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VOTRE LIEN AVEC CE QUI COMPTE — CONNECTS YOU TO WHAT MATTERS






ADM 3360C
Business Law
Fall, 2016
Mid-Term Exam

October 16, 2016
Professor:   La Rochelle      
Duration:    2 hours (120 Minutes)
Value:        30% of your final grade
	INSTRUCTIONS
1.
This is a closed-book exam.  The only examination aids permitted are pens, pencils and related writing materials.
2.Answer in the exam booklets provided.




Note:  This exam contains 4 questions, worth 45 marks total 

NAME:  __________________________________________

STUDENT #:  ________________________

	Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________
Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


Question 1
An accounting student is researching the deductibility of certain business expenses. She has found a provision of the federal Income Tax Act in which it is stated that business expenses of this general nature are not deductible. However, she has also found a decision of the Federal Court of Appeal, in which the judges state that expenses of this particular type are deductible.  The court distinguished the application of Income Tax Act, section, holding that it does not apply to the expenses of the specific nature under consideration.  The court cited cases involving internet luring, prior to amendments to the Criminal Code, in support of its reasoning.   The accounting student is now uncertain as to the deductibility of the expenses.
Required (8 marks):

Advise the accounting student, including specifying any additional information you would prefer to have in order to provide a more complete response.

Question 2
ABC Inc. is a drug manufacturer.  To deal with customer concerns, it has engaged an external mediator to facilitate resolution of any customer issues.  If the mediation is not successful, the customer is entitled to choose an arbitrator to render a final decision.  Recently, a number of customers who have suffered negative side-effects from one of the drugs produced by ABC Inc. have refused mediation or arbitration, but have instead commenced a class action.
Required (5 marks):
Discuss the nature of the procedures specified to address customer grievances against ABC Inc. Why would customers seek to commence a class action, as opposed to using mediation or arbitration?

Question 3
Ryan White and Sean Black are shareholders and directors of Springfield Meadows Ltd., a federally-incorporated company that has developed land for a large trailer park in Alberta.  Springfield has twenty other shareholders.  Ryan and Sean, both residents of Ontario, are approached by Louise Blue, who is seeking investors in what she says will be a limited partnership, Springfield Green Partners, the business of which will be to lease trailers.  Ryan and Sean are interested in investing, since this would be a good way to fill up some of the vacant sites at Springfield’s trailer park.  Ryan and Sean decide to incorporate RySe Investments Inc., a corporation incorporated provincially, under the Ontario Business Corporations Act, with each of them owning one common share.  Following incorporation, both are elected directors and Ryan is appointed President, while Sean is appointed Vice-President.

Through RySe Investments Inc., Ryan and Sean invest $100,000 in Springfield Green Partners.  Others also invest, enabling Louise, who calls herself the general partner, to purchase a significant number of trailers, using both the investment funds, plus borrowing from several private lenders.  The private lenders were not familiar with the trailer industry, but had known and grown to trust Louise in her previous role as a sales agent for a manufacturer of industrial equipment.  As Louise told them, “I have a number of partners who have confidence in this business, including two of the key people at Springfield Meadows Ltd., Ryan White and Sean Black.”  
Unfortunately, the trailers are purchased and the business of Springfield Green Partners commences just as global oil prices plummet, as does the economy of Alberta.  The trailers are seized by creditors of Springfield Green Partners and sold at a loss.  Louise has disappeared.  Ryan and Sean, as well as RySe Investments Inc., are now being sued by the creditors of Springfield Green Partners to recover the balances owing.   Ryan and Sean are both quite defensive.  As Ryan says, “We can’t owe them anything.  Besides, they should be suing Springfield Meadows Ltd.  Anybody can see that Springfield Meadows Ltd. must have a relationship with Springfield Green Partners.  Look at how the names are so similar.  Plus, somebody told me that if we had made money, Springfield Meadows Inc. could have a claim for it.  If it could get our profits, it should be sharing in our losses.”

Required (18 marks):
Discuss the legal issues raised by the foregoing.

Question 4
Edie, Alma and Tim decided to each invest $50,000 in an EATs restaurant franchise.  Because they were rushed, they all simply signed an agreement by which an EATs restaurant location would be opened in a location where they had all signed a lease.  The EATs restaurant was established at the location, and became quite successful.  Edie, Alma and Tim do not have a formal agreement concerning the allocation of responsibilities, but they each take turns doing the cooking—Edie and Alma more than Tim, who has a bad back and often goes home early or doesn’t come in at all.   Serving and cleaning tasks are done by paid staff, who are paid from an account over which Edie, Alma and Tim have individual signing authority.
The relationship with the franchisor, initially quite supportive, is now strained.  The franchisor has insisted that renovations, amounting to $20,000, be undertaken, with a view to producing a gourmet line of pizzas, where all of the ingredients would be sold by the franchisor to the franchisees.  The ingredient prices are higher than what Edie, Alma and Tim would be paying if purchasing the ingredients privately.  The end result is that the restaurant will become less profitable with the gourmet pizza line, plus the costs of the renovations.  The profitability concerns worried Alma so much that she withdrew $10,000 from the business account, purchased a motorcycle and hasn’t been seen for several weeks.  Rumour has it that she is “heading west, to find herself”.  “Hope she gets lost,” grumbled Tim.  Edie and Tim continued as before, though Tim said to Edie “I don’t know how much more of this I can take.  I am basically the silent partner here, losing my investment.”

One day, while Edie was doing the cooking and just before Tim arrived for the day, late, a customer, Juan, became violently sick from food poisoning.  

“That’s it,” said Tim to Edie.  “You’re on your own now, including this food poisoning mess.  I have a constitutional right to protection.”
“Don’t get too upset,” replied Edie.  “Didn’t you read any online news today?  Alma just won $1,000,000 in a lottery in British Columbia.  We’re OK now. Her money is our money.”

Required (14 marks):  

Discuss the legal issues raised by the foregoing.
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