ANSWERS
1. Stan and Cindy entered into what appeared to be a contract for the sale of an antique automobile. Stan agreed to pay the purchase price and Cindy agreed to deliver the car to Stan's garage. Secretly, however, Cindy planned to keep the car for herself. Will a court enforce the agreement?	

a. A court will enforce the agreement because Cindy behaved badly and the court wants to punish that type of behaviour.
b. A court will not enforce the agreement because the existence of Cindy's secret plan meant that the parties did not really agree to the same thing.
c. A court will enforce the agreement because a reasonable person would have believed that the parties entered into a contract.
d. A court will not enforce the agreement because business people must be able to rely on outward appearances.
e. A court will not enforce the agreement because Cindy expected to keep the automobile and contract law tries to protect reasonable expectations.

2. Ace Flour Co entered into a contract to provide flour to YYZ Bakery at a fixed price for a twelve month period.  Two months into the contract, the price of flour suddenly increased.  Ace Flour Co approached YYZ Bakery to ask if YYZ Bakery would be willing to pay a higher price for the flour.  YYZ Bakery promised that it would pay the higher price requested by Ace Flour Co.  Based on these facts alone, which of the following is TRUE?

a. YYZ Bakery is now contractually obligated to pay the higher price.
b. YYZ Bakery is contractually obligated only to continue to pay the original price for the flour. 
c. The agreement to pay a higher price must be in writing to be enforceable.

3. Wade and Art Tours Inc. entered into a contract in which Wade promised to put on a “performance art” concert in return for $25,000.  The idea is that Wade will paint several canvasses on stage to music while he dances around.  A local television station heard about the concert and entered into a contract with Wade to broadcast the concert.  In return for the broadcast rights to the concert, Wade will be paid $15,000.  Which of the following statements is TRUE?	

a. Although Wade has contracts with both Art Tours Inc. and the local television station, he can only demand payment from one of them.
b. If Wade fails to perform the concert as promised, he may be held liable for breach of contract to both Art Tours Inc. and the local television station.
c. Wade does not have a contract with the local television station because a pre-existing contractual obligation cannot be re-used for the purpose of supporting a new contract.
d. Wade does not have a contract with Art Tours Inc. because he re-used his promise to perform the concert in order to support his contract with the local television station. 
e. Wade does not have a contract with the local television station because he re-used his promise to perform the concert in order to support his contract with Art Tours Inc. 

4. Brian has had a crush on his good friend Naomi for years.  Naomi, however, is not aware of Brian’s feelings for her.  She just thinks of Brian as her friend.  In order to win her affections, Brian likes to do little favours for Naomi.  Recently, Brian decided to make a bigger gesture.  He managed to convince Naomi’s sister to lend him Naomi’s car keys and then installed an expensive new stereo in Naomi’s car.  Naomi was very surprised and delighted with the stereo.  But when she found out that Brian had installed it for her, she felt that the gift was too much.  She told Brian that she was not comfortable accepting the stereo and that she would feel better if she paid him $400 for it.  After protesting, Brian finally agreed to accept the money, but said that Naomi could pay him whenever she wanted to.  Three weeks later, Naomi had not yet paid Brian.  A major bill had come in and she didn’t extra money to pay Brian.  At the same time, Brian had met a new girl and he had lost interest in Naomi.  He wanted the money so that he could buy the new girl some nice gifts.  He therefore has become very interested in getting the $400 from Naomi.  Under the circumstances, which of the following is TRUE?
a. Naomi’s promise to pay Brian $400 is gratuitous and therefore not legally enforceable for want of consideration.
b. Since Naomi and Brian are friends, a court would likely presume that they did not intend for form a legally binding agreement and that there is therefore no contract.
c. The act of installing the stereo is past consideration and therefore cannot support a valid contract.
d. Both (A) and (B) are correct.
e. All of (A), (B), and (C) are correct.

5. In early March, Maran offered to rent her cottage to Gerrit for the first two weeks of July at a cost of $1800. Maran did not impose any restrictions on acceptance. Gerrit did not yet know when his vacation was scheduled, so he did not immediately respond to Maran's offer. Gerrit learned at the end of June that he was entitled to vacation during the first two weeks of July. He therefore arrived at the cottage on July 1st and told Maran for the first time that he was accepting her offer. Which of the following statements is most likely TRUE?	
a. Gerrit has the right to stay at the cottage because he accepted Maran's offer by conduct.
b. Gerrit has the right to stay at the cottage because Maran should have known, as a reasonable person,  that he would want to do so.
c. Gerrit has the right to stay at the cottage because Maran gave a firm offer.
d. Gerrit has the right to stay at the cottage because he accepted Maran's offer by silence.
e. Gerrit does not have the right to stay at the cottage because he let Maran's offer lapse.

6. Because he was in love with her, Louis promised to sell his trumpet to Ella for $500. At the time of that agreement, Ella stressed that the deal was purely commercial and made it clear that she did not share Louis’s hopes for an intimate relationship. Before the sale was performed, Louis fell in love with another woman, Billie. As a result, he now refuses to transfer the trumpet to Ella. The actual market value of the trumpet is $1500. Which of the following statements is TRUE?	

a. Ella cannot enforce Louis’s promise to transfer the trumpet because that promise was only supported by past consideration:  it was based on the fact that Louis was previously in love with Ella.
b. Ella cannot enforce Louis’s promise because love and affection are not good consideration.
c. Ella cannot enforce Louis's promise because her promise did not provide adequate consideration.
d. Louis and Ella have both provided consideration and they have an enforceable contract. 
e. Ella can enforce Louis’s promise to transfer the trumpet, but only if she pays the actual market value of the trumpet.

7. On Monday, Noah offered to sell his cottage to Sunil.  Sunil was interested, but he needed some time to secure financing from his bank.  Sunil asked Noah if he could have until Friday to give his answer, and Noah agreed.  On Tuesday, Noah offered to sell his cottage to Heather.  Heather also needed some time to consider Noah’s offer.  Heather offered Noah $150 to keep his offer open to her until Friday, and Noah accepted this offer.  The very next day, on Wednesday, Heather accepted Noah’s offer to sell his cottage to her.  Noah then called Sunil to tell him that he could no longer sell him the cottage.  Which of the following statements is TRUE?
a. Noah is liable to Sunil for breach of contract since he withdrew his promise to keep the offer open until Friday.
b. Noah and Heather have a binding contract and Noah will be liable to Heather if he refuses to sell her the cottage.
c. Noah may have acted unethically, but Noah is likely not liable to Sunil under these circumstances.
d. Both (a) and (b) are true.
e. Both (b) and (c) are true.

8. Rupert, Nancy, and Bill were partners in a software development business.  Rupert suddenly passed away as a result of a heart attack.  In Rupert’s will, he left his interest in the partnership to his daughter Bella.  Which of the following is TRUE?

a. Bella can only become a partner in the partnership if Nancy and Bill approve.
b. The partnership is automatically terminated.
c. Rupert’s interest in the partnership is automatically terminated (but the partnership itself carries on) and Nancy and Bill must pay Bella the value of Rupert’s interest in the partnership.
d. Bella may become a partner in the partnership but she must pay back any loans that the partnership made to Rupert.
e. Bella is now a partner in the partnership because every partner has the right to choose his or her own successor and Rupert left his interest in the partnership to her.

9. Max is having a garage sale.  Stella approaches Max, holding a vase.  She says to Max, “I’ll give you $5 for this here vase.”  Max thinks about it, nods his head in agreement, and extends his hand so that he and Stella can shake hands.  He and Stella then shake on it.  Max and Stella have now formed a legally binding contract.

a. TRUE		
b. FALSE


10. Johnny offers to buy Louis’s trumpet for $350.  Louis tells Johnny that he is not interested in selling his trumpet.  The next day, Louis changes his mind.  He calls Johnny and says, “Sure, I’ll sell my trumpet to you for $350.”  Which of the following is TRUE?

a. Louis has accepted Johnny’s offer to purchase the trumpet.
b. Louis has actually just made Johnny an offer to sell Johnny his trumpet for $350.
c. Louis has let Johnny’s offer lapse.
d. Louis has issued an invitation to treat for his trumpet.
e. These conversations could never result in the formation of a contract because contracts must be in writing to be binding.


11. YYZ Ltd and Hogtown Corp have had a fruitful business relationship for many years.  Last year, when YYZ was close to releasing a new widget product line, the two companies began negotiations for the purchase and sale of the new widgets.  YYZ and Hogtown decided to sign a Letter of Intent (LOI) to formalize their discussions up to that point.  The LOI contained, among other things, the following provisions:

Paragraph 1: This document is a Letter of Intent between YYZ Ltd and Hogtown Corp, and it has the purpose of summarizing our negotiations up to this point.  This Letter is not a contract and it carries no legal obligations.
Paragraph 33: Hogtown will commit to purchasing 1000 widgets per month at a price of $15 per widget for a minimum of twelve months. YYZ will commit to releasing the new product line no later than February 1, 2013.
YYZ and Hogtown did not sign any other documents.  In January 2013, YYZ realized that there were problems with the new widget product line, and had to delay the release indefinitely.  Hogtown, however, had planned on being able to acquire those widgets. Hogtown claims that the failure to provide the new widgets is a breach of contract.  YYZ argues that the parties don’t have a contract at all.  Which of the following is TRUE?

a. YYZ and Hogtown must have a contract since business corporations always intend to form contracts. 

b. The terms of the Letter of Intention likely rebut the presumption that YYZ and Hogtown, as business corporations, intended to form a contract, so there is no contract.

12. Molly had operated a business for several years. Because the number of customers increased significantly, she persuaded Ben to work together with her. Two years after Ben came aboard, Molly committed a tort, while acting in the course of the business and caused a customer to suffer a substantial loss. A question has arisen as to whether Ben and Molly were partners. Which of the following statements is TRUE? 	

a. because Ben and Molly were working together, he is liable for her tort even if they were not formally partners.
b. a partnership cannot exist unless the business holds property apart from both Molly and Ben.
c. Ben will be considered a partner as long as he was paid for his services out of the business's profits. 
d. a partnership might exist even if Ben and Molly did not intend to enter into a partnership together.
e. the parties' business organization cannot be a partnership if the business was losing money with the result that there were no profits to share.

12. On Monday, Duke offers to sell his horse, Clip Clop, to Red.  He tells Red that Red has until Friday to let him know if he wants to buy the horse.  On Tuesday, Red decides that he will buy Clip Clop; but Red is very busy that day, and so he does not have time to tell Duke that he will take the horse.  On Wednesday, Duke changes his mind and decides he wants to keep Clip Clop.  Duke drops by Red’s house to tell Red that the horse is no longer for sale.  Before Red can say anything, Duke says, “Red, I’m sorry.  But Clip Clop is no longer for sale.  I’ve decided to keep him.”  Which of the following is TRUE?

a. Duke and Red have a contract since Red made the decision to accept Duke’s offer.
b. Duke and Red do not have a contract since Duke revoked his offer prior to receiving Red’s acceptance.
c. Duke’s attempt to revoke his offer is a breach of contract since Duke gave Red an option when he promised to hold the offer open until Friday.
d. Duke and Red do not have a contract since contracts are formed when the parties actually perform their obligations, and this has not yet happened.
e. Duke and Red do not have a contract because Red let the offer lapse.

13. Eddie makes gourmet cat treats.  He is currently operating his business as a sole proprietorship.  His business, however, is growing very quickly and Eddie is thinking about expansion.  Which of the following statements is TRUE?

a. Eddie can raise money for expanding his business by loaning his sole proprietorship some money.
b. Eddie can raise money for expanding his business by selling his son a share in the sole proprietorship.
c. Eddie can raise money for expanding his business by accepting a loan from his wife.
d. If Eddie wants to expand his business, he will have to incorporate. 
e. None of the above.

14. Sandy is a blueberry farmer.  He expects to harvest his blueberries on the week of June 1.  The blueberries will be at their peak during this week.  On May 23, Sandy offers to sell his blueberry crop to Dan.  Dan says that he will think about it.  On May 31, one day before the harvest begins, Sandy still has not heard from Dan.  So when Efrem offers to purchase Sandy’s entire crop of blueberries, Sandy quickly agrees.  On June 3, Dan calls Sandy to tell him that he would like to purchase the crop.  Which of the following is TRUE?
a. There is no contract between Sandy and Dan because Dan let the offer lapse.
b. There is no contract between Sandy and Dan because the act of accepting Efrem’s offer effectively acted as a revocation of the offer to Dan.
c. There is no contract between Sandy and Dan because Dan only verbally told Sandy that he would buy the crop of blueberries: he needed to put his acceptance in writing.
d. There is no contract between Sandy and Dan because Dan only made an invitation to treat to Sandy.
e. Sandy and Dan have now formed a contract, which Sandy will breach since he has already promised to sell his blueberries to Efrem.
15. Luna posts a notice on the bulletin board at her local gym: “For sale!  Woman’s road bike, 2012 Trek model, barely used, excellent condition.  Asking $600. Will have the bike available to see on Friday morning.”  When Luna arrives with the bike on Friday morning, both Gretchen and Eva are waiting for her, each with $600 cash in hand.  They both say at the same time, “I’ll buy your bike!”  Which of the following is TRUE?

a. Luna can decide to sell her bike to either Gretchen or Eva.
b. Luna can change her mind entirely and decide to keep the bike for herself.
c. Luna can tell Gretchen and Eva that the price for the bike is now $750.
d. All of the above.
e. None of the above.

16. Cain and Abel have decided to form a general partnership.  Cain provides $1000 cash while Abel provides $500 cash to start up their business.  Cain and Abel never enter into any kind of partnership agreement.   After their first year in business, the partnership has done very well.  The partnership has earned a profit of $30,000.  Cain says that he is entitled to $20,000 of the profit and that Abel is entitled to $10,000.  Abel disagrees and says that he and Cain are both entitled to $15,000 each.  Who is right and why? [2 points.]  Explain your answer.

a. Abel is right.  

b. The law sets out default rules for general partnerships; these rules apply when partners do not enter into a partnership agreement.  
c. The default rules state that all partners are entitled to an equal share in the profits of the partnership.  
d. Since Cain and Able never entered into a partnership agreement, the default rules apply.  They must therefore share the profit of $30,000 equally, at $15,000 apiece.  
SHORT ANSWER/WRITTEN QUESTIONS
A. Jack ran a moving business on his own for several years.  However, as a result of a criminal conviction for Theft Over $5,000 and Fraud, Jack was no longer bondable and could not obtain insurance to operate his moving business.  Jack therefore incorporated a corporation ,  which he named Happy Movers Inc. (Happy Movers).   Jack was the sole shareholder of Happy Movers; he also named himself the sole director and appointed himself the President of Happy Movers.  After incorporating, Happy Movers obtained liability insurance from Flavelle Insurance Co. (FIC).  Several months later, a customer of Happy Movers sued the company after several expensive items went missing during a move.  Happy Movers informed its insurance company, FIC, of the claim it had received.  When it received Happy Movers's claim, FIC conducted an investigation into the matter.  It then learned that Jack has a criminal record, which he did not disclose when he was  obtaining insurance  on Happy Mover's behalf.   FIC has a policy that it does not insure individuals in the moving business if such individuals have criminal convictions related to "dishonesty offences" such as theft and fraud.  FIC therefore immediately cancelled Happy Movers's insurance policy and refused to cover the claim filed by Happy Movers on the grounds that Jack failed to disclose his criminal background.

Jack can likely sue FIC successfully for failing to honour the insurance policy held by Happy Movers since the insurance contract was between FIC and Happy Movers, not FIC and Jack personally.  

TRUE    		     FALSE

EXPLAIN: 
In this case, FIC can likely convince the court to pierce the corporate veil and treat Jack and Happy Movers as one and the same person.  Normally, under the law, the corporation is a separate legal person from its shareholders, officers, and directors.  But in some cases, the court will disregard the separate existence of the corporation, including cases where the shareholders are seeking to do something fraudulent.  Here, Jack incorporated Happy Movers because he himself could not get insurance; the corporation was not incorporated for a valid legal purposes, but in order to do something that Jack could not do in his personal capacity.  Therefore a court is likely to pierce the veil and disregard the separate existence of the corporation.

B. Dino offers to sell his baseball card collection to Rufus, and Rufus accepts Dino’s offer.  Secretly, though, Dino has no intention whatsoever of selling his baseball card collection to Rufus.  Under the circumstances, which of the following is TRUE?

a. Dino and Rufus have a contract regardless of Dino’s secret intentions.
b. There is no contract in this situation because Dino never intended to form a legally binding agreement.
EXPLAIN:
· Intention to form a contract is assessed objectively./The legal test for intention to form a contract is whether a reasonable person would have thought that the parties meant to form a contract (legally binding agreement). 
· Here Dino outwardly made an offer that was accepted, so a reasonable person would think that Dino and Rufus really did mean to form a contract./Dino’s secret intentions are irrelevant because they are subjective./Dino’s secret intentions are irrelevant (or don’t matter) because a reasonable person would still think that he meant to enter into the contract./ Dino’s secret intentions are irrelevant (or don’t matter) because they would not be considered in an objective analysis. 

C. Donna promises to donate $100,000 to People for Paws, an animal rescue group, if People for Paws promises to build a new shelter with the money.  Donna and People for Paws have both provided consideration in support of a legally binding contract. 

a. True
b. False
Briefly explain (1 mark):
Answer
Consideration means that a person confers a benefit or suffers a detriment. Consideration must flow from both parties, but it does not need to be received by the other party.  It can be received by a third party.  
Donna is giving money and People for Paws is building a shelter.  Since both Donna and People for Paws have conferred a benefit, they have both given consideration. 


D. Laurie and Kelly are sisters.  Laurie recently promised to pay Kelly $100 if Kelly did all of Laurie’s chores around their home for three weeks.  Kelly agreed to do so.  At the end of the three weeks (during which Kelly did, in fact, do all of Laurie’s chores), Kelly asked Laurie to give her the promised $100.  Laurie, however, refused.  Under the circumstances, a court would likely find that Laurie and Kelly do not have a contract and that Laurie is therefore not liable to pay Kelly the $100.

a. True
b. False
Briefly explain (1 mark):
Issue is intention to form contracts in the context of social relationships (family and friends)
Parties to a contract must have the intention to form a legally binding agreement, and intention is assessed objectively.
There is a rebuttable presumption in law that family and friends do not intend to form a contract/legally binding agreements. 
Since Laurie and Kelly are sisters, a court would likely find that there wasn’t any intention to form a legally-binding agreement. 
Note: although this presumption is rebuttable, there is nothing in the facts that suggests that these sisters really did intend for this promise to have legal consequences.  E.g., there is no written agreement, no major undertaking, no evidence to rebut the presumption that this arrangement was never meant to have legal consequences.

E. Martin is an older gentleman who runs a hardware store on Main Street.  Jack owns and operates the deli next door to Martin.  This past winter, Jack shoveled the snow from his walk and Martin’s walk and from the sidewalk in front of their stores each time it snowed.  Martin did not ask Jack to help him clear the snow, but Martin is very grateful for Jack’s help.  After the last snowfall of the year, Martin thanked Jack for his help and said that he would like to give him $100 as an expression of thanks.  Jack didn’t want to take Martin’s money, but things had been slow at his deli and Jack could use the cash.  Thus, Jack agreed to take the $100.  Martin, however, never paid Jack.  As it turns out, Martin has also found that things have been slow at his hardware store and he needs the money.  Martin has come to you for advice.  
(a) Legally, is Martin obligated to pay Jack?  Why or why not?  Explain your answer. 
Ultimate answer: NO.

· For consideration to be valid (or “good” consideration), there must be mutuality in the exchange of consideration.  (Students can also express the idea by saying something along the lines of the fact that the parties have to give their consideration in exchange for/in return for the consideration given by the other party.) 

· Past consideration refers to something a party did before a contract was contemplated. 

· Because past consideration is not given in return for/in exchange for the other party’s consideration, past consideration is not good consideration.  Students can also express the idea by saying “because there is no mutuality, past consideration is not good consideration”.  

· Here, Jack shoveled the snow before Martin promised to pay him $100. [Students might also say that Jack shoveled the snow before the contract with Martin was contemplated.] 

· Therefore, Jack did not shovel the snow in return for/in exchange for the promise to pay $100.  There is no mutuality in the exchange of consideration.  

· Since there is no mutuality, Jack’s consideration is not good consideration.  There is therefore no contract between Jack and Martin.   


F. Lola is an antiques dealer who has a knack for finding unusual pieces.  Bill is one of her frequent customers.  Bill owns and operates a string of boutique hotels.  He likes to use unusual antiques in the décor of his hotels.  Recently, Lola found a very unusual antique map of North America.  Lola called Bill on Monday since she knew that he would likely be interested in the piece.  Lola offered to sell the map to Bill.  Bill indicated that he was very interested in acquiring the map, although he wanted to see it before he made any final commitments.  He also said that he would not be able to come down to Lola’s store until Thursday.  Lola said that she would set the map aside for Bill.  However, a customer came into Lola’s store on Wednesday and immediately fell in love with the map.  The customer offered to buy the map right then and there – and for ten percent more than Lola was planning to charge Bill.  The customer was only in town for the day, however, and had to complete the sales transaction by the end of the day.
(a)Does Lola owe Bill any legal obligation with respect to the map?  Explain your answer. 
Answer:
No.
· First, although Lola made an offer to Bill (to sell him the map), he did not accept the offer.  Therefore there is not a binding contract of sale between them. 

· Second, Lola has made Bill a “firm offer”.  [Students must explicitly recognize that Lola has made Bill a firm offer.] 
· A firm offer exists when the offeror promises to hold an offer open for acceptance for a certain period of time. –
· A firm offer is not legally binding because no consideration is given in return for the promise to hold the offer open. –
· In this case, Bill did not offer any consideration for the promise to hold the offer open.
· Lola’s promise to hold the map for Bill is therefore NOT legally binding. 



G. Pedro has decided to purchase extended medical insurance.  When applying for the insurance, he was given a detailed form to complete about his personal health and his family’s medical background.  Pedro has high blood pressure and his father has a heart condition.  Pedro decided not to reveal this information since he thought it would increase the premium he would pay for the insurance.  Pedro’s application was approved and he signed a contract with the insurance company.  Shortly after the contract came into effect, Pedro suffered a major heart attack.  When Pedro attempted to claim disability benefits available under his insurance plan, however, the insurance company advised him that it was planning to rescind its contract with him.  It seems that the insurance company had discovered that Pedro had not disclosed the information about his high blood pressure and his father’s heart condition.  It is likely that the insurance company will be able to avoid its contract with Pedro.  This statement is:

a. True 
b. False

Explain:
There is a duty of utmost good faith with insurance contracts, meaning that the potential insured party must provide full disclosure of all relevant information.  Pedro’s failure to disclose his high blood pressure and his father’s condition amounts to a misrepresentation that will allow the insurance company to rescind the contract.

H. Tonia rented a bike from We Explore Everywhere Inc (WEE), a company in Toronto.  Before she could take the bike, she had to sign a four page, standard form contract.  The clerk handed her the contract, and she signed it without reading it.  The clerk offered no explanation about what Tonia was signing, and Tonia did not ask for clarification.  Later that day, when Tonia was riding along King Street, the wheel of the bike caught in a street car track.  The wheel actually flew off the bike, and Tonia had a terrible fall.  She suffered serious injuries as a result.  Tonia is considering suing WEE for giving her a bike that was not safe to ride.  But it turns out that the rental contract contains a waiver of liability.  This exclusion clause was buried in the middle of the contract.  Tonia wonders if she will be able to recover damages since she did sign the contract.  Which of the following is TRUE?

a. Since Tonia signed the contract, she is bound by its terms, including the waiver of liability.  
b. Tonia won’t be bound by the waiver because the waiver was buried in the other terms of contract and the clerk failed to notify her about it.
c. Tonia won’t be bound by the waiver because she did not read the contract.
d. Tonia won’t be bound by the waiver because the contra proferentem rule applies in this case.

Explain:
 A person must have reasonable notice of an exclusion clause in order to be bound by it.  Burying the clause in a four page standard form contract certainly raises problems with reasonable notice.  Since Tonia did not have reasonable notice of the term, she won’t be bound by it even though she signed the contract itself.



I. Laura and Chester are sister and brother.  Laura is a lawyer and Chester is an accountant.  Chester has a cottage near Huntsville and he has offered to sell it to Laura.  At first, Laura said no.  But then after giving it a lot of thought, Laura decided to open up a law office in Huntsville and live at the cottage during the summer.  She and Chester discussed the sale again and came to an agreement about the price for the cottage.  They had a lawyer write up a formal set of terms and conditions for the purchase and sale of the cottage, and they signed the agreement.  Chester helped Laura find office space for her law office in Huntsville.  But just when it seemed liked everything was in place, Chester changed his mind.  He called Laura and said that he no longer wanted to sell the cottage.  When Laura explained that they had a contract, Chester said, “no, we don’t. Family members can never form contracts with each other.  There’s no intention.  I’m surprised you don’t know that.”
Is Chester correct? More specifically, in this case, would a court say that a brother and sister (Chester and Laura) could not form a contract because they had no intention to form a legally binding agreement?  Explain your answer, taking care to explain that law first and then to apply the law to the facts.
· Issue is intention to form contracts in the context of social relationships (family and friends) (Rebuttable presumption)
· Parties to a contract must have the intention to form a legally binding agreement, and intention is assessed objectively.
· There is a general presumption that family members do not intend to form contracts with each other./ There is a general presumption (or assumption) that family members do not intend to create legally binding agreements. 
· But this presumption is rebuttable./This presumption can be disproved in court./Courts will accept evidence that there really was an intention to form legally binding agreements. 
· [Students may combine the above by saying: there is a rebuttable presumption that family members do not intend to form legally binding agreements/contracts with each other.   This combined statement is worth 1 mark.]
· Here, there is evidence of an intention to form a legally binding agreement. Students need to provide at least two indicia that there was an intention to form a legally binding agreement.  These indicia could include (each one being worth 0.25, to a max of a total of 0.5 for this part of the answer):
· The contract involved property, so that is pretty serious. (People tend to take property contracts more seriously.)
· Laura relied on the agreement by getting office space in Huntsville, a sign that she was taking the sale seriously.
· They consulted a lawyer.
· They had a written agreement.
· Since there is evidence that Chester and Laura intended their agreement to be taken seriously/to have legal consequences/to form a contract, the presumption (that family members do not intend to form contacts with each other) can be rebutted. 

J. Beth offers to sell her skates to Angie for $40.  Angie is delighted and immediately accepts Beth’s offer.  She tells Beth that she will pick up the skates the next day.  But later that afternoon, Angie slips, falls, and breaks her ankle.  Since she will be in a cast for the next 8 weeks, Angie no longer wants a pair of skates.  She calls Beth and says, “Sorry, Beth.  I don’t need the skates anymore.  The deal is off.”  Angie can back out of her agreement with Beth since they have not yet formed a contract. 
· True
· False
Explain:
Contracts come into existence as soon as the offeror receives notification of acceptance.  Angie, the offeree, told Beth that she accepted the offer.  Therefore, the contract was already formed by the time that Angie called Beth to tell her that she had changed her mind.  It was too late: the contract was already in existence.


K. Ben has decided to sell Clip-clop, his race horse.  On Monday, Ben offers to sell Clip-clop to Macy, an acclaimed actress.  Macy isn’t sure that she wants to buy a horse since she expects to have to travel a great deal in the next year for work.  Macy asks Ben for a few days to think about it and to check her travel schedule.  Ben agrees to give Macy until Friday to give her answer.
On Tuesday, Clip-clop’s long-time jockey, Red, discovers that Ben has offered to sell the horse to Macy.  Red is appalled and immediately confronts Ben about the situation.  Ben feels bad, so he offers to sell Clip-clop to Red.  Red loves Clip-clop, but he is not sure that he can afford to buy Clip-clop.  He needs time to try to arrange for financing.
a. Suppose that Red has come to you for advice.  He wants to know if there is a way to ensure that Ben does not revoke his offer before he has time to arrange for the financing.  What advice would you offer to Red? 

· Advise Red to get an option. 
· An option is created when the offeror is paid to keep an offer open for acceptance for a specific period of time.  It is a legally binding agreement. 
· Since it is a contract, there are remedies if the promise is breached./Options create a legal obligation to keep the offer open. 
· Therefore, if Red wants to keep the offer open, he should purchase an option/give Ben something to keep the offer open/give Ben money… …So that Ben would have a legal obligation to keep the offer open for Red/so that Red would have a remedy if Red revoked the offer. 

b. Now suppose that Red manages to arrange for financing and that Red accepts Ben’s offer on Thursday.  Suppose that Macy discovers that she can bring the horse along with her to her film shoots and other acting gigs and so she decides to accept Ben’s offer to buy Clip-clop, although she doesn’t call Ben right away.  If Ben calls Macy on Friday morning to tell her that the horse has been sold and that he is revoking her offer, does Macy have any legal recourse?  (Does she have any rights in contract law?)  Explain your answer.  Assume that Ben revokes the offer before Macy has a chance to say “I accept your offer”.  [Hint: there are at least two dimensions to Macy’s situation.] 

· Ben gave Macy a firm offer. (“Firm offer” must appear.) 

· A firm offer is a gratuitous promise to hold an offer open for a certain period of time. 

· A firm offer is NOT a contract./A firm offer is not enforceable./A firm offer does not create any rights. – 

· Since Macy did not give Ben anything for the promise to hold the offer open, Ben’s promise was just a firm offer./Ben only gave a gratuitous promise to hold the offer open. 


· Because Macy only has a firm offer, she has no legal claim against Ben in contract./She has no contractual rights because there was no contract.  – 

· Macy cannot accept Ben’s offer because Ben revoked the offer. – 

· An offer can be revoked at any point up to acceptance. 

· Once it is revoked, it is dead/cannot be accepted. 

· [bookmark: _GoBack]When Ben called Macy, he revoked the offer.  The offer is therefore dead and Macy cannot accept it and so no contract can be created.
