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xiii

The study of business law and the legal environment has universal applicabil-
ity. Any student entering any field of business must have at least a passing 
understanding of business law in order to function in the real world. Stu-

dents going on to a business career must have an awareness of the legal and regu-
latory environment today. Even for those students who do not pursue a business 
career, legal problems will arise.

In Business Law: Text & Exercises, Tenth Edition, I 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 expla-
nations of arcane exceptions. This new edition helps students master key legal 
concepts and doctrines while providing practical experience in applying basic legal 
principles to common business situations. Written in user-friendly, layperson lan-
guage, I have taken special care to provide straightforward descriptions, everyday 
examples, and varied exercises to help students apply what they are reading and 
learning to real-life situations.

Developed specifically for the business law survey course, this new edition’s 
short, concise chapters are punctuated with illustrative and timely features, includ-
ing Highlighting the Point and Real Case summaries. Each chapter’s learning tools 
clarify contemporary legal principles in a practical presentation that ensures stu-
dents gain a solid understanding of business law.

What’s New in the Tenth Edition
Instructors have come to rely on the coverage, accuracy, and applicability of 
Business Law: Text & Exercises. That is why in the tenth edition I continue to 
focus on engaging student interest and providing a basic understanding of business 
law. In every chapter, I have incorporated significant new details, timely examples, 
helpful exhibits, and recent cases.

This edition aims to provide a text that fully integrates diversity and inclusivity so 
that all students (and instructors) can feel comfortable at all times while reading it.

New Chapter Content
Where appropriate, I have added new or fully revised sections. These include:
• In Chapter 5, new explanation of why the common language use of “assault” 

is incorrect
• In Chapter 6, new section extension on selling counterfeit items on the 

internet, in particular, involving a lawsuit by Chanel against Amazon
• In Chapter 9, new section on click-on agreements that includes forum-

selection clauses
• In Chapter 11, new section on whether minors can avoid their obligations 

under smart contracts
• In Chapter 11, new section on minors’ rights and digital assets
• In Chapter 13, new section on reformation of contracts as an alternative to 

judicially canceling contracts

Preface to the Instructor
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xiv P r e f a c e  t o  t h e  I n s t r u c t o r

• In Chapter 13, new section on innocent misrepresentation
• In Chapter 14, new section on text messaging and the enforceability of e-mail 

and text contracts
• In Chapter 17, new section on rules of construction given the order of priority 

of expressed terms
• In Chapter 19, new section on when a repudiation may be retracted
• In Chapter 21, new section on the TCPA and TRACED Acts, with the latter 

dealing specifically with prohibited robocalls
• In Chapter 22, new section on acceleration clauses
• In Chapter 23, new section on FTC Rule 433, which effectively eliminates 

holder in due course status for those holding notes pursuant to consumer 
credit transactions

• In Chapter 24, new section on online and mobile banking
• In Chapter 24, new section on electronic payment systems, including eBills
• In Chapter 24, new section on artificial intelligence (AI) and its use in financial 

technology (fintech)
• In Chapter 24, new section on digital lending using artificial intelligence
• In Chapter 26, new section on the Family and Medical Leave Act with respect 

to families of those in the armed forces
• In Chapter 26, new section on the Affordable Care Act
• In Chapter 27, new section on the 2020 Supreme Court case Bostock v. 

Clayton County concerning the inclusion of gender identity and sexual 
orientation within the meaning of Title VII of the Civil Rights Act

• In Chapter 27, new section on discrimination against transgender persons
• In Chapter 27, new section on seniority systems
• In Chapter 29, new section on Reg. A+, which increased the exemption under 

Reg. A from $5 million to $50 million for security offerings
• In Chapter 29, new section on the decreased use of physical stock certificates
• In Chapter 30, new section on disclosure of conflicts of interest
• In Chapter 37, new section on a bailor’s duty to reveal defects
• In Chapter 37, new section on warranty liability for defective goods
• In Chapter 38, new section on creation of an easement or profit by necessity
• In Chapter 38, new section on creation of an easement or profit by implication
• In Chapter 38, new section on creation of an easement or profit by prescription
• In Chapter 39, new section on commercial lease terms
• In Chapter 40, new section on transfer of digital assets upon death
• In Chapter 40, new section on the eight categories of digital assets that should 

be of concern to students
• In Chapter 40, new section on digital executors
• In Chapter 40, new section on adding digital heirs to your accounts
• In Chapter 40, new section on using a password manager

Effective Pedagogy
The tenth edition complements its new content coverage with varied and updated 
pedagogical content. To provide students with a variety of study tools for retaining 
and reviewing chapter materials, I have revised the following:
• Every chapter presents all-new Real Cases, which are based on actual cases. 

Eighteen are real cases from 2020 and 2021. Students can quickly read 
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through the Real Cases to see how courts apply legal principles to everyday 
business scenarios.

• I have added Highlighting the Point features. These features help students 
understand how business law can apply to common situations. There are over 
a dozen new features of this type.

• I have added new Conflict Presented/Conflict Resolved features. Each chapter 
opens with a brief legal Conflict Presented scenario and question. The Conflict 
Resolved feature answers the Conflict Presented question. These Conflict 
Resolved features are placed after the concept demonstrated is presented 
within each chapter. Students can therefore more easily see the relationship 
between the conflict and the legal principle that explains how it is resolved.

• Examples are very helpful for students because they illustrate and clarify legal 
principles. I have added numerous new numbered examples throughout the 
text.

• This edition also includes forty-three new Real Law case problems in the 
chapter-ending material. Thirty of these cases are from 2020 and 2021.

Additional Practical Learning Tools
To help students review chapter materials and prepare for testing, this text provides 
additional effective, practical features:
• Learning Outcomes. Every chapter starts with four to six Learning Outcomes. 

Each Learning Outcome is repeated in the margin at the point where it is 
discussed in the text. Additionally, each Chapter Summary includes that 
chapter’s Learning Outcomes with a succinct review of the major points 
students need to remember. In this edition, the end-of-chapter exercises are 
also tied to the corresponding Learning Outcome.

• Linking Business Law to Your Career. 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.

• Glossary. For students’ convenient reference, each key term throughout the 
text is defined in the Glossary.

Pedagogical Basis for the End-of-Chapter 
Questions and Problems
There is a logical progression of questions and problems at the end of each chapter.
1. Straight to the Point. After the chapter summary, this section of questions 

represents, as the title suggests, straightforward questions that students should 
be able to answer without much effort. In a sense, these questions get the 
student “warmed up” for more difficult questions.

2. Issue Spotters. These two questions are designed to make the student think 
about hypothetical situations while applying the concepts learned in each 
chapter. As always, the suggested answers are provided in Appendix A so that 
students can recognize where their weaknesses are.

3. Real Law. Now we get into more difficult questions based on actual cases. 
The cases are presented in a highly summarized manner, but they still require 
more analytical reasoning than previous questions. The suggested answers to 
these questions are presented in the Answers Manual for instructors.
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4. Ethical Questions. The first Ethical Question is relatively simple, and most 
students should be able to answer it. The second Ethical Question, in contrast, 
is similar to the difficulty incurred in the Real Law questions above. Again, 
the suggested answers are provided in the Answers Manual.

5. Work Sets. As always, each chapter ends with a Work Set, an in-text study 
guide designed to help students review the material covered in the chapter. 
The Work Set is divided into three sections:
a. True-False Questions. If this is a homework assignment, most students 

should be able to answer the true-false questions correctly. In a sense, the 
Work Set starts with questions that are about the same level of difficulty as 
those found in the Straight to the Point questions.

b. Multiple-Choice Questions. These questions attempt to see if students 
have fine-tuned their understanding of the chapter concepts. While some 
are relatively easy, others are not.

c. Answering More Legal Problems. My goal in presenting these problems 
is to see how well students could be “teased” into filling in the correct 
answers to hypotheticals that have multiple facets.

Teaching Materials
Business Law: Text & Exercises, Tenth Edition, provides a comprehensive supple-
ments package. The supplements were created with a single goal in mind: to make 
the tasks of teaching and learning more enjoyable and efficient. The following 
supplements are available for instructors.

MindTap
Today’s leading digital platform, MindTap for Business Law: Text & Exercises, 
Tenth Edition, gives you complete control of your course to create unique learning 
experiences that challenge students, build confidence, and elevate performance.

MindTap introduces students to core concepts from the beginning of your course 
using a simplified learning path that progresses from understanding to application. 
MindTap presents concepts using a blend of engaging narrative and media while 
minimizing distraction with assignments that pair learning content with assess-
ments in a visually appealing side-by-side format. A distinctive, personalized study 
plan, based on individual performance, helps students stay focused and enables 
them to easily pinpoint areas for further study and practice.

Exclusive Instructor Tools allow you to modify the wording of questions, answer 
choices, and feedback in assessments to match the specific objectives and style of 
your course. New Instructor Reports provide actionable insights into student per-
formance and present opportunities for just-in-time intervention.

Use MindTap for Business Law: Text & Exercises, Tenth Edition, as-is, or cus-
tomize it to meet your specific course needs. You can also easily integrate MindTap 
into your Learning Management System (LMS).

Product Features The outcomes-based learning design within MindTap propels 
students from memorization to mastery. It’s the only platform today that gives 
you complete ownership of your course. With MindTap, you can challenge every 
student, build confidence, and empower today’s learners to be unstoppable.

Boost Comprehension with Improved Learning Design. Students can focus and 
better comprehend key learnings through a Learning Path divided into groups 
of short activities, all anchored to a single concept. Built upon proven learning 
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research and theory, MindTap presents concepts by pairing assessment and content 
in a visually captivating side-by-side format.

Personalize Reports and Activities. New personalized reporting capabilities offer 
targeted support activities that deliver actionable insights, content, and tools. You 
have the information you need to work with students to address specific, key 
learning needs and ensure their progress and success.

Provide Full Course Access on the Go. Offer your students the flexibility they need 
to fit learning into their day—wherever they are and using whatever approach 
works best for them. Compatible with smartphones or tablets, the Cengage Mobile 
App enables students to complete activities and assignments, access and read their 
eTextbook, receive due date reminders, and study anytime, anywhere, with tools 
such as flashcards, quizzes, and more. Keep students connected and engaged in 
your course, even on the go.

Access Everything You Need in One Place. Cut down on prep with preloaded, 
organized course materials in MindTap. Teach more efficiently with interactive 
media, assignments, assessments, and focused resources. With MindTap, you give 
your students the power to read, listen, and complete activities on their mobile 
devices, so they’re empowered to learn on their own terms.

Empower Students to Reach Their Potential. Gain actionable insights into student 
engagement with distinct metrics. Identify topics troubling your entire class and 
instantly communicate with struggling students. Track class performance down to 
the learning objective and curate lectures in real time to respond to distinct class-
wide needs. Students can track their scores and take the guesswork out of studying 
with performance reports.

Personalize Your Course to Your Objectives. Only MindTap gives you complete 
control of your course. You have the flexibility to reorder textbook chapters, 
add your own notes, and embed a variety of content, including Open Education 
Resources (OER) and third-party content. Personalize course content to your 
students’ needs—they can even read your notes, add their own, and highlight key 
text to aid progress.

Count on Our Dedicated Team, Whenever You Need Them. MindTap isn’t simply 
an online learning tool—it’s a network of support from a personalized team eager 
to further your success. We’re ready to help, from setting up your course to tailoring 
MindTap resources to meet your specific objectives. You’ll be ready to make an 
impact from day one. And we’ll be right here to help you and your students 
throughout the semester—and beyond.

Want More Content but Short on Time? The new Activity Builder provides instant 
access to additional vetted content, such as case studies, videos, practice quizzes, and 
more to further customize your course using today’s most relevant and engaging 
resources.

MindTap Table of Contents

Why Does “This” Matter to Me? Activities. Immediately engage students with new 
“Why Does ‘This’ Matter to Me?” activities. These activities connect the upcoming 
chapter to an authentic, real-world scenario designed to pique engagement and 
emphasize relevance. Use these activities to ensure students read material before 
class and to trigger lively in-class discussion.

Chapter-Level eTextbook. Foster student engagement from day one with a dynamic 
eTextbook that brings the value, concepts, and applications of the printed text to life. 
Students open an active-learning experience as each chapter provides opportunities 
to interact with content using the approach that’s best for the individual learner.
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Multimedia Support With “Learn It”. Easily add the excitement of multimedia 
instruction to your course to supplement textbook learning. “Learn It” activities 
offer small sections of instruction that highlight the most important concepts 
in each chapter. Each “Learn It” activity reinforces the text’s instruction and 
approaches concepts in a different way to promote student choice and autonomy 
with personalized learning. You can assign Learn Its to ensure students have read 
and understand key concepts before class.

Class-Tested Chapter Quizzes. Use carefully curated chapter quizzes to assess 
student performance and immediately identify class-wide learning needs.

Application-Driven Chapter Assignments. Assign carefully designed, practically 
focused chapter homework to ensure your students know how to apply what they 
have learned.
• Case Problem Analyses offer a multi-step activity that asks students to 

identify the facts in a scenario through a series of questions that promote a 
critical thinking process so that students can arrive at the decision of the court. 
In the second part, the facts are changed, and students apply the same critical 
thinking process on their own.

• Brief Hypotheticals help students spot the issue and apply the law in the 
context of a short, fictional scenario.

Additional Resources (Found at the Unit Level).
• Business Cases, designed to complement the textbook, develop students’ skills 

to apply critical thinking and legal reasoning through relevant real-world 
business scenarios.

• Quick Lesson Videos highlight the most important concepts in each chapter.
• PowerPoint Slides edited for student use offer visual outlines of each chapter.

Cengage Infuse
Cengage Infuse for Business Law is the first-of-its-kind digital learning solution 
that uses your Learning Management System (LMS) functionality so you can enjoy 
simple course setup and intuitive management tools. Offering just the right amount 
of auto-graded content, you’ll be ready to go online at the drop of a hat.

Seriously Simple Course Setup Get up and running quickly and easily. Search 
content organized by chapter and infuse publisher-provided readings and 
assessments straight into your course in just a few clicks.

Leverages the Functionality of Your LMS No need to learn a new technology;  
utilize the familiar functionality your LMS provides, enabling you to use content 
as-is from day one.

Just the Right Amount of Auto-Graded Content Let us take care of the basics so you 
can focus on teaching. Infuse textbook chapter readings, comprehension checks, or 
end-of-chapter quizzes personalized to your text of choice.

Support at Every Step Access award-winning support 24/7, or take advantage of 
on-demand resources including user guides and more.

Cengage Instructor Center
Additional instructor resources for this product are available online. Instructor 
assets include an Instructor’s Manual, Educator’s Guide, PowerPoint® slides, and a 
test bank powered by Cognero®. Sign up or sign in at www.cengage.com to search 
for and access this product and its online resources.
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The Cengage Instructor Center is an all-in-one resource for class preparation, 
presentation, and testing. The instructor resources available for download include:
• Instructor’s Manual.  Includes activities and assessments for each chapter 

(including business cases with corresponding assessment activities) and 
their correlation to specific learning objectives, an outline, key terms with 
definitions, a chapter summary, and several ideas for engaging with students 
with discussion questions, ice breakers, case studies, and social learning 
activities that may be conducted in an on-ground, hybrid, or online modality.

• Answers Manual. Provides answers to all questions presented in the text, 
including Straight to the Point, Issue Spotters, Real Law case problems, and 
Ethical Questions. In addition, it provides the answers to each chapter’s Work 
Set.

• Test Bank. A comprehensive test bank, offered in Blackboard, Moodle, 
Desire2Learn, and Canvas formats, contains learning objective-specific true-
false, multiple-choice, and essay questions for each chapter. Import the test 
bank into your LMS to edit and manage questions and to create tests.

• PowerPoint Slides. Presentations are closely tied to the Instructor Manual, 
providing ample opportunities for generating classroom discussion and 
interaction. They offer ready-to-use, visual outlines of each chapter that may 
be easily customized for your lectures.

• Guide to Teaching Online. Presents technological and pedagogical 
considerations and suggestions for teaching the Business Law course when you 
can’t be in the same room with students.

• Educator’s Guide. Walks you through what the unique activities are in the 
MindTap, where you’ll find them, and how they’re built for easier curriculum 
integration.

• Transition Guide. Highlights all of the changes in the text and in the digital 
offerings from the previous edition to this edition.

Cengage Testing Powered by Cognero
Cognero is a flexible online system that allows you to author, edit, and manage test 
bank content from multiple Cengage solutions; create multiple test versions in an 
instant; and deliver tests from your LMS, your classroom, or wherever you want.
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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?

Unit 1
The Law and  
Our Legal System

Unit Contents

Chapter 1
Introduction to the Law

Chapter 2
Ethics in Business

Chapter 3
The Courts and Our Legal System

Chapter 4
Constitutional Law

Chapter 5
Business Torts

Chapter 6
Intellectual Property

Chapter 7
Business Crimes

Copyright 2023 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.



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?

2

Persons entering the world of business today will find themselves subject to numerous 
laws and government regulations. An acquaintance with these laws and regulations 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?
The British jurist William Blackstone (1723–80) described law as “a rule of civil 
conduct, . . . commanding what is right, and prohibiting what is wrong.” There are 
many sets of rules that declare what is right and what is wrong. These may come 
from religion, philosophy, and other scholarly sources, or arise from peer pressure, 
customs, and social conventions.

Only rules enacted by the government apply with equal force to all of the individu-
als in a society, however. Of course, to be effective, these rules must be enforced with 
penalties when they are broken. Thus, the law consists of enforceable rules governing 
relationships among individuals and between individuals and their society.

1–2  Business Activities and  
the Legal Environment

To make good business decisions, knowledge of the laws and regulations govern-
ing business is essential. Businesspersons must also develop critical thinking and 
reasoning skills to evaluate how the law might apply in a given situation and to 
determine the best course of action. Businesspersons are also pressured to make 
ethical decisions. Thus, the study of business law involves an ethical dimension.

law
Enforceable rules governing 
individuals and their society.

Krista created, designed, produces, and sells an antivirus facemask. Each of 
these masks has a distinctive image of the singer Ariana Grande. Krista never 
asked permission to use the singer’s likeness. Ariana Grande’s lawyers file a suit 
against Krista.

Q  Can Ariana Grande obtain a court order to stop Krista’s use of her likeness and 

recover payment for lost profits due to that use?

Conflict PresentedLearning 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 Define law.

2 List the major sources 
of law.

3 Identify the supreme law 
of the land.

4 Distinguish different global 
legal systems.

Introduction to the Law1

Learning Outcome 1

Define law.
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C h a p t e r  1  Introduction to the Law 3

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. It is important to 
remember, however, that 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 later in 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.

lawsuit
A judicial proceeding for the 
resolution of a dispute.

Suppose that Molortron, Inc., plans to introduce a driverless car equipped with Lidar, a 
radar system that relies on lasers, and with artificially intelligent cameras. Even if its tech-
nicians put the vehicle through two million miles of testing on closed courses and then 
deem this vehicle low risk, Molortron cannot simply start selling rides to consumers.

What are some of the legal issues that Molortron could face? The company must first 
test the cars on public roads, which requires permission from state governments. It 
must also establish safety rules in conjunction with federal regulators, and it must 
negotiate sustainable insurance rates. At each step, Molortron will have to adjust its 
bottom line to take account of the legal costs of introducing cutting-edge, but poten-
tially dangerous technology, into the marketplace.

Highlighting the Point

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 expenses and 
revenues, you become an accountant. When you direct an advertising campaign, 
you are the marketing manager. When you have employees and determine salaries 
and benefits, you become a human resources (HR) manager. 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. 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 consti-
tutions of the states. Statutes—the laws enacted by Congress and the state legisla-
tures—comprise an additional source of American law. Finally, yet another source 
of American law is administrative law, which consists of the regulations created by 
administrative agencies.

1–3a The Common Law
In medieval England, the courts established a uniform set of rules from the customs 
and traditions that had been in force in various regions of the nation. These rules—and 
the principles behind them—were applied to resolve similar disputes in a consistent 
way. Each application served as a guide for future decisions—a legal precedent.

precedent
A court decision that guides 
subsequent decisions.

Learning Outcome 2

List the major sources of law.
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Over several centuries, these decisions developed into a body of common law. 
The English colonists brought this law to America and set up legal systems based 
on the common-law method of deciding disputes. When the United States was 
formed, these legal systems were the model for the new nation’s courts.

Today, the common law is still a significant source of legal authority. This body 
of law—sometimes referred to as case law—includes court interpretations of con-
stitutional provisions, statutes enacted by legislatures, and regulations issued by 
administrative agencies.

The Doctrine of Precedent—Stare Decisis The practice of deciding new cases with 
reference to previous decisions, or precedents, forms a doctrine called stare decisis 
(pronounced ster-ay dih-si-ses), which means “to stand on decided cases.” According 
to this doctrine, a judge is obligated to follow the precedents established within the 
judge’s jurisdiction.

This practice is a cornerstone of the U.S. judicial system. The doctrine helps 
courts to be more efficient and makes the law more stable and predictable. Someone 
bringing an action in a court can expect a result based on how the law has been 
applied in cases with similar facts.

Departures From Precedent A court may decide that a precedent is incorrect or 
that a change in society or technology has rendered it inapplicable. In that case, the 
court may rule contrary to the precedent.

common law
A body of law developed from 
court decisions.

case law
Rules of law announced in court 
decisions.

stare decisis
A doctrine under which judges 
follow established precedents.

jurisdiction
The authority of a court to decide 
a specific dispute.

action
A court proceeding to enforce 
or protect a right, or redress or 
prevent a wrong.

Exhibit 1.1  Linking Business Law to the Management of a Small Business

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?

U n i t  1  The Law and Our Legal System
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Sometimes, there is no precedent, or there are conflicting precedents. In these 
situations, a court may base a decision on the principles announced in other court 
decisions. The court may also consider public policy, social values, or concepts and 
data from other fields of knowledge.

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 Ning’s wrongdoing. If Elena files a lawsuit 
and is successful, a court can order Ning to compensate Elena for the harm by pay-
ing her a certain amount of money (damages). The compensation is Elena’s remedy.

Money may not always be enough to make a situation right, however. Equity is 
a branch of the law that seeks to supply a fairer and more adequate remedy in such 
a case. ■ 

For instance, a court might issue an injunction to order a party to do specifically 
what the party promised. Or a contract might be cancelled, and the contracting 
parties returned to the positions they held before the deal.

Historically, two distinct systems of courts were created to grant the different 
types of remedies. A court of law could award only damages. A court of equity 
could provide other relief. Today, however, in most states, the courts of law and 
equity are merged. A court may now grant either a legal or an equitable remedy, 
or both, in the same action.

remedy
The means to enforce a right 
or compensate for a wrong.

damages
Money sought as a remedy for 
a harm suffered.

equity
Equity here means fairness. Within 
the law, it refers to types of relief, 
such as injunctions (as opposed to 
legal remedies).

injunction
A court order to do or not do 
a certain act.

Learning Outcome 3

Identify the supreme law of the 
land.

In the Conflict Presented feature at the beginning of this chapter, Krista created, 
designed, produces, and sells an antivirus facemask. Each of these masks has a 
distinctive image of the singer Ariana Grande. Krista never asked permission to 
use the singer’s likeness. Ariana Grande’s lawyers file a suit against Krista.

A Can Ariana Grande obtain a court order to stop Krista’s use of her likeness and 

recover payment for lost profits due to that use? Yes. A court can grant both types of 
remedies in a single case. Krista used Ariana’s likeness without her permission. The court 
can issue an injunction to stop Krista from continuing this action. If Ariana can also show 
that she lost sales of her own merchandise that uses her likeness, a court may order 
Krista to pay for Ariana’s lost profits.

Conflict Resolved

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 not be enforced.

The state of Maine provides by statute that all students shall benefit from a secondary 
school, whether private or public. Maine’s private schools, in order to be approved for 
tuition assistance, must be nonsectarian. That is to say, they do not support any spe-
cific religious beliefs. Certain parents challenged this requirement as violating the First 
Amendment of the Constitution.

Real Case

(Continues)
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Each state has its own constitution. Unless it conflicts with the U.S. Constitution, 
a state constitution is supreme within the state’s borders.

Does the requirement that private schools not support specific religious beliefs in 
order to receive tuition-assistance payments infringe on the plaintiff’s constitutional 
rights? No, in Carson v. Makin, the U.S. Court of Appeals for the First Circuit ruled that 
this requirement did not violate the First Amendment free exercise clause and did not 
violate the establishment clause. Rather, the limitation related to how the state’s funds 
could be used. Maine did not place any limitations on religious teachings in general.

—979 F.3d 21 (1st Cir.)

The U.S. Constitution gives Congress the authority to regulate businesses involved in 
interstate commerce. Under this authority, Congress enacts a law prohibiting busi-
nesses from refusing to deal with the members of socially disadvantaged groups. 
Later, a state legislature enacts a law allowing businesses in the state to refuse to deal 
with members of the groups. Jill, a member of a specific socially disadvantaged group, 
brings an action against the state to stop the enforcement of the new state law.

Is the state law valid? No. The law violates the U.S. Constitution because it attempts to 
regulate an area over which the Constitution gives authority to the federal government. 
The law also violates the constitutional rights of the members of any group against 
which it discriminates. The court can order the state to stop its enforcement of the law.

Highlighting the Point

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

Today, regulatory agencies assume an ever-increasing share of lawmaking. Much 
of the work of modern courts consists of interpreting the intent of legislation and 
then the appropriateness of the consequent regulatory rules that were declared after 
statutes are passed.

Uniform Laws State laws differ from state to state. During the 1800s, the 
differences among state laws made trade and commerce among the states difficult. 
To counter these problems, a group of legal scholars and lawyers formed the 
National Conference of Commissioners on Uniform State Laws (NCCUSL). This 
organization began to draft uniform laws for the states to adopt.

Each state has the option of adopting or rejecting a uniform law. A state legisla-
ture may choose to adopt only part of a uniform law or to rewrite the sections that 
are adopted. Hence, even though many states may adopt a uniform law, the law 
may not be “uniform” across all these states. Once adopted by a state, a uniform 
act becomes a part of the statutory law of that state.

The Uniform Commercial Code (UCC) In 1932, the Uniform Commercial Code 
(UCC) was created through the joint efforts of the NCCUSL and the American Law 
Institute. The UCC has been adopted in forty-nine states, the District of Columbia, 

statutory law
Laws enacted by a legislative body.
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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.

1–3d Administrative Law
Administrative law consists of the rules, orders, and decisions of administrative 
agencies. An administrative agency is a federal, state, or local government body 
established to perform a specific function. Congress or a state legislature charges 
these departments, commissions, and boards with carrying out the terms of particu-
lar laws.

Rules issued by administrative agencies affect almost every aspect of a business’s 
operations. Regulations govern a business’s capital structure and financing, hiring 
and firing procedures, relations with employees and unions, and the making and 
selling of 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. In a civil case, one party tries to make the other 
party comply with a duty or pay for the damage caused by a failure to do so. Con-
tract law is part of civil law.

 Example 1.2  If Elijah fails to perform a contract with Mary, she may bring a 
lawsuit against Craig. The purpose of the lawsuit will be either to compel Elijah to 
perform as promised or, more commonly, to obtain monetary damages for Elijah’s 
failure to perform. ■ 

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 practiced in the United States is one of the major legal 
systems of the world. Other countries that were once colonies of Great Britain—
such as Australia, Canada, and India—generally also use common law systems.

Many nations employ a civil law system, however. The basis of the system is 
codified law—a set of legal principles enacted into law by a legislature. The primary 
source of law is a statutory code. Precedents do not bind courts, although previous 
decisions may serve as guidance for judges. Most European nations, along with 
many countries that were once their colonies, use civil law systems. In the United 
States, Louisiana has a civil law system, due to the state’s historical ties to France.

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 generally 
considered to be two of the most important sources of international law.

The key difference between international law and national law (the law of a 
particular nation) is that national law can be enforced by government authorities. 

administrative law
The rules, orders, and decisions 
created by administrative agencies.

civil law
Law that defines and enforces 
all private and public rights, as 
opposed to criminal matters.

criminal law
Law that defines crimes and 
subjects criminals to punishment.

civil law system
A legal system based on a statutory 
code.

international law
The law that governs relations 
among nations.

Learning Outcome 4

Distinguish different global legal 
systems.
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No such authority exists to enforce international law. The only methods to obtain 
compliance are persuasive tactics, such as sanctions, by other countries or interna-
tional organizations.

International law must accommodate two conflicting goals of individual nations. 
Every nation desires to benefit economically from its dealings with individuals 
and other nations. At the same time, each nation is motivated by a need to be the 
final authority over its own affairs. International law attempts to balance these 
national desires and needs. And individual nations agree to be governed by inter-
national law in some respects in order to benefit from international trade.

Linking Business Law to Your Career

Consult ing an Expert  for Advice

Whether you own a business or work for one, you will face 
many issues that touch on subjects about which you know 
little. Not every manager is aware of all the information 
needed to manage a business. It is therefore necessary for 
you to know when to ask for advice from experts.

With respect to the law, you may know enough about the 
law to prevent a potential legal dispute simply by taking the 
appropriate action. In other circumstances, however, the best 
alternative will be to seek outside counsel.

Why Consult a Legal Expert?

It is not possible to keep up with the variety of statutes, 
rules, and regulations that affect the conduct of business 
in the United States. This problem only gets worse with 
laws that concern doing business on a global scale. It is 
possible to break a law without knowing that a law has 
been broken.

The general standard for compliance with the law is 
“good faith,” but at any time, an issue may arise that can only 
be resolved with special expertise. When your business’s 
 reputation and profits are on the line, there is no substitute 
for the right advice.

How Can You Find an Attorney?

To choose an attorney for an issue that affects your employ-
er’s business, first ask for your employer’s recommendations. 
There may be an advocate who works for your organization 
or with whom your employer consults on a regular basis.

To find an attorney for a question that concerns your own 
business, obtain the recommendations of your friends, rela-
tives, or business associates. Ask for endorsements from those 
who have had long-standing relationships with their attorneys.

Other sources of referrals include your local or state bar 
association and online directories.

Learning Outcome 1: Define law.
Law consists of enforceable rules governing relationships among individuals and between individuals and their 
society.

Learning Outcome 2: List the major sources of law.
The common law consists of past judicial decisions. According to the doctrine of stare decisis, these decisions are 
normally applied to resolve current disputes.

Constitutional law is the law expressed in the U.S. Constitution and the various state constitutions. Statutory law 
consists of laws or ordinances created by federal, state, or local legislatures and governing bodies.

Learning Outcome 3: Identify the supreme law of the land.
The U.S. Constitution is the supreme law of the land. State constitutions are supreme within state borders to the 
extent that they do not violate the U.S. Constitution or a federal law. No federal, state, or local statute or ordinance 
can violate the U.S. Constitution or the relevant state constitution.

Chapter Summary—Introduction to the Law
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Straight to the Point

1. Why is knowledge of business law essential for any businessperson? (See Learning Outcome 1.)

2. What is the common law? (See Learning Outcome 2.)

3. When and why does a court apply the decision of another court to determine the result in a case? (See Learning Outcome 2.)

4. What are some of the remedies that a party can obtain from a court to make a wrong situation right? (See Learning 

Outcome 2.)

5. Which aspects of a business’s operation do the rules, orders, and decisions of administrative agencies affect? (See  Learning 

Outcome 2.)

Issue Spotters
Check your answers to the Issue Spotters against the answers provided in Appendix A at the end of this text.

1. Under what circumstances might a judge rely on case law to determine the intent and purpose of a statute? (See  Learning 

Outcome 2.)

2. The First Amendment of the U.S. Constitution protects the free exercise of religion. A state legislature enacts a law 
that outlaws all religions that do not derive from the Judeo-Christian tradition. Is this state law valid? Why or why 
not? (See Learning Outcome 2.)

Learning Outcome 4: Distinguish different global legal systems.
The common law system involves the practice of deciding new cases with reference to previous decisions,  
or precedents. A judge is obligated to follow the precedents established within the judge’s jurisdiction.

The civil law system is a legal system in which the primary source of law is a statutory code—a set of  
legal principles enacted into law by a legislature or governing body. Precedents are not binding in a civil  
law system.

Real Law

1–1. Stare Decisis. A patent is an exclusive right granted to 
the creator of an invention. Under U.S. law, a patent owner 
possesses that right for twenty years. The owner can allow 
another party to make and market a product based on the 
invention in exchange for a payment of royalties on the 
sales. According to the United States Supreme Court in a 
case known as the Brulotte decision, a contract to pay roy-
alties after a patent has expired is unenforceable. Stephen 
Kimble owned the patent to a toy glove that could shoot 
foam intended to look like the web of Marvel Comics’ 
 Spider-Man. Kimble agreed to allow Marvel Entertainment, 
LLC, to sell its version of the toy. Marvel agreed to pay 
Kimble a royalty of 3 percent on the sales. Their contract 
did not specify an end date. After the patent expired, Mar-
vel sued to stop the payments. What is the doctrine of stare 
decisis? What are the arguments for and against applying 
it in this case? Discuss. [Kimble v. Marvel Entertainment, 

LLC, 135 S.Ct. 2401, 192 L.Ed.2d 463 (2015)] (See Learning 

Outcome 2.)

1–2. Role of Law. Otto May, Jr., a pipefitter for Chrysler 
Group, LLC, was the target of racist, homophobic, and 
anti-Semitic remarks. He received death threats, his bike 
and car tires were punctured, and someone poured sugar 
into the gas tank of his car. A dead bird was placed at his 
workstation wrapped in toilet paper to look like a mem-
ber of the Ku Klux Klan. Chrysler documented and inves-
tigated the incidents. Records were checked to determine 
who was in the building when the incidents occurred, the 
graffiti handwriting was examined, and employees were 
reminded that harassment was not acceptable. What role 
might the law play in these circumstances? Discuss. [May 
v.  Chrysler Group, LLC, 716 F.3d 963 (7th Cir. 2013)] (See 

Learning  Outcome 1.)
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