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Helping you to pass 

BPP Learning Media – Approved Learning Partner – content 

As ACCA's Approved Learning Partner – content, BPP Learning Media gives you the opportunity to use 
study materials reviewed by the ACCA examination team. By incorporating the examination team's 
comments and suggestions regarding the depth and breadth of syllabus coverage, the BPP Learning 
Media Study Text provides excellent, ACCA-approved support for your studies. 

The PER alert 

Before you can qualify as an ACCA member, you not only have to pass all your exams but also fulfil a three 
year practical experience requirement (PER). To help you to recognise areas of the syllabus that you 
might be able to apply in the workplace to achieve different performance objectives, we have introduced 
the 'PER alert' feature. You will find this feature throughout the Study Text to remind you that what you 
are learning to pass your ACCA exams is equally useful to the fulfilment of the PER requirement. 

Your achievement of the PER should now be recorded in your on-line My Experience record. 

Tackling studying 

Studying can be a daunting prospect, particularly when you have lots of other commitments. The different 
features of the text, the purposes of which are explained fully on the Chapter features page, will help you 
whilst studying and improve your chances of exam success. 

Developing exam awareness 

Our Texts are completely focused on helping you pass your exam. 

Our advice on Studying F4 outlines the content of the paper, the necessary skills you are expected to be 
able to demonstrate and any brought forward knowledge you are expected to have. 

Exam focus points are included within the chapters to highlight when and how specific topics were 
examined, or how they might be examined in the future. 

Using the Syllabus and Study Guide 

You can find the syllabus and Study Guide on pages x – xvii of this Study Text 

Testing what  you can do 

Testing yourself helps you develop the skills you need to pass the exam and also confirms that you can 
recall what you have learnt.  

We include Questions – lots of them – both within chapters and in the Practice Question Bank, as well as 
Quick Quizzes at the end of each chapter to test your knowledge of the chapter content. 
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Chapter features 
Each chapter contains a number of helpful features to guide you through each topic. 

Topic list 

Topic list Syllabus reference 

  

  

  
 
  

What you will be studying in this chapter and the relevant 
section numbers, together with ACCA syllabus references. 

Introduction Puts the chapter content in the context of the syllabus as 
a whole. 

Study Guide Links the chapter content with ACCA guidance. 

Exam Guide Highlights how examinable the chapter content is likely to 
be and the ways in which it could be examined. 

 Knowledge brought forward from earlier studies 
 

What you are assumed to know from previous 
studies/exams. 

 Summarises the content of main chapter headings, 
allowing you to preview and review each section easily. 

Examples Demonstrate how to apply key knowledge and 
techniques. 

Key terms 
Definitions of important concepts that can often earn you 
easy marks in exams. 

Exam focus points 
When and how specific topics were examined, or how 
they may be examined in the future. 

Formula to learn 
Formulae that are not given in the exam but which have to 
be learnt. 

 

Gives you a useful indication of syllabus areas that 
closely relate to performance objectives in your Practical 
Experience Requirement (PER). 

 

Question 
  

Gives you essential practice of techniques covered in the 
chapter. 

 

Case Study 
  

Real world examples of theories and techniques. 

Chapter Roundup 
 

A full list of the Fast Forwards included in the chapter, 
providing an easy source of review. 

Quick Quiz 
 

A quick test of your knowledge of the main topics in the 
chapter. 

Practice Question Bank 
 

Found at the back of the Study Text with more 
comprehensive chapter questions. Cross referenced for 
easy navigation. 

 

FAST FORWARD 
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Studying F4 
This paper examines a basic understanding of legal principles and their application. You may find the 
material a little different from what you are used to because there are virtually no numbers involved. 
Therefore it is important to develop a concise style of writing in order to get your points across quickly 
and clearly. 

1 What F4 is about 
The main aims of the F4 exam are: 

 To develop knowledge and skills in the understanding of the general legal framework and of 
specific legal areas relating to business, but 

 To recognise the need to seek further specialist legal advice where necessary 

The exam is not designed to turn you into a legal expert. Instead you will be a well-informed professional 
accountant who appreciates the legal issues of doing business but who recognises the boundaries of their 
legal knowledge and therefore the point at which professional legal expertise must be sought. The 
sequence of the syllabus and study guide takes you through the main areas of what you need to know. 

Essential elements of the legal system 

In this part of the syllabus you are covering areas that underlie all the other areas, namely: what is law and 
how the UK legal system creates and administers it. The distinctions between criminal law and civil law, 
between common law and civil law and between public law and private law, are very important. Most of 
the paper is concerned with civil law, namely the law that sets out the rights and duties of persons in 
relation to each other. There are elements of criminal law in relation to companies, insolvency, insider 
dealing and money laundering, in addition to the topical area of human rights legislation. 

Law of obligations 

The syllabus clearly distinguishes two important types of obligation that individuals and businesses have. 

Contract 

When individuals or businesses make agreements, a legally binding contract may be formed. This paper 
focuses on the requirements that must be met for a contract to be binding on the parties, what valid 
contracts must contain, under which circumstances the contractual terms are breached and what 
remedies are available for the affected party. 

Tort 

All members of society have a duty not to harm others and this principle forms the basis of tort. The tort 
of negligence is highly topical and has an impact on individuals, businesses and professionals (such as 
accountants). It is important for you to understand how such a duty is formed, the circumstances that will 
cause a breach of that duty and if there are any defences to a breach that the perpetrator can call on.  

Employment law 

Employees and employers are bound to each other by an employment contact. It is important that you 
have a good understanding of the contents of such a contract. Both employers and their employees owe 
duties to each other and breach of these duties can result in legal action being taken.  

Termination of employment can be fraught with danger for employers if it is not handled correctly. The 
terms of 'wrongful' and 'unfair' dismissal are used commonly in the media, but the causes and remedies 
are distinct and it is important for you to understand the difference.  
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Formation and constitution of business organisations 

The syllabus is very concerned with the various legal forms through which business transactions may be 
conducted. It is important to distinguish initially between natural persons (human beings) and legal 
persons (including natural persons, but extending to some forms of partnership and, most significantly, 
companies). The law of agency underlies a substantial part of our study of business forms, since partners 
and directors can and sometimes do act as agents.  

Capital and the financing of companies 

Most trading companies are financed by a mix of share capital (provided by their owners) and loan capital 
(provided by third party lenders). Share capital may take a variety of forms, with each class of share 
having different rights within the company. However, the primary responsibility of the shareholder is to 
contribute funds to the company in accordance with the terms of the company's constitution and the 
shares which they own. The return of these funds to shareholders is restricted since they are seen as the 
'creditors' buffer', that is the funds which are available to settle creditors' outstanding debts in preference 
to amounts due to shareholders. Hence there are detailed laws on 'capital maintenance'. These extend to 
how far companies may distribute accumulated retained earnings to their shareholders in the form of 
dividends or buyback of shares.  

Loan capital is usually provided by lenders only if they can be assured of its repayment to them. If lenders 
supply funds in return for debentures in the company, they usually require security for their loan: the 
debenture is secured by means of a registered charge on particular or general assets of the company, 
which can (within limitations) be realised so that the loan is repaid.  

Management, administration and regulation of companies 

As an artificial legal person a company cannot manage itself. This is the role primarily of the company's 
directors, who owe duties to the company to manage it for the benefit of the company and thereby for the 
benefit of its owners, the shareholders. There are a great many legal rules which regulate the appointment, 
remuneration, disqualification, powers and duties of directors. These have grown up largely because of 
problems that frequently occur. Most of these can be said to arise from conflicts between directors' 
personal interests and their duties to act in the company's interest. Directors are termed officers of the 
company along with the company secretary. Many companies also have to have an auditor. 

Directors come into immediate contact with shareholders via company meetings, and the resolutions that 
are passed at these meetings. There are therefore a plethora of legal rules on meetings and resolutions, 
designed to ensure that the company is taking decisions properly and in accordance with the legitimate 
interests of shareholders as a body. 

Legal implications of companies in difficulty or in crisis 

Not everything goes according to plan and frequently companies will encounter financial or other 
difficulties, or will even reach crisis point and find themselves insolvent. At this point all parties – 
shareholders, directors, lenders, customers, suppliers and employees – are in danger of losing out. There 
are procedures designed to protect struggling companies to give them a 'breathing space' while they 
resolve their issues. There are also rules for how a company which cannot be saved should be 'wound up', 
depending on whether or not the company has any funds left.  

Fraudulent behaviour 

Finally the syllabus covers the situations where activities of directors and others have strayed into criminal 
behaviour. This often arises in the context of companies running out of money, but the law is also 
concerned with company insiders with superior knowledge benefiting from insider dealing, and crime in 
the form of money laundering. 
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2 What skills are required? 
To pass the F4 exam you will need to bring different professional attributes to bear.  

First you need technical knowledge. There is a huge amount of technical content in the syllabus: case law, 
conventions, codes of practice, and legislation. You need to learn this and be able to identify which parts 
of the knowledge you have are being called for in a particular question. 

Secondly you need to be able to apply knowledge to the scenarios that are presented in the last five 
questions on the paper. You are aiming to solve practical problems here.  

3 How to improve your chances of passing 
 There is no choice in this paper, all questions have to be answered. You must therefore study the 

entire syllabus, there are no short-cuts 

 The first section of the exam consists of 45 Multiple Choice Questions (MCQs) worth either one or 
two marks each. The total marks on offer in this section is 70. These will inevitably cover a wide 
range of the syllabus 

 The second section of the exam consists of 5 Multiple Task Questions (MTQs) worth 6 marks 
each. Each MTQ will be broken down into sub-questions. The total marks on offer in this section is 
30. Each MTQ question will be based on a scenario and will require some application of your 
knowledge 

 Practising questions under timed conditions is essential. BPP's Practice and Revision Kit and i-
pass contain questions on all areas of the syllabus 

 Keep an eye out for articles as the examination team will use Student Accountant to communicate 
with students 

 Read journals etc to pick up on ways in which real organisations apply the law and think about 
your own organisation if that is relevant 

4 Brought forward knowledge 
There is no brought forward knowledge for the F4 Exam. 

 
The exam paper  

Format of the paper 

The exam lasts two hours and is divided into two sections.  

Section A consists of 45 MCQs, a mixture of one or two marks each. One mark MCQs will require you to 
choose one correct option from three, and two mark MCQs will require you to choose one correct option 
from four. 

Section B consists of 5 MTQs containing a total of 6 marks each.  

All questions are compulsory.  

The exam will cover as much of the syllabus as possible. 
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Syllabus and Study Guide 

The F4 syllabus and study guide can be found below. 
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Topic list Syllabus reference 

1 What is law? A1(a) 

2 Types of law A1(a) 

3 The system of courts A1(b) 
 

 
Law and the legal 
system 

Introduction 
Welcome to your study of Corporate and Business law. In this chapter we set 
the scene and framework of the English Legal System. 

We start by defining what law is and why it is important to society. Our study 
continues by considering the different types of law that we have in the UK and 
how they have developed over time. 

The chapter concludes with an analysis of the criminal and civil court 
systems.  
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Study guide 
  Intellectual level

A Essential elements of the legal system  

1 Law and the legal system  

(a) Define law and distinguish types of law 1 

(b) Explain the structure and operation of the courts  1 

Exam guide 
The nature of law and the operation of the legal system form a basis for your later studies but will also be 
examined as a topic all by itself. 

1 What is law? 

'Law is a formal mechanism of social control', Business Law 5th Edition, David Kelly, Ann Holmes and 
Ruth Hayward 

Human society has developed over thousands of years from a primitive culture where the very survival of 
the species was at stake to the complex, diverse and dominating species that humans are today. 

Much of the success of this development can be attributable to rules and regulations laid down by 
society. With a little further study the need for such rules becomes clear. In the early days of human 
existence, survival was achieved by working as a group. There was a fine line between life and death, for 
example the stealing of food from another group member could eventually result in starvation or death of 
the victim. 

Social order, created by rules is at the foundation of the society that we see today. The framework that 
was created influences how individuals interact and how businesses operate. In other words, it provides 
social control. 

The framework of social control can be viewed as having two aspects: 

 Formal control mechanisms 
 Informal control mechanisms 

Law is a formal control mechanism. It provides a structure for dealing with and resolving disputes that 
may arise, as well as providing some deterrent to those wishing to disrupt social order. 

Informal mechanisms include ethical and moral guidance. These are 'norms' or behavioural expectations 
that society has developed over time through its culture. Such mechanisms have little formal structure to 
organise, control or to punish – such matters are dealt with informally by pressure from other individuals 
or groups. 

PER 1 requires you to demonstrate the application of professional ethics, values and judgement. The 
contents of this Study Text should help you identify common legal and regulatory compliance 
requirements. 

2 Types of law 
The English legal system distinguishes several different types of law. 

 Common law and equity 
 Statute law 
 Private law and public law 
 Criminal law and civil law 

FAST FORWARD 
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2.1 Common law and equity 
The earliest element of the English legal system is common law, a system of rigid rules laid down by royal 
courts following the Norman conquest. Application of law was by judges who travelled around the country 
to keep the King's peace and judgements often resulted in harsh consequences.  

The judges actually made the law by amalgamating local customary laws into one 'law of the land'. 
Remedies under common law are monetary, and are known as damages. 

However, there are times when money is not a suitable remedy. For example, you have agreed to buy a 
unique painting from an art dealer. Should the dealer at the last minute sell the painting to someone else, 
damages are unlikely to be acceptable, after all you wanted that painting. 

Equity was developed two or three hundred years after common law as a system to resolve disputes 
where damages are not a suitable remedy and to introduce fairness into the legal system. 

2.2 Statute law 
Whilst the judiciary is responsible for the creation of common law, Parliament is responsible for statute 
law. Statute law is usually made in areas so complicated or unique that suitable common law alternatives 
are unlikely, or would take an unacceptable length of time, to develop – company law is one example of 
this.  

2.3 Private law and public law 
Most of the law that you will be studying is private law. That is law which deals with relationships and 
interactions between businesses, and private individuals, groups or organisations.  

The state provides a framework for dealing with disputes and for enforcing decisions, but it is for 
individuals to handle matters between themselves. For example, the Sale of Goods Act 1979 regulates the 
sale of goods. It provides rules that must be adhered to when making a sale. Should any dispute arise that 
is covered by the Act, it is up to the parties to resolve the matter themselves using rules laid down by the 
legislation, the state does not get involved. 

Public law is mainly concerned with government and the operation and functions of public organisations 
such as councils and local authorities. It will not be of great interest to you in your studies of corporate 
law, however examples of public law can be found in planning rules that must be adhered to when 
building or expanding offices. 

A key distinction between public and private law is who takes up the case when a wrong is committed. 
The state prosecutes the alleged perpetrator under public law, whereas we have already seen, under 
private law it is for the individual concerned to take action. 

Criminal law is a part of public law and deals with behaviour that the state considers unwelcome and 
wishes to prevent. Criminal law also decides how those guilty of committing unlawful behaviour should be 
punished. You will notice the names of criminal cases are reported as R v Jones or Regina v Jones. This 
indicates that the state takes action on behalf of the crown (Regina is Latin for Queen). 

2.4 Criminal and civil law  

The distinction between criminal liability and civil liability is central to the English legal system. 

It is often the criminal law about which the general public has a clearer perception and keener interest. 
Some of the high profile criminal cases at London's Old Bailey are deemed extremely newsworthy. Civil 
law, on the other hand, receives less overt media coverage. However, every time you buy or sell goods, or 
start or finish an employment contract, your actions, and those of the other party, are governed by civil 
law. 

The distinction between criminal and civil liability is central to the English legal system and to the way the 
court system is structured.  

FAST FORWARD 
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2.4.1 Criminal law 

In criminal cases, the state prosecutes the wrongdoer. 

 

A crime is conduct prohibited by the law. 

In a criminal case the State is the prosecutor because it is the community as a whole which suffers as a 
result of the law being broken. Persons guilty of crime may be punished by fines payable to the State, 
imprisonment, or a community-based punishment. 

Generally, the police take the initial decision to prosecute, but this is then reviewed by the Crown 
Prosecution Service. Some prosecutions are started by the Director of Public Prosecutions, who is the 
head of the Crown Prosecution Service. 

In a criminal trial, the burden of proof to convict the accused rests with the prosecution, which must 
prove its case beyond reasonable doubt.  

2.4.2 Civil law 

Civil law exists to regulate disputes over the rights and obligations of persons dealing with each other and 
seeks to compensate injured parties. 

Civil law is a form of private law. In civil proceedings, the case must be proved on the balance of 
probability. The claimant must convince the court that it is more probable than not that their assertions 
are true.  

There is no concept of punishment, and compensation is paid to the wronged person. Both parties may 
choose to settle the dispute out of court should they wish. 

Terminology in civil cases is different to that of criminal cases. A claimant sues a defendant. A civil case 
would therefore be referred to as, for example, Smith v Megacorp plc. 

One of the most important areas of civil liability for business, and accountants in particular, is contract 
law.  

2.4.3 Distinction between criminal and civil cases 

It is not an act or event which creates the distinction, but the legal consequences. A single event might 
give rise to criminal and civil proceedings.  

 

Illustration  
  

A broken leg caused to a pedestrian by a drunken driver is a single event which may give rise to: 

 Criminal case (prosecution by the State for the offence of driving with excess alcohol), and  
 Civil case (the pedestrian sues for compensation for pain and suffering). 

 

The two types of proceedings can be easily distinguished because three vital factors are different: 

 The courts where the case is heard  
 The procedures  
 The terminology 

FAST FORWARD 

Key term 
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3 The system of courts  
The courts have to be organised to facilitate the working of the legal system. There are four main 
functional aspects of the court system which underlie its structure.  

(a) Civil and criminal law differ so much in substance and procedure that they are best administered 
in separate courts. 

(b) Local courts allow the vast bulk of small legal proceedings to be decentralised. But important civil 
cases begin in the High Court in London. 

(c) Although the courts form a single system and many courts have a general civil jurisdiction there is 
some specialisation both within the High Court and in other courts with separate functions. 

(d) There is a system of review by appeals to higher courts.  

3.1 The civil court structure   
The civil court structure comprises the following. 

 Magistrates' Courts mostly deal with small domestic matters. 

 County Courts hear claims in contract and tort, equitable matters and land and probate disputes 
among others. 

 The Crown Court hears appeals from Magistrates' Courts. 

 The High Court is divided into three specialist divisions; Queen's Bench, Family and Chancery 

 The Court of Appeal hears appeals from the County Court, the High Court, the Restrictive Practices 
Court, and the Employment Appeal Tribunal. 

 The Supreme Court hears appeals from the Court of Appeal and the High Court. 

The diagram below sets out the English civil court structure. 

EUROPEAN COURT SUPREME COURT EUROPEAN COURT
OF JUSTICE

PRIVY
COUNCIL

COURT OF APPEAL
(Civil Division)

HIGH COURT

CROWN
COURT

COUNTY
COURT

Appeal
Appeal by way
of case stated

MAGISTRATES’
COURTS

Restrictive
Practices

CourtDIVISIONAL COURTS

QBD Family Chancery
Employment

Appeal
Tribunal

Employment Tribunal

 
OF HUMAN RIGHTS  

‘leapfrog’
procedure

 

In appropriate cases it is possible to refer a case to either the European Court of Human Rights or the 
European Court of Justice, although they are not strictly within the English court structure. 

FAST FORWARD 
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3.2 The criminal court structure  

The criminal court structure comprises the following. 

 Magistrates' Courts hear summary offences and committal proceedings for indictable offences. 

 The Crown Court tries serious criminal (indictable) offences and hears appeals from Magistrates' 
Courts. 

 The Divisional Court of QBD hears appeals by way of case stated from Magistrates' Courts and the 
Crown Court. 

 The Court of Appeal hears appeals from the Crown Court. 

 The Supreme Court hears appeals from the Court of Appeal or a Divisional Court of QBD. 

The diagram below sets out the English criminal court structure. 

EUROPEAN COURT
OF HUMAN RIGHTS

PRIVY
COUNCIL

EUROPEAN COURT
OF JUSTICESUPREME COURT

COURT OF APPEAL
(Criminal division)

Divisional Court
of Queen’s Bench

CROWN COURT

MAGISTRATES’ COURT

Committal for
trial

Committal for
sentence

1st instance
Appeal

1st Instance Rehearing

Committal from
magstrates’ court

Appeal by way
of case stated

 

A limited number of Commonwealth countries allow appeal to the Privy Council in London, which is 
mostly staffed by Supreme Court judges. 

3.3 Magistrates' Courts  
Magistrates' Courts are the lowest ranked criminal courts.  

 They try summarily (without a jury) all minor offences. 

 They conduct committal proceedings, which are preliminary investigations of the prosecution 
case, when the offence is triable only on indictment (by a Crown Court). 

Indictable offences are more serious offences that can only be heard in a Crown Court. 

Summary offences are minor crimes, only triable summarily in Magistrates' Courts. 

Some offences are 'triable either way', meaning the accused has the choice of court that is used. 

Magistrates also have some civil jurisdiction which includes the following: 

 Family proceedings (financial provision for parties to a marriage and children, the custody or 
supervision of children and guardianship, and adoption orders). 

 Enforcement of local authority charges and rates 

FAST FORWARD 

Key terms 
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3.3.1 Appeals 

A defendant convicted on a criminal charge in a Magistrates' Court has a general right to a rehearing by a 
Crown Court. A 'case stated' appeal on a point of law to a Divisional Court of the High Court is based on 
the idea that Magistrates or the Crown Court have wrongly interpreted the law. If they have, then the case 
may be sent back to the lower court with instructions as to how it should be decided. 

On family matters, appeals are to the Crown Court with a further (or alternative) appeal on a point of law 
to a divisional court of the Family Division of the High Court. On other civil matters appeal on a point of 
law is to a Divisional Court of the Queen’s Bench Division (QBD).  

3.3.2 Personnel 

The key personnel in the Magistrates' Court are the Magistrates who hear the cases. These fall into two 
categories: 

 Magistrates, who are lay persons selected by the Lord Chancellor (Justices of the Peace) 
 District Judges (professional paid magistrates) 

The Magistrates' Courts are also staffed by clerks, who can provide legal advice for lay Magistrates. 

3.4 The County Court  
County Courts have civil jurisdiction only but deal with almost every kind of civil case. The practical 
importance of the County Courts is that they deal with the majority of the UK's civil litigation.  

The County Court is involved in the following matters. 

 Contract and tort (except defamation of character) claims  
 Equitable matters concerning trusts, mortgages and partnership dissolution 
 Disputes concerning land 
 Undefended matrimonial cases 
 Probate matters 
 Miscellaneous matters conferred by various statutes, for example the Consumer Credit Act 1974 
 Some bankruptcy, company winding-up and admiralty cases 

3.4.1 Appeals 

From the County Court there is a right of appeal direct to the Civil Division of the Court of Appeal for 
some cases. In most other cases an appeal goes to the relevant Division of the High Court.  

3.4.2 Personnel 

The personnel in the County Court consists of: 

 Circuit judges, assisted by 
 District judges 

3.5 Civil Procedure Rules 
Civil procedures encourage parties to consider alternative methods of dispute resolution and to avoid 
expensive litigation, resolving cases quickly and without unnecessary confrontation. Early settlement of 
disputes is encouraged during proceedings. The court has the power to control every aspect of the 
litigation process, shifting responsibility away from the litigants and their advisers. The court is intended 
to be a place of last, rather than first, resort. There are two principal areas in which the civil procedure 
rules are relevant, these are tracking and case management. 
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3.5.1 Tracking 

After a defence has been filed, the case will be allocated to one of three tracks.  

(a) The small claims track, deals with low value claims (typically less than £10,000). These are cases 
that are to be dealt with quickly and informally, often without the need for legal representation or 
for a full hearing. 

(b) The fast track is for medium value claims (typically £10,000 to £25,000)  where the trial is to last 
no longer than one day and there is limited need for experts in court. These are subject to a 
simplified court procedure and a fixed timetable designed to enable the claim to be determined 
within 30 weeks. 

(c) The multi-track is for high value or complex claims (typically over £25,000) which are to be 
managed by the courts. 

Broadly speaking, small and fast track claims are heard by the County Courts, the more complex multi-
track cases are heard by the High Court. 

3.5.2 Case management 

After allocation, the court will give directions setting out the procedures to be followed in bringing multi-
track cases to trial. These will be an initial 'case management conference' to encourage parties to settle 
the dispute or to consider alternative dispute resolutions (such as mediation or arbitration). Features of 
the procedures include the following. 

(a) Published pre-action protocols for particular types of claim, such as personal injury and 
professional negligence claims, which entail setting out the claim to the defendant in an attempt to 
negotiate a settlement. The emphasis is placed on co-operation to identify the main issues. Failure 
to co-operate may lead to cost penalties, regardless of the eventual outcome of the case. 

(b) A strict timetable for exchange of evidence is set by the court, including witness statements and 
relevant documents.  

(c) Cost penalties for failing to meet any deadline or date set by the court. 

3.6 The Crown Court 
The Crown Court is a single court but it sits in 92 different towns and cities and also at the Central 
Criminal Court (the Old Bailey) in London. It deals with the following matters: 

 Indictable offences with a jury 
 Appeals from Magistrates' Courts 
 Committals for sentencing from Magistrates' Courts 

The Crown Court deals with a few types of civil case, for example appeals from the Magistrates' Court on 
matters of affiliation, betting, gaming and licensing. 

3.6.1 Appeals 

From the Crown Court there is a right of appeal on criminal matters to the Criminal Division of the Court 
of Appeal. An appeal by way of 'case stated' on a point of law may also be made to the Divisional Court of 
the Queen's Bench Division, in the High Court. 

3.6.2 Personnel 

The Crown Court has the following personnel: 

 High Court judges (for serious offences) 
 Circuit judges 
 Recorders 
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3.7 The High Court  
The High Court is organised into three Divisions, each of which hears particular types of case:  

 Queen's Bench Division 
 Chancery Division  
 Family Division 

Rather confusingly, each Division of the High Court has a Divisional Court. The role of a Divisional Court 
is to hear appeals, as we have already seen, from: 

 The Magistrates’ Courts (on a point of law to Divisional Courts of the Family Division or QBD as 
relevant) 

 The County Court (to one of the three Divisional Courts as relevant) 

 The Crown Court (on a point of law to the Divisional Court of QBD)  

3.7.1 Queen's Bench Division 

The Queen's Bench Division (QBD) deals mainly with common law matters, such as: 

 Actions based on contract or tort 
 Some appeals from the County Court 
 Appeals by way of case stated from Magistrates' Courts 
 Some appeals from the Crown Court 

It also has a supervisory role over inferior courts. It is the largest of the three divisions, having 73 judges 
of which the Principal Judge is the Lord Chief Justice. It includes a separate Admiralty Court to deal with 
shipping matters, and a Commercial Court which specialises in commercial cases. The QBD sits in London 
and a small number of large cities in England and Wales. It may issue a writ of habeas corpus, which is an 
order for the release of a person wrongfully detained, and also prerogative orders against inferior courts, 
tribunals and other bodies such as local authorities.  

There are three types of prerogative order. 

 A mandatory order requiring the court or other body to carry out a public duty  

 A prohibitory order preventing a court or tribunal from exceeding its jurisdiction 

 A quashing order ordering a court or tribunal which has taken action to submit the record of its 
proceedings to the High Court for review  

3.7.2 Chancery Division 

This division headed by the Lord Chancellor, deals with traditional equity matters. 

 Trusts and mortgages 
 Revenue matters 
 Bankruptcy (though outside London this is a County Court subject) 
 Disputed wills and administration of estates of deceased persons 
 Partnership and company matters 

There is a separate Companies Court within the division which deals with liquidations and other company 
proceedings, and a Patents Court established under the Patents Act 1977.  

3.7.3 Family Division 

This division deals with: 

 Matrimonial cases 
 Family property cases 
 Proceedings relating to children (wardship, guardianship, adoption, legitimacy) 
 Appeals from Magistrates' Courts on family matters 
 Appeals from County Courts on family matters 
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3.7.4 Appeals 

Civil appeals from the High Court may be made to the Court of Appeal (Civil Division) or to the Supreme 
Court, under what is known as the 'leapfrog' procedure. This procedure is rarely used. 

Criminal appeals are made direct to the Supreme Court where the case has reached the High Court on 
appeal from a Magistrates' Court or from the Crown Court. 

3.7.5 Personnel 

The High Court is staffed by High Court (puisne) judges. The chief judges in each division are as follows: 

 Queen's Bench Division: Lord Chief Justice 
 Family Division: President 
 Chancery Division: Lord Chancellor (nominally), in practice the Vice Chancellor 

3.8 The Court of Appeal  

A court of first instance is the court where the case is originally heard in full. The appeal court is the court 
to which an appeal is made against the ruling or the sentence. 

If the appeal court finds in favour of the appellant the original decision is reversed ie the result is changed, 
but the law is not. This is different from overruling which happens when a higher court finds a lower 
court's decision to be wrong in law and in future the law is changed.  

3.8.1 Civil Division 

The Civil Division of the Court of Appeal hears appeals from the High Court, County Courts, and certain 
other courts and special tribunals. It may uphold or reverse the earlier decision or order a new trial.  

3.8.2 Criminal Division 

The Criminal Division of the Court of Appeal hears appeals from the Crown Court. It may also be asked to 
review criminal cases by the government or consider points of law at the request of the Attorney General.  

3.8.3 Appeals 

Appeals lie to the Supreme Court. 

3.8.4 Personnel 

The Court of Appeal is staffed by the Lord Justices of Appeal. The chief judges in each division are as 
follows: 

 Civil division: Master of the Rolls 
 Criminal division: Lord Chief Justice 

3.9 The Supreme Court  
The Supreme Court was established by the Constitutional Reform Act 2005 and opened for business in 
October 2009 when it replaced the judicial function of the House of Lords. Its personnel consists of 12 
judges known as 'Justices of the Supreme Court' and include a President and a Deputy President.  

The role of the Supreme Court is to act as the final appeal court in civil cases in the UK, hearing appeals 
on points of law that have public or constitutional importance. It is also the highest court of appeal in 
criminal cases for England, Wales and Northern Ireland (the highest criminal appeal court for Scotland is 
the Scottish High Court of Justiciary). The Supreme Court may in some instances be called to interpret EU 
law and the European Convention on Human Rights as they relate to UK law. 

Key terms 
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Cases are typically heard by panels of five, seven or nine Justices who give their verdicts collectively 
rather than as individual decisions. This is to encourage discussion among those at the top of the legal 
profession, which should result in robust, clear decisions that the rest of the judicial system can rely. 

An article was written on the Supreme Court in the January 2010 edition of Student Accountant. 

3.10 The European Court of Human Rights 
The European Court of Human Rights is the supreme court of those European states who have signed up 
to the European Convention of Human Rights. Any individual who alleges that their human rights have 
been violated can bring an action against those responsible. 

Since the Human Rights Act 1998 the UK has incorporated the European Convention of Human Rights 
into UK law, enabling enforcement to be exercised by UK courts. 

3.11 The European Court of Justice 
The European Court of Justice has the role of interpreting European Treaty law and ensuring it is 
observed. European laws are enacted in the UK and are therefore directly applicable to individuals and 
businesses within the UK. Cases are usually between nation states or European institutions, however, 
individuals can appeal to the ECJ if they are affected personally. 

In the Factortame case, the ECJ ruled that the domestic courts of each EU state must ignore any national 
laws that are contrary to European Union law. As a consequence, the Supreme Court became effectively 
bound by the decisions of the ECJ in relation to EU law. 

3.12 The Privy Council 
The Judicial Committee of the Privy Council is the final Court of Appeal for certain Commonwealth 
countries. Their decisions are also important to cases heard in the UK as they have persuasive influence 
over hearings concerning points of law applicable under the UK's jurisdiction. 

Exam focus 
point 
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Chapter Roundup 

 'Law is a formal mechanism of social control', Business Law 5th Edition, David Kelly, Ann Holmes and 
Ruth Hayward 

 The distinction between criminal liability and civil liability is central to the English legal system. 

 In criminal cases, the state prosecutes the wrongdoer. 

 Civil law exists to regulate disputes over the rights and obligations of persons dealing with each other and 
seeks to compensate injured parties. 

 The civil court structure comprises the following. 

 – Magistrates' Courts mostly deal with small domestic matters. 
 – County Courts hear claims in contract and tort, equitable matters and land and probate disputes 

among others. 
 – The Crown Court hears appeals from Magistrates' Courts. 
 – The High Court is divided into three specialist divisions; Queen's Bench, Family and Chancery. 
 – The Court of Appeal hears appeals from the County Court, the High Court, the Restrictive Practices 

Court, and the Employment Appeal Tribunal. 
 – The Supreme Court hears appeals from the Court of Appeal and the High Court. 

 The criminal court structure comprises the following. 

 – Magistrates' Courts hear summary offences and committal proceedings for indictable offences. 
 – The Crown Court tries serious criminal (indictable) offences and hears appeals from Magistrates' 

Courts. 
 – The Divisional Court of QBD hears appeals by way of case stated from Magistrates' Courts and the 

Crown Court. 
 – The Court of Appeal hears appeals from the Crown Court. 

 – The Supreme Court hears appeals from the Court of Appeal or a Divisional Court of QBD. 
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Quick Quiz 
1 Fill in the blanks in the statements below. 

The distinction between (1) ……………….. and (2) ……………….. liability is central to the English legal 
system. 

2 What is the standard of proof in civil proceedings? 

3 The Employment Appeal Tribunal is a court of equal status with the High Court. 

True 
 

 

False 
 

 

4 All the following statements relate to criminal and civil law. Which one of the statements is correct? 

A A criminal case may subsequently give rise to a civil case, but a civil case cannot subsequently give 
rise to a criminal case. 

B The main purpose of civil law is to compensate the injured party and to punish the injuring party. 

C A custodial sentence can be passed on the defendant in a civil case, providing the defendant is a 
natural person and not an incorporated body. 

D The main purpose of civil law is to enforce the claimant's rights rather than to punish the 
defendant. 

5 What are the three tracks in the tracking system that allocates civil court cases? 
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Answers to Quick Quiz 
1 (1) criminal (2) civil  

2 The case must be proved on the balance of probability. 

3 True. The EAT is of equal status with the High Court. 

4 D. Punishment is not an objective of civil law. A civil case may subsequently give rise to a criminal case. 

5 (1) Small claims track (2) fast track (3) multi-track 

 
 

Now try the questions below from the Practice Question Bank 
 

Number 

1, 2, 3 

 

 



 

 

  17 

  

Topic list Syllabus reference 

1 Case law and precedent A2(a) 

2 Legislation A2(b) 

3 Statutory interpretation A2(c) 

4 The European Convention on Human Rights A2(d) 

5 The Human Rights Act 1998 A2(d) 

6 The Impact of the Act A2(d) 
 

 
Sources of law 

Introduction 
Continuing with our study of the English Legal system, we now look at sources 
of law and how law is interpreted by the courts. 

You will discover that the main law making bodies are the Courts (who develop 
the 'common law') and Parliament which produces statutes and delegated 
legislation. 

EU law is another source of law for the UK. Its detail is outside the scope of 
your syllabus but you must be aware of it as a source of law. 

The rules on statutory interpretation are used by Judges when deciding cases 
that involve statutes which are open to several different meanings. 
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Study guide 
  Intellectual level

A Essential elements of the legal system  

2 Sources of law  

(a) Explain what is meant by case law and precedent  1 

(b) Explain legislation and evaluate delegated legislation 1 

(c) Illustrate the rules and presumptions used by the courts in interpreting 
statutes 

1 

(d) Identify the concept and impact of human rights law 1 

Exam guide 
Questions could be set on the operation of case law and precedent or may focus on how legislation is 
passed by government and interpreted by the courts. 

1 Case law and precedent  

The first legal source of law, consisting of decisions made in the courts, is case law, which is judge-made 
law based on the underlying principle of consistency. Once a legal principle is decided by an appropriate 
court it is a judicial precedent. 

1.1 Common law and equity  
The earliest element of the legal system to develop was the common law, a system incorporating rigid 
rules applied by royal courts, often with harsh consequences. Equity was developed, two or three hundred 
years later, as a system of law applied by the Lord Chancellor in situations where justice did not appear to 
be done under common law principles.  

Common law is the body of legal rules common to the whole country which is embodied in judicial 
decisions. 

Equity
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This is any conduct that constitutes or would constitute an offence in the UK. In relation to laundering, a 
person may have a defence if they make disclosure to the authorities: 

 As soon as possible after the transaction 
 Before the transaction takes place 

Alternatively, they may have a defence if they can show there was a reasonable excuse for not making a 
disclosure. 

In relation to failure to report, the person who suspects money laundering must disclose this to a 
nominated Money Laundering Reporting Officer (MLRO) within their organisation if it has one, or 
alternatively directly to the National Crime Agency (NCA) in the form of a Suspicious Activity Report 
(SAR). The NCA has responsibility in the UK for collecting and disseminating information related to money 
laundering and related activities. The nominated MLRO in an organisation acts as a filter and notifies NCA 
too. 

In relation to tipping off, this covers the situation when a person making a disclosure to the NCA also tells 
the person at the centre of their suspicions about the disclosure. There is a defence to the effect that the 
person did not know that tipping off would prejudice an investigation.  

4.3 Penalties 
The law sets out the following penalties in relation to money laundering: 

(a) 14 years' imprisonment and/or a fine, for knowingly assisting in the laundering of criminal funds 

(b) Five years' imprisonment and/or a fine, for failure to report knowledge or the suspicion of money 
laundering 

(c) Two years' imprisonment and/or a fine for tipping off a suspected launderer. 

The money laundering process usually involves three phases: 

 Placement – this is the initial disposal of the proceeds of the initial illegal activity into apparently 
legitimate business activity or property 

 Layering – this involves the transfer of monies from business to business or place to place to 
conceal the original source 

 Integration – having been layered, the money has the appearance of legitimate funds 

For accountants, the most worrying aspect of the law on money laundering relates to the offence of 
'failing to disclose'. It is relatively straightforward to identify actual 'knowledge' of money laundering, and 
therefore of the need to disclose it, but the term 'suspicion' of money laundering is not defined. The 
nearest there is to a definition is that suspicion is more than mere speculation but falls short of proof or 
knowledge. It is a question of judgement. 

An example of an activity that may help fulfil the requirements of PER 1 is to identify the person or 
persons within your organisation that is responsible for providing ethical advice or managing compliance 
with relevant legislation (eg money laundering legislation). 

4.4 The Money Laundering Regulations 2007 
The Money Laundering Regulations 2007 require organisations to establish internal systems and 
procedures which are designed to deter criminals from using the organisation to launder money or 
finance terrorism. Such systems also assist in detecting the crime and prosecuting the perpetrators.  

These regulations apply to all 'relevant persons', a term which covers a wide range of organisations, 
including banking and investment businesses, accountants and auditors, tax advisers, lawyers, estate 
agents and casinos. 

As each organisation is different, systems should be designed which are appropriate and tailored to each 
business.  
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These include: 

(a) Internal reporting procedures 
These should include appointing a Money Laundering Reporting Officer (MLRO) to receive internal 
reports of suspected money laundering and, where appropriate, to report them to the NCA. 

(b)  Customer due diligence measures 
These should include identifying and verifying customers and monitoring the business relationship 
according to the level of risk of money laundering. 

(c)  Record-keeping procedures 
Such procedures may include, for example, retaining copies of customer identity details such as 
passports. These procedures are important in proving compliance with the regulations. 

(d)  Ensuring that employees are educated  
Employees should receive appropriate training concerning the law relating to money laundering 
and the business's policies and procedures in dealing with it. 

Should a business fail to implement these measures a criminal offence, punishable with a maximum 
sentence of two years' imprisonment and/or an unlimited fine, is committed irrespective of whether 
money laundering has taken place. Civil penalties may also be imposed. 

You must be clear of how these rules seek to prevent or minimise money laundering. 

5 Bribery 
Bribery is a serious offence which often relates to the offering and receiving of gifts or hospitality. 

The Bribery Act 2010 came into effect in July 2011. The Act brought together, and is intended to simplify, 
the previous law on bribery and corruption which was contained in both common law and statute. 

5.1 Bribery offences 
The Bribery Act created four main offences, the first three of which are committed by individuals while 
the fourth is a corporate offence. The offences are: 

 Bribing another person 
 Being bribed 
 Bribing a foreign public official 
 Corporate failure to prevent bribery 

5.1.1 Bribing another person 

This offence is committed where a person offers, promises or gives financial or other advantages to 
another person with the intention of inducing that person to perform improperly a relevant function or 
activity, or to reward them for such improper performance. 

It does not matter whether or not the person being bribed is the same person as the one who would 
usually perform the function or whether the offer is made directly or via a third party. This offence can 
also be committed where acceptance of an advantage itself constitutes improper performance of a 
function or activity. 

5.1.2 Being bribed 

This offence committed where a person requests or accepts a financial or other advantage improperly, 
or as a reward for improper performance of a relevant function or activity, or intending that improper 
performance should result.  It does not matter whether the advantage is received direct or through a third 
party. The offence also applies if a person receives a benefit on behalf of another person. 

Exam focus 
point 
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5.1.3 Relevant function or activity 

Both of the above offences make reference to a 'relevant function or activity' and it is important to be 
aware of what this means. In terms of the Act, a relevant function or activity includes any function of a 
public nature or any activity connected with business or carried out in the course of employment. It 
applies to individuals who perform that function or activity from a position of trust or are otherwise 
expected to perform it in good faith or impartially.   

It is irrelevant whether the function or activity has a connection with the UK – for example if it is 
performed outside the UK. 'Improper' performance means performance which does not meet the standard 
that a reasonable person in the UK would expect. 

5.1.4 Bribing a foreign public official 

This offence is similar to that of bribing another person, but is committed where the bribe is offered to a 
foreign public official (FPO). It is committed where a person offers financial or other advantages to an 
FPO or a third party with the intention of influencing the FPO in that capacity and to obtain or retain 
business or an advantage in the conduct of business, where that official is not permitted or required by the 
written law applicable to them to be so influenced. 

An FPO is any individual who holds a legislative, administrative or judicial position of any kind outside 
the UK, or who exercises a public function outside the UK, or who is an official or agent of a public 
international organisation. 

5.1.5 Defences and penalties for individual offences 

It is a defence for an individual charged with a bribery offence if they can prove that their conduct was 
necessary for the proper exercise of any function of an intelligence service or the proper exercise of 
any function of the armed forces when engaged on active service. 

The maximum penalty for bribery under the Act is ten years' imprisonment and/or an unlimited fine. 
5.1.6 Corporate failure to prevent bribery 

The offence of corporate failure to prevent bribery is committed by an organisation that fails to prevent a 
bribery offence being committed by a person who performs services for it in any capacity – such as an 
agent, employee or subsidiary. Under the Act, an organisation includes companies and partnerships 
based in the UK or doing business in the UK.   

5.1.7 Defence and penalties for corporate offences 

An organisation has a defence to this offence if it can prove that it had in place 'adequate procedures' 
designed to prevent persons associated with it from committing bribery.  

'Adequate procedures' are not defined by the Act, but the Secretary of State's non-prescriptive published 
guidance on adequate procedures is based around six principles: 

(a) Proportionate procedures – organisations should have procedures in place aimed at preventing 
bribery. The scale and complexity of the procedures should be proportionate to the size of the 
organisation. The procedures expected of a small organisation will differ from that of a large one. 

(b) Top-level commitment – an organisation's senior management should be committed to preventing 
bribery and should foster a culture in the organisation that sees bribery as unacceptable. 

(c) Risk assessment – organisations should assess the nature and extent of their exposure to bribery 
from both inside and outside the organisation. Some industries and some overseas markets are 
seen as, by their nature, more susceptible to bribery and therefore risk assessments in these areas 
should be even more stringent. 

(d) Due diligence – organisations should perform due diligence procedures in respect of those who 
perform services for the organisation or on its behalf, to mitigate the risk of bribery. 
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(e) Communication – anti-bribery policies and procedures should be embedded in the fabric of the 
organisation and communicated both internally and externally. This is likely to include relevant 
training if proportionate to the risk. 

(f) Monitoring and review – the anti-bribery policies and procedures should be regularly monitored 
and reviewed. Amendments and improvements must be made as appropriate. This is because the 
risks an organisation faces will change so adaptation is necessary.  

Whether an organisation had adequate procedures is a matter for the courts who will look at the 
particular circumstances an organisation is faced with. However, the onus is on the organisation to prove 
that its procedures were adequate. Reasonable and proportionate hospitality is not prohibited, although 
what is reasonable and proportionate will be determined in future cases. 

The maximum penalty that may be imposed on a guilty organisation is an unlimited fine. However, it is 
likely that its business will suffer too as a consequence of loss of reputation and compensation payable 
for civil claims against the directors for failure to maintain adequate procedures. 

The Bribery Act was the subject of a technical article in Student Accountant in June 2011. 

6 Criminal activity relating to companies 
We have already seen a number of potential crimes in relation to the operation and management of 
companies, and the way in which these can be investigated. 

With regard to the operation and management of companies, a company as a legal person may be 
prosecuted for many different types of crime. However, this is nearly always in conjunction with the 
directors and/or managers of the company. Companies have been prosecuted for manslaughter 
(unsuccessfully), fraud, and breaches of numerous laws for which fines are stated as being punishment, 
such as health and safety laws. 

Prosecutions are often brought against directors of insolvent companies for fraudulent trading and 
wrongful trading. 

6.1 Criminal offences in relation to winding up 

Criminal offences in relation to winding up include: making a declaration of solvency without reasonable 
grounds and fraudulent trading. 

The law seeks to protect creditors who may be disadvantaged by the company being liquidated. Directors 
can be found guilty of various criminal offences if they try to deceive creditors, and, in some cases, even 
if they do not attempt to deceive creditors, but the effect is the same as if they had. 

6.2 Declaration of solvency 
A winding up can only be a members' voluntary winding up if the company is solvent. If the company is 
not solvent, the creditors are far more involved in the winding up process. In order to carry out a 
members' voluntary winding up, the directors have to file a declaration of solvency. 

It is a criminal offence punishable by fine or imprisonment for a director to make a declaration of 
solvency without having reasonable grounds for it. If the company proves to be insolvent, they will have 
to justify their previous decision, or be punished. 

6.3 Fraudulent trading  
This criminal offence occurs under the Companies Act 2006 where a company has traded with intent to 
defraud creditors or for any fraudulent purpose. For example, a director obtaining credit when there is no 
good reason to expect that the company will be able to repay the debt; R v Grantham 1984. Offenders are 
liable to imprisonment for up to ten years or a fine.  

FAST FORWARD 
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There is also a civil offence of the same name under section 213 of the Insolvency Act 1986 but it only 
applies to companies which are in liquidation. Under this offence courts may declare that any persons 
who were knowingly parties to carrying on the business in this fashion shall be liable for the debts of the 
company. 

Various rules have been established to determine what is fraudulent trading: 

(a) Only persons who take the decision to carry on the company's business in this way or play some 
active part are liable.  

(b) 'Carrying on business' can include a single transaction and also the mere payment of debts as 
distinct from making trading contracts. 

(c) It relates not only to defrauding creditors, but also to carrying on a business for the purpose of 
any kind of fraud. 

Under the civil offence, if the liquidator considers that there has been fraudulent trading they should apply 
to the court for an order that those responsible are liable to make good to the company all or some 
specified part of the company's debts.  

6.4 Wrongful trading  
The problem which faced the creditors of an insolvent company before the introduction of 'wrongful 
trading' was that it was exceptionally difficult to prove the necessary fraud. Therefore a further civil liability 
for 'wrongful trading' was introduced, which means that the director will have to make such contribution 
to the company's assets as the court sees fit. 

Directors will be liable if the liquidator proves the following. 

(a) The director(s) of the insolvent company knew, or should have known, that there was no 
reasonable prospect that the company could have avoided going into insolvent liquidation. This 
means that directors cannot claim they lacked knowledge if their lack of knowledge was a result of 
failing to comply with Companies Act requirements, for example preparation of accounts. 

(b) The director(s) did not take sufficient steps to minimise the potential loss to the creditors. 

Directors will be deemed to know that the company could not avoid insolvent liquidation if that would have 
been the conclusion of a reasonably diligent person with the general knowledge, skill and experience 
that might reasonably be expected of a person carrying out that particular director's duties. If the director 
has greater than usual skill then they will be judged with reference to their own capacity.  

6.5 Other offences in relation to winding up 
Other offences which may be committed just before or during a liquidation include the following. 

6.5.1 Acting as a director whilst disqualified 

The Company Directors Disqualification Act 1986 makes a person who acts as a director whilst 
disqualified personally liable for the company's debts. Directors of insolvent companies may be 
disqualified under the Act if the court deems they are unfit to be involved in the management of a 
company. 

6.5.2 Phoenix companies 

Phoenix companies are created by directors of insolvent companies as a method of continuing their 
business. Very often they have similar names as (or similar enough to suggest an association with) the 
insolvent company. The Insolvency Act 1986 makes it a criminal offence where a director creates such a 
company within five years of the original company being liquidated. The person is liable for a fine or 
imprisonment.  
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6.5.3 Fraud and deception 

The Insolvency Act 1986 makes it a criminal offence to conceal or fraudulently remove company assets 
or debt – including falsifying records. It is also an offence to dispose of property that was acquired on 
credit that has not been paid for. 

6.5.4 Defrauding creditors 

Once a winding up commences, the Insolvency Act 1986 makes it an offence to make a gift of, or transfer 
company property, unless it can be proved there was no intent to defraud creditors. 

6.5.5 Misconduct during a liquidation 

A company officer may be liable for a number of offences due to their misconduct. These include: 

 Not identifying company property to the liquidator 
 Not delivering requested books and papers to the liquidator 
 Not informing the liquidator if identified debts do not turn out to be debts 

6.5.6 Falsification of company books 

The destruction, mutilation, alteration or falsification of company books is an offence under the 
Insolvency Act 1986. 

6.5.7 Omissions 

It is an offence under the Insolvency Act 1986 to omit material information when making statements 
concerning a company's affairs. 

6.6 Examples: offences in relation to winding up 
The standard expected of a listed company director would be higher than for the director of a small 
owner-managed private company. 

Halls v David and Another 1989 

The facts: The directors sought to obtain relief from liability for wrongful trading by the application of the 
Companies Act 2006. This stated that in proceedings for negligence, default, breach of duty or breach of 
trust against a director, if it appears that he has acted honestly and reasonably the court may relieve him 
wholly or partly from liability on such terms as it sees fit. 

Decision: The Companies Act 2006 is not available to excuse a director from liability. 
 

Re Produce Marketing Consortium Ltd 1989 

The facts: Two months after the case above, the same liquidator sought an order against the same 
directors this time, that they should contribute to the company assets (which were in the hands of the 
liquidator) since they had been found liable for wrongful trading. 

Decision: The directors were jointly and severally liable for the sum of £75,000 plus interest, along with 
the costs of the case. The judge stated that the fact that wrongful trading was not based on fraud was not 
a reason for giving a nominal or low figure of contribution. The figure should, however, be assessed in the 
light of all the circumstances of the case. 

This case was significant for creditors, since the assets available for distribution in a winding up will 
(potentially) be much increased by a large directors' contribution. It serves as a warning to directors to 
take professional advice sooner rather than later.  
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6.7 Companies Act 2006 offences 
The Companies Act 2006 includes provision for a number of offences in relation to the management and 
operation of a company. 

6.7.1 Company records 

Company records and registers, such as the register of members and record of resolutions must be kept 
adequately for future reference. Officers in default are liable to a fine. Falsification of information, hiding 
falsification, or failing to prevent falsification are also offences and the wrongdoer is liable to a fine. 

6.7.2 Accounting records 

Where a company fails to keep adequate accounting records, every officer who defaults is subject to a 
fine. However, they have a defence if they acted honestly and the circumstances surrounding the 
company's business makes the default excusable. 

6.7.3 Trading disclosures 

Companies are required to disclose certain information (such as its name) in specific locations. If these 
disclosures are not made then defaulting officers are criminally liable for a fine and may also be liable for 
losses under the civil law. 

6.7.4 Filing accounts 

If a company fails to file its accounts within the time limit following its year end then any defaulting 
officer is liable to a fine. However they will have a defence if they took reasonable steps to ensure the 
requirements were complied with. 

6.7.5 False information 

Company officers are liable for making false disclosures in relation to the directors' report, directors' 
remuneration report and summary financial statements based on those reports. An officer is also liable 
for providing false or misleading information to an auditor. Punishment is either imprisonment or a fine. 

6.7.6 Annual return 

Company officers are liable to a fine for failure to deliver the company's annual return on time. 

6.8 The Fraud Act 2006 
The Fraud Act 2006, to which directors and secretaries are subject, created a single offence of fraud, 
which a person can commit in three different ways by: 

 False representation: dishonestly making a false representation of fact or law, intending thereby to 
make a gain for themselves or another, or to cause another party loss, or to expose that party to 
the risk of making loss 

 Failure to disclose information when there is a legal duty to do so: dishonestly failing to disclose 
to another person information which they are under a legal duty to disclose, thereby intending to 
make a gain for themselves or another, or to cause another party loss or expose that party to the 
risk of making loss 

 Abuse of position: occupying a position in which they are expected to safeguard, or not to act 
against, the financial interest of another person, and dishonestly abusing that position, thereby 
intending to make a gain for themselves or another, or to cause another party loss or expose that 
party to the risk of suffering loss. 
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Chapter Roundup 

 Crime is conduct prohibited by the law. Financial crime can be international in nature, and there is a need 
for international co-operation to prevent it. 

 Insider dealing is the statutory offence of dealing in securities while in possession of inside information 
as an insider, the securities being price affected by the information. 

 The law on insider dealing has had some limitations, and new offences, such as market abuse, have been 
brought in to reduce security related crime. 

 Market abuse relates to behaviour which amounts to abuse of a person's position regarding the stock 
market. 

 Money laundering is the attempts to make money from criminal activity appear legitimate by disguising 
its original source. 

 In the UK, there are various offences relating to money laundering, including tipping off a money 
launderer (or suspected money launderer) and failing to report reasonable suspicions. 

 Bribery is a serious offence which often relates to the offering and receiving of gifts or hospitality. 

 Criminal offences in relation to winding up include: making a declaration of solvency without reasonable 
grounds and fraudulent trading. 
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Quick Quiz 

1 Insider dealing is a criminal offence 

True 
 

 

False 
 

 

2 Fill in the blanks: 

 Inside information is '……. …………. ……………..' relating to a …………. ……….. of securities that 
are price-affected and not to securities generally.  

3 Define money laundering. 

4 Which one of the following is not a UK offence relating to money laundering? 

 A Concealing the proceeds of criminal activity 
 B Tipping off 
 C Dealing in price affected securities 
 D Failing to report suspicion of money laundering 

5 What is placement? 
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Answers to Quick Quiz 

1 True. Insider dealing is a criminal offence. 

2 Inside information is 'price sensitive information' relating to a particular issuer of securities that are 
price-affected and not to securities generally.  

3 Money laundering is the term given to attempts to make the proceeds of crime appear respectable. 

 It covers any activity by which the apparent source and ownership of money representing the proceeds of 
income are changed so that the money appears to have been obtained legitimately. 

4 C. This could be insider dealing, if the person dealing was an insider and was using inside information. 

5 Placement is the disposal of the initial proceeds of the illegal activity. 

 Now try the questions below from the Practice Question Bank
 

Number 

49, 50, 51 
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Question 1 
In the English system of court, which of the following offences would only be heard at a Magistrate's 
Court? 

A Summary offences 
B 'Triable either way' offences 
C Indictable offences (1 mark) 

Question 2 
In the English criminal law system, which court would hear an appeal regarding a decision by a 
Magistrates' Court?  

A The Supreme Court 
B The County Court 
C The Crown Court 
D The Court of Appeal (2 marks) 

Question 3 
In the English civil law system, which TWO of the following are the parties involved in a case? 

(1)  Prosecution 
(2)  Accused 
(3)  Defendant 
(4)  Claimant 

A 1 and 4 
B 1 and 2 
C 2 and 3 
D 3 and 4 (2 marks) 

Question 4 
In the context of English law, which of the following is NOT an advantage of binding precedent? 

A General legal principles are established 
B The law is based on actual, rather than theoretical, cases 
C Mistakes by judges are eliminated 
D The law is flexible and can develop with changing circumstances (2 marks) 

Question 5 
In the English legal system, one role of a Judge is to interpret statute law.  

Which rule of statutory interpretation considers what the legislation is trying to achieve? 

A Golden rule 
B Purposive approach 
C Literal rule 
D Contextual rule (2 marks) 
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Question 6 
Which of the following is an example of a standard form contract?  

A A contract between a mobile phone company and a private individual 
B A contract of employment between a private individual and a small local shop 
C A verbal agreement between two private individuals  
D A contract for the sale of a house between two private individuals  (2 marks) 

Question 7 
In the law of contract, which of the following would be regarded as valid, binding acceptance? 

A A tender to perform one task 
B Posting a letter of acceptance 
C A counter-offer 
D Acceptance 'subject to contract' (2 marks) 

Question 8 
Which of the following statements regarding the adequacy and sufficiency of consideration is correct? 

A Consideration does not need to be sufficient but must be adequate 
B Consideration does not need to have a value to be sufficient 
C Consideration is sufficient if it has an identifiable value (1 mark) 

Question 9 
Which of the following statements regarding consideration is correct? 

A Consideration can be in the form of any act, even if that act is impossible to perform 
B Performance of an illegal act is valid consideration 
C Past consideration is sufficient to create liability on a bill of exchange 
D Suffering some loss or detriment is not valid consideration (2 marks) 

Question 10 
Which of the following statements concerning the incorporation of terms into contracts is correct? 

A A history of consistent dealings between the parties is not sufficient to incorporate terms into a 
contract 

B Particularly unusual or onerous terms in a contract must be sufficiently highlighted 
C A person is not bound by a contract they have signed if they have not read it (1 mark) 
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Question 11 
A term may be implied into a contract by 

(i) Statute 

(ii) Trade practice unless an express term overrides it 

(iii) The court, to provide for events not contemplated by the parties 

(iv) The court, to give effect to a term which the parties had agreed upon but failed to express because 
it was obvious 

(v) The court, to override an express term which is contrary to normal custom 

A (ii) and (iii) only 
B (i), (ii) and (iv) only 
C (i), (iv) and (v) only 
D (i), (ii), (iv) and (v) only (2 marks) 

Question 12 
Which of the following describes liquidated damages? 

A A specific sum payable in the event of a breach of contract 
B A genuine pre-estimate of losses payable in the event of breach of contract 
C A sum equal to the amount of work done plus an element of profit that is payable in the event of a 

breach of contract (1 mark) 

Question 13 
Which of the following statements in relation to damages for breach of contract is correct? 

A In order to claim damages an innocent party is required to take reasonable steps to mitigate their 
losses  

B Damages are not payable in relation to mental distress 

C Damages to rectify a defect are still payable even if they are wholly disproportionate to the size of 
the breach 

D Damages in the form of a penalty clause are valid and enforceable  (2 marks) 

Question 14 
In January Elle offered to buy Jane's boat for £3,000. Jane immediately wrote a letter to Elle saying 'For a 
quick sale I would accept £3,500. If you are not interested please let me know as soon as possible.' Elle 
did not see the letter until March when she returned from a business trip but then replied. 'I accept your 
offer. I trust that if I pay £3,000 now, you can wait until June for the remaining £500.' On receiving the 
letter, Jane attached a 'sold' sign to the boat but forgot to reply to Elle. 

Required 

(a) State the nature of Jane's letter to Elle (2 marks) 

(b) State whether Elle's reply at the end of March had lapsed through the passing of time. (2 marks) 

(c) State whether Jane has a valid contract with Elle for the sale of the boat. (2 marks) 

  (Total = 6 marks) 
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Question 15 
In the context of the tort of negligence, what is the legal effect of res ipsa loquitur? 

A The claimant must prove that they acted reasonably 
B The claimant must prove that the defendant was negligent 
C The defendant must prove that they were not negligent (1 mark) 

Question 16 
To establish a case of 'passing-off', what must the claimant prove? 

A There is some similarity between the name of the defendant's business and that of the claimant 
B The defendant is using a similar business model to the claimant 
C The consumer purchased fake goods 
D The name of the defendant’s business is similar enough to the claimant's to mislead the consumer

 (2 marks) 

Question 17 
In employment law, which of the following statements concerning employment contracts is correct?  

A Consideration is not required in an employment contract 
B Employment contracts may include terms implied by custom and practice of the industry 
C Employment contracts must be in writing (1 mark) 

Question 18 
In the context of employment law and statutory protection for the self-employed, which of the following 
statements is correct? 

A The self-employed are entitled to a minimum wage 
B The self-employed are entitled to a minimum notice period 
C The self-employed are entitled to protection from unfair dismissal 
D There is no statutory employment protection available to the self-employed (2 marks) 

Question 19 
In employment law, which of the following types of dismissal occurs when no notice is given to the 
employee? 

A Unfair dismissal 
B Constructive dismissal 
C Summary dismissal (1 mark) 

Question 20 
Where an employee has been wrongfully dismissed, which of the following remedies are available to 
them? 

A Statutory compensation 
B Damages 
C Re-engagement 
D Re-instatement (2 marks) 
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Question 21 
Charles saw a sign advertising vacancies at a local building site. He contacted the foreman and was told 
that he would be required but that, because work depended on the weather conditions, he would not be 
given an employment contract – he would be accountable for his own income tax and National Insurance. 
The foreman added that he would be provided with tools and that at the beginning of each day he would 
be told which site he would work on that day. Lateness or theft of materials would lead to his dismissal. 

Nick commences employment under a three-year contract with Equis Ltd on 1 August 20X6. On 30 June 
20X9 he is given notice that the contract is not to be renewed.  

Required 

(a) State whether Charles is an employee  (2 marks) 

(b) Explain which claims Nick may be able to bring against Equis Ltd. (4 marks) 

  (Total = 6 marks) 

Question 22 
'Holding out' is a key element of which form of agency? 

A Agency by estoppel 
B Agency by necessity 
C Agency by implied agreement (1 mark) 

Question 23 
What is the extent of an agent's ostensible authority? 

A What is usual in the circumstances only 
B What is implied from the agency relationship only 
C What the principal gives the agent expressly only 
D What is usual in the circumstances and what the principal gives them expressly or impliedly 

 (2 marks) 

Question 24 
In the context of partnership law, a partner's actual authority to bind the partnership in a contract is 
determined by which of the following?  

A What is agreed between the partners  
B The perception third parties have of the purpose of the partnership 
C The actual purpose of the partnership (1 mark) 

Question 25 
To wind up a Limited Liability Partnership (LLP), which of the following is required? 

A An order from the Registrar of Companies 
B It must be formally wound-up 
C A deed signed by the partners 
D A court order (2 marks) 
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Question 26 
Which of the following companies does not have share capital? 

A A public company 
B A company limited by guarantee 
C An unlimited liability company (1 mark) 

Question 27 
Which of the following is a company that has its shares traded on a public stock exchange? 

A Unlimited company 
B Listed company 
C Public company 
D Private company (2 marks) 

Question 28 
Before it can trade, which of the following criteria must a public company meet?  

A Its shares must be listed on a stock exchange 
B It must have appointed an auditor 
C It must obtain a trading certificate from the Registrar of Companies (1 mark) 

Question 29 
Which of the following statements concerning promoters is correct? 

A A promoter may not make a profit as a result of their position 

B An accountant who acts in a professional capacity in the formation of a company is a promoter 

C A promoter may not own shares in the company that they are forming 

D A promoter that acts as an agent for others must not put themselves into a position where their 
own interests clash with that of the company they are forming (2 marks) 

Question 30 
In regards to a company changing its articles of association, which of the following statements is correct? 

A A company must send copies of the amended articles to the Registrar of Companies within 28 days 
of the amendment taking place 

B A company may only change its articles once in a financial year 

C A company requires a special or written resolution with a 75% majority to change its articles 
 (1 mark) 

Question 31 
Under the Companies Act 2006, which of the following parties is contractually bound by a company's 
constitution? 

A Members in a capacity other than as a member 
B The company 
C Third parties with a business relationship with the company 
D Company directors  (2 marks) 
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Question 32 
National Hair Brushes plc was incorporated in June 20X6. The directors have received a letter from 
another company, Lancashire Hair Brushes plc, stating that it was incorporated in 20X5, that its business 
is being adversely affected by the use of the new company name and demanding that National Hair 
Brushes plc changes the company name. 

Required 

(a) State the nature of a 'passing-off' action. (2 marks) 

(b) State what Lancashire Hair Brushes would need to prove in order to establish that it is a victim of 
'passing-off'. (2 marks) 

(c) State an alternative course of action that Lancashire Hair Brushes could take to force National Hair 
Brushes to change its name.  (2 marks) 

  (Total = 6 marks) 

Question 33 
Which of the following statements correctly describes a rights issue? 
A An offer to debenture holders to purchase shares in the company 
B An offer to existing shareholders to purchase further shares in the company 
C The allotment of additional shares to existing shareholders in proportion to their holdings  

 (1 mark) 

Question 34 
Which of the following statements correctly describes a company's called up share capital? 

A The type, class, number and amount of shares issued and allotted to shareholders 
B The maximum amount of share capital that a company can have in issue 
C The amount the company has required shareholders to pay on existing shares 
D The amount shareholders have paid on existing shares (2 marks) 

Question 35 
A floating charge will crystallise on the occurrence of which of the following events? 

A Sale of the assets subject to the charge 
B Resignation of the finance director 
C The chargee appointing a receiver (1 mark) 

Question 36 
In the context of debentures, which of the following MUST be created using a debenture trust deed? 

A Debenture stock 
B A single debenture 
C Register of debenture holders 
D Series debentures (2 marks) 

Question 37 
Which type of dividend is paid by the issue of additional shares? 

A Scrip dividends 
B Equity dividends 
C Capital dividends (1 mark) 



 366 Practice question bank  

Question 38 
Dividends that are paid part of the way through a company's financial year are known by which of the 
following names? 

A Interim dividends 
B Semi-dividends 
C Dividends paid in specie. 
D Preference dividends (2 marks) 

Question 39 
Reginald owns 100 shares of Linsey Ltd. Each share has a nominal value of £2.50 and Reginald paid £1.00 
per share on issue. 

Linsey Ltd also issued some debentures which are secured as follows. A fixed charge over a property in 
favour of Margaret on 1 May 20X7. It then created a floating charge in favour of Chris over the same 
property on 13 May 20X7. The company has Chris's charge registered on 25 May 20X7, and Margaret's 
charge on 29 May 20X7. 

Required 

(a) State the extent of Reginald's liability in the event of Linsey Ltd's liquidation. (2 marks) 

(b) Explain the priority of the charges issued to Margaret and Chris. (4 marks) 

  (Total = 6 marks) 

Question 40 
Which of the following statements correctly describes a Chief Executive Officer's (Managing Director's) 
actual authority? 

A The authority that the Chief Executive Officer says to others they have 
B The authority that the board expressly gives to them 
C The authority that usual for a Chief Executive Officer (1 mark) 

Question 41 
Which of the following is a director that has not been validly appointed but is held out by the company to 
be a director? 

A De facto director 
B De jure director 
C Alternate director 
D Shadow director (2 marks) 

Question 42 
A company secretary is a company officer that MUST be appointed by which of the following companies? 

A Public limited company 
B Private limited company 
C Unlimited liability company (1 mark) 
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Question 43 
A company auditor has which of the following rights? 

A To vote in the company's general meetings 
B To attend board meetings 
C To appoint non-executive directors 
D To access, at all times, the books, accounts and vouchers of the company (2 marks) 

Question 44 
What is the notice period for a meeting at which a special resolution is to be voted on? 

A 14 
B 21 
C 28 (1 mark) 

Question 45 
The ordinary business of an annual general meeting includes which of the following?  

A Reducing the company's share capital 
B Changing the company's name 
C Appointing an administrator 
D Approving the payment of dividends (2 marks) 

Question 46 
The Chief Executive Officer of KL Ltd is Jeremy. Jeremy also runs his own business, FD Ltd, in his spare 
time. KL Ltd recently contracted to buy a significant amount of commercial goods from FD Ltd. Jeremy 
attended the KL Ltd board meeting that approved the contract and voted in favour of it, without revealing 
his association with FD Ltd. 

Required 

(a) State what is meant by a director's fiduciary duties. (2 marks) 

(b) Explain which of a director's statutory duties Jeremy may have breached.  (4 marks) 

      (Total = 6 marks) 

Question 47 
There are various grounds for the compulsory winding-up of a company. In which of the following 
situations will a court order the winding-up of a company on the just and equitable ground? 

A Where 50% of the members disagree with the actions of the directors 
B Where the company has failed to pay its creditors for three months 
C When the main object of the company cannot be achieved  (1 mark) 

Question 48 
What is the name given to the person in charge of a voluntary winding-up of a company?  

A Administrator 
B Reciever 
C Chargee 
D Liquidator (2 marks) 
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Question 49 
In the offence of money laundering, what is the name given to the initial disposal of the proceeds of 
criminal activity? 

A Placement 
B Layering 
C Integration (1 mark) 

Question 50 
Which of the following is a defence to a charge of insider dealing?  

A The individual had reasonable grounds to believe that the information was about to be published 
B The individual had no expectation of profit 
C The individual was not seeking to profit from the transaction personally 
D The individual had reasonable grounds to believe their action was in the public interest (2 marks) 

Question 51 
Vlad generates a substantial income from illegal tax evasion and sought advice from Gloria (his personal 
accountant) on how to dispose of his illegal earnings. Gloria suggested that to disguise the source of the 
funds, Vlad should purchase a chain of restaurants and pass his gains from the illegal operation through 
the restaurants' accounts. Vlad agreed with Gloria’s proposal and appointed her as the restaurant chain’s 
finance director and together they passed the illegal money through the operation.  

Required 

(a) State the offence of money laundering. (2 marks) 

(b) State whether Gloria has any liability for money laundering. (2 marks) 

(c) State whether Vlad has any liability for money laundering. (2 marks) 

  (Total = 6 marks) 
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Answer 1 
A Summary offences are minor offences that would only be heard at a Magistrates' Court. Indictable 

offences are serious offences that would only be heard at a Crown Court. A 'triable either way' 
offence is one where the accused has the choice of which court will hear the case. 

  Syllabus area A1(b) 

Answer 2 
C In the English criminal law system, an appeal regarding a decision by a Magistrates' Court would 

be heard by the Crown Court.  

  Syllabus area A1(b) 

Answer 3 
D A civil law case is between the claimant and defendant. A criminal law case is between the 

prosecution and accused. 

  Syllabus area A1(a) 

Answer 4 
C Mistakes by judges can never be eliminated. The other statements are advantages of binding 

precedent. 

  Syllabus area A2(a) 

Answer 5 
B Under the purposive approach to statutory interpretation, the purpose, or what the legislation is 

trying to achieve, is considered. 

  Syllabus area A2(c) 

Answer 6 
A A standard form contract is a document set out by large organisations that states the terms that its 

customers will do business with it. There is no negotiation, either the customer accepts the terms 
or goes elsewhere. The contracts in the other options include scope for negotiation. 

  Syllabus area B1(a) 

Answer 7 
B The postal rule states that acceptance is valid when a letter of acceptance is posted. The other 

options are not regarded as acceptance – a counter-offer is in effect a new offer, acceptance 
'subject to contract' means the offeree is agreeable to the terms but the parties should negotiate a 
valid contract, and a tender to perform a task is an offer. 

  Syllabus area B1(d) 
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Answer 8 
C Consideration must be sufficient but not necessarily adequate. It must have some identifiable value 

to be sufficient. 

  Syllabus area B1(f) 

Answer 9 
C Past consideration is sufficient to create liability on a bill of exchange – this is one of the few 

exceptions to the rule on past consideration. Suffering loss or detriment is valid consideration. 
Impossible or illegal acts are not valid consideration. 

  Syllabus area B1(e) 

Answer 10 
B Particularly unusual or onerous terms must be highlighted. Previous consistent dealings can be 

enough to incorporate terms into a contract. A person is deemed to have read a contract if they 
have signed it. 

  Syllabus area B2(c) 

Answer 11 
B  Courts will not imply factors outside the contemplation of the parties or override an express term. 

  Syllabus area B2(b) 

Answer 12 
B Liquidated damages is a genuine pre-estimate of losses payable in the event of a breach of 

contract. A penalty clause is a fixed amount payable on breach of contract. 

  Syllabus area B3(c) 

Answer 13 
A Innocent parties are required to mitigate their losses. Damages are payable in respect of mental 

distress – although the scope of such payments is limited. Damages that are wholly 
disproportionate to the breach are not payable (Ruxley Electronics and Construction Ltd v Forsyth 
1995). Penalty clauses are void and not enforceable. 

  Syllabus area B3(c) 

Answer 14 
(a) Elle's offer of £3,000 is an offer so therefore Jane's letter forms a counter-offer, 
 which has the effect of terminating Elle's offer: Hyde v Wrench 1840. 

(b) There is nothing to indicate that Jane's (counter) offer is not still open in March. An offer may be 
expressed to last for a specified time. It then expires at the end of that time. If, however, there is no 
express time limit set, it expires after a reasonable time. 

(c) Following Butler Machine Tool Co v Ex-Cell-O Corp (England) 1979, the counter-offer introduces 
new terms (price). The price is therefore £3,500. As to date of payment, it would appear that the 
attachment of a 'sold' sign to the boat is confirmation that the revised terms proposed by Jane are 
acceptable. 
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Answer 15 
C Where res ipsa loquitur applies, the burden of proof is reversed and the defendant must prove that 

they were not negligent. 

  Syllabus area B4(c) 

Answer 16 
D 'Passing-off' involves the use of a business name, trademark or description that is similar enough 

to another business so that the consumer is misled to believe that one business is that of another. 

  Syllabus area B4(b) 

Answer 17 
B Employment contracts may be oral or in writing. As with all contracts, consideration is required. 

Terms can be implied from trade custom and practice.  

  Syllabus area C1(b) 

Answer 18 
D There is no statutory employment protection for the self-employed. 

  Syllabus area C1(a) 

Answer 19 
C Dismissal without notice is known as summary dismissal. 

  Syllabus area C2(b) 

Answer 20 
B Wrongful dismissal involves a breach of contract and damages are payable for the loss of notice 

period only. The other remedies are for unfair dismissal. 

  Syllabus area C2(c) 

Answer 21 
(a) Charles is an employee. Even though he does not receive an employment contract the facts indicate 

a contract of service since he is controlled by the employer in that the latter provides tools, tells 
him where to work and reserves the right to dismiss him. 

(b) Dismissal occurs when a fixed term contract is not renewed even though such an eventuality is 
implicit in the fact that the agreement has a fixed term. Nick is therefore entitled to claim for 
redundancy pay and/or compensation for unfair dismissal if he can prove the requisite facts. 
However, non-renewal cannot give rise to a claim for wrongful dismissal, which is only possible 
when there has been summary dismissal or dismissal with less than the required period of notice. 

Answer 22 
A Agency by estoppel occurs where one party 'holds out' to another that a person is acting as their 

agent. 

  Syllabus area D1(b) 
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Answer 23 
D Ostensible authority is wide ranging and includes whatever is usual in the circumstances plus 

whatever the principal gives the agent either expressly or impliedly. 

  Syllabus area D1(c) 

Answer 24 
A Partnership authority is based on agency law. Actual authority is determined by what the partners 

agree. 

  Syllabus area D2(c) 

Answer 25 
B To dissolve an LLP, it needs to be wound-up, in a similar way to a company. 

  Syllabus area D2(e) 

Answer 26 
B Companies limited by guarantee do not have share capital. 

  Syllabus area D3(c) 

Answer 27 
B A public company does not have to have its shares traded on a public stock exchange. If it does so, 

then it becomes known as a listed (or quoted) company. 

  Syllabus area D3(c) 

Answer 28 
C Before it can trade, a public company must be issued with a trading certificate from the Registrar of 

Companies. None of the other options are criteria for obtaining a trading certificate. 

  Syllabus area D4(c) 

Answer 29 
D Where a promoter acts as an agent for others, they must not put themselves into a position where 

their own interests clash with those of the company. Accountants acting in a professional capacity 
are not promoters. A promoter may make a legitimate profit as a result of their position. There is 
nothing to stop a promoter from owning shares in the company that they form. 

  Syllabus area D4(a) 

Answer 30 
C A special or written resolution with a 75% majority is sufficient to change a company's articles. 

There is no restriction on the number of times a year the articles may be changed. Copies of the 
amended articles must be submitted to the Registrar with 15 days of the amendment taking effect.   

  Syllabus area D4(g) 
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Answer 31 
B A company's constitution contractually binds the company and members in their capacity as 

members. 

  Syllabus area D4(e) 

Answer 32 
(a) A 'passing-off action', is a common law action which applies when one company believes that 

another's conduct (here the use of a company name) is causing confusion in the minds of the 
public over the goods which each company sells.  

(b) In order to be successful, Lancashire Hair Brushes plc will need to satisfy the court that confusion 
has arisen because of National Hair Brushes use of its registered name and it lays claim to 
something exclusive and distinctive and not something in general use.  

(c) Lancashire Hair Brushes plc could object to the Company Names Adjudicator that the name 
National Hair Brushes is too like its own name and is causing confusion. They would be appealing 
for the Adjudicator to exercise their power under the Companies Act to compel a change of name. 

Answer 33 
B A rights issue is an offer to existing shareholders to buy further shares in the company. A bonus 

issue is the allotment of additional shares to shareholders in proportion to their holdings. 

  Syllabus area E1(c) 

Answer 34 
C Called-up share capital is the amount the company has required shareholders to pay on existing 

shares. A company's issued share capital is the type, class, number and amount of shares issued 
to shareholders. The amount existing shareholders have paid on existing shares is the paid-up 
share capital. 

  Syllabus area E1(a) 

Answer 35 
C Active intervention by the charge, such as appointing a receiver will cause the charge to crystallise. 

The other options will not cause the charge to crystallise. 

  Syllabus area E2(d) 

Answer 36 
A Out of the options, only debenture stock must be created using a debenture trust deed. Single and 

series debentures may use a debenture trust deed but this is not compulsory. 

  Syllabus area E2(b) 

Answer 37 
A Scrip dividends are paid by issuing additional shares. 

  Syllabus area E3(b) 
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Answer 38 
A Dividends paid part of the way through a company's financial year are known as interim dividends. 

Dividends paid in specie are paid using a method other than cash. 

  Syllabus area E3(b) 

Answer 39 
(a) Reginald is liable to pay the unpaid capital on his shares. This is £150 (100 x £1.50). 

(b) Margaret's charge would have taken precedence because it was created first and because it is a 
fixed charge, had it been registered within the allowed period of 21 days, up to 22 May. However it 
was not registered until 29 May, and Chris's charge was legitimately registered in the period 
between 22 and 29 May when Margaret's charge was void. The court would probably have allowed 
late registration of Margaret's charge but not at the expense of Chris's rights.   

Answer 40 
B A CEO's actual authority is whatever the board gives to them. 

  Syllabus area F1(c) 

Answer 41 
A A de jure director is expressly appointed. A de facto director is held out by the company to be a 

director. A shadow director is neither, they are a person whose instructions the actual directors are 
accustomed to follow. An alternate director is appointed by a director of a company to attend and 
vote for them at board meetings they are unable to attend. 

  Syllabus area F1(a) 

Answer 42 
A Only a public limited company must have a company secretary. 

  Syllabus area F2(a) 

Answer 43 
D A company auditor has the right, at all times, to access the books, accounts and vouchers of the 

company. 

  Syllabus area F2(b) 

Answer 44 
A 14 days' notice is required for a special resolution. 

  Syllabus area F3(b) 

Answer 45 
D Approving dividends is included in the ordinary business of an AGM. 

  Syllabus area F3(a) 
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Answer 46 
(a) Since they make contracts as agents of the company and have control of its property, directors are 

said to be akin to trustees and therefore owe fiduciary duties to the company. A fiduciary duty is 
one based on common law principles of trust and honesty. Therefore a director must act bona fide 
and honestly and not seek any personal advantage when dealing with the company.  

(b) Jeremy has not disclosed either his interest in FD Ltd or his interest in this particular contract. 
Under s177 of the Companies Act the interest should have been stated at the board meeting that 
Jeremy attended which approved the contract. It was not. It should also have been declared under 
s182 of the Companies Act once it had occurred – but it was not either. He will therefore have to 
account to KL Ltd for any profit that he makes on the transaction and he may also be subject to a 
fine. Had he dealt honestly with KL Ltd by declaring his interest and obtaining company approval, 
he would have been permitted to retain any profit which is made. 

Answer 47 
C The just and equitable ground will be applied where the object of the company cannot be achieved. 

For example where the company only existed to 'work a particular patent' Re German Date Coffee 
Co 1882. The other options are not grounds for the just and equitable winding-up of a company. 

  Syllabus area G1(b) 

Answer 48 
D A liquidator is in charge of a voluntary winding-up. The official receiver is in charge of a 

compulsory winding-up. An administrator is in charge of an administration. 

  Syllabus area G1(a) 

Answer 49 
A The initial disposal of the proceeds of a crime is known as placement. 

  Syllabus area H1(c) 

Answer 50 
B No expectation of profit is a valid defence to a charge of insider dealing. The other options are not 

valid defences. 

  Syllabus area H1(a) 

Answer 51 
(a) Money laundering is the term given to attempts to make the proceeds of crime appear respectable.  

It covers any activity by which the apparent source and ownership of money representing the 
proceeds of crime are changed so that the money appears to have been obtained legitimately. 

(b) Gloria has assisted in Vlad's money laundering, so may be convicted of money laundering under 
the Proceeds of Crime Act. She may also be found guilty of failure to report under the Proceeds of 
Crime Act.  

(c) Vlad is guilty of the main offence of money laundering under the Proceeds of Crime Act. 
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Duty to exercise independent judgement, 284 
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Employee's duties, 130 
Employer's duties, 131 
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Failing to disclose, 347 
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Failure to report, 346 
Fair dismissal, 141 
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Fraud Act 2006, 353 
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Freedom of contract, 38 
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Golden rule, 26 
 

Health and safety, 135 
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Legislation, 23 
Letters of comfort, 65 
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Liquidator, 323 
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Manipulating devices, 345 
Manipulating transactions, 345 
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Market price rule, 95 
Maternity leave and pay, 134 
Measure of damages (Contract law), 94 
Member, 228 
Members' voluntary liquidation, 324 
Memorandum of association, 210 
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Multinational company, 186 
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Nominal value, 229 
Non-executive director, 271 
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Notice period, 140 
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Offer for sale, 235 
Official receiver, 329 
Onerous terms, 82 
Option contract, 45 
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Partnership agreement, 170 
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Pre-emption rights, 236 
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Pre-incorporation contract, 197 
Presumptions of statutory interpretation, 28 
Priority of charges, 251 
Private Acts, 24 
Private companies, 183 
Private company, 182 
Private law, 5 
Privity of contract, 66 
Privy Council, 13 
Professional advice, 114 
Professional Regulations, 25 
Profits available for distribution, 261 
Promissory estoppel, 62 
Promoter, 196 
Promoters' duties, 196 
Proxy, 312 
Public Acts, 24 
Public company, 182 
Public law, 5 
Public offer, 235 
Purposive approach, 27 
 

Quantum meruit, 99 

Quasi-partnership, 189 
Queen's Bench Division, 11 
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Register of debentureholders, 204, 246 
Register of directors, 204 
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Res ipsa loquitur, 110 
Rescission, 18, 100 
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Revocation of an offer, 45 
Rights issue, 236 
Romalpa clause, 250 
Rules of Court, 25 
Rules of statutory interpretation, 26 
 

Sale and supply of goods, 84 
Secured debentureholders' rights, 253 
Service contract, 204 
Shadow directors, 270 
Share, 229 
Share capital, 230 
Share capital reduction, 258 
Share premium, 239 
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Shareholder agreements, 219 
Show of hands, 313 
Silence, 47 
Simple contract, 40 
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Single member private companies, 315 
Small claims track, 10 
Sole traders, 178 
Solvency statement, 259 
Special notice, 309 
Special resolutions, 307 
Specific performance, 18, 99 
Standard form contract, 39, 79 
Stare decisis, 19 
Statement of intention, 42 
Statute law, 5, 23 
Statutory books, 203 
Statutory corporations, 181 
Statutory duties, 132 
Statutory instruments, 25 
Statutory interpretation, 26 
Statutory returns, 206 
Statutory test of reasonableness, 85 
Subscriber shares, 228 
Sufficiency of consideration, 59 
Summary dismissal, 141 
Summary offences, 8 
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Termination by death, 46 
Termination of offer, 44 
Terms implied by custom, 76 
Terms implied by statute, 77 
Terms implied by the courts, 77 
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Tort, 106 
Trading certificate, 201 
Transfer of undertakings, 136 
Triable either way, 8 
Types of company, 181 
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Undistributable reserves, 262 
Unenforceable contract, 40 
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Unfair term, 86 
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Regulations, 85 
Unilateral contracts, 50 
Unlimited liability company, 181 
Unsecured debentureholders' rights, 253 
 

Valid consideration, 56 
Validity factors, 39 
Variation of class rights, 233 
Veil of incorporation, 187 
Veil of incorporation – ignoring, 187 
Vicarious liability, 107, 114 
Void contract, 40 
Voidable contract, 40 
Volenti non fit injuria, 113 
Voluntary liquidation, 323 
 

Warranty, 78 

Worker, 124 
Working Time Regulations 1998, 135 
Written particulars, 130 
Written resolutions, 307 
Wrongful dismissal, 141, 143 
Wrongful trading, 188, 351 
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