jake's Collection Agency. Jake calls the customer at 4 a.m. every day and threatens him.  This is illegal behavior on the part of Jake.

Answer T
(Consumer Credit)
Page 752

135. The Clean Air Act, passed in 1970, assigned the EPA the task of setting clean air standards.

Answer T
(Environmental Law)

Page 754

136. The Clean Water Act, passed in 1972, has achieved its 1983 and 1985 goals for clean water, even though it was five years late in reaching them.

Answer F
(Environmental Law)

Page 754

137. An implied warranty of merchantability applies to every merchant seller, and the only way to disclaim it is by mentioning the term “warranty of merchantability” in a conspicuous manner.

Answer T
 (Sales Warranties and Product Liability)
Page 733

138. Many customers who file suits under product liability laws base their claims on negligence, when a manufacturer or distributor fails to do something that a “reasonable” person would do. 

Answer T
(Sales Warranties and Product Liability)
Page 733

139. A Consultant is one who stands in the place of and represents another in business dealings.

Answer F
(The Law of Agency)
Page 743

140. Bankruptcy occurs when a business is unable to pay its debts as they come due.  Filing for bankruptcy was once akin to contracting a social disease. 

Answer T
(Bankruptcy)
Page 744

141. The Great Depression of the 1930’s triggered a great deal of regulation of business. 

Answer T
(Government Regulation)
Page 748

142. In 1974 Congress passed the Consumer Credit Act, an amendment to the Truth in Lending Act.

Answer F
(Consumer Credit)
Page 752

143. Conservation and Recovery Act (RCRA) goal is to prevent solid waste from contaminating the environment. 

Answer T

(Environmental Laws)

Page 754

144. There are 1.5 million trademarks registered in the United States, 5,000 of which are in actual use. 

Answer F 
(Trademark)
Page 740

145. A copyright is an exclusive right that protects the creators of original works of authorship such as literary, dramatic, musical, and artistic works.

Answer T 
(Copyright)
Page 742

146. To protect his patent claim, inventors should not be able to verify the date on which they first conceived the idea for their inventions. 

Answer F 
(Patents)
Page 737

147. A contract entered into by an insane person can be void, voidable, or valid, depending on the mental state of the person. 

Answer T 

(The Law of Contracts)
Page 722

148. Consideration is something of legal value that the parties to a contract bargain for and exchange as the “price” for the promise given 

Answer T
(The Law of Contracts)
Page 722
149. With only two exceptions, an offer can be revoked at any time prior to acceptance. The two exceptions are an option contract which has a stated time for which the offer is made, and an offer made by a merchant of goods who has stated the length of time the offer is open, (i.e., on sale at this price through the end of this month).

Answer T
(Agreement)
Page 722

150. If the offeree specifies no means of communication, the offeror must use the same medium used to extend the offer (or a faster method).

Answer F
(Agreement)
Page 722

151. According to mailbox rule if an offeror accepts by mail, the acceptance is effective when the letter is dropped in the mailbox, even if it never reaches the offeree.

Answer F
(Agreement)
Page 722

152. Under promissory estoppel, a promise that induces another party to act can be enforceable without consideration if the promisee substantially and justifiably relies on the promise. 

Answer T
 (Consideration)
Page 724
153. If at the time of entering into a contract, a person was so mentally incompetent that he could not realize what was happening or could not understand the terms, the contract is voidable.

Answer T
 (Contractual Capacity)
Page 725

154. A subpoena is an order from the court ordering a party to stop engaging in some activity.

Answer F
(Breach of Contract) 
Page 728
155. The Code does not require both parties to sign the written agreement, but it must be signed by the party against whom enforcement is sought (which is impossible to tell before a dispute arises, so it’s a good idea for both parties to sign the agreement).

Answer T
(Sales & Sales Contracts)
Page 730

156. Generally, the Code assigns the obligations of “good faith” (defined as “honesty in fact in the conduct or transaction concerned”) and “commercial reasonableness” (commercial standards of fair dealing) to seller only.

Answer F
(Sales & Sales Contracts)
Page 730

157. Product liability is built on the principle that a person who introduces a product into the stream of commerce owes a duty of care, not only to the person who first purchases the product, but also to anyone else who might foreseeably come into contact with it.
Answer T
(Product Liability)
Page 735

158. Bringing foreign companies to justice over intellectual property infringement often is easy because many foreign countries’ legal systems do value individual property rights.

Answer F
(Patents)
Page 737

159. The consumer Leasing Act of 1976 removed the Truth-In-Lending Act for the purpose of providing meaningful disclosure to consumers who lease goods.

Answer F
(Consumer Credit)
Page 752
Essay Questions
160. What are the four key elements of a valid contract?

(The Law of Contracts)
Page 722

161. What constitutes an agreement? What are the two key elements to agreement? Offer an example of each.

(Agreement)
Page 722

162. What is contractual capacity and who can not legally enter into a contract?

(Contractual Capacity)
Page 725

163. What is assent in a contract and what invalidates it?

(Genuineness of Assent and the Form of Contracts)
Page 727
164. Briefly explain the concept of breach of contract and the type of damages that can be collected for breach of contract.

(Breach of Contract)
Page 728
165. Outline and briefly explain the concepts of sales and sales contracts, breach of sales contract, sales warranties, and product liability as described in the Uniform Commercial Code.

(Sales and Sales Contracts)
Page 730

166. What part do patents, trademarks, and copyrights play in protecting intellectual property rights?

(Protection of Intellectual Property Rights)
Page 737

167. Explain the law of agency, who is an agent, what constitutes the relationship between an agent and a principal, and under what conditions can the relationship be terminated?

(The Law of Agency)
Page 743

168. Describe the key features of bankruptcy proceedings under Chapter 7, Chapter 11, and Chapter 13.

(Bankruptcy)
Page 744

169. Explain the basic prohibitions on trade practices of the Sherman Anti-Trust Act, the Clayton Act, and the Robinson-Patman Act. How is the Miller-Tydings Act related to these laws?

(Trade Practices)
Page 749

170. The government has created a number of laws and regulations in the area of consumer protection. Discuss.

(Consumer Protection)

Page 751

171. Discuss government regulation in the area of consumer credit, identifying key legislation and what rights it grants consumers.

(Consumer Credit)
Page 752
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