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A. TERMS USED IN LAW OF CONTRACTS
CHAPTER 1
FORMATION OF CONTRACT
⚫ The law of contracts lies at the core of most personal and business
transactions that we become involved with during our lifetime.
⚫ A contract occurs whenever:
 we buy or sell something,  give or receive services for a fee,  employ
someone or become employed ,  rent an apartment,  attend college  at
many other times during our lives.
CONTRACT DEFINITION & ELEMENTS
a) Definition:
CONTRACT is any agreement that is enforceable in a court of law.
An enforceable agreement has the following elements:
Mutual assent
Lawful object
Capacity of person to perform
 Consideration
 Appropriate form
b) Offeror  Offer Offeree Acceptance
1. one party – called the offeror – makes an offer (a proposal) to
2. another party – called the offeree –
to enter into a legal agreement.
If the offeree assents to the terms of the offer, an acceptance occurs and an
agreement (sometimes called a bargain), comes into existence.
c) Counteroffer/Rejection/Revocation
When the offeree responds with a different offer instead of accepting the one that
was made, it is called a counteroffer.
When the offeree declines the offer, it is known as a rejection.
A revocation occurs when the offeror has a change of mind and calls back the offer
before it is accepted by the offeree
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CONTRACT CLASSIFICATION:
Express & Implied
 Bilateral & Unilateral
 Valid, Void, Voidable & Unenforceable
 Executed and Executory

 Express & Implied Contracts
⚫ An express contract is one in which the terms of the contract are stated by the
parties either orally or in writing.
⚫ An implied contract is one in which the terms of the contract are not stated by
the parties.
 Bilateral & Unilateral
⚫ A bilateral contract is a contract containing two promises, one made by each
party to the contract.
⚫ A unilateral contract is a contract containing only one promise in exchange for
an act.
 Valid, Void, Voidable & Unenforceable
⚫ A valid contract is one that is good; it meets the requirements of law.
⚫ A void contract is one that is not good; it is a nullity and has no legal effect. *
An illegal contract is void.
⚫ A voidable contract is one that may be disaffirmed or avoided (repudiated;
gotten out of) by one of the parties, if he or she wishes, because of some rule
of law that excuses that party’s performance.
⚫ An unenforceable contract is one that is valid but cannot be enforced for some
legal reason. (Example: an oral contact for the sale of real property. Such a
contract is required to be in writing to be enforceable.)
 Executed & Executory Contracts
⚫ Contracts that are completely carried out are said to be executed.
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⚫ Contracts that have come into existence but are not yet carried out are
executory.
***

REVISION
CHAPTER I.
CONTRACT DEFINITION & ELEMENTS
• Formation of contract
• Contract Requirements.
• Third Parties and Discharge of Contracts
• Definition
• Elements and classification

CHAPTER II.
CONTRACT REQUIREMENTS
1.
2.
3.
4.

Consideration
Contract required to be in writing
Defective agreements
Illegality

1. Consideration (a)
 To be binding on the parties, an agreement must have consideration.
Consideration = an exchange of benefits and detriments by the parties to the
agreement.
Detriment = the giving up of a legal right.
Consideration (b) Note
 In a bilateral contract, consideration is found in the promises made by each party.
 In a unilateral contract, consideration is found in the promise of one and the act of
the other; it does not come about until the act is completed
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LEGAL TERMS USED IN CONTRACT LAW (a)
⚫ Nudum pactum = a barren promise with no consideration.
⚫ Option contract = a binding promise by an offeror to hold an offer
open and requires consideration from the offeree to make it
binding.
⚫ Firm offer = a promise that requires no consideration to be binding.
⚫ Lack of consideration = a barren promise containing no
consideration in the agreement.
⚫ Failure of consideration = refers to a contract containing
consideration that is not in fact given to the party being sued.
⚫ Promissory estoppel = no consideration is necessary when
someone makes a promise that induces another’s action or
forbearance (refraining from taking action).
2. Contract required to be in writing
⚫ The writing that is necessary to satisfy the statute of frauds is called a
memorandum. It may consist of any writing (such as words on a piece of scrap
paper, receipt, or check) so long as it meets the following requirements:
a) Identifies the parties to the contract.
b) States the terms of the contract.
c) Identifies the locus if land – that is, the exact parcel of land under
contract.
d) States price.
e) Is signed by the person against whom enforcement is sought
⚫ If the parties agree, the federal law and many state laws allow contracts to be
signed with an e-signature (electronic signature) – a method of signing an
electronic message that identifies the sender and signifies his or her approval of
the message’s content.
1. Defective agreements
Defective agreements:
 mistake, duress and undue influence, fraud unconscionable contracts.
• Certain agreements are defective and are therefore not recognized as valid,
binding contracts.
• The most common of these are agreements involving mutual mistake, fraud,
duress, and undue influence.
• Unconscionable contracts may also be declared unenforceable by the courts.
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Mistake
⚫ When both parties are mistaken
about an important aspect of an
agreement that they entered
into, so that no meeting of the
minds occurs, it is known as a
bilateral or mutual mistake, and
the contract is voidable at the
⚫ In contrast, when only one of the
option of either party.
parties makes a mistake, it is known as
unilateral (one-sided) mistake, and the
contract cannot be avoided (made
void) by the parties.
Duress & Undue influence
⚫ Contracts that are entered into because of duress or undue influence may also
be avoided by the injured party.
⚫ Duress is the overcoming of a person’s free will by the use of threat or physical
harm.
⚫ Undue influence is the overcoming of a person’s free will by misusing a position
of trust and taking advantage of the other person who is relying on the trust
relationship
Fraud
⚫ Fraud, called deceit in tort law, occurs when one party to the contract makes a
misrepresentation of a material, existing fact that the other party to the contract
relies on and thereby suffers damages.
⚫ If the defrauded party was induced by fraud to enter into the contract, it is called
fraud in the inducement, and the contract is voidable at the option of the injured
party.
2. Illegality
⚫ To be valid and enforceable, contracts must be within the framework of the law.
Illegal contracts are void: they have no legal effect.
⚫ Usury, for example, which is the charging of a greater amount of interest than
is allowed by law, is illegal in every state.
⚫ Except when the parties are not in pari delicto (in equal fault), the court will not
aid either party to an illegal contract. It will leave the parties where they placed
themselves.
⚫ Effect of illegality:
Since illegal contracts are void, the parties cannot sue for nonperformance.
 The court will generally refuse to enforce or rescind an illegal contract.
 The court will generally leave the parties where it finds them
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Unconscionable Contracts
Some contracts (or parts of them) are so harshly one-sided and unfair that they shock
the conscience of the court. These are called unconscionable by the courts and will not
be enforced. Sometimes adhesion contracts fall into this category.
These are contracts that are drawn by one party to that party’s benefit and must be
accepted as is on a take-it-or-leave-it basis if a contract is to result. Adhesion contracts
often contain boilerplate, which is standard language used commonly in documents of
the same type.

REVISION.
A. Terms Used in Law of Contracts
Chapter I. Formation of Contracts
Chapter II Contract Requirements
1. Consideration
2. Contract required to be in writing
3. Defective agreements
4. Illegality
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CHAPTER III
THIRD PARTIES AND DISCHARGE OF CONTRACTS
A. Third-Party Beneficiaries
B. Assignment and Delegation
C. Ending contractual obligation
A. Third-Party Beneficiares

⚫ A third-party beneficiary is someone for whose benefit a promise is
made but who is not a party to the contract.
⚫ E.g. A enters into a contract with B to provide services for C. Because
the contract is between A and B, C is not in privity of contract – the
legal name for the relationship that exists between contracting
parties. C is a third-party beneficiary.
⚫ When contracting parties intend to benefit a third person, the third
person can enforce the contract between the contracting parties
without being in privity of contract.
B. Assigment and delegation
a.
Parties who enter into contracts receive rights and incur duties.
Rights and duties can be transferred to other people.
The transfer of a right is called an assignment.
The person who transfers the right is called the assignor, and the person to
whom the right is transferred is called the assignee.

9

b.
 The transfer of a right is called an assignment.
 The person who transfers the right is called the assignor, and the person to
whom the right is transferred is called the assignee.
 The transfer of a duty is known as a delegation.
 Duties to perform personal services cannot be delegated without the consent
of the person for whom the duty is to be performed.
 When two contracting parties agree that one of them will transfer both rights
and duties to a third person, and the remaining party and the third person agree
to deal solely with each other, privity of contract changes and a novation occurs.
 A novation is an agreement whereby an original party to a contract is replaced
by a new party.

C. Ending contractual obligations
The principal ways that contractual obligations end are as follows:
 Performance
 Agreement
 Impossibility
 Operation of law
 Breach of contract

 Performance
Most contracts come to an end by performance = the parties do as they agreed to
do under the terms of the contract.
At common law, the parties were required to do absolutely everything they agreed to
do, without exception, to be in a position to bring suit against the other party for
breach of contract.
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The doctrine of substantial performance allows a contracting party to sue the other
party for breach even though slight omissions or deviations were made in his or her
own performance of the contract.
The time for performance of contract is sometimes important to the parties. If a time
for performance is stated in a written contract, the court may allow additional time
for its performance without recognizing a breach.
If a time for performance is stated in the writing and the words time is of the essence
(= time is critical) are added, a breach of contract will occur at the end of the stated
time if the contract has not been performed.
If no time for performance is put in the contract, it must be performed within a
reasonable time.
Tender of performance means to offer to do that which one has agreed to do under
the terms of the contract.
Tender of payment means to offer to the other party the money owed under the
contract.
Tender of payment may be made by any means or in any manner that is commonly
used in the ordinary course of business.
The legal tender is coin, paper, or other currency that is sufficient under law for the
payment of debts.

 Agreement
 Sometimes, instead of completing
the terms of contract, the parties will
agree to end the contract altogether.
 Other times they will agree to
perform in a different manner from
that agreed upon originally.
 This latter arrangement is called an
accord.
 When the agreed-upon performance
is completed, it is known as a
satisfaction.
 Together, this arrangement is known
as an accord and satisfaction.
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 Impossibility
Contracts that are impossible to perform, may be discharged by impossibility.
Legal reasons for this kind of discharge of performance include the following:
1. Death of a person who was to perform personal services.
2. Destruction of the exact subject matter of the contract.
3. Subsequent illegality of that particular performance

 Operation of Law a)
▪ Sometimes contracts will be discharged by operation of law.
▪ The filing of bankruptcy, for example, discharges the contractual obligations of
the debtor.
▪ Bankruptcy is a legal process, under the Bankruptcy Act that aims to give
debtors who are overwhelmed with debt a fresh start and to provide a fair
way of distributing a debtor's assets among all creditors.
▪ Contract rights are also discharged by the operation of statutes of limitations.
These are laws that set forth time limits for bringing legal actions.

Operation of Law b)
▪ Statutes of limitations are tolled (= they do not run) while a plaintiff is under a
disability such as infancy or mental illness.
▪ The word toll means to bar, defeat, or take away.
▪ To toll the statute of limitations means to show facts that remove its bar of the
action.

 Breach of contract a)
▪ A breach of contract occurs when one of the parties fails to carry out the terms
of the contract.
▪ When the breaching party announces before the time for performance that he
or she is not going to perform, it is known as an anticipatory breach.
▪ When a breach of contract occurs, the injured party may bring suit for
damages (= the money lost as a result of the breach).
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Breach of contract b)
 Nominal damages are damages in name only.
 Compensatory damages are damages that compensate the plaintiff for actual
losses resulting from the breach.
 Punitive or exemplary damages (those that are double or triple the amount of
actual damages) are occasionally awarded to the plaintiff as a measure of
punishment for the defendant’s wrongful acts.
Breach of contract c)
 Liquidated damages are damages that are agreed upon by the parties at the
time of the execution of the contract in the event of a subsequent breach.
 Incidental damages may be awarded to the injured party to cover reasonable
expenses that indirectly result from a breach of contract.
 Consequential damages are losses (lost profits) that flow not directly from the
breach but from the consequences of it.
Breach of contract d) Specific performance
Whenever a contract is breached, the injured party owes a duty to the breaching
party to mitigate the damages (=keep them as low as possible).
 Sometimes the court will order the breaching party to do that which he or she
agreed to do under the terms of the contract. This order is known as specific
performance and is used only when the subject matter of the contract is either
unique or rare, so that money damages are not an adequate remedy for the
injured party.
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RONUNCIATION.Key terms pronunciation
 accord and satisfaction (a-KORD and sat-is-FAK-shun)
 anticipatory breach ( an-TISS –i- pa-tore-ee)
 assignee (ass-en-EE)
 assignment (a-SINE-ment)
 assignor (ass-en-OR)
 bankruptcy ( BANK-rupt-see)
 breach of contract (KON-trakt)
 compensatory damages (kom-PEN-se-tor-ee DAM-e-jez)
 consequential damages (kon-se-KWEN-shel DAM-e-jez)























damages (DAM-e-jez)
delegation (del-e-GA-shun)
exemplary damages (egs-ZEMP-le-ree DAM-e-jez)
impossibility (im-pos-I-BIL-i-tee)
incidental damages (in-si-DEN-tel DAM-e-jez)
legal tender (LEE-gul TEN-der)
liquidated damages (lik-wi-DAY-ted DAM-e-jez )
mitigate (MIT-i-gate)
nominal damages (NOM-i-nel DAM-e-jez)
novation (no-VAY-shun)
performance (per-FORM-ens)
privity of contract (PRIV-i-tee ov KON-trakt)
punitive damages (PYOON-i-tiv)
reasonable time (REE-zen-e-bel)
specific performance (spe-SIF-ic-per-FORM-ens)
statute of limitations (STAT-shoot ov lim-i-TA-shuns)
substantial performance (sub-STAN-shel-per-FORM-ens)
tender of payment (TEN-der)
tender of performance (per-FORM-ens)
third-party beneficiary (ben-e-FISH-ee-air-ee)
time is of the essence (ESS-ens)
toll (tohl)

ENGLISH /ROMANIAN
Legal terms. Examples.
Please add your own items.
• Contract null and void =contract nul și neavenit
• Contract in standard form = contract tip
• Contract of record = contract înregistrat
• Contract law = drept contractual
• Breech of contract = dezicere contractuală
• Life annuity = contract de rentă viageră
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B. TERMS USED IN BUSINESS ORGANIZATION
Contents
Sole proprietorship
Partnership
Corporation
Limited Liability Company
Joint Venture
Franchise
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SOLE PROPRIETORSHIP (SP)
 A sole proprietorship is a form of business that is owned and operated by one
person.
 It is the least formal type of business organization, having few requirements for
its establishment and being subject to less government regulation than other
forms of business ownership.
 The sole proprietor owns and controls the business and makes all the decisions
for its operation.
 He / she receives all profits and incurs all losses, is taxed personally on business
profits, and has unlimited liability for all debts and libilities incurred from its
operation.
 A SP comes to an end at the owner’s death, and all business interests pass to
the proprietor’s heirs.

PARTNERSHIP
a) Definition:
A partnership/co-partnership is an association of two or more persons to carry
on as co-owners a business for profit;
 It may be created by;
(1) an oral or written agreement of the parties
(2) an informal arrangement between them
(3) their conduct 
Doing business togheter with another person is enough to create a partnership.
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b) General Partnership (GP)
 GP is one in which the parties carry on a business for the joint benefit and profit
of all partners.
 Every partner is an agent of the partnership for business purposes.
 Every partner is liable for the debts and wrongdoings caused by every other
partner while transacting partnership business; this is known as unlimited
liability (liability without bounds) and is the principal disadvantage of a
partnership.

c) Limited partnership (LP)
 A Limited partnership is a partnership formed by two or more persons having as
members one or more general partners and one or more limited parners,
 General partners manage the business and are personally liable for its debts and
obligations.
 Limited partners invest money or other property in the business, but are not
liable for the debts or obligations of the partnership.

LLP/RLLP/RPLL...
 Limited liability partnership (LLP), sometimes called a registered
limited liability partnership (RLLP) or  a registered partnership
having limited liability (RPLL) is a general partnership in which only
the partnership as a whole, and not the individual partners, is
liable for the tort libilities of the partnership.
 Nominal partners/ostensible partners are partners is name only;
they have no real interest in partnership.
 Silent partners are ones who may be known to the public as
partners but who take no active part in the business.
17

 Dormanat partners are not known to the public as partners and
take no active part in the business.
 Secret partners take an active part in the business but are not
known to the public as partners.

Observations!
 Partners cannot transfer their interest in the partnership to other people
without the consent of all other partners, and the death of a partner, other than
a limited partner, causes a partnership to come to an end.
 Any partner may end a partnership at any time by withdrawing from it.
 When a partnerhip is dissolved, a winding-up period firts occurs;  the
partnership assets are liquidated (turned into cash), debts are paid, an
accounting is made, and any remaining assets are distributed among the
partners or the heirs of deceased partners accoding to the terms of the
partnership agreement.  At the conclusion of the winding-up period, the
partnership is said to be terminated.

 CORPORATION
a)Definition
• A Corpration is a legal entity created under law with the power to conduct its
affairs as thought it were a natural person.
• It comes into existence when a CERTIFICATE OF INCORPORATION/sometimes
called ARTICLES OF ORGANIZATION or CHAPTER is issued, which is applied for
by one or more persons know as INCORPORATORS.
• PROMOTERS are people who are used sometimes to begin a corporation by
obtaining investors and taking charge up to the time of the corporation’s
existence.
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b) Note.
• De jure corporation is a corporation established in strict compliance with the
law.
• De facto corporation - if a defect in the establishment of the corporation occurs,
after being sought in good faith; it exists in fact altough not by right and must
be recognized as a valid corporation.
c) Stockholders
• A corporation is owned by people called stockholders or shareholders.
• They are not personally responsible for the debts and liabilities of the
corporation and can lose only the amount they paid for the stock; this rule of
law is a principal advantage of the corporate form of business organization.
• When stockholders die, their shares of stock pass to their heirs, and the
corporation continues in existence.
• Shares of stock may be sold or given away to other people by stockholders at
any time unless the corporation is a close corporation, which has restrictions
on the transfer of shares.
d) Taxation
• The income that a corporation earns is taxed directly by the federal
government. Dividendes earned by stockholders are also taxed. Corporate
income is taxed twice – a process referred as double taxation.
• A corporation that is taxed in this manner is called C corporation (governed by
Subchapter C of the Internal Revenue Code = the statute provinding the
foundation for all federal tax law).
• To avoid double taxation, a small corporation can elect to be treated as
S
corporation (governed by Subchapter S of the Internal Revenue Code), which
stipulates that the income of the corporation will be taxed directly to the
shareholders rather than to the corporation itself.
e) Ownership of stock
• Stock certificate (SC). Each stockholder is issued a SC, which evidences
ownership of stock in the corporation.
• Common stock is stock with no preferences:  common stockholders have the
right to vote, the right to receive profits (called dividends) and the right to
receive a proportionate share of capital when the corporation is dissolved.
• Preferred stock is stock that has a superior right to dividends and to capital when
the corporation is disolved.  Preferred stockholders usually have no voting
rights.
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f) Directors, officers and sale of stock
 Directors – manage the corporation; are elected by the stockholders at their
annual meeting.
 Officers (president, clerks, treasurer) - are responsible for the daily operation
of the corporate business and appointed by the board of directors.
 The sale of stock is regulated by both state and federal laws.
 Blue-sky laws are state laws designed to protect the public from the sale of
worthless stocks.

20

LIMITED LIABILITY COMPANY
a.definiton
 Limited liability company combines some aspects of both partnership and
corporation.
 LLC is a form of business organization that has the tax benefits of a partnership
and the limited liabiliaty benefits of a corporation.
 Owners of a LLC are called members.
 LLC has an operating agreement, which sets forth the rights and obligations of
the members and estabilishes the rules of operation.
 LLC is managed either by its members or by managers, who are designated by
the members.
 Members of LLC are not liable for the contractual or tort liabilities of the
business.
 LLC is established by filing atrticles of organization and paying a filing fee.

JOINT VENTURE

 JV or joint enterprise / co-venture / syndicate
 Is a relationship in which two or more people combine their labor or property
for a single business undertaking
 It differs from a partnership in that it involves only one undertaking and comes
to an end at the completion of the undertaking.
 Joint venturers, like partners, have unlimited liability; each is responsible for the
other’s wrongdoings conducted within the scope of the joint venture.
21

Franchise
 F = is an arrangement in which the owner of a trademark, trade name, or
copyright licenses others, under special conditions or limitations, to use the
trademark, trade name, or copyright in purveying goods or services.
 Fast-food chains use the franchise method of conducting business.
 The franchiser - person who gives a franchise to another, and the franchisee –
person to whom a franchise is given, are considered to be independent
contractors.
 Their respective rights and duties are governed by the contract between them
as regulated by laws.
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The end!
THANK YOU!
Bibliography
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Unit 9

THE CONTRACT (I)

Section A

Essentials of a Contract

Contractual obligations arise where one person makes a legally enforceable promise to another
which puts the promisor under an obligation to perform his/her promise under the sanction of
an action against him/her for breach of contract.
There are three essentials to be complied with for an obligation by promise to be enforceable:
(i)
there must be a matching offer and acceptance;
(ii)
the promise must be by deed or supported by valuable consideration provided by both
parties;
(iii)
the parties must have intended to create legal relations.
In addition, the parties must have the legal capacity to contract and the object of their
agreement must be lawful.
A.1 Here are the explanations for the key terms relating to the validity of contracts. Can you match them to
the terms:
a. An unconditional assent, communicated by the offeree to the offeror, to all terms of the offer,
made with the intention of accepting;
b. A statement of willingness to contract on specified terms made with the intention that, if
accepted, it shall become a binding contract;
c. A written instrument, that is signed, witnessed, sealed and delivered;
d. The willingness of the parties to contract established by the case law as a necessary independent
element in the formation of a contract;
e. Something of value (such as an act, a forbearance, an action or a return promise) received by
a promisor from a promisee, which is necessary for an agreeement to be enforceable.
Consult the info box below to learn more about one of the vital elements of a contract.

info box
Consideration
Consideration is a term used for the price. It need not be money; it may be, e.g. an exchange
of goods. A classic definition is found in Currie and Others v. Misa (1875): a valuable
consideration “may consist either in some right, interest, profit, or benefit accruing to the
one party, or some forbearance, detriment, loss, or responsibility given, suffered, or
undertaken by the other.” So, if a party to an agreement gives a right or benefit, he gives
consideration. Equally, if a party incurs or undertakes responsibility, he gives consideration.
Promises can be enforced where they are made with an intention that they should be binding
(the civil law approach), or where given in return for some action, forbearance or counter
promise by the other party and are thus part of a bargain between the parties (the English
law approach). Gratuitous promises are enforceable only if embodied in a deed. It follows
that the English law requires a simple contract to be a bargain and this aspect is stressed in
the definition of Sir Frederick Pollock: ‘ an act or forbearance of one party, or the promise
thereof, is the price for which the promise of the other is bought, and the promise thus
given for value is enforceable.’
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A.2 Now that you are aware of the key elements of a contract, can you try to provide a suitable definition?
Work in small groups and compare your group’s definition with those of other groups.
When you have finished, consult the info box at the end of this section.
A.3 Discuss with a partner the essential elements of a contract under Romanian law.
A.4 Find out the ‘mystery’ word (A – B) in the crossword puzzle below:

1. A voluntary act by
the offeree, who
shows assent to the
terms specified by
the offeror.
2. In order for a
contract to be
binding, there must
be a valid …………
and acceptance.
3. A contract by deed is written, ……………. , witnessed, sealed and delivered.
4. One of the essential ingredients of any agreement to consitute a contract is the parties’…………. to enter
legal relations.
5. Something of value promised or actually done by one party in return for the promise of the other party.
6. For a contract to be valid / enforceable, its object must be authorised by law, or not contrary to or forbidden
by law. In other words, it must be …………. .
7. An agreement having all the elements that make it a valid contract is …………… by law.
8. As a general rule, with the exception of minors, mentally disordered persons and drunken persons, all
natural persons have full contractual ………….. .

info box
Different definitions/interpretations of the term contract
1. an agreement between two or more parties creating obligations that are enforceable
or otherwise recognisable at law (e.g. a binding contract)
2. the writing that sets forth an agreement, i.e. the physical document in which the
terms of the agreement are written, serving as evidence or merely a memorial of
the agreement
3. a promise, or a set of promises, for breach of which the law gives a remedy, or the
performance of which the law in some way recognizes as a duty (Samuel Williston,
Contracts, 4th ed. 1990)
4. the legal relations resulting from the operative acts by the parties, consisting of a
right or rights in personam and their corresponding duties, accompanied by certain
powers, privileges and immunities. The sum of these legal relations is often called
‘obligation’. (William R. Anson, Principles of the Law of Contract, 3d Am. Ed. 1919)
(Source: Byan A. Garner (ed.) Black’s Law Dictionary, 7th ed. 1999)
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Section B

Contracts Related to Everyday Life

B.1 Writing Essays
There is an art of reading, as well as an art of thinking and an art of writing.
Isaac D’Israeli (1766-1848)
Contracts are not always written documents signed by the parties. How can you interpret the following
situations from the point of view of a legal agreement? Discuss in pairs and take notes on the key points in the
discussion.
Ø A bus stopping at a bus stop and the passenger getting on
Ø Taking a ticket at a barrier in a car park
Ø The auctioneer’s request for bids in an auction
Ø Domestic agreements between husband and wife or parent and child.
B.2 In groups of three or four compare your notes and add your partners’ ideas to your own. You should
have notes on more than one type of contract. Choose one and make notes on the following:
- Legal nature/ legal characteristics
- Enforceability (essential elements governing law validity)
- Breach
- Termination
B.3 Discuss briefly the implications, consequences, what can count, then expand your notes into a short essay
(200 -250 words) with the title “How aware should we be of the contractual relationships in everyday
transactions”.

@

Writing Tips
1. Structure of Essay
You might want to organise your essay in one of the following ways:

-

Structure A
Introduction
State topic without stating your opinion

-

Main Body
Arguments for and supporting evidence, examples or reasons (two paragraphs)
Arguments against and supporting evidence, examples or reasons (two paragraphs)

-

Conclusion
Balanced consideration of opinions, giving your own opinion

-

Structure B
Introduction
State topic including your opinion

-

Main Body
views and supporting evidence, examples or reasons (three paragraphs)
view against and supporting evidence, examples or reasons (one paragraph)
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@

-

Conclusion
Reinforce your point of view

2. Use of Sources
Your essay will gain in authority if you
- Make reference to other sources
- Use quotations, either word for word or in paraphrase.
In either case make sure you specify the source: Author, year of publication, title, place
and publishing house
e.g. Taylor, Richard D. (1998): Law of Contract, London: Blackstone Press Ltd.,

Section C

Structure of Commercial Contracts

C.1 Think of what a sale-purchase contract should include and fill in the diagram below:

CONTRACT

C.2 Some of the contract elements are mandatory while others are optional. They are organised in the
following sections of a contract:
1. Commencement
2. Recitals
3. Definitions
4. Operative part (eg. Objects, Obligations and Rights of the parties)
5. Other Operative clauses (Representations and Warranties, Covenants,
Indemnification, Termination)
6. General clauses of the contract (Force majeure, Severability
7. Boiler-plate
8. Conditions precedent

E L P / 102

Unit 9: THE CONTRACT (I)

All these sections are explained below. Match each explanation with the appropriate section. If necessary,
check the meaning of unknown words and phrases in the legal vocabulary box below.
a. This section may or may not follow the commencement. It gives the reason why an agreement is
being entered and gives information which helps the reader understand why the parties have
decided to enter into the agreement. The information is introduced by the word WHEREAS.
b. It is common for contracts to provide that parties shall not have any liability for a failure to perform
an obligation which is caused by an external event beyond its control.
c. The agreement starts with this formal introductory clause, often indicating the nature of the agreement
(eg “This Loan Agreement”). It also specifies the date on which the agreement is entered into and
the parties to it.
d. Once the general definitions and conditions precedent have been set out, the agreement will proceed
to set out the rights and obligations to which the parties are entitled and subject. The nature of the
clauses will vary according to the type of contract, but one clause to be found in most agreements
is the one setting out ‘representations and warranties’ – statements about factual and legal matters
which one of the parties requires to be made to him in a legally binding manner.
e. This part sets out the definitions of terms used throughout the document and therefore is of great
importance. Many defined terms will be key concepts of fundamental importance to how the
agreement works.
f. These clauses deal with such matters as whether or not the parties are entitled to assign their rights
under the agreement, the way in which notices are served and when they take effect, who is to
pay the legal fees, etc.
g. This is a clause stipulating that certain provisions of the agreement are to come into force only if and
when specified conditions are satisfied. (eg. receipt of certain documents such as a legal opinion).
h. This part begins with the line:
‘NOW IT IS HEREBY AGREED’ and what follows are the provisions which actually create rights and obligations
or create/transfer interests in property.

C.3 What follows is a series of extracts from a sale-purchase agreement. What sections/clauses in the contract
do they belong to?
A. ‘Encumbrance’ means any interest or equity of any person or any mortgage, charge, pledge, lien, assignment,
security interest or any other security arrangement, or any agreement to create any of the above;
B. The Purchaser has the following obligations:
a) to pay the Consideration price under the terms;
…
C. The Seller shall indemnify the Purchaser in full for and against all claims, reasonable costs, expenses or
liabilities whatsoever arising, incurred or suffered by the Purchaser either before or after the commencement
of any action in connection with: …
D. In the event that any Party is prevented from performing any of its obligations under this Agreement by
conditions or events which are beyond its control, it shall be excused from such performance provided it gives
written notice to the other party within…
E. WHEREAS, the Seller is the owner of New Vision Ltd.
F. This Agreement may be terminated :
a) at any time, upon the mutual written consent of Seller and Purchaser.
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Section D

Clause Writing
Reading maketh a full man; conference a ready man;
and writing an exact man.
Francis Bacon (1561-1626), Of Studies

D.1 You will write a commercial contract clause. Form two groups, each group focusing on a different clause.
Group A. What would a Representations and Warranties clause contain? Discuss with a colleague and
make a list of issues to be mentioned in such a clause:
Now try to complete the Representations and Warranties clause given below. Suggestions about vocabulary
you may want to use are given at the end of the activity.
The Seller, New Vision plc, hereby represents and ……………… that:
a) it is duly formed and ………………… in accordance with the legislation;
b) it has the power, including all necessary ………………. (corporate and other required
authorizations) to …………………, deliver and fulfil the ………………… of this Agreement;
c) it is not in …………………. of any agreement to which it is a …………… and the execution,
delivery and performance by it of this Agreement does not result in a breach of, or constitute
a default under any ………………… or instrument to which it is a party or by which it or its
……………. or assets may be bound or affected;
d) it is the sole ………….. owner of the ·, and the · are ……………. of any Encumbrance and
in good condition.

Group B. What would an Indemnification clause cover? Discuss with a colleague and make a list of issues
to be mentioned in such a clause:
The indemnification clause below comes from a sale-purchase contract. Can you complete it?. Suggestions
about vocabulary you may want to use are given at the end of the activity.
The Seller shall indemnify the ……………. in full for and against all claims, reasonable costs,
expenses or ………………. whatsoever arising, …………………or suffered by the Purchaser either
before or after the commencement of any action in connection with:
(a) the ……………. of any claim in respect of the representations and warranties given by the
Seller to the Purchaser pursuant to this Agreement;
(b) any ………………….. arising out of or in connection with any claim in respect of the
relevant …………………...and warranties given by the Seller;
(c) the ………………… by the Seller of any of its obligations undertaken by this Agreement.
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The indemnity by the Seller shall extend to all legal ……………. and other professional fees
incurred by the Purchaser.
The Seller shall ………………… the Purchaser for the eviction caused by its own actions as well
as for the eviction caused by any action committed by any third party, in which cases the Seller
……………… to return to the Purchaser the portion of the Consideration Price corresponding to
the ………… asset. The parties agree that the Seller shall be …………… responsible for any
hidden faults of any of the assets making the …………….of this Agreement, and that might be
ascertained subsequent to the conclusion of this Agreement.
Suggested Vocabulary
Group B:
to indemnify - indemnification, indemnity
liability
to incur
to undertake to do something
breach of obligations
litigation
to evict
settlement of claims
to hold responsible

Group A:
to represent
to warrant
to execute
to fulfil the provisions
to be in breach of (an agreement)
to be a party to
to be the lawful owner of
to be free of any encumbrance

D.2 Vocabulary Focus
D.2.1 Some old fashioned words are still used in contracts, words such as:

Hereinafter
Hereof

Hereinwith
Thereafter

Hereto
Thereof

In order to check whether you know their meaning try to rephrase the following sentences by using expressions
that have the same meaning with these words:
1. This agreement is entered into by Sun Ltd, a legal person with headquarters in Bucharest,
hereinafter called the Seller.
2. This contract sets out the terms and conditions of employment which are required to be given
to the Employee under section I Employment Rights Act 1996 and which apply at the date
hereof .
3. This agreement contains the entire agreement between the parties and supersedes all prior
arrangements and understandings with respect to the subject matter hereof and may not be
varied except in writing signed by both the parties hereto.
4. No delay on the part of the Purchaser in exercising any right or remedy under this Agreement
will operate as a waiver thereof.
5. In the event that any of the provisions of this Agreement is or becomes thereafter illegal, invalid
or unenforceable under the applicable law, validity and enforceability of such provision shall
not be affected or prejudiced by it.
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D.2.2 Most legal documents are well padded with synonyms or near synonyms, often occuring in pairs
where the two words are linked by and/or.
e.g. The Seller shall indemnify the Purchaser in full for and against all claims.
The contract was declared null and void.
(the phrase ‘null and void’ is a common redundancy)
Sometimes even three words that are very close in meaning occur together:
e.g. In the event that any of the provisions of this Agreement is or becomes thereafter illegal,
invalid or unenforceable under the applicable law, …
Here is a list which contains examples of synonyms or near synonyms. Can you match the two columns so as
to obtain some frequently used legal pairs?
terms
and obligate
release
and exclusive
incurred
and regulations
arrangements
and complete
rules
and conditions
legal, valid
and when
sole
and empower
all
or suffered
bind
and discharge
authorise
and binding
claim
and performance
if
and interest
full
and understandings
save
and every
right, title
and demand
execution, delivery
and except
D.3 Translating the Liquidated Damages Clause
D.3.1 What is it important to include in a commercial contract as regards Liquidated Damages? To find
more about what the Romanian and British Law provide, read the info box below.

info box
Liquidated damages
UK Law
Liquidated damages – an amount contractually stipulated as a reasonable estimation
of actual damages to be recovered by one party if the other party breaches. If the parties
to a contract have agreed on liquidation damages, the sum fixed is the measure of damages
for breach, whether it exceeds or falls short of the actual damages. Also termed stipulated
damages, estimated damages, penalty clause.
Liquidated damages clause – a contractual provision that determines in advance
the measure of damages if a party breaches the agreement. The distinction between a
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penalty and genuine liquidated damages is not always easy to apply, but the courts have
made the task simpler by laying down certain guidelines principles. In the first place, if
the sum payable is so large as to be far in excess of the probable damage on breach, it is
almost certainly a penalty. Such provision may be perfectly simple attempts to avoid
future disputes and to qualify the probable amount of loss. That is unobjectionable. But
sometimes clauses of this kind are not designed to quantify the amount of the probable
loss but to frighten the party into performance.

Romanian Law
Conventional assessment. Penalty Clause
The Parties may agree to establish the extent of the prejudice and the amount of the
damage to cover it before such prejudice has been produced.
A Penalty clause is the provision ancillary to the main contract by which the Parties
establish in advance the value of the prejudice suffered by the creditor following nonfulfilment, delayed or inadequate fulfilment of an obligation by his debtor, which relieves
the Parties from appearing before the court for damage assessment, and circumvents any
difficulties in proving damage. As the Penalty clause is an agreement, it is compulsory
between the Parties; therefore, as a matter of principle, the court is not entitled to lower
or increase the amount thereby provided for. The provisions of the Romanian Civil Code
on the issue differ to a certain degree from those under other systems of law, the latter
acknowledging the entitlement of the judge to either limit or decide on the enforceability
or extent of the liquidated damages clause.
(Civil Law. The General Theory of Obligations)

D.3.2 Below you have a clause of a commercial contract in Romanian establishing in advance damages for nonfulfilment/ delayed/ inadequate fulfilment of obligations. Check if it includes all the items you have read about.
sau serviciilor neexecutate.
CLAUZA PENALÃ
Art. 20 Pãrþile se obligã reciproc la executarea întocmai b) in sarcina cumpãrãtorului. Pentru fiecare zi de
ºi la timp a obligaþiilor contractuale.
întârziere în plata preþului produselor, cumpãrãtorul
Pentru neexecutarea în totalitate sau în parte, ori pentru
datoreazã vânzãtorului daune moratorii în valoare de
executarea necorespunzãtoare a obligaþiilor prevãzute
0,1% în urmãtoarele 20 de zile ºi 0,15% în urmãtoarele
în contract, pãrþile datoreazã daune interese în condiþiile
60 de zile, fãrã a depãºi 90 de zile, din valoarea
prezentei clauze Penale:
produselor neachitate.
a) în sarcina furnizorului. Pentru întârzierea în executarea
În cazul renunþãrii în totalitate sau parþial la produsele
ºi livrarea produselor, furnizorul datoreazã
contractate, cumpãrãtorul datoreazã vânzãtorului
cumpãrãtorului daune moratorii în valoare de 0,05%
daune compensatorii reprezentând … din preþul
în primele 10 zile de întârziere, 0,1% în urmãtoarele
produselor la care renunþã.
20 de zile ºi 0,15% pe perioada ce depãºeºte 30 de
Pentru fiecare zi de refuz nejustificat pentru plata
zile, dar nu mai mult de 90 de zile, calculate la preþul
preþului de la data refuzului pânã la data plãþii,
produselor respective.
cumpãrãtorul datoreazã daune de întârziere de 0,6%
Pentru neexecutarea produselor sau a prestãrilor de
din valoarea preþului refuzat.
servicii, furnizorul datoreazã cumpãrãtorului daune
Dr. Constantin Crisu, Codul comercial, 2002, Ed Juris
compensatorii în valoare de …% din preþul produselor
Argessis, Curtea de Arges
D.3.3 You work as legal advisor for a company intending to enter a commercial agreement with a partner in
the UK. The executive manager has asked you to translate the clause in preparation for the forthcoming
negotiations. Work in pairs, then compare your version with that of another pair.
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Collocations with the noun ‘contract’ and other useful terms
to carry out a contract / to perform a contract: to begin doing a contract and continue until
it is finished
to breach a contract / to be in breach of a contract: to violate a contractual obligation,
either by failing to perform one’s own promise or by interfering with another party’s
performance
executed contract: 1. a contract that has been fully performed by both parties 2. a signed
contract
discharged contract: a contract that has been fully performed, and so has ceased to have legal
operation (sometimes termed ‘void contract’)
valid contract: a contract that is fully operative in accordance with the parties’ intent
void contract / invalid contract: a contract that is of no legal effect, so that there is really no
contract in existence at all
to invalidate a contract: to cause a contract to be invalid / to prove that a contract is not
legally binding
to induce a contract (by a. misrepresentation / b. duress / c. undue influence): to entice
or persuade a promisor to enter into a contract (by a. making a false or misleading statement
about some benefit or advantage / b. coercion by any actual or threatened violence inflicted by
the other party to the contract / c. the improper use of power or trust to unfairly persuade
someone to consent to a contract)
to construe a contract: to analyse and explain the meaning of (the language used / passages
in) a contract
to cancel a contract: to put an end to the contract by reason of a breach by the other party
to terminate a contract: to bring a contract to an end and discharge contractual duties by the
exercise of a power granted by the agreement
to rescind a contract: to abrogate or cancel a contract unilaterally or by agreement
rescission (of a contract): 1. a party’s unilateral unmaking of a contract for a legally sufficient
reason 2. (also termed mutual rescission) an agreement by contracting parties to discharge
all remaining duties of performance and terminate the contract.
bilateral contract / mutual contract / reciprocal contract: a contract in which each party
promises a performance (a promise on one side is exchanged for a promise on the other side)
unilateral contract: a contract in which only one party makes a promise or undertakes a
performance (a promise on one side is exchanged for an act on the other side)
to be free of any encumbrance: to be free of any liability that is attached to property, such as
a lien or mortgage
default: the omission or failure to perform a legal or contractual duty, esp. the failure to pay a
debt when due
to represent: to present facts – either by words or by conduct – so as to induce someone to act,
esp. to enter into a contract à representation
to incur: to suffer or bring on oneself (a liability or expense), to sustain (a loss)
to indemnify: to compensate / to reimburse (or to promise to reimburse) someone for a loss
suffered because of a third party’s default à indemnification; indemnity
liability: 1. legal responsibility to another or to society 2. (often pl.) a financial or pecuniary
obligation
to warrant: to promise or to guarantee
warranty: an express or implied promise that something is guaranteed by one of the contracting
parties
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Section A

Distinguishing Genres

A.1 You are preparing an exam on the Law of Contract in Romania. Discuss with a partner and make a list
of the sources of information you will be using.
A.2 The excerpts that follow all deal with the same aspect of the Law of Contract in the UK. Can you say
what it is by just skimming the excerpts quickly?
A. REMEDIES FOR THE BREACH OF LAW
Parties use a liquidated damage clause when they know
that a court will have difficulty estimating actual damages
in the event of breach. In a true liquidated damage clause,
the parties will arrive at a fair compensation to be paid by
a party in the event that party breaches the agreement.
This clause will then be included in the terms of the
contract.
Liquidated damages are an alternative to compensatory
damages. The court has the duty to determine whether a
breach occurred and, if so, whether the liquidated damage
clause of the contract was, in fact, for liquidated damages
or merely a prestated penalty for breach. If the court finds
that it is a penalty, it will not be enforced. The courts do
not generally impose penalties set by the parties. Rather,
the court will determine if a penalty is appropriate in
addition to the compensatory damages.
The reasoning behind the refusal to enforce penalty clauses
is quite simple. In some situations, a party does not have
a defence to the breach, but for unforeseen reasons must
cease performance under the contract. Many times there
are circumstances in which a party had no prior intent to
breach, but finds it necessary to do so. In these instances
it would not be fair to allow parties to penalize one another
in excess of what would be reasonable compensation for
the breach. The courts prefer to retain authority to
determine appropriate circumstances for penalizing
persons who breach a contract.
B. BENNIE WEST v. WATCHHOUND CO.
1. I am asked to advise Mrs. West with regard to the loss
of three horses from her stables at Glenn Farm,
Chillshill, Surrey, where she breeds and trains racing
horses. This loss was suffered on the night of 21/22
June 2002, when following a break-in, one horse was
taken, one escaped and one was killed. I am asked to
advise whether Watchhounds Co., a security company,

can be held responsible for this loss for failing to keep
adequate surveillance on her premises, and if so, what
sum may be recovered by way of damages.
2. In summary, I would advise that Mrs. West can sue
Watchhounds Co., alleging breach of the agreement to
provide an all-night watchman, and breach of implied
terms that the watchman would be present for sufficient
periods to provide security, and would carry out his job
with reasonable care and skill. There is a good chance
that this action would succeed, and that Watchhounds
would not be able to rely on the exclusion clause in the
contract
Breach of implied term to spread visits over the whole
night
The first possibility is to imply a term that the patrolman
should visit regularly or at least spread his visits so as to
provide reasonable security. It could be argued that there
is a breach in spreading visits over only six hours rather
than over the full ten hours from 9.00 p.m. to 7.00 a.m. I
would advise that such an implied term be alleged on the
basis that it would give business efficacy to the contract,
though I have some doubt whether we would succeed in
establishing it, not least because it would undermine the
purpose of security if the watchman always came at the
same time as a result of spreading his visits evenly. It may
be that we will need to get evidence of the business practice
of security firms if this issue proceeds to trial.
C. Article 14 Remedies
Damages for breach of contract by one Party consist of a
sum equal to the loss, including loss of profit, suffered by
the other Party as a consequence of the breach. Such
damages may not exceed the loss which the Party in breach
foresaw or ought to have foreseen at the time of the
conclusion of the contract, in the light of the facts and
matters of which he then knew or ought to have known,
as a possible consequence of the breach of contract.
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D
(7) Where an employer, in failing to perform a duty under
Regulation10 above, also fails to comply with the
requirements of section 99 of the 1975 Act or Article
49 of the 1976 Order (duty of employer to consult
trade union representatives on redundancy) –

the protected period under that award.
APPENDIX 9
Transfer of Undertakings (Protection of Employment)
Regulations 1981 (S.I. 1981, No. 1794)
E
Pearce v. Gardner (1887)
G agreed to sell P gravel situated on G’s land. P sued for
breach of contract and sought to put in evidence a letter
signed by G and starting ‘Dear Sir’. The letter did not
contain P’s name, but P produced the envelope which
was addressed to him and in which the letter was
contained. Held: that the letter and the envelope together
constituted a sufficient memorandum.

(a) Any compensation awarded to an employee under
this Regulation shall go to reduce the amount of
remuneration payable to him under a protective
award subsequently made under Part IV of that
Act or Part IV of that Order and shall also go
towards discharging any liability of the employer
under, or in respect of a breach of the contract of
employment in respect of a period falling within

A.3 Read the excerpts above in detail. Can you identify the type of text each of them comes from?
A
B
C – Contract clause

D
E

There are other types of legal texts that have not been illustrated. Read the info box to find out more.

info box
Statute
1. A law passed by a legislative body. Any enactment to which the state gives the force of
a law is a “statute”, whether it has gone through the usual stages of legislative proceedings
or has been adopted in other modes of expressing the will of the people or other sovereign
power of the state. Constitutions, being direct legislation by the people, must be included
in the statutory law, and indeed they are examples of the highest form that the statute
law can assume. (adapted from William M. Lile et al., Brief Making and the Use of Law
Books 8, 3rd ed. 1914).
Consolidating statute is one which collects the statutory (i.e. legislative) provisions
related to a particular subject and embodies them in a single statute – also termed
consolidated laws – code.
2. In the USA, a federal or state written law enacted by the Congress or state legislature,
respectively. Local statutes are usually called “ordinances”.
Statutes – provisions adopted by an association or corporation for its internal
governance.
Statutory instrument in BrE refers to a government order similar to an executive
order or agency regulation in the US.
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Regulations
1. rules and administrative codes issued by governmental agencies at all levels, municipal,
county, state and federal. Although they are not laws, regulations have the force of law
since they are adopted under authority granted by statutes and often include penalties
for violations. Also termed subordinate legislation; delegated legislation.
2. Under European Community Law, Regulations are secondary or delegated legislation.
Applicable throughout the Community, Regulations bind the member states and take
precedence over all national legislation. A person living in a member state can enforce
rights guaranteed by a regulation in the national courts of the member state.

A.4 What is the purpose of each of the text types you have identified? Match the purposes with the text types
by inserting them in the box below. Then decide what is the target audience for each of them.
Impose obligations/
confer rights

·
·
·

Record past judgement
State precedent
Illustrate point of law

Text type

Spell out obligations
undertaken / rights conferred between individuals

Explain & inform

Purpose

Persuade/
inform

Define

Audience

Textbooks
Legal opinion
Regulation
Case report
Contract

A.5 Now look more closely at the language of the texts. What linguistic features can you identify for each type
of text? You may want to think of noun/verb prevalence, main tenses, personal or impersonal style, use of
modals, sentence length, etc.
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Section B

Employment Contract

B.1 Different Types of Contracts
A few types of contracts have been listed below. Try to match each of them with the right explanation. Two of
the explanations are missing. Can you provide them?
1. contract for sale /
contract of sale

a. an arrangement that takes the form of an individually negotiated
transaction commonly entered to by participants in the financial
markets

2. contract to sell

b. a contract to perform a service, esp. a written agreement to provide
maintenance or repairs on a consumer product for a specified term

3. employment contract

c. a contract for the present transfer of property for a price

4. financial contract

d. a contract that relates to maritime affairs, including navigation,
marine insurance, transportation by sea.

5. investment contract

e. a contract to sell goods at a future time

6. marine contract /
maritime contract

f. a business’s agreement with an agency or other association for the
promotion of sales of the business’s goods or services

7. marketing contract
8. service contract

B.2 Elements of an Employment Contract
B.2.1 With your partner brainstorm the issues that should be included in an employment contract and make
a list.
B.2.2 Below you will find a standard-form employment contract with blanks to be filled in with the agreed
terms by the contracting parties. You will note that in some cases two or more alternative options are provided.
Why is that?
B.2.3 Skim through the employment contract form and check if it includes all the issues you have listed. Are
there any you haven’t thought about?
What are the advantages of using legal forms? Could you use this form if you were in a position to negotiate
an employment contract?
B.2.4 Look again at the employment contract. Can all the clauses included be found in a contract drafted
under Romanian Law?
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SF209
EMPLOYMENT CONTRACT
THIS AGREEMENT is made BETWEEN
(1)
(a)
- of
(b)
________________________________ (the ‘Employer’)
and
(2)
(c)
- of
(d)
_____________________________ (the Employee)
This document sets out the terms and conditions of employment which are required to be given to the Employee under
section I Employment Rights Act 1996 and which apply at the date hereof.
1. COMMENCEMENT AND JOB TITLE. The Employer agrees to employ the Employee from
of
(f)
and/or such other duties as the Employer may reasonably require and that at
other place of business that the Employer may reasonably require.

(e) in the capacity
(g)
or such

[No employment with a previous employer will be counted as part of the Employee’s period of continuous employment]
[The employment under this Agreement forms part of a continuous period of employment which began on
(h) ].
2. SALARY. The Employer shall pay the Employee a salary of £
instalments in arrears.

(i)

per year by equal [weekly] [monthly]

3. HOURS OF EMPLOYMENT. The Employee’s normal hours of employment shall be
(j) to (k)
on Mondays to Fridays [and (l) to (m) on Saturdays] during which time the Employee may take up to one hour
for lunch between the hours of 12pm and 2pm, and the Employee may from time to time be required to work such
additional hours as is reasonable to meet the requirements of the Employer’s business [at no additional payment] [at an
overtime rate of £ (n) per hour [at the Employer’s usual overtime rate].
4. HOLIDAYS. The Employee shall be entitled to (o) days holiday in (p) and
(q) in
each subsequent calendar year at full pay in addition to the normal public holidays. Holidays must be taken at a time that
is convenient to the Employer and no more than (r) weeks’ holiday may be taken at any one time.
5. SICKNESS. The Employee shall be paid normal remuneration during sickness absence for a maximum of
(s)
weeks in any period of twelve months provided that the Employee provides the Employer with a medical certificate in the
case of absence of more than seven consecutive days. Such remuneration will be less the amount of any Statutory Sick
Pay or Social Security sickness benefits to which the Employee may be entitled.
6. COLLECTIVE AGREEMENTS. [There are no collective agreements in force directly relating to the terms of your
employment] [The terms of the collective employment dated ______________ made between
(a)
and
(t)
shall be deemed to be included in this Agreement].
7. PENSION. [There is no pension scheme applicable to the Employee] [The Employee shall be entitled to join the
Employer’s pension scheme the details of which are set out in the Employer’s booklet/leaflet entitled
_____________________ which is available on request]. A contracting-out certificate under the Pension Scheme Act
1993 [is] [is not] in force in respect of this employment.
8. TERMINATION. The Employer may terminate this Agreement by giving written notice to the Employee as follows:
(a) With not less than one week’s notice during the first two years of continuous employment;
(b) With not less than one week’s notice for each full year of continuous employment
after the first two years of continuous employment; and
(c) With not less than twelve weeks’ notice after twelve years of continuous employment.
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The Employer may terminate this Agreement without notice or payment in lieu of notice in the case of
serious or persistent misconduct such as to cause a major breach of the Employer’s disciplinary rules.
The Employee may terminate this Agreement by (u) weeks’ written notice to the Employer.
9. CONFIDENTIALITY. The Employee is aware that during his/her employment he may be party to
confidential information concerning the Employer and the Employer’s business. The Employee shall not during
the term of this employment disclose or allow the disclosure of any confidential information (except in the proper
course of his employment). After the termination of this Agreement the Employee shall not disclose or use any of
the Employer’s trade secrets or any other information which is of a sufficiently high degree of confidentiality to
amount to a trade secret. The Employer shall be entitled to apply for an interdict to prevent such disclosure or use
and to seek any other remedy including without limitation the recovery of damages in the case of such disclosure or
use.
10. NON-COMPETITION. For a period of [ (v) months] [ (w) year(s)] after the termination of this Agreement the
Employee shall not solicit or seek business from any customers or clients of the Employer who were customers or
clients of the Employer at any time during the (x) years immediately preceding the termination of this Agreement.
11. DISCIPLINE AND GRIEVANCE. [The Employer’s disciplinary rules and the grievance and appeal procedure in
connection with these rules are set out in the Employer’s booklet entitled ---______________ which is attached
hereto.] [The Employee should take up with his/her immediate Superior or other Senior member of staff in regard to
any difficulty concern or complaint]
12. NOTICES. All communications including notices required to be given under this Agreement shall be in writing and
shall be sent either by personal service or first-class post to the Parties’ respective addresses.
13. SEVERABILITY. If any provision of this Agreement should be held to be invalid it shall to that extent be severed
and the remaining provisions shall continue to have full force and effect.
14. ENTIRE AGREEMENT. This Agreement contains the entire Agreement between the Parties and supersedes all
prior arrangements and understandings whether written or oral with respect to the subject matter hereof and may not be
varied except in writing signed by both the Parties hereto.
15. GOVERNING LAW. This Agreement shall be construed in accordance with the Law of Scotland and shall be
subject to the exclusive jurisdiction of the Scottish courts.
SIGNED by and on behalf of the Employer at
(b)
.
On the ___ day of _______(y)
Before:
Witness
(z)
.
FULL NAME ____________________________
Address _________________________________
_________________________________
Occupation ______________________________
SIGNED by the Employee at
(b)
.
On the ______ day of ________(e)
Before:
Witness
(y)
.
FULL NAME ____________________________
Address _________________________________
_________________________________
Occupation ______________________________
Two copies of this Agreement should be completed and signed; one for the Employer and one for the Employee.
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Section C

Vocabulary Focus
Words are the lawyer’s tools of trade.
Lord Denning (1979) The Discipline of Law

C.1 Find words in the employment contract form which mean:
1. a series of regular payments, made under an agreement, in order to settle a debt, esp. to buy
an asset (Salary Clause)
2. behind in the discharge of a debt or other obligation (Salary Clause)
3. shall have a right to (Holidays Clause)
4. in operation (Collective Agreement Clause)
5. putting work out to contract (Pension Clause)
6. legal notification (Termination Clause)
7. instead of (Termination Clause)
8. improper behaviour; failure to perform assigned duties (Termination Clause)
9. revealing information that is meant to be kept secret (Confidentiality Clause)
10. a formula, process, method or other business information that is kept confidential to maintain
an advantage over competitors (Confidentiality Clause)
11. an injunction (Confidentiality Clause)

C.2 Match the following words / phrases in Column A with their equivalents in Column B. Two of the terms
have no equivalent given. Can you provide them?

A
a. solicit or seek business
b. grievance and appeal procedure
c. damages
d. held to be invalid
e. severability
f. full force and effect
g. supersede all prior arrangements
h. seek remedy
i.

shall be construed

j.

exclusive jurisdiction

k. termination
l.

hereof

B
1. clause entitling the dissociation of a faulty/ illegal clause
from the remaining valid ones in a contract, which remain
in force
2. consult with
3. full validity
4. cancellation, cessation, ending
5. decided in court to be invalid
6. is understood
7. attempt to do business
8. procedure of dealing with complaints or with applications
for reexamination by a higher court
9. replace, supplant all arrangements made previously
10. claim recovery of rights or redress for their infringement
11. sole power to decide on
12. of this (agreement)

m. employment
n. take up with
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Section D

Negotiating an Employment Contract

D.1 Situation
Lark and Bender plc are in the final stage of negotiating the employment of a new financial
director. The person on top of the short list will be quite valuable for the company considering
both their* previous results in a related field and the connections they have with influential
people.
On the other hand, their requirements regarding wages, working hours, holidays and other perks
can cost more than the company is prepared to pay. Therefore it is essential that the negotiation
be thoroughly prepared and conducted so that an agreement is reached to the benefit of both
parties. Sensible areas of negotiation may be the clauses of
- non competition
- holiday
- sickness
- pension
The Managing Director has asked their in-company lawyer to assist him/her in preparing and
conducting the negotiation. The candidate, in their turn, will be assisted by his/her own lawyer.
*

their - used for reasons of political correctness. Not used in the more conservative legal field.

Role Play
You will be assigned one of the four roles mentioned in the situation description. Read the respective role card,
then prepare and act out the negotiation. If you are the employer and the company lawyer, go to File 7. If you
are the potential employee and his/her lawyer, read File 2.
D.2 When you have reached an agreement, write the terms in the contract form provided in section B and, if
necessary, redraft the clauses you have negotiated so as to include the results of your negotiation. You may
need to use the Guidance Notes below when filling in the contract form.
Guidance Notes
Ø PREAMBLE
(a), (b) Write in the Employer’s name and address.
(c), (d) Write in the Employee’s name and address.
Ø COMMENCEMENT AND JOB TITLE
(e) Write in the date on which the Employee is to start work.
(f) Write in the Employee’s job title.
(g) Write in the Employee’s principal place of work.
(h) Write in the date when the continuous period of employment started. This is relevant for
redundancy and unfair dismissal purposes. Delete as appropriate: either one or other of the two
statements must be included by law.
Ø SALARY
(i) Write in the annual salary and delete whichever of the instalment provisions does not apply.
Ø HOURS OF EMPLOYMENT
(j), (k), (l, (m) Write in the hours of employment and delete as appropriate.
(n) Insert the sum representing the hourly overtime rate.
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Ø HOLIDAYS
(o), (p), (q) Insert number of working days’ holiday in the first and subsequent years to which the
Employee is entitled.
(r) This figure would perhaps be two weeks but can be any period.
Ø SICKNESS
(s) This figure can be agreed between the Employer and the Employee.
Ø COLLECTIVE AGREEMENTS
(t) Write in the name of the party to the collective agreement representing the employees (e.g.
Trade Union).
Ø PENSION
Delete as appropriate; either one or the other of these statements must be included by law.
Ø CONTRACTING OUT
Delete as appropriate. This sentence is provided by law.
Ø TERMINATION
These are the minimum periods required by the law; but they may be increased by agreement.
(u) Insert the agreed number of weeks’ written notice.
Ø NON-COMPETITION
(v), (w) Insert the number of months/ years agreed and delete as appropriate. The Employer may
choose any number of months or years but any more than two years is likely to render this clause
unenforceable at law.
(x) This period should be between one and three years if it is to remain enforceable by the Employer.
Ø DISCIPLINE AND GRIEVANCE
Delete either sentence as appropriate. Employers of 20 or more people must, by law, provide
such written procedure information.
Ø SIGNED
Sign in the presence of a witness here, inserting the location of signing (b) and the actual date of
signing (y).
Ø WITNESS
A witness should sign (z) and provide his/her name, address and occupation.

D.3 Follow Up
Translate into Romanian Clause 9 -Confidentiality
CONFIDENTIALITY. The Employee is aware that during his/her employment he may be party to
confidential information concerning the Employer and the Employer’s business. The Employee
shall not during the term of this employment disclose or allow the disclosure of any confidential
information (except in the proper course of his employment). After the termination of this
Agreement the Employee shall not disclose or use any of the Employer’s trade secrets or any
other information which is of a sufficiently high degree of confidentiality to amount to a trade
secret. The Employer shall be entitled to apply for an interdict to prevent such disclosure or use
and to seek any other remedy including without limitation the recovery of damages in the case of
such disclosure or use.
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The objectives of this unit are:
SECTION

to develop skills in:
SPEAKING

A. Preparing for a
Conference

Pair discussion:
brainstorming
areas of company
law

B. Types of
Companies

Plenary discussion

C. Shares

Preparing and
delivering a group
presentation

LISTENING

WRITING

Listening to peers

READING

to teach and practise
these language
items:

Reading for gist
Reading for specific
information
Reading for specific
information

Listening to peers
during preparation
Listening to other
groups’
presentations

Putting down
ideas for the
presentation

Legal terminology:
company types
Legal terminology:
- types of capital
- types of shares

Unit 6

COMPANY LAW - TYPES OF COMPANIES

Section A

Preparing for a Conference

A.1 Selecting Documentary Sources
A.1.1 You want to prepare a presentation comparing British and Romanian Company Law for a student
conference. In order to do this, you will need to consult various sources. Discuss with your partner, trying to
identify the main areas you should focus on.
Make a list of the important issues.
A.1.2 You have found in the British Council library two books on Company Law which were written to help
students prepare their studies. Look at the back cover presentations of the books and at their contents pages
and decide:
• if they cover all the issues on your list
• if there are any issues you haven’t thought about which are worth studying
• in what way the books can help you
• how they differ and what they have in common.

Book 1: NUTSHELLS
For more than 30 years, generations of law students have
regarded Nutshells as the ideal means of revising their
subject.
Nutshells present the essentials of the law. Written in clear,
uncluttered language, they explain the basic principles and
highlight key cases and statutes.
Nutshells provide a concise, up-to-date account of the law
and in particular all those topics most favoured by the
examiners.
Nutshells - no better tonic for pre-examination nerves could
be prescribed!
COMPANY LAW Second Edition
Francis Rose
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Contents
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾

Introduction
Promotion of Companies
Attracting Investments: Flotations
Raising and Maintenance of Capital
Shares
Insider Dealing
Borrowing Debentures and Charges
Corporate Personality
Capacity
Liability for Officers and Agents
Crimes and Torts

¾ Rights of Members
¾ Management Receivership and
Administration
¾ Duties of Directors
¾ Meetings and Resolutions
¾ Majority Rule
¾ Publicity
¾ Liquidations
¾ Unfair Prejudice
¾ Arrangements and Reconstructions
¾ Answering Examination Questions

Book 2
STATUTES ON COMPANY LAW
FOURTH EDITION

Blackstone’s Statutes on Company Law provides
the main text of the main statutes and
statutory instruments concerning company
law in England and Wales. This selection will
provide all the legislation that is required for
degree level courses in company law,
including courses that cover partnership law
and corporate insolvency. It takes account
of all amendments and repeals made up to
20 July 2000 and includes the Limited
Liability Partnerships Act 2000 and relevant
provisions of the Financial Services and
Markets Act 2000.
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Contents
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾

PART I STATUTES
Partnership Act 1890
Stock Transfer Act 1963
Companies Act 1985
Business Names Act 1985
Insolvency Act 1986
Company Directors Disqualification Act
1986
Financial Services Act 1986
Companies Act 1989
Criminal Justice Act 1993
Financial Services and Markets Act 2000
Limited Liability Partnerships Act 2000

PART II STATUTORY INSTRUMENTS
¾ Company and Business Names Regulations
1981
¾ Companies (Registers and Other Records)
Regulations 1985

¾ Companies (Registers and Other Records)
Regulations 1985
¾ Companies (Disclosure of Directors’
Interests) (Exceptions) Regulations 1985
¾ Companies (Tables A to F) Regulations
1985
¾ Accounting Standards (Prescribed Body)
Regulations 1990
¾ Companies (Defective Accounts)
(Authorized Person) Order 1991
¾ Companies (Inspection and Copying of
Registers, Indices and Documents)
Regulations 1991
¾ Companies (Single Member Private
Limited Companies) Regulations 1992
¾ Insider Dealing (Securities and Regulated
Markets) Order 1994
¾ Sources of Amendments

Note
The American equivalent of the British term company law is the phrase corporate law.

A.2 Look at the sentences below and the five back cover descriptions of textbooks used in the study of law.
Which book (a – e) does each sentence refer to?
Mark each sentence 1 - 8 with one letter (a, b, c, d, or e), indicating the corresponding textbook, as in the
example. Use the same letter for the sentences which refer to the same book.
1. This book will help law graduates to be admitted to the barristers’ profession.
2. This book covers issues relating to more than one law system.
3. This book addresses the needs of people other than law professionals who have to
deal with company law matters.
4. Among other things, this book discusses the legal framework of hiring staff.
5. This book provides coverage of basic legal issues to be used in preparing or defending
company law cases.
6. This book addresses language usage needs of overseas students and professionals.
7. This book includes proposed regulations on company administration in its latest edition.
8. This book deals with issues knowledge of which is required to pass a range of business
law examinations.
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a
This book is a long established favorite among students of company
law, providing comprehensive explanations of all aspects of the subject,
covering both English and Scots law. The writing style is succinct and
easy to read, and enough detail is provided for the reader to gain a
thorough understanding of each topic. The new edition appears in a
larger format to its predecessors making the book user-friendlier.
A new chapter has been included in this, the sixteenth edition, setting
out the provisions of the new Combined Code on Corporate Governance,
the result of a series of reports commissioned by the Stock Exchange.
Also discussed are the fast-moving developments in areas such as
minority shareholder protection, which are the subject of Law
Commission proposals for reform.
Charlesworth & Morse Company Law,
Sixteenth edition, 1999, Sweet & Maxwell

b.

A clear and up-to-date treatment of the core topics of business law, this
book deals thematically with business organizations, the financing of
business activities and the main types of business contracts - including
employment and the sale and supply of goods. There is also an introduction
to the English legal system and a chapter on civil dispute resolution
including alternative dispute resolution.
In this new and completely updated edition there is coverage of the
Employment Rights Act 1996 and the Competition Act 1998, which has
revolutionized UK competition law.
MACMILLAN LAW MASTERS
Stephen Judge Business Law second edition
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c.
This book provides comprehensive coverage of many Business Law
syllabuses, in particular CIMA, ICSA and IComA.
Courses on which this book is known to be used are ACCA, CIMA,
ICSA, IComA, BTEC National and HNC/D Business and Finance,
Foundation Accountancy course, BA Accounting, ICM, IPSD, DBA,
BABS, Paralegal, Institute of Legal Executives.
Some views of lecturers on the book are that ‘This is the best affordable
book I have found for non-specialists who need an understanding of the
law affecting managers.’ ‘Excellent presentation, easy to understand, I
would always recommend this book.’ ‘Excellent coverage of the
syllabus.’
Business Law, 6th edition,
K.R. Abbott, N. Pendlebury,1993, DP Publications Ltd, London

d.
This Manual is designed for use in the company law module on the Bar
Vocational Course run by the Inns of Court School of Law. It gives an
overview of the salient topics of company law and has detailed coverage
of a number of areas which are commonly dealt with by junior
practitioners whose practice includes company law. It is designed to
cover substantive law that is essential for a junior practitioner dealing
with a brief or set of instructions raising the types of company law points
which are frequently met in practice and it provides a foundation for
applying the professional skills that barristers need in a company law
context.
Company Law in Practice, S.Sime, M. Taylor, Blackstone Press
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e.
This innovative book provides non-native English speakers with the
English language skills necessary to carry out their legal studies and
professional activities effectively. It focuses specifically on the legal
language required in two major areas of law central to international
business law, drawing on examples from English, American and
European legal materials.
Uniquely, this text contains a high level of specific legal content and
practical materials, including cases, legislation, legal writings and the
author’s examples. In this way readers are exposed to the formal register
with which they need to familiarize themselves in order to survive both
academically and professionally.
English for Contract and Company Law,
M.Chartrand, C.Millar, E.Whitshire, 1997, Sweet & Maxwell

Some of the terms occurring in the texts you have read in this section are explained in the legal vocabulary
box at the end of this unit.

Section B

Types of Companies

B.1 What type of business organisation do you think would be the best choice in the following situations:
1. A man who has a day-time job would like to make some money in his spare time as a taxi
driver. He has his own car.
2. Two lawyers would like to open a legal consulting firm.
3. Four friends who used to work together in a car factory would like to set up a car repair shop.
They have the expertise and each will bring their own share to build the required start-up
capital.
4. DACBUS, a state-owned bus factory is going to be privatised following a public auction.
B.2 Companies under British Law
B.2.1 Read the texts below taken either from course-books or statutes and identify the different types of
British businesses or companies that are mentioned. The same text can refer to one or more types of companies.
The key is provided at the end of the textbook.
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A.
This is a business in which one person owns all the
assets, owes all the liabilities and operates in his/her
personal capacity. The proprietor may, of course,
employ other people, but the responsibility for the
success or failure of the enterprise is entirely in his/her
hands.
The sole trader will usually raise the capital of the
business by loans from banks against the security of
charges on his/her private property, such as a house, a
life insurance policy or shares. The proprietor retains
all the profits but is liable for all the losses up to the
full extent of his/her private fortune and any legal action
in respect of the business will be against the proprietor.
The business may trade under a business name, in
which case the Business Names Act 1985 must be
complied with.
The proprietor has great freedom but suffers
disadvantages, such as:
(i) limited capital; (ii) limited borrowing; (iii) problems
with holidays and sickness; and (iv) limited scope for
expansion.
These, however, would not necessarily be removed by
incorporation.

B.
It is a voluntary, unincorporated association of two or
more persons who jointly own and carry on a business
for profit. The partnership allows for an increased
capital base and improved borrowing, and reduces the
problems relating to holidays and sickness. Partnerships
are formed and regulated under the Partnership Act
1890 (PA1890), according to which a partnership is
presumed to exist if the persons agree to share
proportionally the business’s profits or losses.
Every partner in a firm is liable jointly with the other
partners, and in Scotland severally also, for all debts
and obligations of the firm incurred while he is a
partner. His estate is also severally liable after his death
for any unsatisfied debts and obligations (but subject
in England or [Northern Ireland] to the prior payment
of his separate debts).

C.
A company incorporated by registration under the
Companies Act 1985 is a registered company. There
are several types of registered companies. Below you
can see the article from CA 1985 referring to the mode
of forming an incorporated company:
(1) Any two or more persons associated for a lawful
purpose may, by subscribing their names to a
memorandum of association and otherwise
complying with the requirements of this Act in
respect of registration, form an incorporated
company, with or without limited liability.
(2) A company so formed may be either(a) a company having the liability of its members
limited by the memorandum to the amount, if
any, unpaid on the shares respectively held by
them (‘a company limited by shares’);
(b) a company having the liability of its members
limited by the memorandum to such amount
as the members may respectively thereby
undertake to contribute to the assets of the
company in the event of its being wound up
(‘a company limited by guarantee’); or
(c) a company not having any limit on the liability
of its members (‘an unlimited company’).
(3) A ‘public company’ is a company limited by shares
or limited by guarantee and having a share capital,
being a company(a) The memorandum of which states that it is to
be a public company, and
(b) in relation to which the provisions of this Act
or the former Companies Acts as to the
registration or re-registration of a company as
a public company have been complied with
on or after 22 December 1980;
and a ‘private company’ is a company that is not a
public company.
(3A) Notwithstanding subsection (1), one person may,
for a lawful purpose, by subscribing his name to a
memorandum of association and otherwise complying
with the requirements of this Act in respect of
registration, form an incorporated company being a
private company limited by shares or by guarantee.
(4) With effect from 22 December 1980, a company
cannot be formed as, or become, a company limited
by guarantee with a share capital.
Companies Act 1985
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D.
The vast majority of registered companies are private
companies. A public company must state that it is a public
company both in its memorandum and by its name, which
must end with the word “public limited company”
(frequently abbreviated to “plc”). A private company uses
the traditional “Limited” or “Ltd” at the end of its name.
There are important differences in the capital requirements
as applied to the two types of companies. Thus, whereas a
private company may commence business immediately
on incorporation, without the need to have an authorised
minimum capital, a public company cannot commence
business or exercise any borrowing powers unless it has
at least the authorised minimum capital figure and has
actually allotted shares up to that figure and has received
at least one quarter of that amount.
Although there are no longer restrictions concerning the
number of members involved, most private companies are
small in size. The minimum number of members for a
public company is two, but one will suffice for a private
company, which is known as a single member company
in this case. A public company must have at least two
directors, whereas a private company need only have one.
Unlike the directors of public companies, those of private
companies are much less restricted in their financial
dealings with their company.
Public companies are quoted on the Stock Exchange, i.e.
they issue shares which are offered to the public. As far as

private companies are concerned, they cannot apply to
be quoted on the Stock Exchange, and under the
Companies Act 1985 it is a criminal offence for a private
company to make an offer of its shares to the public. On
the other hand, public companies must make their
accounts known to the public, whereas private companies
may be excused from publication of some or all of their
accounts, depending on their size.
E.
Definition of ‘joint stock company’
(1) For the purpose of this Chapter, as far as relates to
registration of companies as companies limited by
shares, ‘joint stock company’ means a company (a) Having a permanent paid-up or nominal share
capital of fixed amount divided into shares,
also of fixed amount, or held and transferable
as stock, or divided and held partly in one
way and partly in the other, and
(b) Formed on the principle of having for its
members the holders of those shares or that
stock, and no other persons.
(2) Such a company when registered with limited
liability under this Act is deemed a company
limited by shares.
Companies Act 1985

Note: These companies are not formed under
companies legislation, but are authorised to register.

B.2.2 Now decide if the following statements relating to the companies described in the texts above are true or
false. Correct the false ones.
1. The sole trader is liable for losses up to the amount of capital he has undertaken to contribute
to the business.
2. In England and Northern Ireland, partnership liabilities of a deceased partner are only settled
after separate debts have been dealt with.
3. Limited liability partnerships operate under the Partnership Act 1980.
4. Only holders of shares or stocks in a joint stock company are members of that company.
5. Members of companies limited by shares and of companies limited by guarantee have similar
liabilities.
6. A single person may not form an incorporated company.
7. With effect from 22 December 1980, a company can become a company limited by guarantee
with a share capital.
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8. Private companies cannot be quoted on the Stock Exchange.
9. A public company needs no minimum capital for registration or the commencement of business.
10. A public company must have at least two members.

B.3 Advantages and disadvantages of various types of companies have been scrambled below. Try to sort
them out and to identify the type of company they refer to. One example has been done for you. You may add
other advantages / disadvantages that are mentioned in the texts you have read.
a. The proprietor retains all the profits.
b. There is only limited capital.
c. This type of company may be excused from publication of some or all of their accounts
depending on their size.
d. Directors are restricted in their financial dealings and need to disclose adequate information
about such arrangements in the accounts.
e. This type of business has an increased capital base compared to the sole trader.
f.

There are fewer problems related to holidays and sickness.

g. The business can obtain only limited borrowing.
h. The company has access to the capital markets.
i.

There is no need for an authorised minimum capital to register or start business.

j.

Partners are jointly liable for the firm’s losses to the full extent of their personal assets.

Type of business/company

Advantage

Partnership

e
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B.4 Which of the types of business organisation in the UK are closer to those existing under Romanian law?
How do they differ? You may find more information about types of companies under Romanian law in the
info box below.

info box
Companies under Romanian law
A commercial company may be established in one of the five legal forms provided
by Company Law no. 31/1990, as republished and subsequently modified,
(“Company Law”), namely:
(a) general partnership (Romanian: “societate în nume colectiv”, or “SNC”);
(b) limited partnership (Romanian: “societate în comanditã simplã” or “SCS”);
(c) limited partnership by shares (Romanian: “societate în comanditã pe
acþiuni” or “SCA”);
(d) limited liability company (Romanian: “societate cu rãspundere limitatã”
or “SRL”) and
(e) joint stock company (Romanian: “societate pe acþiuni” or “SA”)
Stockholders in a SRL are referred to as “associates” and their equity interests are
referred to as “social parts” while stockholders in an SA are called “shareholders”
and their equity interests “shares”.
In both SRL and SA the liability of an associate/shareholder towards third parties in
case the company incurs debts is limited to his investment to the registered capital
of the company and neither an associate nor a shareholder ca be called on to
contribute beyond the amount of his contribution.
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Section C

Shares

C.1 The words given in boxes below have been removed from the two texts that follow. Read the texts and try
to place the words back, so as to restore the full meaning of each text.

A.

paid-up capital

registered capital

authorised share capital

uncalled capital

reserve capital

unissued capital

Share capital can be subclassed as follows: nominal or ……1…… is the ……2…… stated in the capital
clause of the Memorandum. The nominal capital which has been allotted is described as issued capital; the
remainder is called ……3…… . ……4…… is the aggregate amount paid up in respect of issued capital.
Where the shares are issued fully paid, the paid-up capital is the same as the issued capital. Where partlypaid shares are issued, the sum unpaid is called ……5……. The company can call in this capital whenever
it wishes, or the Articles or terms of issue may establish a schedule for payment at fixed future dates.
Companies can resolve that uncalled capital shall only be called up in the event of the winding up of the
company, in which case it is known as ……6……. This capital fund is capable of being charged as security
to a particular creditor.
B.

an unlimited dividend
ordinary shares

preference shares

deferred shares

redeemable shares

preferential dividend

Companies must keep a register of the class and extent of members’ shareholdings, which is open to inspection. Prima facie, shareholders have equal rights but a company can also issue shares carrying preferential
rights. ……1…… have no express rights or privileges conferred above those implied by the law. But there
are also ……2……, whose holders have priority over ordinary shareholders to payment of a fixed dividend.
A preference is deemed to be exhaustive: a member entitled to a ……3…… may not participate in the
remaining profits and one entitled on liquidation to a return of capital subscribed may not participate in
remaining assets. ……4…… , also known as management or founders’ shares, carry multiple voting rights
with the right to ……5…… deferred until a fixed minimum percentage is paid to the ordinary shareholders.
A company can also issue ……6…… subject to the proviso that they may be bought back by the company.
They cannot be bought back unless fully paid and then only out of profits or the proceeds of a fresh issue of
shares made for the purpose.

C.2 Work in groups of three. Using the information provided in this unit and any additional information,
prepare to give a brief presentation on two of the main types of companies under British and Romanian law.
Choose a group representative to make the presentation in front of the class. Be prepared to answer your
classmates’ questions. Then listen to their presentations and ask them questions.
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FURTHER READING ON THE TOPIC OF COMPANY LAW
The European Union and Company Laws of
Member States

European Economic Interest Grouping, (in existence
since July 1989) and the proposed European Company.

There are a number of measures of the European Union
aimed at the harmonization of the company laws of the
Member States. In general this programme consists of a
series of directives issued under Article 58 of the European
Treaty. These prescribe common standards for areas of
company law which require Member States to amend their
law, if necessary, to comply with them. The need to
implement these directives has produced several changes
to U.K. Company law and is likely to go on doing so for
the foreseeable future. Implementation by primary
legislation creates no domestic problems but the more
recent tendency to implement directives by means of
delegated legislation under section 2(2) of the European
Communities Act 1972 is subject to the difficulty that
such measures may only alter a statute in so far as it is
necessary for the implementation of the directive. This
can lead to problems as to whether the changes go further
than was needed and the difficulties of adapting the
changes into the existing law, which may apply to a wider
spectrum of companies than those covered by the directive,
thus creating a two-tier system of law.
A further consequence of the existence of these directives
arises when either they have not been implemented by
the due date or the implementing legislation does not
properly comply with the terms of the directive. The
European Court has held that in such cases the directives
have vertical direct effect, that is to say that as between
the Member State and an individual or company their
provisions must be given precedence over the national
law. Although this is said not to apply as between two
companies and/or individuals (so-called horizontal direct
effect), that court has stated that in applying national law,
whether passed before or after the date for implementing
the directive, the national court must interpret its law as
far as possible in the light of the wording and purpose of
the directive in order to achieve the result required by the
directive. It has even, in another area of the law, allowed a
claim for damages against a Member State for nonimplementation of a directive.
Two further E.U. inspired developments are not, however,
part of the harmonization programme as such. They are
both aimed at establishing cross-frontier entities which
may operate throughout the Community, and therefore
will not have a purely national existence. These are the

The European Economic Interest Grouping
(EEIG)
This new entity was created by an EC regulation (i.e. a
document which has direct legislative effect in the UK),
whose intention is to allow the creation of a separate legal
entity for cross-border co-operation between businesses
in different Member States. These may or may not be
companies and are formed by contract and registered with
the registrar of companies. This contract must include
the objects of the EEIG - since making profits in its own
right is not allowed, these must require the EEIG to
enhance the activities of its members, e.g. by joint research
or development. The members of the EEIG will have
unlimited liability for its debts, no public investment is
allowed and the maximum number of employees is
limited to 500. An EEIG can be formed in any Member
State and is subject to some aspects of the national law
in which it is registered, e.g. as to the use of name, certain
winding-up rules etc. U.K. law must equally recognize
an EEIG registered in another Member State.
Proposed Statute for a European Company
There is a proposal for a regulation establishing a new
cross-border entity to be known as a European Company.
This is not a new idea, being originally suggested in 1970,
but interest in it has been revived with the Union. In
essence it will be formed by the merger of two or more
public companies of different EU nationality or the
conversion of a public company having a subsidiary in
another Member State, and would be subject to a new
range of EU company law, although it would still remain
subject to national law in certain key areas. The relevant
national law would be that of the country in which it was
registered. There are different views as to the need for
such a transnational company and as to the contents of
the supranational law to which it would be subject, e.g.
as to the contentious issue of employee participation. If
this proposal is implemented, however, it will provide a
parallel but not identical system of company law to UK
domestic company law, available in practice to all public
companies.
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legal vocabulary

flotation: a process by which a public company can, by an issue of securities (shares
or debentures), raise capital from the public; the term may refer to the initial
issue of shares, by which a private company becomes a public company, listed
on the Stock Exchange
the Stock Exchange / securities exchange: a marketplace or facility for the
organized purchase and sale of securities, esp. stocks/shares
insider dealing / insider trading: the use of material, nonpublic information in
trading the shares of a company by a corporate insider or other person who
owes a fiduciary duty to the company
fiduciary duty/position: the FD arises from the directors’ quasi-trustee position
with regard to the company’s assets. This duty is owed by all directors, even
non-executive directors.
charge: 1. an encumbrance, lien or claim 2. price, cost or expense 3. a formal
accusation of a crime as a preliminary step to prosecution
receivership: one of several formal options for the survival of an insolvent business,
by which a receiver takes control of the assets subject to the charge and pays off
the debenture holders, afterwards returning surplus proceeds or unrealised assets
to the company, which may carry on or go into liquidation. Sometimes the
receiver assumes control of the company while negotiating the sale of part or
the whole of the business
unfair prejudice: undue (dishonest/inequitable) damage or detriment to one’s
legal rights or claims
insolvency: 1. excess of liabilities over assets 2. inability to pay debts in the ordinary
course of business or as they fall due – Also termed failure to meet obligations
insolvent: (ref. to a debtor) being unable to pay debts in the ordinary course of
business or as they fall due
paralegal: a person who assists a lawyer in duties related to the practice of law but
who is not a licensed attorney – Also termed legal assistant; legal analyst
accountancy: the theory and practice of keeping and inspecting accounts
accounting: 1. The act or a system of establishing or settling financial accounts,
esp. the process of recording transactions in the financial records of a business
and using these to produce periodical financial records – Also termed financial
accounting 2. (in commercial law) an equitable proceeding for a complete
settlement of all partnership affairs, usu. In connection with a winding up
brief: a written statement setting out the legal contentions of a party in litigation,
esp. on appeal; a document prepared by counsel as the basis for arguing a case
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The objectives of this unit are:
SECTION
A. Incorporation
and Legal
Personality

to develop skills in:
SPEAKING
Explaining key
concepts in
company law

LISTENING
Listening to
peers

WRITING

Discussing various
language items
B. Memorandum of Explaining terms to
partner
Association

Listening to
partner

READING
Reading for specific
information

to teach and practise these
language items:
Key terminology in
company law

Reading in detail

‘to subscribe’; ‘to register’ –
word families and
collocations

Reading for background
info

Uses of ‘such’

Reading for gist
Reading to check
predictions
C. Articles of
Association

D. Role Play:
Advising upon
Setting up a
Company

Writing a clause

Reading for gist
Reading for specific
information

Roleplaying a lawyer- Listening to
client meeting
partner

Collocations occurring in
contracts

Exchanging information
Requesting/giving advice

Unit 7

COMPANY LAW - INCORPORATION

Section A

Incorporation and Legal Personality

A.1 Can you explain the following legal concepts? Compare your own explanations with those provided in
the text below:
Company

Corporation
Registered companies

Memorandum of association
Legal personality
Natural person
Incorporation
Limited liability company

In a modern capitalist economy, companies are a
familiar part of everyday life. We deal with companies
so often as purchasers and users of their products and
services that the image which the word ‘company’
brings to mind is usually of an organization concerned
with marketing and collecting payment for products
which the company has made or services it has
provided. It is necessary to go behind this image to get
to the company which is the subject of company law.
The company with which lawyers are concerned is the
legal entity created by process of law and existing only
by virtue of the law.
The legal concept that underlies company law is the
idea of a corporation – an entity established by process
of law in order to be a nominal, artificial party to legal
relationships. In the USA, Canada and Australia,
‘corporation’ has replaced ‘company’ but in the British
Isles and in European Union documents in English,
the term ‘company’ is used.
The nature of incorporation and legal personality
Registered companies are brought into existence by
registration of documents, of which the most important
is called a ‘memorandum of association’, with a public
official called a registrar of companies. The most
important legal characteristic of a registered company
is that it is ‘incorporated’ and has ‘legal personality’.
The law is concerned with relationships, such as

contracts, ownership of property and duties of care,
which are entered into by ‘persons’, who have the
duties and rights attached to the relationships they
enter into. The types of relationship studied in law
are based on the transactions and activities of human
beings, who are described as ‘natural’ or ‘real’
persons. But legal principles are concerned with the
nature of a legal relationship, such as contract or the
ownership of property, and can be applied to any other
entity, not only human beings. For the purposes of
the relationships in which their participation is
recognised, entities other than human beings are said
to have ‘legal personality’ sometimes called ‘juristic’
or ‘juridical’ personality.
‘Incorporation’ is a legal process by which an artificial
entity is created with legal personality. The
Companies Act 1985, s.13(4), says that as from the
date of the certificate of incorporation given by the
registrar a company ‘is then capable forthwith of
exercising all the functions of an incorporated
company’. On formation a company becomes a legal
person separate and distinct from its members. The
principal effect of this is that, in the case of limited
liability companies, the members are in general not
liable for the company’s debts. A company has
separate legal capacity, and can therefore contract on
its own behalf when conducting business.

A.1.1 Which of the concepts discussed exist with the same meaning in Romanian company legislation? Can you
give the Romanian equivalent? If there is no direct equivalent, how would you explain the Romanian term?
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A.2 Language Awareness.
Read the extracts from The Companies Act 1985 and study particular aspects of the language. Answer the
questions.
S.1(1)
the registrar of companies shall (5) give a certificate
‘Any two or more persons associated for a lawful that the company is incorporated.’
purpose may (1), by subscribing (2) their names to a
S.13 (3)
memorandum of association and otherwise complying
‘From the date of incorporation mentioned in the
with (3) the requirements of this Act in respect of
certificate, the subscribers of the memorandum,
registration, form an incorporated company.’
together with such other persons as may from time to
S. 13 (1):
time become members of the company, shall (6) be a
‘On the registration (4) of a company’s memorandum, body corporate.’

vocabulary

1.What is the meaning of may in this sentence?
2. What is the meaning of ‘subscribe’ in this sentence? Consult the vocabulary box below for
other meanings of this verb.
3.What does to comply with mean? What else can you comply with?
4. registration – (to) register – registered: What collocations can you think of in relation to each of
these words?
5 & 6. What is the meaning of shall in these two sentences? Does it differ from other meanings
of shall you know?
7. Do you notice anything peculiar about the structure of the sentence in S.1(1)?
To subscribe
The verb ‘to subscribe’ can be used with a variety of meanings. The usual legal meaning
is to write one’s name on a document as a witness or consenting party.
eg. ‘The summons is the mandate of the court and is subscribed (read signed) by an
attorney who is an officer of the court.’
Other meanings are:
To contribute a specified sum of money or promise a contribution to a fund,
project, charity. (to, for);
eg. He subscribes regularly to Amnesty International.
To apply to take part in an activity (usually passive);
eg. The tour of Edinburgh this morning is fully subscribed.
To pay money to receive regular copies of a publication;
eg. The Library subscribes to many scientific journals.
To express one’s agreement with an opinion, resolution;
eg.We entirely subscribe to the Government’s views on protection of Human Rights.
To sign one’s name at the foot of , sign (a document, picture).
Collocations:
Subscribing witness – one who witnesses the signatures on an instrument and signs
at the end of the instrument to that effect.
Subscribed capital – the total value of stock for which there are subscriptions
(contracts of purchase)
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Subscription price – the price at which investors can buy shares in a new stock
offering before the shares are offered to the public
Subscription right – a certificate evidencing a shareholder’s right to purchase newly
issued stock before the stock is offered to the public.
Consult the Vocabulary box below for explanations of basic terms in Company law.

legal vocabulary

Key terms in Company law
Company
An association of persons formed to conduct business or some other undertaking,
which has a legal personality distinct from that of its members. A company may be
formed by registration under the Companies Act, but also by special Act of
Parliament (statutory company) or by royal charter (chartered company). The
liability of shareholders and directors is generally limited.
Incorporation
The process of forming an association that has corporate personality, legally distinct
from that of its members. A corporation has wide legal capacity, it has its own rights
and liabilities. A company is usually incorporated by registration under the
Companies Act 1985.
Memorandum of association
The primary constitutional document of a company that must be drawn up and
signed by two or more founder members when a registered company is formed. It
states the company’s name and registered office, the purposes for which it was
formed, the amount of its capital. American law: articles of incorporation.
Juristic person
An entity, such as a company, recognised as having legal personality, ie rights and
duties in the same way as a natural or human person.
Natural person
A human being, as opposed to an artificial or legal person like a COMPANY.
Limited liability company
A type of registered company in which the members are not liable for the company’s
debts. If creditors are not paid, the liability f its shareholders is limited to whatever
sums remain unpaid on their shares; liability does not extend to the members’ other
assets.
Public limited company
A type of registered company that can offer its shares to the public. Its memorandum
of association states that it is a public company and that its authorised capital is at
least the authorised minimum (£50,000).
Registrar
An official/civil servant responsible for compiling and keeping a register, eg. THE
Registrar of Births and Deaths, the Registrar of Companies.
Companies registry (House)
The office of the Registrar of Companies. Companies with a registered office in
England or Wales are served by the registry in Cardiff, those in Scotland by the
registry in Edinburgh. The Registrar will enter the company’s name in the
companies register and issue a certificate of incorporation.
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Section B

Memorandum of Association

info box
Company constitutional acts under UK and Romanian law
In the UK, every company registered under the CA 1985 will have a
memorandum of association and articles of association. The memorandum of
association is the official constitution of the company which must contain
clauses such as: name, address, legal form, registered office, duration, scope of
activity. According to The Company Act 1985, Articles of Association must cover
areas such as: shares and structure of shareholding; transfer of shares and
preemption right; directors; notices; dividends, accounts and capitalisation of
profits; winding-up.
In Romania, according to Company Law no. 31/1990, as republished, the
Memorandum of Association and the Articles of Association may be joined in a
sole document, called constitutional act. In the event that only the Articles of
Association or the Memorandum of Association is concluded, any such document
may be called constitutional act. In the scope of Company Law, the name constitutional
act denominates both the sole deed as well as the Articles of Association and/or the
Memorandum of Association.
The constitutional act is signed by all shareholders, or, should the company be
established by public subscription, by all the founders, and is concluded in
authenticated form.

B.1 Clauses in a Memorandum
B.1.1 Below is an example of a memorandum of association for UK- based company. Read it and number
the clauses in the table according to their order in the memorandum. What is the purpose of each clause?
Discuss with a partner and enter your explanation in the table below. In brackets we have indicated the
terminology commonly used in Romania.
Clause

Content/Purpose

Liability clause
Office clause (Registered office)
Public company clause (Legal form )
Objects clause/Contractual capacity
(Scope of activity )
Name clause
Capital structure clause
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Memorandum of Association
of
NEW VISION Limited
1. The Company’s name is “ New Vision Limited “.
2. The company is a public limited company (plc) .
3. The company’s registered office is on 32 Derriford Road, Plymouth.
4. The company’s objects are the manufacturing and development of such descriptions of
electronic equipment, instruments and appliances as the company may from time to time
determine, and the doing of all such things as are incidental or conducive to the attainment
of that object.
5. The liability of the members is limited.
6. The company’s share capital is £ 50,000 divided into 50,000 shares of £1 each.
We, the subscribers to this memorandum of association, wish to be formed into a company pursuant
to this memorandum; and we agree to take the number of shares shown opposite our respective
names.
Names and Addresses of Subscribers
Number of shares taken by each subscriber
1. Thomas Smith, 138 Derriford Road, Plymouth
1
2. Lidia Evans, Fieldside Lane, Totnes
1
Total shares taken
2
B.1.2 Now check your answers and find out more about the clauses in a memorandum of association by
reading the Info Box below.

info box
Structure of a memorandum of association
1. Name clause
The name is the corporate/legal name of the company. All company names are
unique. The name of a public company must end with the words public limited
company (plc), and of a private company with limited (Ltd).
2. Public company clause
A public company must have a clause stating that it is a public company. This clause
does not exist in the memorandum of a private company. (There is not a clause stating
that the company is private).
3. Office clause
This sets out the country in which the registered office is located (England and Wales,
Wales or Scotland) and thus establishes the company’s nationality and domicile. The
registered office is the place where communications and notices may be addressed, but
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not necessarily the place where the company carries out its activity. The actual
address of the registered office need not be set out in the memorandum, but notice of
the address must be given to the Registrar.

4. Objects clause
The objects of a company, which must be lawful, define the business that a company
can carry out. The necessity for such objects arises from the need to ensure that the
company does not carry out activities outside its scope and to protect third parties in
case the ‘ultra vires’ rule is observed and the company does not embark on speculative
ventures outside those objects. Following the changes made by CA 1989, companies
can incorporate with a very wide objects clause, i.e ‘to carry on business as a general
commercial company’, in which case (i) the object of the company is to carry on any
trade or business whatsoever, and (ii) the company has the power to do all such
things as are incidental or conducive to the carrying on of any trade or business by it.
A company’s objects can be altered without restriction by special resolution.
5. Liability clause
Depending on the legal form of a company, members’ liability is limited to the shares
held in the company.
6. Capital clause
If the company has share capital this clause will state the amount of authorised share
capital and the division of that capital into shares of fixed amount. If the company is
limited by guarantee, this clause will state the amount which each member
guarantees to contribute in the event of an insolvent liquidation.
B.2.1 ‘Such …. as’ occurs frequently in clause 4 of the memorandum.
Is the meaning of such … as in clause 4 similar to the one in the following example:
‘The company could carry out a variety of activities such as providing language courses to
the public, consultancy services for teachers, textbook production and commercial
operations.’?
Consult the grammar box below for various uses of ‘such’.

grammar box
Such refers to persons/things of a particular kind. It has a range of uses: classifier, intensifier,
part of complex preposition, part of complex subordinator).
eg. We believe that such a theory is possible.
Such is used in legal documents to refer to something which has already been mentioned in
order to avoid referring again in full to that element.
eg: The assets register of the company comprises a complete and accurate record of all plant and
machinery vehicles and equipment owned by the company and such register is accurate in
all respects.
Such and so substitute for expressions like ‘of the kind already mentioned’ or ‘to the degree already
mentioned’. Such refers back to what has been said, it is not used demonstratively to refer to
things in the present situation.
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B.2.2 Complete the following sentences. Use such/so wherever possible.
a. We already discussed it. …… a plan would be disastrous.
b. I didn’t realise you were ……..busy.
c. The committee is thinking of raising the subscription, but I would oppose…………….. .
d. Look at Mike’s new car! Would you like to have …………….. ?
e. I’m sorry you had ………. bad journey.
f. Why did she make …………. fuss about the dates?
g. I’ve never met ……. nice people.
h. He’s …….. patient with her.
i. You’ve got …….. strange friends.
B.2.3. Sometimes , ‘such’ is used unnecessarily in legal documents and could be easily avoided. Can you
rewrite the following passage trying to avoid using ‘such’ wherever you think it is unnecessary:
I leave my residuary estate to my executors to hold upon trust for my sister, Diana, for life and after her
death for such of my children as should then be living, in such shares and in such proportions as my said
sister, Diana, shall appoint and in default of appointment to my said children and in equal shares.

B.2.4 Can you explain the meaning of the following terms? In pairs, each of you will choose two terms to
explain to each other.
Public limited company
Liability of the members
Subscribers to the memorandum
Share capital

Section C

Articles of Association

According to The Company Act 1985, Articles of Association must cover areas such as:
1. Shares and structure of shareholding
2. Transfer of shares and Preemption right
3. Directors
4. Notices
5. Dividends, accounts and capitalisation of profits
6. Winding-up /Liquidation
In general, while the Memorandum of Association regulates the company’s external affairs,
the Articles of Association refer to internal arrangements and the management of the
company.
C.1 Match the above categories with the articles below. You may find several articles referring to the same
issue.
a. Shares which are comprised in the authorised share capital with which the company is
incorporated shall be under the control of the Directors who may allot, grant options over or
otherwise dispose of the same, to such persons, on such terms and in such manner as they
think fit.
b. All shares which are not comprised in the authorised share capital with which the Company is incorporated
and which the Directors propose to issue shall first be offered to the shareholders in proportion as nearly
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as may be to the number of the existing shares held by them respectively unless the Company in General
Meeting shall by Special resolution otherwise direct. The offer shall be made by notice specifying the
number of shares offered, and limiting a period (not being less than fourteen days) within which the
offer, if not accepted, will be deemed to be declined.
c. The instrument of transfer of any share shall be executed by or on behalf of the transferor and
transferee, and the transferor shall be deemed to remain a holder of the share until the name
of the transferee is entered in the register of members in respect thereof.
d. Subject to such of the restrictions of these regulations as may be applicable, any member may transfer

all or any of his shares by instrument in writing in any usual or common form or any other form which
the directors may approve.

e. The directors may decline to register the transfer of a share (not being a fully paid share) to a person of whom they shall not approve,
and they may also decline to register the transfer of a share on which the company has a lien.
f. A notice convening a general Meeting shall be required to specify the general nature of the
business to be transacted only in the case of special business and Clause 38 in Table A shall
be modified accordingly.
g. The maximum number and minimum number respectively of the Directors may be determined
from time to time by Ordinary resolution in General Meeting of the Company.
h. The liquidator may divide among the members in specie the whole or any part of the assets of
the company and may, for that purpose, value any assets and determine how the division shall
be carried out as between the members or different classes of members.
i. The Directors may pay interim dividends if it appears to them that they are justified by the
profits of the company available for distribution. Any dividends or other moneys payable in
respect of a share may be paid by cheque sent by post to the registered address of the person
entitled…

C.2 Writing a Clause
Now you will practise writing a clause to be added to the Articles of Association. The topic is the Directors’
rights to exercise powers with regard to borrowing money, granting mortgage, issuing debentures and securities.
Remember that such clauses are written so as to be comprehensive and to include all possible options.
C.3 Establish the right correspondence between the following groups of words:
Authorised
options
To grant
share capital
To issue
powers
To convene
shares
To exercise
shares
To grant
a mortgage
To hold
an offer
To decline
losses
To cover
a company
To incorporate
business
To transact
a meeting
To dissolve
a company
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C.3.1 How would you translate the following phrases into English?
A acorda un împrumut ipotecar
A emite acţiuni
A acoperi pierderile
A convoca o sedinţă
A încheia afaceri
A înregistra o companie
C.4 Find legal words in the articles of association which correspond to the following definitions:
A.The total value of the shares that a registered company is authorised to issue in order to raise
capital. In the case of a company limited by shares, it must be stated in the memorandum of
association, together with the number and nominal value of the shares.
B. A transaction resulting in a change of share ownership.
C. The right of one person to retain possession of the goods of another until the claims of the
person retaining the goods against the owner have been satisfied.
D. The income return received by shareholders out of a company’s profits, calculated as a percentage
of nominal value of their shares. These are paid out of profits and must be declared by the
annual general meeting.
E. A document by or on behalf of a company which acknowledges a debt owed by the company.
It states the terms of a loan, including the date of repayment and the rate of interest. Capital
derived from the issue of debentures is termed loan capital. The term includes debenture stock,
bonds and other debt securities issued by a company; it has no precise definite signification.
F. The sum unpaid, where partly-paid shares are issued.

Section D

Role Play: Meeting a Client and Advising upon Setting up
a Company.

Work in pairs. A lawyer is advising a client on the setting up of a joint stock company. In pairs, you will play
these parts. If you are the lawyer, find your card in file 3 and if you are the client go to file 16.
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