


Business Law
Text &  Exercises

e i g h t h  E d i t i o n





Business Law
Text &  Exercises

e i g h t h  E d i t i o n

Roger LeRoy Miller
Institute for University Studies

Arlington, Texas 

William Eric Hollowell
Institute for University Studies

Arlington, Texas 

and Member of Florida State Bar

Minnesota State Bar

United States Supreme Court Bar

Australia • Brazil • Japan • Korea • Mexico • Singapore • Spain • United Kingdom • United States



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.

Important Notice: Media content referenced within the product description or the product text may not be available in the eBook version.



© 2017, 2014 Cengage Learning

WCN: 02-200-203

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.

Library of Congress Control Number: 2015947181

Student Edition ISBN: 978-1-305-50960-3

Cengage Learning 
20 Channel Center Street 
Boston, MA 02210 
USA

Cengage Learning is a leading provider of customized learning solutions with 
employees residing in nearly 40 different countries and sales in more than 125 
countries around the world. Find your local representative at  
www.cengage.com.

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

To learn more about Cengage 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.

Business Law 
TEXT & EXERCISES
Eighth Edition 
Roger LeRoy Miller  
William Eric Hollowell

Vice President for Social Science and  
Qualitative Business: Erin Joyner

Product Director: Michael Worls

Senior Product Manager: Vicky True-Baker

Content Development Manager:  
Rebecca von Gillern

Content Developer: Leah G. Wuchnick

Product Assistant: Ryan McAndrews

Marketing Manager: Katie Jergens

Marketing Director: Kristen Hurd

Marketing Coordinator: Christopher Walz

Production Director: Sharon Smith

Senior Content Project Manager: Ann Borman

Content Digitization Project Manager:  
Jennifer Chinn

Manufacturing Planner: Kevin Kluck

Senior Inventory Analyst: Terina Bradley

Senior IP Director: Julie Geagan-Chavez

IP Analyst: Jennifer Nonenmacher

IP Project Manager: Betsy Hathaway

Senior Art Director: Michelle Kunkler 

Interior and Cover Designer: Liz Harasymczuk

Cover Images: Handshake: John Lund/Getty 
Images; Scales of Justice: DSGpro/Getty 
Images

Design Elements: Highlighting the Point: Galapagos 
Photo/ShutterStock.com; Facing a Legal Prob-
lem: Hans-Joerg Nisch/ShutterStock.com; Linking 
Business Law: cristapper/ShutterStock.com; Real-
World Case Example: Artens/ShutterStock.com; 
Using Business Law, book icon: Kapreski/ 
ShutterStock.com; Unit Opener, business 
abstract: Bruce Rolff/ShutterStock.com; Unit 
Opener, George Washington statue: pio3/ 
ShutterStock.com; Unit Opener, U.S. stock  
market: iStockPhoto.com/stocknshares

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.

Printed in the United States of America  

Print Number: 01        Print Year: 2015 



v

Unit  1

The Law and Our Legal System  1
Chapter 1	 Introduction to the Law  

and Our Legal System  2

Chapter 2	 Ethics in Business  15

Chapter 3	 The Courts and Alternative Dispute 
Resolution  31

Chapter 4	 Constitutional Law  49

Chapter 5	 Tort Law  65

Chapter 6	 Intellectual Property  81

Chapter 7	 Internet Law, Social Media,  
and Privacy  93

Chapter 8	 Criminal Law and Cyber Crime  107

Unit  2

Contracts  121
Chapter 9	 Introduction to Contracts  122

Chapter 10	 Offer and Acceptance  133

Chapter 11	 Consideration  147

Chapter 12	 Capacity  157

Chapter 13	 The Legality of Agreements  169

Chapter 14	 Voluntary Consent  179

Chapter 15	 Written Contracts  189

Chapter 16	 Third Party Rights  203

Chapter 17	 Contract Discharge and Remedies  217

Unit  3

Sales and Leases  233
Chapter 18	 Introduction to Sales and Lease 

Contracts  234

Chapter 19	 Title and Risk of Loss  247

Chapter 20	 Performance and Breach  261

Chapter 21	 Warranties and Product Liability  275

Chapter 22	 Consumer Protection  289

Unit  4

Negotiable Instruments  303
Chapter 23	 The Essentials of Negotiability  304

Chapter 24	 Transferability and Liability  319

Chapter 25	 Checks and Banking in the Digital 
Age  333

Unit  5

Agency and Employment  349
Chapter 26	 Agency  350

Chapter 27	 Employment, Immigration,  
and Labor Law  365

Chapter 28	 Employment Discrimination  381

Unit  6

Business Organizations  395
Chapter 29	 Sole Proprietorships, Partnerships,  

and Limited Liability Companies  396

Chapter 30	 Formation and Termination of a 
Corporation  411

Chapter 31	 Management and Ownership of a 
Corporation  427

Unit  7

Credit and Risk  439
Chapter 32	 Secured Transactions  440

Chapter 33	 Creditors’ Rights and Remedies  453

Chapter 34	 Bankruptcy  465

Chapter 35	 Insurance  481

Brief Contents



vi B r i e f  C o n t e n t s

Unit  8

Property  493
Chapter 36	 Personal Property and Bailments  494

Chapter 37	 Real Property  509

Chapter 38	 Landlord and Tenant Law  523

Chapter 39	 Wills and Trusts  535

Unit  9

Special Topics  549
Chapter 40	 Administrative Law  550

Chapter 41	 Antitrust Law  565

Chapter 42	 International Law  579

Appendices  

A	T he Constitution of the United States  A–1

B	 Article 2 of the Uniform Commercial Code  A–10

C	 Answers to Issue Spotters  A–29

Glossary  g–1

Table of Cases  tc–1

Index i–1



vii

Contents

Unit  1

The Law and Our Legal 
System  1

Chapter 1

Introduction to the Law  
and Our Legal System  2
1–1 What Is Law?  2
1–2 �Business Activities and the Legal Environment  3

Highlighting the Point  3
1–3 Sources of American Law  4

Real-World Case Example  6

Highlighting the Point  7
1–4 Civil Law versus Criminal Law  8
1–5 National Law around the World  9
1–6 International Law  9

Linking Business Law to Your Career 
Consulting an Expert for Advice  10

Chapter 1—Work Set  13

Chapter 2

Ethics in Business  15
2–1  The Importance of Business Ethics  15
2–2 Setting the Right Ethical Tone  16
2–3 The Sarbanes-Oxley Act  17
2–4 Business Ethics and the Law  17

Real-World Case Example  18

Highlighting the Point  19
2–5 Approaches to Ethical Reasoning  19

Highlighting the Point  21
2–6 Business Ethics and Social Media  22
2–7 Business Ethics on a Global Level  22

Highlighting the Point  23

Linking Business Law to Your Career 
Managing a Company’s Reputation  24

Chapter 2—Work Set  29

Chapter 3

The Courts and Alternative  
Dispute Resolution  31
3–1 Jurisdiction  31
3–2 The State Court System  32
3–3 The Federal Court System  34
3–4 The State Court Case Process  37

Highlighting the Point  37

Real-World Case Example  39
3–5 The Courts Adapt to the Online World  41
3–6 Alternative Dispute Resolution  42

Chapter 3—Work Set  47

Chapter 4

Constitutional Law  49
4–1 The Constitutional Powers of Government  49

Highlighting the Point  51
4–2 Business and the Bill of Rights  52

Highlighting the Point  54
4–3 Due Process and Equal Protection  55

Highlighting the Point  56

Real-World Case Example  57
4–4 Privacy Rights  57

Linking Business Law to Your Career 
Pretexting and Marketing  59

Chapter 4—Work Set  63

Chapter 5

Tort Law  65
5–1 The Basis of Tort Law  65
5–2 Intentional Torts against Persons  67

Highlighting the Point  67

Highlighting the Point  68
5–3 Intentional Torts against Property  71

Real-World Case Example  72
5–4 Negligence  73



viii C o n t e n t s

Highlighting the Point  74

Highlighting the Point  75

Highlighting the Point  76
5–5 Strict Liability  76

Chapter 5—Work Set  79

Chapter 6

Intellectual Property  81
6–1 Trademarks and Related Property  81

Highlighting the Point  82
6–2 Patents  83
6–3 Copyrights  84

Real-World Case Example  85

Highlighting the Point  86
6–4 Trade Secrets  86
6–5 �International Protection for Intellectual 

Property  87

Linking Business Law to Your Career 
Trademarks and Service Marks  88

Chapter 6—Work Set  91

Chapter 7

Internet Law, Social Media,  
and Privacy  93
7–1 Internet Law   93

Highlighting the Point  95

Highlighting the Point  96

Highlighting the Point  97
7–2 Social Media  98

Real-World Case Example  99
7–3 Privacy  100

Chapter 7—Work Set  105

Chapter 8

Criminal Law and Cyber Crime  107
8–1 Civil Law and Criminal Law  107
8–2 What Constitutes Criminal Liability?  108
8–3 Constitutional Safeguards  109

Real-World Case Example  110
8–4 Crimes Affecting Business  110

Highlighting the Point  111

Highlighting the Point  112
8–5 Defenses to Criminal Liability  113

8–6 Cyber Crime  114

Linking Business Law to Your Career 
Protect Your Company against Hacking  116

Chapter 8—Work Set  119

Unit  2

Contracts  121

Chapter 9

Introduction to Contracts  122
9–1 The Definition of a Contract  122

Real-World Case Example  123
9–2 Types of Contracts  124

Highlighting the Point  124

Highlighting the Point  125
9–3 Interpretation of Contracts  127

Chapter 9—Work Set  131

Chapter 10

Offer and Acceptance  133
10–1 Requirements of the Offer  133

Highlighting the Point  134

Real-World Case Example  135
10–2 Termination of the Offer  136

Highlighting the Point  136
10–3 Acceptance  138
10–4 E-Contracts—Offer and Acceptance  139

Highlighting the Point  140

Chapter 10—Work Set  145

Chapter 11

Consideration  147
11–1 Elements of Consideration  147

Highlighting the Point  148
11–2 Adequacy of Consideration  148
11–3 Preexisting Duty  148

Highlighting the Point  149
11–4 Past Consideration  149
11–5 Problems with Consideration  150

Highlighting the Point  151

Real-World Case Example  151

Chapter 11—Work Set  155



ixC o n t e n t s

Chapter 12

Capacity  157
12–1 Minors  157

Real-World Case Example  158

Highlighting the Point  158

Highlighting the Point  159
12–2 Intoxicated Persons  160
12–3 Mentally Incompetent Persons  161

Highlighting the Point  162

Linking Business Law to Your Career 
Contracts with Minors or Intoxicated Persons  162

Chapter 12—Work Set  167

Chapter 13

The Legality of Agreements  169
13–1 Contracts Contrary to Statute  169
13–2 Contracts Contrary to Public Policy  170

Real-World Case Example  171

Highlighting the Point  172

Highlighting the Point  173
13–3 The Effect of Illegality  173

Highlighting the Point  173

Highlighting the Point  174

Chapter 13—Work Set  177

Chapter 14

Voluntary Consent  179
14–1 Mistakes  179

Highlighting the Point  180
14–2 Fraudulent Misrepresentation  181

Highlighting the Point  182

Real-World Case Example  183
14–3 Undue Influence  184
14–4 Duress  184

Chapter 14—Work Set  187

Chapter 15

Written Contracts  189
15–1 �The Statute of Frauds—Writing Requirement  189

Highlighting the Point  191

Highlighting the Point  192

Real-World Case Example  193

15–2 The Sufficiency of the Writing  194
15–3 The Parol Evidence Rule  195

Linking Business Law to Your Career 
Enforceable E-Mail Contracts  197

Chapter 15—Work Set  201

Chapter 16

Third Party Rights  203
16–1 Assignments and Delegations  203

Highlighting the Point  206

Highlighting the Point  207

Highlighting the Point  208
16–2 Third Party Beneficiaries  208

Real-World Case Example  208

Linking Business Law to Your Career 
Assignment and Delegation  211

Chapter 16—Work Set  215

Chapter 17

Contract Discharge and Remedies  217
17–1 Contract Discharge  217

Highlighting the Point  219

Real-World Case Example  221
17–2 Contract Remedies  222

Highlighting the Point  223

Highlighting the Point  224
17–3 Recovery Based on Quasi Contract  225

Linking Business Law to Your Career 
Performance and Compromise  226

Chapter 17—Work Set  231

Unit  3

Sales and Leases  233

Chapter 18

Introduction to Sales  
and Lease Contracts  234
18–1 Sales of Goods  234

Real-World Case Example  235
18–2 Leases of Goods  236
18–3 Sales and Lease Contracts  236

Highlighting the Point  238

Copyright 2017 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.



x C o n t e n t s

Highlighting the Point  239

Highlighting the Point  240

Highlighting the Point  241

Chapter 18—Work Set  245

Chapter 19

Title and Risk of Loss  247
19–1 Identification  247

Highlighting the Point  249

Highlighting the Point  251
19–2 Risk of Loss  251

Real-World Case Example  251

Highlighting the Point  252
19–3 Insurable Interest  254

Highlighting the Point  255

Linking Business Law to Your Career 
Risk Management  256

Chapter 19—Work Set  259

Chapter 20

Performance and Breach  261
20–1 Obligations of the Seller or Lessor  261

Real-World Case Example  262

Highlighting the Point  263

Highlighting the Point  264
20–2 Obligations of the Buyer or Lessee  265
20–3 Anticipatory Repudiation  266
20–4 Remedies of the Seller or Lessor  266

Highlighting the Point  267
20–5 Remedies of the Buyer or Lessee  267

Highlighting the Point  268

Chapter 20—Work Set  273

Chapter 21

Warranties and Product Liability  275
21–1 Warranties  275

Highlighting the Point  277

Highlighting the Point  278
21–2 Product Liability  280

Real-World Case Example  282

Linking Business Law to Your Career 
Quality Control Management  283

Chapter 21—Work Set  287

Chapter 22

Consumer Protection  289
22–1 Deceptive Advertising   289

Highlighting the Point  290

Real-World Case Example  291
22–2 Labeling and Packaging Laws  292
22–3 Consumer Sales  292
22–4 Credit Protection  293

Highlighting the Point  294

Highlighting the Point  295

Highlighting the Point  296
22–5 Protection of Health and Safety  297

Highlighting the Point  297

Chapter 22—Work Set  301

Unit  4

Negotiable Instruments  303

Chapter 23

The Essentials of Negotiability  304
23–1 Types of Instruments  304
23–2 What Is a Negotiable Instrument?  307

Real-World Case Example  308

Highlighting the Point  310
23–3 Transfer of Instruments  311

Highlighting the Point  311

Highlighting the Point  312

Linking Business Law to Your Career 
Writing and Indorsing Checks  313

Chapter 23—Work Set  317

Chapter 24

Transferability and Liability  319
24–1 Holder versus Holder in Due Course  319
24–2 Requirements for HDC Status  319

Copyright 2017 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.



xiC o n t e n t s

24–3 Signature Liability  321

Highlighting the Point  325
24–4 Warranty Liability  325

Highlighting the Point  325
24–5 Defenses  326

Real-World Case Example  327
24–6 Discharge  328

Chapter 24—Work Set  331

Chapter 25

Checks and Banking  
in the Digital Age  333
25–1 Checks  333
25–2 The Bank-Customer Relationship  334

Real-World Case Example  334
25–3 Honoring Checks  334

Highlighting the Point  336
25–4 Accepting Deposits  337

Highlighting the Point  338
25–5 Electronic Fund Transfers  341
25–6 E-Money and Online Banking  342

Linking Business Law to Your Career 
Banking Risks  344

Chapter 25—Work Set  347

Unit  5

Agency and Employment  349

Chapter 26

Agency  350
26–1 Agency Relationships  350
26–2 Agency Formation  351

Highlighting the Point  352
26–3 Duties of Agents and Principals   353
26–4 Agent’s Authority  354

Highlighting the Point  354

Highlighting the Point  355
26–5 Liability in Agency Relationships  356

Real-World Case Example  357
26–6 Termination of Agency Relationships  357

Highlighting the Point  358

Linking Business Law to Your Career 
Independent Contractors  359

Chapter 26—Work Set  363

Chapter 27

Employment, Immigration,  
and Labor Law  365
27–1 Employment at Will  365

Highlighting the Point  366
27–2 Worker Health and Safety  366

Highlighting the Point  367
27–3 Retirement Income and Security  367

Highlighting the Point  369
27–4 Family and Medical Leave   369

Real-World Case Example  369
27–5 Wage and Hour Laws  370

Highlighting the Point  371
27–6 Immigration Law  371
27–7 Labor Law  372

Highlighting the Point  373

Chapter 27—Work Set  379

Chapter 28

Employment Discrimination  381
28–1 Title VII of the Civil Rights Act  381

Highlighting the Point  382

Highlighting the Point  384

Real-World Case Example  385

Highlighting the Point  386
28–2 Discrimination Based on Age  386

Highlighting the Point  387
28–3 Discrimination Based on Disability  388
28–4 Defenses to Employment Discrimination  389

Linking Business Law to Your Career 
Human Resources Management  390

Chapter 28—Work Set  393

Copyright 2017 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.



xii C o n t e n t s

Unit  6

Business Organizations  395

Chapter 29

Sole Proprietorships, Partnerships,  
and Limited Liability Companies  396
29–1 Sole Proprietorships  396
29–2 Partnerships  397

Highlighting the Point  399

Highlighting the Point  399

Highlighting the Point  400

Highlighting the Point  401

Highlighting the Point  402

Highlighting the Point  403

Highlighting the Point  404
29–3 Limited Liability Companies  404

Real-World Case Example  405

Linking Business Law to Your Career 
Business Formation  406

Chapter 29—Work Set  409

Chapter 30

Formation and Termination  
of a Corporation  411
30–1 Corporate Classifications  411
30–2 Formation of a Corporation  412

Real-World Case Example  414
30–3 Corporate Powers  415
30–4 Corporate Financing  415
30–5 Mergers and Consolidations  417

Highlighting the Point  417
30–6 Termination of a Corporation  420

Highlighting the Point  420

Chapter 30—Work Set  425

Chapter 31

Management and Ownership of a 
Corporation  427
31–1 �Corporate Management—Directors and 

Officers  427

Highlighting the Point  428

Highlighting the Point  429

Highlighting the Point  430
31–2 Corporate Ownership—Shareholders  431

Real-World Case Example  432

Highlighting the Point  432

Highlighting the Point  433

Chapter 31—Work Set  437

Unit  7

Credit and Risk  439

Chapter 32

Secured Transactions  440
32–1 �The Terminology of Secured Transactions  440
32–2 Creating a Security Interest  441
32–3 Perfecting a Security Interest  441

Highlighting the Point  442
32–4 The Scope of a Security Interest  443

Highlighting the Point  443

Highlighting the Point  444

Highlighting the Point  444

Highlighting the Point  444
32–5 Priorities among Security Interests  445
32–6 �Rights and Duties of the Debtor and 

Creditor  446
32–7 Default  446

Real-World Case Example  447

Chapter 32—Work Set  451

Chapter 33

Creditors’ Rights and Remedies  453
33–1 Laws Assisting Creditors  453

Highlighting the Point  455

Highlighting the Point  456

Real-World Case Example  456

Highlighting the Point  458

Highlighting the Point  459
33–2 Laws Assisting Debtors  460

Highlighting the Point  460

Chapter 33—Work Set  463

Copyright 2017 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.



xiiiC o n t e n t s

Chapter 34

Bankruptcy  465
34–1 The Bankruptcy Code   465
34–2 Chapter 7—Liquidation  466

Highlighting the Point  467

Highlighting the Point  468

Highlighting the Point  470
34–3 Chapter 11—Reorganization  472
34–4 Chapter 13—Adjustment  473

Real-World Case Example  474

Chapter 34—Work Set  479

Chapter 35

Insurance  481
35–1 Insurance Terminology and Concepts  481
35–2 The Insurance Contract  483

Highlighting the Point  484

Real-World Case Example  485

Highlighting the Point  486

Linking Business Law to Your Career 
Risk Management in Cyberspace  487

Chapter 35—Work Set  491

Unit  8

Property  493

Chapter 36

Personal Property and Bailments  494
36–1 The Nature of Personal Property  494
36–2 �Property Ownership—Rights of Possession  495

Highlighting the Point  495
36–3 �Acquiring Ownership of Personal Property  496
36–4 �Mislaid, Lost, and Abandoned Property  499

Highlighting the Point  499
36–5 Bailments  500

Real-World Case Example  502

Chapter 36—Work Set  507

Chapter 37

Real Property  509
37–1 The Nature of Real Property  509
37–2 Ownership Interest  511

Highlighting the Point  511

Highlighting the Point  512

Real-World Case Example  513

Highlighting the Point  514
37–3 Transfer of Ownership  514

Highlighting the Point  514

Highlighting the Point  515

Linking Business Law to Your Career 
Eminent Domain and Commercial Development  517

Chapter 37—Work Set  521

Chapter 38

Landlord and Tenant Law  523
38–1 Leasehold Estates  523
38–2 The Landlord-Tenant Relationship  524

Real-World Case Example  525

Highlighting the Point  525

Highlighting the Point  527

Chapter 38—Work Set  533

Chapter 39

Wills and Trusts  535
39–1 Wills  535

Real-World Case Example  537
39–2 Intestacy Laws  539

Highlighting the Point  540
39–3 Trusts  541

Chapter 39—Work Set  547

Unit  9

Special Topics  549

Chapter 40

Administrative Law  550
40–1 Agency Creation  550
40–2 The Administrative Process  552

Highlighting the Point  554
40–3 Agency Powers  555

Real-World Case Example  556

Highlighting the Point  557
40–4 Public Accountability  558

Copyright 2017 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.



xiv C o n t e n t s

Linking Business Law to Your Career 
Dealing with Administrative Law  559

Chapter 40—Work Set  563

Chapter 41

Antitrust Law  565
41–1 The Sherman Act  565

Highlighting the Point  567

Highlighting the Point  568

Highlighting the Point  569
41–2 The Clayton Act  569

Real-World Case Example  570
41–3 Enforcement of Antitrust Laws  571
41–4 �U.S. Antitrust Laws in the Global Context  572

Chapter 41—Work Set  577

Chapter 42

International Law  579
42–1 �International Principles and Doctrines  579
42–2 Doing Business Internationally  580
42–3 International Contract Provisions  582

Highlighting the Point  583

42–4 �Payment on International Transactions  584
42–5 �Regulation of International Business 

Activities  584
42–6 U.S. Laws in a Global Context  586

Highlighting the Point  587

Real-World Case Example  587

Linking Business Law to Your Career 
Global Marketing Management  588

Chapter 42—Work Set  593

Appendices  

A	T he Constitution of the United States  A–1

B	 Article 2 of the Uniform Commercial Code  A–10

C	 Answers to Issue Spotters  A–29

Glossary  g–1

Table of Cases  tc–1

Index i–1

Copyright 2017 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.



xv

It is no exaggeration to say that today’s legal world is changing at a pace never 
before experienced. In many instances, technology is both driving and facilitat-
ing this change. The expanded use of the Internet for both business and personal 

transactions has led to new ways of doing business and, as a result, to a changing 
legal environment for the twenty-first century. In the midst of this evolving environ-
ment, however, one thing remains certain: for students entering the business world, 
an awareness of the legal and regulatory environment of business is critical.

Even for those students who do not enter the business world, legal problems 
will arise. Thus, a solid background in business law is essential for everyone. In 
Business Law: Text and Exercises, Eighth Edition, we present business law in a 
straightforward, practical manner. The essential aspects of every important topic 
are covered without overburdening the reader with numerous details and explana-
tions of arcane exceptions.

What’s New in the Eighth Edition
Instructors have come to rely on the coverage, accuracy, and applicability of Busi-
ness Law: Text and Exercises. That is why in the Eighth Edition we continue to 
engage student interest and provide a basic understanding of business law. Con-
sequently, we have incorporated significant new details, timely examples, helpful 
exhibits, and recent cases in every chapter. You will find that every chapter in the 
Eighth Edition includes several exciting new changes:

New Chapter Content  Chapter 7 on Internet Law, Social Media, and Privacy is 
completely new to this edition. Recognizing the significance of the Internet and 
social media in today’s workplace, this chapter discusses issues such as spam, 
online defamation, domain name disputes, cybersquatting, digital copyright laws, 
and file sharing. In addition, we examine how social media have affected business 
policymaking and privacy issues.

Chapter 28 on Employment Discrimination has been reworked so that its entire 
content now focuses solely on issues regarding discrimination in the workplace. 
This chapter provides basic explanations and examples of the requirements under 
Title VII of the Civil Rights Act, as well as the Age Discrimination in Employment 
Act and the Americans with Disabilities Act.

Real-World Case Examples  Real-World Case Examples are integrated appropriately 
throughout the text and present the facts, issues, and rulings from actual court 
cases. Students can quickly read through the Real-World Case Examples to see 
how courts apply legal principles to everyday scenarios. Each Real-World Case 
Example is completely new to this edition and based on a 2013 or 2014 case.

Highlighting the Point  Highlighting the Point features help students understand 
how business law can apply to common situations. We have added nearly forty 
new Highlighting the Point features, and each chapter includes two or more of 
these helpful features.

Preface to the Instructor
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Numbered Examples  Numbered Examples are one of the more appreciated 
features of Business Law: Text and Exercises because they clarify legal principles 
for students. For the Eighth Edition, we have added more than one hundred new 
Numbered Examples throughout the chapters.

Real-World Case Problems  All Real-World Case Problems are now based on cases 
from 2012, 2013, or 2014. Ninety-five percent of these case problems are new 
to this edition, and all of them have been condensed for an easier, more basic 
problem-solving process.

Terms and Concepts for Review  The Terms and Concepts for Review sections with 
their lists of boldfaced terms help to increase student understanding of common 
business law terminology and concepts. For the Eighth Edition, we have added 
fifty new Terms and Concepts to Review. Each boldfaced term has a corresponding 
page number that directs students to its margin definition within a chapter. All 
boldfaced terms and their definitions can also be found in the book’s Glossary.

Practical and Effective Learning Tools 
To help students review chapter materials and prepare for testing, this text pro-
vides the following effective, practical features:
•	 Learning Outcomes—Every chapter starts with four to six Learning Outcomes. 

Within the body of the text, when the material being discussed relates to a spe-
cific Learning Outcome, we indicate this clearly in the page margin. Additionally, 
each Chapter Summary includes that chapter’s Learning Outcomes with a suc-
cinct review of the major points students need to remember. 

•	 Facing (and Answering) a Legal Problem—Each chapter opens with an appro-
priate and straightforward legal problem that is answered later in the text. The 
problem is set off in a distinctive manner that separates it from the text mate-
rials. At the end of the chapter, the problem is stated again, and the answer to 
the problem is given.

•	 Linking Business Law to Your Career features—Written in an easy-to-
understand style, these features emphasize tips, pitfalls, and effective 
strategies for students to remember once they are working and applying 
their knowledge of basic business law to real-life workplace scenarios. In 
selected chapters, these features often reflect new business developments 
and examples. This edition added three new Linking Business Law to Your 
Career features.

•	 Exhibits—When appropriate, we have illustrated important aspects of the law 
in graphic or summary form in exhibits. These exhibits will help your students 
grasp the essential concepts pertaining to a specific area of the law or a par-
ticular legal doctrine. 

•	 Work Sets—At the end of every chapter, there is a tear-out sheet called a Work 
Set, which features several true-false and multiple-choice questions, plus an 
Answering More Legal Problems feature. This in-text study guide helps stu-
dents review the material covered in the chapter.  

•	 Issue Spotters—The Issue Spotters provide students with two hypothetical 
situations that end with questions related to the topics discussed in the chap-
ter. Students answer these questions by reviewing the topic material. They can 
then compare their answers with those provided in Appendix C at the end of 
this book.

•	 Using Business Law—These questions help students understand straightforward 
applications of the law.
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•	 Ethical Questions—Located at the end of every chapter, these questions pro-
vide opportunities for critical thinking regarding ethical issues in a variety of 
actual business cases.

•	 Appendices—As a reference source for your students when studying chapter 
materials, we have included the following appendices:

	 A—The Constitution of the United States
	 B—Article 2 of the Uniform Commercial Code
	 C—Answers to Issue Spotters

Supplements
Business Law: Text and Exercises, Eighth Edition, provides a comprehensive sup-
plements package. The supplements were created with a single goal in mind: to 
make the tasks of teaching and learning more enjoyable and efficient. The follow-
ing supplements are available for instructors.

MindTap Business Law for Business Law: Text & Exercises, 
Eighth Edition
MindTap/ is a fully online, highly personalized learning experience built upon 
authoritative Cengage Learning content. By combining readings, multimedia, 
activities, and assessments into a singular Learning Path, MindTap guides students 
through their course with ease and engagement. Instructors personalize the Learn-
ing Path by customizing Cengage Learning resources and adding their own content 
via apps that integrate into the MindTap framework seamlessly with Learning 
Management Systems.

Business law instructors have told us it is important to help students Prepare for 
class, Engage with the course concepts to reinforce learning, Apply these concepts 
in real-world scenarios, and use legal reasoning and critical thinking to Analyze 
business law content. Accordingly, the Business Law MindTap product provides a 
four-step Learning Path designed to meet these critical needs while also allowing 
instructors to measure skills and outcomes with ease.
•	 Prepare—Chapter review activities are guided readings designed to prepare 

students for classroom discussion by ensuring reading and comprehension.
•	 Engage—Real-world videos with related questions help engage students by 

displaying the relevance of business law in everyday life.
•	 Apply—Brief hypotheticals help students practice spotting issues and applying 

the law in the context of short factual scenarios.
•	 Analyze—Legal reasoning activities promote deeper critical thinking by building 

on acquired knowledge to truly assess students’ understanding of legal principles.
Each and every item in the Learning Path is assignable and gradable. This gives 

instructors the knowledge of class standings and concepts that may be difficult. 
Additionally, students gain knowledge about where they stand—both individually 
and compared to the highest performers in class.

To view a demo video and learn more about MindTap, please visit  
www.cengage.com/mindtap.

Cengage Learning Testing Powered by Cognero
Cengage Learning Testing Powered by Cognero is a flexible, online system that 
allows instructors to do the following:
•	 Author, edit, and manage Test Bank content from multiple Cengage Learning 

solutions.
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•	 Create multiple test versions in an instant.
•	 Deliver tests from their Learning Management System (LMS), classroom, or 

wherever they want.

Start Right Away!  Cengage Learning Testing Powered by Cognero works on any 
operating system or browser.
•	 No special installs or downloads are needed.
•	 Create tests from school, home, the coffee shop—anywhere with Internet 

access.

What Instructors Will Find
•	 Simplicity at every step. A desktop-inspired interface features drop-down 

menus and familiar intuitive tools that take instructors through content cre-
ation and management with ease.

•	 Full-featured test generator. Create ideal assessments with a choice of fifteen 
question types—including true/false, multiple choice, opinion scale/Likert, and 
essay. Multi-language support, an equation editor, and unlimited metadata 
help ensure instructor tests are complete and compliant.

•	 Cross-compatible capability. Import and export content into other systems.

Instructor’s Companion Web Site
The Instructor’s Companion Web Site for Business Law: Text and Exercises, 
Eighth Edition, contains the following supplements:
•	 Instructor’s Manual. The Instructor’s Manual contains all of the answers to 

the Issue Spotters, Using Business Law questions, Real-World Case Problems, 
and Ethical Questions. In addition, it provides the answers to each chapter’s 
Work Set.

•	 Test Bank. The comprehensive Test Bank contains multiple-choice, true-false, 
and short essay questions.

•	 PowerPoint Slides.
For more details, contact your Cengage Learning sales representative.
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 Learning Outcome 1 

Answer the question  
“What is law?”

Facing a Legal Problem

�California passes a law that restricts carbon dioxide emissions from 
automobiles in that state. A group of automobile manufacturers 
files a suit against the state of California to prevent enforcement 
of the law. The automakers claim that a federal statute already sets 
national fuel economy standards. They assert that these standards 
are essentially the same as carbon dioxide emission standards. 

Q 	Are the automakers seeking a legal remedy or an equitable remedy? What is the 
primary source of law at issue?

Persons entering the world of business today will find themselves subject to numer-
ous laws and government regulations. An acquaintance with these laws and regu-
lations is beneficial—if not essential—to anyone contemplating a successful career 
in business.

In this introductory chapter, we look at the nature of law in general. We also 
examine the history and sources—both domestic and international—of American 
law in particular.

	 1–1 What Is Law?
There have been, and will continue to be, different definitions of law. The Greek 
philosopher Aristotle (384–322 b.c.e.) saw law as a “pledge that citizens of a 
state will do justice to one another.” Aristotle’s teacher, Plato (427?–347 b.c.e.), 
believed that law was a form of social control. The Roman philosopher Cicero 
(106–43 b.c.e.) contended that law was the agreement of reason and nature, the 
distinction between the just and the unjust. 

Later, the British jurist Sir William Blackstone (1723–1780) described law as “a 
rule of civil conduct prescribed by the supreme power in a state, commanding what 
is right, and prohibiting what is wrong.” In America, the eminent judge Oliver Wen-
dell Holmes, Jr. (1841–1935), contended that law was a set of rules that allowed one 
to predict how a court would resolve a particular dispute—“the prophecies of what 
the courts will do in fact, and nothing more pretentious, are what I mean by the law.”

Although these definitions vary in their particulars, they all are based on the fol-
lowing general observation concerning the nature of law: law consists of enforce-
able rules governing relationships among individuals and between individuals and 
their society.

Learning  Outcomes

The four Learning Outcomes  
below are designed to help 
improve your understanding of the 
chapter. After reading this chapter, 
you should be able to: 

1 	 Answer the question  
“What is law?”

2 	 List the major sources of law 
in our legal system.

3 	 Identify the supreme law  
of the land.

4 	 Explain the difference 
between our legal system 
and the legal systems of 
other nations.

law
A body of rules of conduct with 
legal force and effect, set forth by 
the government of a society.

1
Introduction to  
the Law and Our  
Legal System
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lawsuit
A judicial proceeding for the 
resolution of a dispute between 
parties in which rights are 
enforced or protected, wrongs are 
prevented or redressed, or public 
offenses are prosecuted. 

	 1–2 �Business Activities  
and the Legal Environment

Regardless of how law is defined, a knowledge of business law is essential for any 
businessperson. To make good business decisions, businesspersons must have a 
basic knowledge of the laws and regulations governing those decisions. Further-
more, in today’s world, businesspersons are expected to make decisions that are 
ethical as well as legally sound. Thus, the study of business law involves an ethical 
dimension.

1–2a �Many Different Laws May  
Affect a Single Business Transaction

As you will see, each chapter in this textbook covers a specific area of the law and 
shows how the legal rules in that area affect business activities. Dividing up the 
law in this manner makes learning easier. But it does not take account of an impor-
tant fact: many different laws may apply to just one transaction. 

Businesspersons should be aware of this and understand enough about the law 
to know when to hire an expert for advice. See the Linking Business Law to Your 
Career feature at the end of this chapter for more on this topic. 

If a dispute cannot be resolved amicably, then a lawsuit may become necessary. 
At that point, it is also important to know about the laws and the rules concerning 
courts and court procedures that spell out the steps of a lawsuit.

H i g h l i g h t i n g  t h e  P o i n t

Bob is the president of NetSys, Inc., a company that creates and maintains com-
puter network systems for its clients. NetSys also markets software for custom-
ers who need an internal computer network but cannot afford an individually 
designed intranet. One day, Janet, an operations officer for Southwest Distribution 
Corporation (SDC), contacts Bob by e-mail about a possible contract involving 
SDC’s computer network. Bob and Janet appear to make a deal, but later, a dispute 
arises over the terms. 

Do these parties have an enforceable contract? If so, does NetSys have any options if 
SDC breaches the contract?  The answers to these questions are part of contract law 
and sales law. How can NetSys guarantee that it will be paid? For example, if SDC pays 
with a check that is returned for insufficient funds, what are NetSys’s options? Answers 
to these questions can be found in the laws that relate to negotiable instruments 
(such as checks) and creditors’ rights. Who owns the rights to NetSys’s software? Who 
is liable if the software is defective? Did Bob and Janet have the authority to make the 
deal in the first place? Resolutions of these questions can be found in areas of the law 
that relate to intellectual property, e-commerce, torts, product liability, agency, and 
business organizations.

breach
The failure to perform a legal 
obligation.
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1–2b The Role of the Law in a Small Business
Some of you may end up working in, or owning and operating, a small business. 
The small-business owner is the most general of managers. When you seek addi-
tional financing, you become a finance manager. As you go over the books, you 
become an accountant. When you direct an advertising campaign, you are the 
marketing manager. As you evaluate market trends and pricing, interest rates, and 
other macro phenomena, you take on the role of a managerial economist. Each of 
these roles has a link to the law. 

Exhibit 1.1 shows some of the legal issues that can arise in managing a small—
or large—business.

	 1–3 Sources of American Law
To understand the law, you need to have some understanding of its origins. Thus, 
we begin our study with a discussion of the sources of American law. One major 
source is the common law tradition that originated in medieval England. Another 
is constitutional law, which includes the U.S. Constitution and the constitutions 

 Learning Outcome 2

List the major sources of law in our 
legal system.

Business Organization
What is the most appropriate business organizational form, 

and what type of personal liability does it entail?

Taxation
How will the small business be taxed, and are there ways to reduce those taxes?

Intellectual Property
Does the small business have any patents or other intellectual 

property that needs to be protected, and if so, what steps should the firm take?

Administrative Law
What types of government regulations apply to the 

business, and what must the firm do to comply with them?

Employment
Does the business need an employment manual, 

and does management have to explicitly inform employees of their rights?

Contracts, Sales, and Leases
Will the firm be regularly entering into contracts with others, 
and if so, should it hire an attorney to review those contracts?

Accounting
Do the financial statements created by an accountant need to be verified for accuracy?

Finance
What are appropriate and legal ways to raise 

additional capital so that the business can grow?

 Exhibit 1.1 	 Linking Business Law to the Management of a Small Business
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common law
The body of law developed from 
custom or judicial decisions in 
English and U.S. courts.

of the states. The U.S. Constitution is the supreme law of the land. Within each 
state, the state constitution is supreme, so long as it does not conflict with the U.S. 
Constitution.

Statutes—the laws enacted by Congress and the state legislatures—comprise 
an additional source of American law. This source of the law is generally referred 
to as statutory law. Finally, yet another source of American law is administrative 
law, which consists of the numerous regulations created by administrative agencies 
(such as the U.S. Food and Drug Administration). 

1–3a The Common Law Tradition
Because of our colonial heritage, much of American law is based on the English 
legal system. A knowledge of this tradition is necessary to understand the nature 
of our legal system today.

Early English Courts of Law  In 1066, the Normans conquered England. William 
the Conqueror and his successors began the process of unifying the country under 
their rule. One of the means they used to this end was the establishment of the 
king’s courts, or curiae regis. Before the Norman Conquest, disputes had been 
settled according to the local legal customs and traditions in various regions of 
the country. The king’s courts sought to establish a uniform set of customs for the 
whole country. The body of rules that evolved in these courts was the beginning of 
the common law—a body of general rules that prescribed social conduct and was 
applied throughout the entire English realm.

Courts developed the common law rules from the principles behind the deci-
sions in actual legal disputes. Judges attempted to be consistent. When possible, 
they based their decisions on the principles suggested by earlier cases. They sought 
to decide similar cases in a similar way. They considered new cases with care 
because they knew that their decisions would make new law. Each interpretation 
became part of the law on the subject and served as a legal precedent (a guide for 
future decisions). Later cases that involved similar legal principles or facts could be 
decided with reference to that precedent. 

Stare Decisis  The practice of deciding new cases with reference to former decisions, 
or precedents, eventually became a cornerstone of the English and American 
judicial systems. It forms a doctrine called stare decisis (pronounced ster-ay dih-
si-ses), which means “to stand on decided cases.” Under this doctrine, judges are 
obligated to follow the precedents established within their jurisdictions.

The doctrine of stare decisis performs many useful functions. It helps the courts 
to be more efficient, because if other courts have carefully reasoned through a sim-
ilar case, their legal reasoning and opinions can serve as guides. Stare decisis also 
makes the law more stable and predictable, because if the law on a given subject 
is well settled, someone bringing an action usually can rely on the court to make a 
decision based on what the law has been.

Often, a court will depart from the rule of precedent if it decides that the prec-
edent should no longer be followed. If a court decides that a precedent is simply 
incorrect or that technological or social changes have rendered the precedent inap-
plicable, the court might rule contrary to the precedent. Cases that overturn prec-
edent often receive a great deal of publicity.

Sometimes, there is no precedent on which to base a decision, or there are con-
flicting precedents. In these situations, courts may consider a number of factors. 
Judges may consider legal principles and policies underlying previous court deci-
sions. They also may take into account existing statutes, fairness, social values 
and customs, public policy, and data and concepts drawn from the social sciences. 
Which of these sources is chosen or receives the greatest emphasis will depend on 
the nature of the case being considered and the particular judge hearing the case.

precedent
A court decision that furnishes an 
example or authority for deciding 
subsequent cases involving 
identical or similar facts.

stare decisis
A doctrine of the courts under 
which judges are obligated to 
follow the precedents established 
within their jurisdictions.

action
A proceeding by one person 
against another in a court to obtain 
the enforcement or protection of 
a right, the redress or prevention 
of a wrong, or the punishment of a 
public offense.
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Equity  A person brings a case to a court of law seeking a remedy, or relief from a 
wrong. Usually, that remedy is damages—the payment of money.    EXAMPLE 1.1    Elena 
is injured because of Rowan’s wrongdoing. If Elena files a lawsuit and is successful, 
a court can order Rowan to compensate Elena for the harm by paying her a certain 
amount of money (damages). The compensation is Elena’s remedy.b 

Money may not be enough to make the situation right, however. Equity is that 
branch of law, founded in justice and fair dealing, that seeks to supply a fairer and 
more adequate remedy than monetary damages. 

Early History  In medieval England, when individuals did not have a cause of action 
through which they could obtain an adequate remedy in a court of law, they 
petitioned the king for relief. Most of these petitions were decided by an adviser 
to the king, called the chancellor. The chancellor was said to be the “keeper of the 
king’s conscience.” When the chancellor thought that the claim was a fair one, 
new and unique remedies were granted. In this way, a body of chancery rules and 
remedies came into being. 

Courts of Equity and Law  Eventually, formal chancery courts were established. These 
became known as courts of equity, granting remedies in equity. Thus, two distinct 
court systems—courts of law and courts of equity—were created, each having a 
different set of judges and a different set of remedies.

A court of law could grant only damages as a remedy. A court of equity, how-
ever, could order a party to perform what was promised. A court of equity could 
also issue an injunction to direct a party to do or not to do a particular act. In cer-
tain cases involving contracts, when the legal remedy of the payment of money for 
damages was unavailable or inadequate, a court of equity might have allowed for 
the cancellation of the contract so that the parties would be returned to the posi-
tions that they held before the contract’s formation.

Today, in most states, the courts of law and equity are merged. Thus, the distinc-
tion between the two courts has largely disappeared. A court may now grant both 
legal and equitable remedies in the same case. Yet the merging of law and equity 
does not diminish the importance of distinguishing legal remedies from equitable 
remedies. To request the proper remedy, one must know what remedies are avail-
able for specific kinds of harms suffered.

Real-World Case Example

Experience Hendrix, LLC, owns trademarks—including the name “Hendrix”—that it 
uses to sell and license merchandise related to the famous musician, Jimi Hendrix. 
Andrew Pitsicalis owns, or has licenses to use, photos and other art depicting Hendrix. 
Pitsicalis did business through his Web sites, hendrixlicensing.com and hendrixart 
work.com. Alleging trademark infringement, Experience Hendrix filed a suit in a fed-
eral court against Pitsicalis. From a judgment in Experience Hendrix’s favor, both par-
ties appealed.

Could Experience Hendrix obtain both an injunction and damages?  Yes. In a 2014 deci-
sion, Experience Hendrix, LLC v. Hendrixlicensing.com, Ltd., the U.S. Court of Appeals for 
the Ninth Circuit affirmed that Pitsicalis infringed the “Hendrix” trademark. Pitsicalis 
defended his use of the mark as nominative fair use—which is a defense that applies 
when a defendant uses a plaintiff’s mark to describe the plaintiff’s product. The court 

remedy
The relief given to innocent parties, 
by law or by contract, to enforce a 
right or to prevent or compensate 
for a wrong.

damages
Money sought as a remedy for a 
harm suffered.

cause of action
A situation or state of facts that 
gives a person a right to initiate a 
judicial proceeding.

injunction
A court decree ordering a person 
to do or to refrain from doing a 
certain act.
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case law
Rules of law announced in court 
decisions.

rejected this defense, however, concluding that Pitsicalis used “Hendrix” to sell his 
own products, not to refer to Experience Hendrix’s products. The court issued an 
injunction prohibiting Pitsicalis from using “Hendrix” in his business and domain 
names. As for the damages, evidence showed a “significant” decline in Experience 
Hendrix’s revenue during the period of Pitsicalis’s infringing conduct.

The Common Law Today  The body of law that was first developed in England is still 
used today in the United States. It consists of the rules of law announced in court 
decisions, including court interpretations of constitutional provisions, of statutes 
enacted by legislatures, and of regulations created by administrative agencies. 
Today, this body of law is referred to variously as the common law, judge-made 
law, and case law.

The common law governs all areas not covered by statutory law, which, as 
will be discussed shortly, generally consists of laws enacted by state legislatures 
and, at the federal level, by Congress. The body of statutory law has expanded 
greatly since the founding of this nation. This expansion has resulted in a reduc-
tion in the scope and applicability of the common law. Nonetheless, the common 
law remains a significant source of legal authority. Even when legislation has 
been substituted for common law principles, courts often rely on the common 
law as a guide to interpreting the legislation, on the theory that the people who 
drafted the statute intended to codify an existing common law rule.

1–3b Constitutional Law
The federal government and the states have separate constitutions that set forth 
the general organization, powers, and limits of their governments. The U.S. Con-
stitution is the supreme law of the land. A law in violation of the Constitution, no 
matter what its source, will be declared unconstitutional and will not be enforced. 

The Tenth Amendment to the U.S. Constitution, which defines the powers and 
limitations of the federal government, reserves all powers not granted to the fed-
eral government to the states. Unless they conflict with the U.S. Constitution, state 
constitutions are supreme within their respective borders. The complete text of the 
U.S. Constitution is presented in Appendix A.

H i g h l i g h t i n g  t h e  P o i n t

Congress enacts a law prohibiting businesses engaged in interstate commerce 
from refusing to deal with the members of minority groups. Later, a state legislature 
enacts a law allowing businesses in the state to decline to deal with members of 
minority groups. Jill, a member of a minority, files a lawsuit against the state to stop 
the enforcement of this new state law. Jill explains that the commerce clause of the 
U.S. Constitution gives Congress the authority to regulate businesses involved in 
interstate commerce. 

Is the state law valid?  No. The U.S. Constitution is the supreme law of the land. A law 
in violation of the Constitution will be declared unconstitutional. The state law is in 
violation because it attempts to regulate an area over which the Constitution gives 
authority to the federal government (as well as infringing on some persons’ constitu-
tional rights). Can the court grant Jill the remedy that she requests? Yes. The court can 
order the state to stop its enforcement of the law.

 Learning Outcome 3

Identify the supreme law  
of the land.
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1–3c Statutory Law
Statutes enacted by Congress and the various state legislative bodies make up 
another source of law, which is generally referred to as statutory law. The statutory 
law of the United States also includes the ordinances passed by cities and counties. 
None of these can violate the U.S. Constitution or the relevant state constitution. 

Today, legislative bodies and regulatory agencies assume an ever-increasing 
share of lawmaking. Much of the work of modern courts consists of interpreting 
what the rulemakers meant when a law was passed and applying the law to a pres-
ent set of facts.

Uniform Laws  No two states in the United States have identical statutes, constitutions, 
and case law. In other words, state laws differ from state to state. The differences 
among state laws were even more notable in the 1800s, when conflicting state statutes 
frequently made the rapidly developing trade and commerce among the states very 
difficult. To counter these problems, a group of legal scholars and lawyers formed 
the National Conference of Commissioners on Uniform State Laws (NCCUSL) in 
1892 to draft uniform statutes for adoption by the states. The NCCUSL still exists 
today and continues to issue uniform statutes.

Adoption of a uniform law is a state matter. Furthermore, a state may reject all 
or part of the statute or rewrite it as the state legislature wishes. Hence, even when 
a uniform law is said to have been adopted in many states, those states’ laws may 
not be entirely “uniform.” Once adopted by a state, a uniform act becomes a part 
of the statutory law of that state.

The Uniform Commercial Code (UCC)  The Uniform Commercial Code (UCC), which 
was created through the joint efforts of the NCCUSL and the American Law 
Institute, was issued in 1952. The UCC has been adopted in forty-nine states, the 
District of Columbia, and the Virgin Islands. Louisiana has adopted Articles 1, 3, 
4, 5, 7, 8, and 9. The UCC facilitates commerce among the states by providing a 
uniform, yet flexible, set of rules governing commercial transactions. The UCC 
assures businesspersons that their contracts, if validly entered into, will be enforced. 

1–3d Administrative Law 
Administrative law consists of the rules, orders, and decisions of administrative agen-
cies (government bodies, such as departments, commissions, and boards, charged 
by Congress or a state legislature with carrying out the terms of particular laws). 
Regulations issued by various administrative agencies affect virtually every aspect 
of a business’s operation, including capital structure and financing, hiring and fir-
ing procedures, relations with employees and unions, and the way a firm manufac-
tures and markets its products. 

	 1–4 Civil Law versus Criminal Law
The huge body of the law is broken down into several classifications. One impor-
tant classification divides law into civil law and criminal law. 

Civil law spells out the rights and duties that exist between persons and between 
citizens and their governments (excluding the duty not to commit crimes). In a civil 
case, one party (sometimes the government) tries to make the other party comply 
with a duty or pay for the damage caused by a failure to do so. Contract law is part 
of civil law.    EXAMPLE 1.2    If Craig fails to perform a contract with Mary, she may 
bring a lawsuit against Craig. The purpose of the lawsuit will be either to compel 

statutory law
Laws enacted by a legislative body.

administrative law
A body of law in the form of rules, 
orders, and decisions created by 
administrative agencies in order 
to carry out their duties and 
responsibilities. 

civil law
The branch of law dealing with 
the definition and enforcement 
of all private and public rights, as 
opposed to criminal matters.
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criminal law
Law that governs and defines 
those actions that are crimes and 
that subject the convicted offender 
to punishment imposed by the 
government.

Craig to perform as promised or, more commonly, to obtain monetary damages for 
Craig’s failure to perform.b

Criminal law has to do with a wrong committed against the public as a whole. 
Criminal acts are prohibited by local, state, or federal government statutes. In a 
criminal case, the government seeks to impose a penalty (a monetary penalty and/
or imprisonment) on an allegedly guilty person.

	 1–5 National Law around the World
The common law system of England and the United States is one of the major legal 
systems of today’s world. Generally, countries that were once colonies of Great 
Britain retained their English common law heritage after they achieved their inde-
pendence. Today, common law systems exist in Australia, Canada, India, Ireland, 
and New Zealand.

In contrast to Great Britain and the other common law countries, most Euro-
pean nations base their legal systems on Roman civil law, or “code law.” The term 
civil law, as used here, does not refer to civil as opposed to criminal law. It refers 
to codified law—an ordered grouping of legal principles enacted into law by a 
legislature or governing body. 

In a civil law system, the primary source of law is a statutory code. Case prece-
dents are not judicially binding, as they are in a common law system. This is not to 
say that precedents are unimportant in a civil law system. On the contrary, judges 
in such systems commonly refer to previous decisions as sources of legal guidance. 
The difference is that judges in a civil law system are not bound by precedent. The 
doctrine of stare decisis does not apply.

Today, the civil law system is followed in most of the continental European 
countries, as well as in the African, Asian, and Latin American countries that were 
once colonies of the continental European nations. In the United States, Louisiana, 
because of its historical ties to France, has a civil law system. 

	 1–6 International Law
International law can be defined as a body of written and unwritten laws observed 
by independent nations in their relations with other nations. It governs the acts of 
individuals as well as governments. International customs and treaties are gener-
ally considered to be two of the most important sources of international law. 

The key difference between national law (the law of a particular nation) and 
international law is the fact that national law can be enforced by government 
authorities. What government can enforce international law, however? By defini-
tion, a nation is a sovereign entity, which means that there is no higher authority 
to which that nation must submit. If a nation violates an international law, the 
most that other countries or international organizations can do (if persuasive 
tactics fail) is resort to coercive actions against the violating nation. Coercive 
actions range from severance of diplomatic relations and boycotts to, as a last 
resort, war.

In essence, international law is the result of centuries-old attempts to reconcile the 
traditional need of each nation to be the final authority over its own affairs with the 
desire of nations to benefit economically from trade and harmonious relations with 
one another. Although no sovereign nation can be compelled to obey a law external 
to itself, nations can and do voluntarily agree to be governed in certain respects by 
international law for the purpose of facilitating international trade and commerce, 
as well as for civilized discourse. 

 Learning Outcome 4

Explain the difference between our 
legal system and the legal systems 
of other nations.

civil law system
A system of law derived from that 
of the Roman Empire and based on 
a code rather than case law. 

international law
The law that governs relations 
among nations.
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