22ND EDITION

ANDERSON

BUSINESS LAW

And the | ngll Environment Comprehensive Volum:

_ 1;, " i
'ﬂmw '

TWOMEY & JENNINGS




ANDERSON'S

BUSINESS LAW

DAVID P. TWOMEY

Professor of Law
Carroll School of Management
Boston College
Member of the Massachusetts and Florida Bars

MARIANNE MOODY JENNINGS

Professor Emeritus of Legal and Ethical Studies
W.P. Carey School of Business
Arizona State University
Member of the Arizona Bar

o+ SOUTH-WESTERN

i » CENGAGE Learning’

Australia * Brazil  Japan ¢ Korea * Mexico ¢ Singapore  Spain ¢ United Kingdom ¢ United States

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

~
=]
k=
7]
@
£
©
=
<5}
=
-
-
-
©



This is an electronic version of the print textbook. Due to electronic rights restrictions,
some third party content may be suppressed. Editorial review has deemed that any suppressed
content does not materially affect the overall learning experience. The publisher reserves the right
to remove content from this title at any time if subsequent rights restrictions require it. For
valuable information on pricing, previous editions, changes to current editions, and alternate
formats, please visit www.cengage.com/highered to search by ISBN#, author, title, or keyword for
materials in your areas of interest.

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



1w

SOUTH-WESTERN

CENGAGE Learning

Anderson’s Business Law

and The Legal Environment, 22e
David P. Twomey, Marianne Moody
Jennings

Senior Vice President, LRS/Acquisitions &
Solutions Planning: Jack W. Calhoun

Editorial Director, Business & Economics:
Erin Joyner

Editor-in-Chief: Rob Dewey
Acquisitions Editor: Vicky True
Developmental Editor: Ted Knight
Editorial Assistant: Tristann Jones
Senior Brand Manager: Kristen Hurd

Associate Market Development Manager:
Roy Rosa

Content Project Manager: Darrell E. Frye
Sr. Media Editor: Kristen Meere
Manufacturing Planner: Kevin Kluck
Production Service: MPS Ltd.

Sr. Art Director: Michelle Kunkler

Cover and Internal Designer: Beckmeyer
Design

Cover Image: & FloridaStock/Shutterstock;
a Stéphane Bidouze/iStockphoto;
a Sean Nel/iStockphoto; & Charles
Plant/Shutterstock

Rights Acquisitions Specialist: Amber
Hosea

Marketing Coordinator: Christopher
P. Walz

Printed in Canada
1234567151413

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.

a 2014, 2011 South-Western, Cengage Learning

ALL RIGHTS RESERVED. No part of this work covered by the copyright
herein may be reproduced, transmitted, stored, or used in any form or
by any means graphic, electronic, or mechanical, including but not
limited to photocopying, recording, scanning, digitizing, taping, web
distribution, information networks, or information storage and retrieval
systems, except as permitted under Section 107 or 108 of the 1976
United States Copyright Act, without the prior written permission of
the publisher.

For product information and technology assistance, contact us at
Cengage Learning Customer & Sales Support, 1-800-354-9706
For permission to use material from this text or product,
submit all requests online at www.cengage.com/permissions
Further permissions questions can be emailed to
permissionrequest@cengage.com

ExamView? is a registered trademark of elnstruction Corp. Windows
is a registered trademark of the Microsoft Corporation used herein
under license. Macintosh and Power Macintosh are registered
trademarks of Apple Computer, Inc. used herein under license.

a 2008 Cengage Learning. All Rights Reserved.

Cengage Learning WebTutora is a trademark of Cengage Learning.
Library of Congress Control Number: 2012956483

ISBN 13: 978-1-133-58758-3

ISBN 10: 1-133-58758-5

South-Western

5191 Natorp Boulevard
Mason, OH 45040
USA

Cengage Learning is a leading provider of customized learning
solutions with office locations around the globe, including Singapore,
the United Kingdom, Australia, Mexico, Brazil, and Japan. Locate your
local office at: www.cengage.com/global

Cengage Learning products are represented in Canada by
Nelson Education, Ltd.

For your course and learning solutions, visit www.cengage.com

Purchase any of our products at your local college store or at our
preferred online store www.cengagebrain.com



CONNECT

for
SUCCESS

For today’s — and tomorrow’s — business leaders, a solid

understanding of the legal environment of business is
crucial. Students must be equipped with the knowledge of

basic legal concepts and the skills to apply these concepts

to real-world examples in order to succeed in business.

Anderson’s Business Law and the Legal Environment,

a time-tested market leading textbook, continues the
tradition of providing crystal clear explanations of the
law, student-friendly examples, and vivid illustrations.
Perhaps the most exciting innovation to the new edition
is not what students learn but sow they learn — the
cutting-edge 22nd edition continues with its proven
features and approaches for teaching and learning that are

integrated into every facet of the text and package.

> eBook and/or eChapter(s).



CONNECT for

LEARNING
SUCCESS

The learning system introduced in the 21st Edition of Anderson’s Business Law

and the Legal Environment, proved to be an effective tool for students to make the
connection to what they are reading, what they are doing in class, and—ultimately—
what they will do in the real world as business managers and leaders. This new tool is

continued and refined for the 22nd edition.

Chapters open with a self-guided outline—helping students focus on key concepts.
Chapter content continues to provide just the right amount of detail, presented in
terminology students can grasp and relate to. As a learning and study tool, key
examples are highlighted in green throughout each chapter—spotlighting the

connection between chapter concepts and real-world experiences for students.

The self-guided
outlines help students
Jocus on the key
concepts presented m
the chapter.

g s s,y s b e

B |
| e
| g
: 2 B Examples are
| | emphasized in every
| 4 3 Pan1 The Legaland Socal Envronment o Business |
| f @: h with
| 2. The Notion of Universal Standards for Business Ethics | paragraph wi
{ :‘ Another view of ethics holds that standards exist universally and cannot be changed E }l E hl N ]l
q ] or modified by law. In many cases, universal standards stem from religious beliefs. In | g reen ni g lg ls
g ¥ some countries today, the standards for business are still determined by religious ! . .
matual law-a syten of  tenets. Natural law imposes higher standards of behavior than those required by | = spotlz g}ltl ng the
§ principles to guide human positive law and they must be followed even if those higher standards run contrary to |
{ 3 | «conduct independent of, and dified law. For Ex: le, in th tl i h v whe 1. legally 3 L
| x codified law. For Example, in the carly nincteenth century when slavery was legally |
A e Unted s+ potive b sandrd spponcd sy Howis, | conmection between
B et meligenc slavery violates the nacural law principle of individual freedom and would be |
unethical, Civil disobedience is the remedy natural law proponents use to change | legal concepts and
«vil disobedience-the term 'y

positive law.
used when natural law

ot e poive o Former Supreme Court Justice Sandra Day O'Connor, who was second in her real-world e xp eriences

class at Stanford Law School (the late Chief Justice William Rehnquist was first), was

offered a job as a receptionist for a law firm while her male classmates were hired as E d
5. At that time, no law prohibited discrimination against women, 50 lax | or students.
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Maximizing student success, the
Make the Connection section found
at the end of each chapter begins
with a revised and more thorough
chapter summary recapping key
chapter topics. Action-oriented
Learning Outcomes direct students
to utilize the existing text pedagogy
by serving as a direct reference point
for selected For Example callouts,
case summaries, and feature boxes.

A list of Key Terms gives students
further opportunity to check their
understanding of commonly-used
business law terminology. The
Questions and Case Problems offer
students additional opportunities for
students to connect legal concepts

to real-world issues. And the CPA
Questions provide excellent review
for the CPA Exam.

Continued

The Family Man (2000) (PG-13)

Nicls Cage plys 2 Wal Stet bilonale wh i suddenly ghen a sburan e i Hew Jese with al of ts
il e and fiandal constaits. e s force 1o examine wh he really i and what s important

MAKE THE CONNECTION

SUMMARY

Business ethics i the application of valucs and
standards to business conduct and decisions. These
values originate in various sources from positive
(codified) Jaw to natural law to echical theories and
standards and on to stakeholder values. Business cthics
is important because trust s a critical component of
good business relationships and fiee enterprise. A

h values will enjoy the additional

c adv good reputation and, over

into motion social forces and cause the area of abuse to
be regulated, resulting in additional costs and

LEARNING OUTCOMES

Afier studying this chapter, you should be able 1o clearly

A. What Is Business Ethics?

WO Define business ethics

Sce the discussion of the definition,

balancing the goal of profits with the
values of individuals and society, on

p. 41-42.

restrictions for business. Voluntary value choices by
businesses position them for a comperitive advantage.
The categorics of ethical values in business arc
truthfulness and integrity, promise keeping, loyalty
and avoiding conflicts of interest, fairness, doing no
harm, and maincaining confidenti;
Resolution of ethical dilemmas is possible through
the use of various models that require a
businessperson to examine the impact of a decision
before it is made. These models include stakeholder

analysis, the Blanchard and Peale test, the front-page-
of-the-newspaper test, and the Laura Nash model,

B. Why Is Business Ethics Important?
Discuss why cthics are important in
business
See “The Importance of Trust” on p. 42.
See “Business Ethics and Financial
Performance” on p. 43.
See “The Importance of 2 Good
Reputation” on p. 44,

Make the Connection helps students understand

and retain legal concepts by explaining them in

the context of real-world examples. The result:

Students are better prepared to have success in

class—and in their careers as business leaders.

End-of-chapter
material has been
thoroughly revised
and expanded!

The cases, new
“Thinging Things
Through™ examples,
new ethics examples,
and new “Sports
and Entertainment
Law” sections offer
students up-to-date
examples that help
them understand the
chapter concepts and
laws covered.
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CONNECT for

TEACHING
SUCCESS

Instructor resources also integrate the text's Make the Connection learning system.
The Instructor’s Manual includes a thorough explanation of the system as well as
tips for implementation. Expanded PowerPoint® presentations incorporate Learning
Outcomes into every chapter, enabling instructors to talk through examples step

by step in class. In addition, the Test Bank includes questions from the Learning

Outcomes sections.

Chapter 1

THE NATURE AND SOURCES OF LAW

Instructor’s Manual: ! RESTATE VeNT
This manual provides instructor :
insights, chapter outlines, and
teaching strategies for each
chapter. Chapter overviews
and transparency integration S Caooen B mi i sud el i
noles ease lecture preparation. s "
Discussion points are provided
Jor the textbook’s “Thinking
Things Through” and “Ethics &
the Law” vignettes. Also included
are answers to CPA questions.

STUDENT LEARMING OUTCOMES

CHAPTER OUTLINE

I Winat jg the Sature

SR L

e rm‘m.’u‘g: o
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ION

: Power Point:
—ANDERSON'S — r PowerPoint® slides are available to help

BUS NESS L AW | instructors enhance their lectures.

TWOMEY & JENNINGS

D. Classifications of Law

Definitions (L0 4):

Substantive law creates, defines and
regulates rights and liabilities.

Procedural Iaw specifies how rights and
liahilities are enforced.

L. The pattern of rules that socicty uses to control the conduct of individuals in their ci“il Iaw is “' Bnma“ Dr]nin; mmmn“ Iﬂw Is m
relationships s called law
ANS: T MSC: AACSE Analytic Eﬂn"sn nﬂﬂi“.

Chapter 1—THE NATURE AND SOURCES OF LAW

2 The law works to cause our socicty 1o aperats in an incificient manner.
ANS: F MSC: AACSB Analy
Tutwmary Jarvingn. Andersen's Busnass Liw snd P Logal Erviecevnant, 219 E4
N Law is often defined s the body of principles that courts will enfarce. 0971 i i A8 g . Wy et gt s,/ gt g o gt e om
ANS: T MSC: AACSB Analytic A T i T e [ i iR
£ 4 Janc ssserts she has a legal right. Jane is really saying she has an obligation 1o

n from performing an act
ANS: F MSC: AACSB Analtyic

Rights always stand alone, without any dutics.

ANS: F MSC: AACSB Analy
L3 Rights guaranized in the United States Constitution arc not ascompanied by dutics.
ANS: F MSC: AACSH Analytic

7 Court decisions and statutes can take away rights created by the United States
Constitution,

ANS: MSC: AACSB Analytic :
] One of our most important rights is the right of privacy L TeSt Bank:

ANS: T MSC: AACSB Analytic ; Thousands of true/ false,
9. The right to be secure against unreasonable scarches and scizures conducted by ) 7

the polics fa gutneaton by ezt ’ : multiple-choice, and case

ANS: F M AACSH Analytic

questions are available.

10, The United S

intrusions by others

Constitution provides that we have a right to be free from

ANS: T MSC: AACSE Analytic

il

1 The private life of a nonpublic citren is subject to public scrutiny

ANS: F : AACSH Anal

i
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CREATE the

PERFECT
LEARNING SOLUTION

-

Digital Solutions that Prepare
and Engage Students

MinpTar

MindTap is a new personal learning experience that
combines all your digital assets—readings, multimedia,
activities, and assessments—into a singular learning
path to improve student outcomes. MindTap offers
complimentary web-apps known as MindApps.
MindApps range from ReadSpeaker (which reads the
text out-loud to students), to Kaltura (allowing you to
insert your own video and audio into your curriculum)
to ConnectYard (allowing you to create digital “yards”
through social media—all without “friending” your
students). CengageNOW is an app within MindTap.

www.cengage.com/mindtap

Instant Access Code ISBN: 9781285513102

CENGAGENOW

CengageNOW is a powerful course management tool
that provides control and customization to optimize
the student learning experience and produce desired
outcomes. CengageNOW includes:

e Interactive eBook

* Auto-Graded Homework with the following
consistent question types:

e Chapter Review
* Brief Hypotheticals/Business Case Scenarios
* Legal Reasoning

* IRAC (Issue, Rule, Application, Conclusion)
Case Analysis

e Synthesizing/Exam Strategy
» Application & Analysis/Business Wisdom

* Video Questions

* Personalized Study Plan with Multimedia Study
Tools and videos

* Test Bank

* Course Management Tools

* Reporting & Assessment Options

Instant Access Code ISBN: 9781285194189

CoOURSEMATE

CourseMate with Engagement Tracker: CourseMate
brings course concepts to life with interactive learning
tools and an eBook. CourseMate now includes the
KnowNOW! Blog, the most current solution for

the most convenient online news and classroom
application. KnowNOW! brings news into your course
with discipline-specific online pages and applications.
WWww.cengage.com/coursemate

Instant Access Code ISBN: 9781285194127

BRING BUSINESS LAw TO LIFE!
Business Law Digital Video
Library: This dynamic video
library features more that ninety
video clips that spark class
discussion and clarify core legal principles. The
library is organized into four series: Legal Conflicts

in Business (includes specific modern business and
e-commerce scenarios); Ask the Instructor (presents
straightforward explanations of concepts for student
review); Drama of the Law (features classic business
scenarios that spark classroom participation); and
Real World Legal (explores conflicts that arise in a
variety of business environments). Access for students
is free when bundled with a new textbook, or it can be
purchased at www.cengagebrain.com.

Instant Access Code ISBN: 9781285186658
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Unique Services for You and Your
Students

CENGAGE LEARNING CUSTOM SOLUTIONS
Cengage Learning Custom Solutions can provide your

students exactly what they need to succeed—remove extra
coverage you normally skip, replace chapters with coverage
that better matches your approach, supplement your text
with additional cases or readings from our legal, business
ethics, or our new “pop culture” case collections, and
include your own material to create a complete and efficient
course resource. With a customized product your students
are paying for “exactly what they need” and receive a
greater value for their dollar.

SAVE YOUR STUDENTS TIME AND MONEY!

Tell them about CengageBrain.com to access Cengage
Learning content and empower them to choose the
format and savings that suits them best . . . and a better
chance to succeed in your class. On CengageBrain.com
students will be able to save up to 60% on their course
materials through our full spectrum of options. Students
will have the option to rent their textbooks, purchase
print textbooks, e-textbooks, or individual e-chapters and
audio books all for substantial savings over average retail
prices. CengageBrain.com also includes access to Cengage
Learning’s broad range of homework and study tools, and
features a selection of free content.

WWW.Cen gagc.conl/custom/

+«COMm

CENGAGE brain
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reface

Regardless of the day of the week, newspapers and magazines constantly carry stories
about law and business together. Raj Rajaratnam of the now-defunct Galleon Hedge
Fund was convicted of insider trading even as his former employees entered guilty
pleas and a Goldman Sachs director was convicted of passing inside information
along to Raj. The U.S. Supreme Court issued a landmark constitutional decision
when it held that the Commerce Clause did not permit Congress to require citizens
to purchase health insurance, but yet upheld the law that imposed that requirement.
Mortgage foreclosures hit record levels as questions about who owned the promissory
notes arose as courts tried to determine who could actually start the foreclosure
proceedings. MF Global collapsed into bankruptcy because employees violated one of
Wall Street’s critical regulations that prohibits the use of client funds for hedging.
The problem of cyberbullying resulted in cases, new laws, and company policies on
employee use of social media. Those who did business with Bernie Madoff, and their
auditors, faced questions regarding their liability to those who lost money in the
failed Madoff firm.

Here in the United States and around the world fascinating legal questions arose
and all of those questions affected businesses. What damages is Qantas airlines
entitled to when it must ground its entire Airbus 380 fleet because the manufacturer
has found a defect that affects safety? Did Goldman Sachs intentionally misrepresent
the risk on mortgage-based obligations? If so, are they criminally liable? And who is
responsible for crimes committed by companies? As major corporations have
continued to experience significant criminal, legal, and ethical difficulties since the
last edition in 2009, we can see how important it is for business managers to
understand the law and the foundations of ethics. When a manager has a void in
knowledge on law and ethics, running a company can be tricky business. Employers
are learning the complexities of access to employee e-mails and text messages, and
lenders are learning the importance of complete and accurate paperwork when they
create a mortgage.

When an entrepreneur is struggling with the decision of whether to
incorporate or create an LLC, or the shareholders of Disney are grappling with issues
about their rights when their CEO makes a bad decision, the law is there.

No business or manager can hope to succeed without an understanding of the
laws and legal environment of business. Students in business must be prepared
with both knowledge of the law and the skill of applying it in the business

setting. We learn principles and application through interaction with examples
and by working our way through dilemmas, issues, and problems. This 22nd edition
of Anderson’s Business Law and the Legal Environment continues its emphasis on
the student’s learning process while still providing a detailed and rigorous case
approach.
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FEATURES OF THE TEXT

The features of this text make the business and law connection easily understood and
offer students clarity for grasping the often challenging complexities of law. The
features are summarized in the following sections, which offer an overview of this
edition.

Learning Outcomes

Students will better see and understand the relationship between legal concepts and
their application in real-life situations by using the new chapter Learning Outcomes.
These are also featured at the end of each chapter — along with the Summary and
new Key Terms list — in the all-encompassing “Make the Connection” section. The
Learning Outcomes also encourage students to utilize the existing text pedagogy by
serving as a direct reference point for selected For Example call-outs, case summaries,
and feature boxes.

Sports and Entertainment Law

Using pop culture, this feature teaches students about law and ethics in a way that is
sure to engage them. How does a court handle the fact that Leona Helmsley left a
large portion of her estate to her dog? The bankruptcies of celebrities and sports
figures provide some insight into what poor money management can do to
substantial assets. And what about football fans’ rights to transfer their season tickets
to others? Can the team prohibit the transfer of those tickets as a license restriction?
What are their rights? What are the rights of the teams and stadium owners? Students
have the chance to explore the law through these examples of sports figures’ and
entertainers’ brushes with the law.

Clarity

The writing style has been evolving and, once again, we have changed those passages
that fell victim to the passive voice. The writing is clear and lively. The examples are
student-friendly, and the discussions of law are grounded in the book’s strong
connection to business. The principles of law are taught in the language and
examples of business. Students can relate to the examples, which provide memorable
illustrations of complex but critical legal concepts. Several chapters, including the
chapter that covers antitrust, have been substantially reorganized and rewritten.

CPA Helps

As always, the text provides coverage for all the legal topics covered on the CPA
exam. Several topics have been eliminated from the content for the CPA exam as of
October 2009. However, the exam lags behind the content change, so the eliminated
topics may continue to appear on the exam for six to 18 months. Below is the new
business law/regulatory content for the CPA exam. The topics of property, bailments,
insurance, and estates will be eliminated going forward with more emphasis on
federal regulation, including in the areas of antitrust and employment law.
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Business Law (17%—21%)

A. Agency
1. Formation and termination
2. Authority of agents and principals
3. Duties and liabilities of agents and principals

B. Contracts
1. Formation
2. Performance
3. Third-party assignments
4. Discharge, breach, and remedies

C. Uniform Commercial Code
1. Sales contracts
2. Negotiable instruments
3. Secured transactions
4. Documents of title and title transfer

D. Debtor-Creditor Relationships
1. Rights, duties, and liabilities of debtors, creditors, and guarantors
2. Bankruptcy and insolvency

E. Government Regulation of Business
1. Federal securities regulation

2. Other federal laws and regulations (antitrust, copyright, patents, money
laundering, labor, employment, and ERISA)

F. Business Structure (Selection of a Business Entity)
1. Advantages, disadvantages, implications, and constraints
2. Formation, operation, and termination

3. Financial structure, capitalization, profit and loss allocation, and
distributions

4. Rights, duties, legal obligations, and authority of owners and management

Business organizations, now a substantial portion of the exam, remain a focus of eight
chapters with up-to-date coverage of Sarbanes-Oxley and Dodd-Frank and their
impact on business forms and disclosures. This edition continues to feature sample
CPA exam questions at the end of those chapters that include legal areas covered on
the exam. Answers for the odd-numbered CPA exam questions in each of the
appropriate chapters are given in the Instructor’s Manual along with explanations for
the answers. This edition of the book also continues to use a CPA highlight icon to
alert students to those areas that are particularly critical in preparing for the law
portion of the CPA exam.
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Innovative Chapters

Restructured and updated for this edition, the Cyberlaw chapter (chapter 11)
provides students with a look at how the Internet and new technology have resulted
in new interpretations of existing laws as well as new laws that govern the unique
commerce issues involving these tools. Bloggers and Tweeters beware, for the law has
caught up with you. The chapter provides a nice introductory tool for instructors
who want to show how much the law affects this new generation of Internet-savvy
students.

Case Summaries

Specially selected case summaries appear in abundance and are still at the core of this
text. Most chapters include three to five case summaries, many of them with 2012
decision dates. Landmark decisions also appear. To highlight the charm and induce
the student’s recall of the principles of the cases, a one-line title appears above each
case. These can be a humorous introduction, a play on words, or a simple memorable
description of the parties or facts of the case. The one-line introduction is intriguing
for students and makes the strong cases even more memorable.

e-Commerce and Cyberlaw

This feature covers e-mail privacy, Internet taxes, identity theft, contract formation
on the Internet, e-commerce employment rules, electronic signatures, and more.
Chapter 26 includes a new cyberlaw feature on returns and revocation of acceptance
for online sellers and buyers.

Chapter 8, the criminal law chapter, includes great detail on the new and evolving
computer crimes. Chapter 34 covers fraudulent title issues on Craigslist and the
rights of the parties.

Thinking Things Through

This feature is designed to help students apply the law they have learned from the
chapter and cases to a hypothetical or another case that varies slightly from the
examples in the reading. With these problems built into this feature the reading,
students have the chance to really think through what they have just read and studied
with regard to the law presented in that chapter. This feature can be used to promote
classroom discussion or as an assignment for analysis. For example, in Chapter 25,
students can walk through an example on a customer biting into an undeveloped
peanut in a Goo Goo candy bar and whether there is liability on the part of the
manufacturer. Do people expect to bite into undeveloped peanuts in a candy bar?
What is the test for product liability when a natural item in food results in harm?

Major Regulatory Reforms: Dodd-Frank,
the Consumer Financial Protection Bureau
Businesses continue to be dramatically affected not only by laws at the federal level,

but also by complex and intricate new federal regulatory schemes. Dodd-Frank
affects everything from corporate governance to consumer rights in financing. This
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dramatic piece of legislation and the new Consumer Financial Protection Bureau
with its expansive authority, enjoy coverage throughout this edition.

Ethical Focus

In addition to Chapter 3, which is devoted exclusively to the current issues in
business ethics, each chapter continues to provide students with an ethical dilemma
related to that particular area of law. The Ethics & the Law feature presents problems
in each area of law. Students will be able to analyze ethical issues and problems that
are very real and very challenging for anyone in business—for example, the issues
involved in the state of Ohio’s release of Joe the Plumber’s divorce and child custody
records after he asked then-presidential candidate Barack Obama a question about his
views, Claremont-McKenna’s inflation of SAT scores to ensure its outstanding

ranking among the best colleges, and Wi-Fi Piggybacking,.

Critical Thinking

The American Assembly of Collegiate Schools of Business (AACSB) mandate on
critical thinking is addressed by this text. The Thinking Things Through feature asks
students to analyze a problem that requires application of the law and examination of
slight changes in factual patterns from examples in the text and the cases. For
example, in the negotiable instruments chapters, students can look at a sample
instrument in one problem and apply the requirements for negotiability to
determine whether the instrument is indeed negotiable. In the Ethics & the Law
feature, students must connect ethical thought with law and public policy and
walk through the logic of application and results. End-of-chapter problems are, for
the most part, real cases that summarize fact patterns and ask the students to find the
applicable laws in the chapter and determine applicability and results. The fact
patterns in the chapter problems are detailed and realistic and offer students the
chance to test their mastery of the chapter concepts.

For Additional Help in Teaching and Learning

For more detailed information about any of the following ancillaries, contact your
local South-Western sales representative or visit the Anderson’s Business Law and the
Legal Environment Web site at www.CengageBrain.com.

INSTRUCTOR’S RESOURCE CD (IRCD) (ISBN: 0324834306). The IRCD contains the Instructor’s
Manual in Microsoft” Word files as well as the ExamView® testing software files,
Microsoft® Word test bank files, and PowerPoint® lecture slides.

INSTRUCTOR'S MANUAL. The Instructor’s Manual is prepared by Marianne Jennings,
one of the textbook authors. It provides instructor insights, chapter outlines,
and teaching strategies for each chapter. Discussion points are provided for
Thinking Things Through, Ethics & the Law vignettes and for each case
referenced in the new Learning Outcomes. Also included are answers to CPA
questions. Download the Instructor Manual at www.CengageBrain.com or

access it from the IRCD.

EXAMVIEW® TESTING SOFTWARE—COMPUTERIZED TESTING SOFTWARE. This testing software
contains all of the questions in the printed test bank. This program is an easy-to-use
test creation software compatible with Microsoft® Windows. Instructors can add or
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edit questions, instructions, and answers; and they can select questions by previewing
them on the screen, selecting them randomly, or selecting them by number.
Instructors can also create and administer quizzes online, whether over the Internet, a
local area network (LAN), or a wide-area network (WAN). The ExamView® testing
software is only available on the IRCD.

TEST BANK. The Test Bank includes thousands of true/false, multiple-choice, and case
questions. The test bank is only available on the IRCD or textbook companion Web
site (www.CengageBrain.com).

MICROSOFT® POWERPOINT® LECTURE REVIEW SLIDES. PowerPoint® slides are available for
use by instructors for enhancing their lectures. Download these slides at www
.CengageBrain.com or access them on the IRCD.

MINDTAP. MindTap is a new personal learning experience that combines all your
digital assets—readings, multimedia, activities, and assessments—into a singular
learning path to improve student outcomes. MindTap offers complimentary web-
apps known as MindApps. MindApps range from ReadSpeaker (which reads the text
out-loud to students), to Kaltura (allowing you to insert your own video and audio
into your curriculum) to ConnectYard (allowing you to create digital “yards” through
social media—all without “friending” your students). CengageNOW is an app
within MindTap. www.cengage.com/mindtap

Instant Access Code ISBN: 9781285513102

CENGAGENOW. CengageNOW is a powerful course management tool that provides
control and customization to optimize the student learning experience and produce

desired outcomes. CengageNOW includes:
+ Interactive eBook
+ Auto-Graded Homework with the following consistent question types:
+ Chapter Review
«  Brief Hypotheticals/Business Case Scenarios
o+ Legal Reasoning
« IRAC (Issue, Rule, Application, Conclusion) Case Analysis
+ Synthesizing/Exam Strategy
+ Application & Analysis/Business Wisdom
o Video Questions
+ Personalized Study Plan with Multimedia Study Tools and videos
o Test Bank
+ Course Management Tools

o Reporting & Assessment Options
Instant Access Code ISBN: 9781285194189

couRrseMATE. CourseMate with Engagement Tracker: CourseMate brings course
concepts to life with interactive learning tools and an eBook. CourseMate now
includes the KnowNOW! Blog, the most current solution for the most convenient

Copyright 2013 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part. Due to electronic rights, some third party content may be suppressed from the eBook and/or eChapter(s).
Editorial review has deemed that any suppressed content does not materially affect the overall learning experience. Cengage Learning reserves the right to remove additional content at any time if subsequent rights restrictions require it.



Preface XXXVii

online news and classroom application. KnowNOW! brings news into your course
with discipline-specific online pages and applications. www.cengage.com/coursemate
Instant Access Code ISBN: 9781285194127

BUSINESS LAW DIGITAL VIDEO LIBRARY. This dynamic video library features more than
ninety video clips that spark class discussion and clarify core legal principles. The
library is organized into five series: Legal Conflicts in Business (includes specific
modern business and e-commerce scenarios); Ask the Instructor (presents straight-
forward explanations of concepts for student review); Drama of the Law (features
classic business scenarios that spark classroom participation); and Real World Legal
(explores conflicts that arise in a variety of business environments). Access for
students is free when bundled with a new textbook, or it can be purchased at
www.cengagebrain.com.

Instant Access Code ISBN: 9781285186658

CENGAGE LEARNING CUSTOM SOLUTIONS. Cengage Learning Custom Solutions can
provide your students exactly what they need to succeed—remove extra coverage you
normally skip, replace chapters with coverage that better matches your approach,
supplement your text with additional cases or readings from our legal, business ethics,
or our new “pop culture” case collections, and include your own material to create a
complete and efficient course resource. With a customized product your students are
paying for “exactly what they need” and receive a greater value for their dollar. Learn
more about all our services at www.cengage.com/custom.
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The Nature and Sources of Law

A. Nature of Law and Legal

Rights

1. LEGAL RIGHTS

2. INDIVIDUAL RIGHTS

3. THE RIGHT OF PRIVACY

4. PRIVACY AND TECHNOLOGY
B. Sources of Law

5. CONSTITUTIONAL LAW

6. STATUTORY LAW

7. ADMINISTRATIVE LAW

8. PRIVATE LAW

9. CASE LAW, STATUTORY
INTERPRETATION, AND PRECEDENT

10. OTHER FORMS OF LAW: TREATIES
AND EXECUTIVE ORDERS

11. UNIFORM STATE LAWS

. Classifications of Law

12. SUBSTANTIVE LAW VS. PROCEDURAL
LAW

13. CRIMINAL LAW VS. CIVIL LAW
14. LAW VS. EQUITY

learningoutcomes

After studying this chapter, you should be able to

ITEED Discuss the nature of law
TERD List the sources of law

ICERD Describe the dlassifications of law
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4 Part 1 The Legal and Social Environment of Business

law —the order or pattern of rules
that society establishes to govern
the conduct of individuals and the
relationships among them.

right —legal capacity to require
another person to perform or refrain
from an action.

duty—an obligation of law
imposed on a person to perform or
refrain from performing a certain act.
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hy have law? If you have ever been stuck in a traffic jam or jostled

in a crowd leaving a stadium, you have observed the need for order

to keep those involved moving in an efficient and safe manner. The issues
with bloggers’ use of others’ materials and continuing downloading of music and films
without compensation to copyright holders illustrate the need for rules and order in this
era of new technology. When our interactions are not orderly, whether at our concerts
or through our e-mail, all of us and our rights are affected. The order or pattern of rules
that society uses to govern the conduct of individuals and their relationships is called

law. Law keeps society running smoothly and efficiently.

A. NATURE OF LAwW AND LEGAL RIGHTS

Law consists of the body of principles that govern conduct and that can be enforced
in courts or by administrative agencies. The law could also be described as a
collection or bundle of rights.

1. Legal Rights

A right is a legal capacity to require another person to perform or refrain from
performing an act. Our rights flow from the U.S. Constitution, state constitutions,
federal and state statutes, and ordinances at the local levels, including cities, counties,
and boroughs. Within these sources of rights are also duties. A duty is an obligation of
law imposed on a person to perform or refrain from performing a certain act.

Duties and rights coexist. No right exists in one person without a corresponding
duty resting on some other person or persons. For example, if the terms of a lease
provide that the premises will remain in a condition of good repair so that the tenant
can live there comfortably, the landlord has a corresponding duty to provide a
dwelling that has hot and cold running water.

2. Individual Rights

The U.S. Constitution gives individuals certain rights. Those rights include the right to
freedom of speech, the right to due process or the right to have a hearing before any
freedom is taken away, and the right to vote. There are also duties that accompany
individual rights, such as the duty to speak in a way that does not cause harm to others.
For example, individuals are free to express their opinions about the government or its
officials, but they would not be permitted to yell “Fire!” in a crowded theater and cause
unnecessary harm to others. The rights given in the U.S. Constitution are rights that
cannot be taken away or violated by any statutes, ordinances, or court decisions. These
rights provide a framework for the structure of government and other laws.

3. The Right of Privacy

One very important individual legal right is the right of privacy, which has two
components. The first is the right to be secure against unreasonable searches and
seizures by the government. The Fourth Amendment of the U.S. Constitution
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right of privacy—theright tobe  guarantees this portion of the right of privacy.' A police officer, for example, may

free from unreasonable intrusion by ot search your home unless the officer has a reasonable suspicion (which is generally

othets. established through a warrant) that your home contains evidence of a crime, such as
illegal drugs. If your home or business is searched unlawfully, any items obtained
during that unlawful search could be excluded as evidence in a criminal trial because
of the Fourth Amendment’s exclusionary rule. For Example, in the murder trial of
O.J. Simpson, Judge Lance Ito excluded some of the evidence the police had
obtained from inside Mr. Simpson’s Ford Bronco, which was parked on the street
outside his home. Judge Ito ruled that the officers should have first obtained a
warrant for the locked vehicle, which was not going to be taken anywhere because
Mr. Simpson was out of town at that time.

Searches of Cars When Drivers Are Cuffed

FACTS: Rodney Gant was arrested for driving with a suspended license and handcuffed in the back
seat of the squad car of the arresting officers. After handcuffing Mr. Gant, the arresting officers
searched his car and found cocaine in the pocket of a jacket lying on the back seat of Gant’s
vehicle. Mr. Gant was charged with possession of cocaine (as well as driving with a suspended
license).

Mr. Gant’s lawyer challenged the search of his client’s vehicle on the grounds that there were
not exigent circumstances. That is, locked in and handcuffed as he was, there was no emergency
or reason to believe that Mr. Gant would spring into action and hide, destroy, or swallow the
cocaine. As a result, his lawyer argued that the officers needed a warrant. Without the warrant, his
lawyer argued, the cocaine could not be used as evidence in the case.

The cocaine evidence was admitted and Mr. Gant was convicted and appealed. The Court of
Appeals of Arizona reversed. The United States Supreme Court granted Arizona’s petition for
certiorari, and subsequently vacated and remanded. The Court of Appeals of Arizona remanded
for evidentiary hearing on the legality of the warrantless search. On remand, the trial court found
no violation. Defendant appealed again. The Court of Appeals of Arizona reversed the decision
and the Supreme Court of Arizona affirmed that reversal. Arizona appealed.

DECISION: The court held that the officers needed to impound the vehicle and obtain a warrant in
order to search it. Police may search the passenger compartment of a vehicle after such an arrest
only if it is reasonable to believe that the person arrested might somehow access the vehicle at the
time of the search or that the vehicle contains evidence of the offense of arrest, which, in this case,
was a suspended license. Without a warrant to search the vehicle while its owner was handcuffed,
the cocaine that was found was not admissible for purposes of prosecuting Mr. Gant on the
cocaine charges. Without the cocaine evidence, unless Mr. Gant confesses, that charge had to be
dropped. Searches require warrants or a valid exception to the privacy provided under the Fourth
Amendment. Affirmed. [Arizona v. Gant, 556 U.S. 332 (2009)]

" Police officers who record the arrest of a DUI suspect have not violated the suspect’s privacy. State v. Morris, 214 P.3d 883 (Ut. App. 2009)
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A second aspect of the right of privacy protects individuals against intrusions by
others. Your private life is not subject to public scrutiny when you are a private
citizen. This right is provided in many state constitutions and exists through
interpretation at the federal level through the landmark case of Roe v. Wade,” in
which the U.S. Supreme Court established a right of privacy that gives women the
right to choose whether to have an abortion.

These two components of the right to privacy have many interpretations. These
interpretations are often found in statutes that afford privacy rights with respect
to certain types of conduct. For Example, a federal statute provides a right of privacy
to bank customers that prevents their banks from giving out information about their
accounts except to law enforcement agencies conducting investigations. Some laws
protect the rights of students. For Example, the Family Educational Rights and
Privacy Act of 1974 (FERPA, also known as the Buckley Amendment) prevents
colleges and universities from disclosing students’ grades to third parties without the
students’ permission. From your credit information to your Social Security number,
you have great privacy protections.

4. Privacy and Technology

Technology creates new situations that may require the application of new rules of
law. Technology has changed the way we interact with each other, and new rules
of law have developed to protect our rights. Today, business is conducted by
computers, wire transfers of funds, e-mail, electronic data interchange (EDI) order

Ethics & the Law

Twitter, Facebook, Google, and Your Job Application

A study by the social monitoring service, Reppler, found the following o 48 percent check LinkedIn.

el b « 68 percent of employers say that they have hired someone because

o 91 percent of the employers polled use social networking sites they liked what they saw on these social networking sites.
(Twitter, Facebook, and LinkedIn) to screen prospective employ-
ees. Some employers even ask for applicants’ passwords as a
condition of employment.

One employer commented that these searches are so simple that it
would be irresponsible to not do them. Experts tell college students
to remember that what may seem to be fun can later come back to
o 69 percent say they have rejected a job applicant because of  haunt you when you begin your professional career. Their advice is to

something they saw on one of these social platforms. watch what you post and what you write. Discuss privacy rights and
whether there is any legal issue when information is posted voluntarily

o 47 percent of employers do their checks of these sodial R )
on the Internet. Is there an ethical issue with these types of searches?

networking sites immediately after receiving their job applications.
o 76 percent of employers check Facebook. Source: Shea Bennett, “91% of Employers Use Twitter, Facebook, and

LinkedIn to Screen Job Applicants,” www.alltwitter.com, October 24,

o 53 percent check Twitter. 20

2410 US. 113 (1973).
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placements, and the Internet. We still expect that our communication is private.
However, technology also affords others the ability to eavesdrop on conversations and
intercept electronic messages. The law has stepped in to reestablish that the right of
privacy still exists even in these technologically nonprivate circumstances. Some laws
now make it a crime and a breach of privacy to engage in such interceptions of
communications.” (See Chapter 11)

E-Commerce & Cyberlaw ﬁf&,

A University’s Access to Your Computer

Scott Kennedy, a computer system administrator for Qualcomm
Corporation in San Diego, California, discovered that somebody had
obtained unauthorized access (or “hacked into,” in popular parlance)
the company’s computer network. Kennedy contacted the Federal
Bureau of Investigation (FBI). Working together, Kennedy and the FBI
were able to trace the intrusion to a computer on the University of
Wisconsin at Madison network. They contacted Jeffrey Savoy, the
University of Wisconsin computer network investigator, who found
evidence that someone using a computer on the university network
was in fact hacking into the Qualcomm system and that the user had
gained unauthorized access to the university’s system as well. Savoy
traced the source of intrusion to a computer located in university
housing, the room of Jerome Heckenkamp, a computer science
graduate student at the university. Savoy knew that Heckenkamp had
been terminated from his job at the university computer help desk two
years earlier for similar unauthorized activity.

While Heckenkamp was online and logged into the university’s
system, Savoy, along with detectives, went to Heckenkamp’s room. The
door was ajar, and nobody was in the room. Savoy entered the room
and disconnected the network cord that attached the computer to the
network. In order to be sure that the computer he had disconnected
from the network was the computer that had gained unauthorized
access to the university server, Savoy wanted to run some commands
on the computer. Detectives located Heckenkamp, explained the
situation, and asked for Heckenkamp’s password, which Heckenkamp
voluntarily provided. Savoy then ran tests on the computer and copied
the hard drive without a warrant. When Heckenkamp was charged
with several federal computer crimes, he challenged the university’s
access to his account and Savoy’s steps that night, including the copy
of the hard drive, as a breach of his privacy. Was Heckenkamp correct?
Was his privacy breached?

[U.S. v. Heckenkamp, 482 F.3d 1142 (9th Cir. 2007)]

B. SOURCES OoF LAw

Several layers of law are enacted at different levels of government to provide the
framework for business and personal rights and duties. At the base of this framework
of laws is constitutional law.

5. Constitutional Law

Constitutional law is the branch of law that is based on the constitution for a
particular level of government. A constitution is a body of principles that establishes
the structure of a government and the relationship of that government to the people
who are governed. A constitution is generally a combination of the written document
and the practices and customs that develop with the passage of time and the

constitution—a body of
principles that establishes the
structure of a government and the
relationship of the government to
the people who are governed.

3 Luangkhot v. State, 722 S.E.2d 193 (Ga. App. 2012).
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statutory law —legislative acts
declaring, commanding, or
prohibiting something.

administrative regulations—
rules made by state and federal
administrative agencies.

private law —the rules and
regulations parties agree to as part
of their contractual relationships.

case law—law that includes
principles that are expressed for the
first time in court decisions.

precedent—a dedision of a court
that stands as the law for a
particular problem in the future.

The Legal and Social Environment of Business

emergence of new problems. In each state, two constitutions are in force: the state
constitution and the federal Constitution.

6. Statutory Law

Statutory law includes legislative acts. Both Congress and the state legislatures enact
statutory law. Examples of congressional legislative enactments include the Securities
Act of 1933 (Chapter 46), the Sherman Antitrust Act (Chapter 5), the bankruptcy
laws (Chapter 35), and consumer credit protection provisions (Chapter 33). At the
state level, statutes govern the creation of corporations, probate of wills, and the
transfer of title to property. In addition to the state legislatures and the U.S.
Congress, all cities, counties, and other governmental subdivisions have some power
to adopt ordinances within their sphere of operation. Examples of the types of laws
found at this level of government include traffic laws, zoning laws, and pet and
bicycle licensing laws.

7. Administrative Law

Administrative regulations are rules promulgated by state and federal administrative
agencies, such as the Securities and Exchange Commission and the National Labor
Relations Board. For example, most of your rights related to your wages, hours
worked, and overtime pay have been promulgated by the Department of Labor.
These regulations generally have the force of statutes.

8. Private Law

Even individuals and businesses create their own laws, or private law. Private law
consists of the rules and regulations parties agree to as part of their contractual
relationships. For Example, landlords develop rules for tenants on everything from
parking to laundry room use. Employers develop rules for employees on everything
from proper computer use to posting pictures and information on bulletin boards
located within the company walls. Homeowner associations have rules on everything
from your landscaping to the color of your house paint.

9. Case Law, Statutory Interpretation, and Precedent

Law also includes principles that are expressed for the first time in court decisions.
This form of law is called case law. Case law plays three very important roles. The
first is one of clarifying the meaning of statutes, or providing statutory interpretation.
For Example, a man who was sentenced to house arrest left his house but still
wanted to count the time as part of his sentence.* A court decision held that you
must actually be in the house to have the time count. The second role that courts
play is in creating precedent. When a court decides a new question or problem, its
decision becomes a precedent, which stands as the law in future cases that involve
that particular problem.

* Com. v. Stafford, 29 A.3d 800 (Pa. Super. 2011).
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stare decisis—"let the decision
stand”; the principle that the
decision of a court should serve as a
guide or precedent and control the
decision of a similar case in the
future.

common law —the body of
unwritten principles originally based
upon the usages and customs of the
community that were recognized
and enforced by the courts.
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Using precedent and following decisions is also known as the doctrine of stare decisis.
However, the rule of szare decisis is not cast in stone. Judges have some flexibility. When a
court finds an earlier decision to be incorrect, it overrules that decision. For Example, in
1954, the U.S. Supreme Court departed from the general rule of stare decisis in Brown v.
Board of Education.’ In that case, the Court decided that its 1896 decision Plessy v.
Ferguson,® that held separate facilities for blacks were equal to facilities for whites, was
incorrect.

The third role courts play is in developing a body of law that is not statutory but
addresses long standing issues. Court decisions do not always deal with new problems
or make new rules. In many cases, courts apply rules as they have been for many
years, even centuries. These time-honored rules of the community are called the
common law. For Example, most of law that we still follow today in determining
real property rights developed in England, beginning in 1066. Statutes sometimes
repeal or redeclare the common law rules. Many statutes depend on the common law
for definitions of the terms in the statutes.

10. Other Forms of Law: Treaties and Executive Orders

Law also includes treaties made by the United States and proclamations and
executive orders of the president of the United States or of other public officials.

11. Uniform State Laws

To facilitate the national nature of business and transactions, the National Conference
of Commissioners on Uniform State Laws (NCCUSL), composed of representatives
from every state, has drafted statutes on various subjects for adoption by the states.
The best example of such laws is the Uniform Commercial Code (UCQ).”

(See Chapters 23-31, Chapter 34.) The UCC regulates the sale and lease of goods;
commercial paper, such as checks; fund transfers; secured transactions in personal
property; banking; and letters of credit. Having the same principles of law on
contracts for the sale of goods and other commercial transactions in most of the

50 states makes doing business easier and less expensive. Other examples of uniform
laws across the states include the Model Business Corporations Act (Chapter 44),

the Uniform Partnership Act (Chapter 42), and the Uniform Residential Landlord
Tenant Act (Chapter 51). The Uniform Computer Information Transactions Act
(UCITA) as well as the Uniform Electronic Transactions Act (UETA) are two uniform
laws that have taken contract law from the traditional paper era to the paperless
computer age.

° 349 US. 294 (1954).

5163 U.S. 537 (1895).

7 The UCC has been adopted in every state, except that Louisiana has not adopted Article 2, Sales. Guam, the Virgin Islands, and the District of Columbia have also
adopted the UCC. The NCCUSL has adopted amendments to Article 8, Investment Securities (1977 and 1994), and Article 9, Secured Transactions (1999, and as
amended 2001). There have been new articles of the UCC: Article 2A, Leases, and Article 4A, Funds Transfers. The United Nations Convention on Contracts for the
International Sale of Goods (CISG) has been adopted as the means for achieving uniformity in sale-of-goods contracts on an international level. Provisions of CISG
were strongly influenced by Article 2 of the UCC.
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