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Candidates should answer THREE questions. Question one is compulsory. Please 
ensure you use appropriate authority for your answers. Do not merely repeat or copy 
out any relevant legislation.  
 
 
Question 1 
 
This question is compulsory. 
 
You are required to explain the law relating to the following legal problems, and, where 
possible, explain how those problems may be resolved.  
 
Abe and Ben run a profitable antiques and design business together. They buy goods at 
auction or directly from owners, restore them and sell them in their shop. They also furnish 
country houses, hotels and other grand residences where the owners have insufficient 
furniture and hangings of the required quality.  
 
Abe and Ben ran their business originally as a partnership, but three years ago on 1st April 
2017 in their capacity as partners, they transferred the business assets and liabilities for a 
net value of £500,000 to a newly formed company, Aben Ltd. The issued share capital of the 
new company is £1,000, consisting of 1,000 ordinary shares of £1 each, fully paid. Abe and 
Ben each take 500 shares. Abe and Ben are both directors. The articles are the standard 
template articles for a private company limited by shares. 
 
A. Aben Ltd does some work for a smart hotel in the Trossachs. The hotel is known as 

the Inchmahone Hotel. Ben sends in the invoice for the work to the Inchmahone Hotel, 
that apparently being its trading name, expecting the invoice to be paid without 
difficulty.  It is not paid. Eventually, Aben Ltd goes to the small claims court where it is 
successful in its claim against Inchmahone Hotel. Aben Ltd tries to enforce the decree 
by using sheriff officers. The sheriff officers know the hotel of old. They tell Ben that 
the managers who run Inchmahone Hotel are up to all the tricks. The hotel premises 
are owned by an offshore limited company, the details of which are not available in 
the United Kingdom. That company has granted a mortgage over the premises to 
another company with a similar name. The actual business of the hotel is in the name 
of an under-capitalised Scottish registered company owned by the hotel managers: 
any operating profits it makes appear to be applied to paying an annual royalty to an 
Irish company for the use of the name “Inchmahome Hotel”. The hotel’s vehicles are 
all leased from another company whose ownership is unclear. The hotel’s furnishings, 
catering equipment, etc. are owned by a further company whose accounts are not up 
to date. The sheriff officers say the managers of the hotel are adept at transferring the 
business of the hotel and its various assets round the different companies, so that it is 
very difficult to know at any one-time which company owns what. Ben, in frustration, 
wants Aben Ltd to claim the debt from the managers personally.  



  

 
B.  Abe goes out to see a country house hotel in Aberdeenshire which is selling off some 

assets. The country house hotel is owned by a limited company.  Abe sees some rare 
paintings and asks if Aben Ltd could buy them. The managing director of the hotel 
company, Fred, says he would be willing to sell, but only if paid in cash that day. Abe 
is no fool and always carries a good deal of cash on him. He knows Aben Ltd is getting 
an exceptional bargain if it acquires the pictures. He also suspects that as Fred is not 
a local, Fred does not know the true significance or value of the paintings. Abe pays 
the cash, for which Aben Ltd obtains a receipt from the hotel company and takes away 
the pictures. Two months later he receives a letter from the liquidator of the hotel 
company, asking for the return of the pictures on the grounds that they had been sold 
at a significant undervalue. The pictures are still in Aben Ltd’s shop, though one of 
them had been sold on to a customer at a good profit. Abe is not happy about the 
prospect of returning the pictures. 

 
C.  Aben Ltd hires a specialist introduction agent, George, to help them find clients. 

George is well connected with lawyers’ firms. He keeps an eye out in the newspapers 
for the deaths of wealthy property owners whose heirs may well wish to sell their 
parents’ antiques.  He is renowned for his contacts and his discretion.  He has some 
business cards made up (and his website says the same) indicating that he is “affiliated 
with Aben Ltd”. He receives a commission on the business he brings Aben Ltd. He 
sets up deals between the heirs (or the deceased’s lawyers) and Aben Ltd, and 
sometimes sets up deals between Aben Ltd and people who want Aben Ltd’s antiques.  
Recently, Abe and Ben have been having doubts about him. They suspect that he has 
been selling his own antiques to frail and elderly clients who later die, and whose 
effects are then acquired by Aben Ltd. Abe and Ben think he has been “double-
dipping” at their expense. As they might have difficulty proving this, rather than actually 
disengaging him, and in order to avoid any embarrassment, Abe and Ben just quietly 
cease to do any further business with him.  Despite this, after a year of no dealings 
between George and Aben Ltd, George sets up a deal between the heirs of an old 
lady with many antiques and with Aben Ltd. The deal is for the sale of her antiques in 
return for money to be used to pay for her care.  She has granted power of attorney to 
her heirs. George has been recommended to the heirs by the old lady’s solicitors. The 
heirs checked up on George by looking at his website where they see the reference 
to Aben Ltd. George signs the deal on Aben Ltd’s behalf. George turns up with a truck 
and some porters the following Friday evening at 7 pm. He and the porters load the 
antiques into the truck. In the presence of the heirs, he proceeds to make a payment 
from his personal debit card to the heirs’ bank account, explaining that Aben Ltd will 
reimburse him later on. He then drives off with the goods and sells them for cash to a 
purchaser two days later in London, explaining that he will be passing the cash on to 
Aben Ltd. Unknown to George, one of the antiques has a tracking device hidden in a 
secret drawer. When George’s payment fails to appear in the heirs’ bank account on 
Monday morning, the heirs contact Aben Ltd. When the police show up at the 
purchaser’s house in London on Monday afternoon to reclaim the antiques, the 
purchasers also contact Aben Ltd. Aben Ltd said that George was no longer anything 
to do with them and they were not responsible for the furniture, for any repayment or 
for anything to do with George. George has meanwhile disappeared with the 
purchaser’s cash.  

 
D.  Abe suggests to Ben one day that Ciara, his daughter, should join the company. Ben 

has known Ciara for many years and is delighted by this idea. Abe and Ben hold a 
directors’ meeting, and having followed the requisite procedure, allot her 200 ordinary 
shares. Six months later, at the annual general meeting, Abe and Ciara use their 



  

combined voting power to vote Ben off the board of directors. Ciara is appointed a new 
director. Abe and Ciara refuse to buy Ben’s shares and he cannot find anyone willing 
to buy them from him. He does not know what to do.  

 
 

You must now answer any two of the following questions. 
 
Question 2 
 

(a) If an investor wished to protect her investment within a company, what could she do 
to ensure that it was difficult for the company to do anything that she disapproved of? 
Although this might be beneficial for her, what are the drawbacks for the company with 
such an approach? What legal formalities would be required? 
 

(b) A lender wishes to protect its loan to a company. What steps in terms of company law 
and commercial practice can the lender take to minimise its risk? What legal formalities 
would be required? 
 
 

Question 3 
 
Rustum has invented a new flavoured carbonated drink. He holds the patent for this in his 
own right. What he wants to do is to set up a new company which will make the drink and 
market it. He thinks the drink will be extremely successful. The drink is going to be called 
Steelbru.  It will be made in a large factory in Ayrshire.  
 
He tells you, his legal adviser, what he proposes for his company that he wants you to set up 
for him. He wants to have 60% of the shares and his wife, Roxana, to have the rest. He wants 
the directors to be himself, Roxana and their 12-year-old son, Kazi. He wants the company 
to have an issued share capital of £10,000. He wants the company to be a public limited 
company. He wants to sell his patent to the company for £100,000 but he is aware that the 
company cannot pay him £100,000 if it is newly set up. Nevertheless, he wants to make sure 
he gets his £100,000 over time, ahead of any other creditors should the company become 
insolvent. He wants the company to be able to borrow from the company’s bankers.  He 
wants the articles to say that he is managing director for life. He wants the company name to 
be Steelbru plc. He tells you that he is so excited about the proposed business that he has 
already drawn up a contract between Steelbru Ltd and a sugar manufacturer.  
 
Advise Rustum on the points of law here.  
 
 
  



  

Question 4 
 
Four brothers run an oil-broking business as a partnership. It is a reasonably successful 
partnership, with each partner contributing a quarter of the capital. The partnership name is 
“Bell Brothers”.  One of the brothers, Jim, secretly has a gambling problem. He persuades a 
very discreet and properly licensed lender to advance him some money borrowed against his 
anticipated future drawings from the partnership. The sum borrowed is repayable in two 
months’ time at a very high interest rate. Jim spends the money at the bookmaker’s, exactly 
as the lender knew he would. Two months later, Jim cannot find the money to pay the lender. 
The lender wants to recover the loan and the interest from the partnership. 
 
The second brother, Mac, is more sensible, but he gets involved in an oil-related business in 
competition with Bell Brothers. He keeps very quiet about this.  
 
The third brother, Ken, is a poor judge of character and so the other brothers have told him 
never to deal with a particular client, Sam, whom they do not trust. Sam is unaware of this. 
Sam appears and asks Ken to do some work for him through Bell Brothers. Ken signs a 
contract saying Bell Brothers will do the work. The other brothers then refuse to do the work 
on the grounds that Ken was not authorised to enter the contract.   
 
The brothers’ father, Angus, has lent the partnership a good deal of money. The interest rate 
on the loan fluctuates in accordance with partnership’s profits and the loan itself is repaid out 
of the partnership income. The loan agreement had not been reduced to writing. When the 
partnership gets into some financial difficulties, the creditors hope to be able to make Angus 
pay the partnership’s debts. 
 
The fourth brother, Neil, discovers that the rest of his family think the business they are in 
ought to be incorporated as a limited company. Neil thinks this is a very poor idea.  
 
Explain the law relating to the matters affecting the first three brothers and Angus, and then 
advance the legal and commercial arguments in favour of Neil’s rejection of limited liability 
for their business.  
 
 
Question 5 
 

(a) Explain in your own words the law relating to the prohibition on financial assistance 
for the acquisition of shares, in particular indicating the purpose of the prohibition, 
and how the prohibition may be avoided.  
 

(b) Explain the reasons for and the practice of schemes of arrangement.   
 
 
Question 6 
 
Recent years have seen some less than exemplary behaviour by directors of well-known 
companies. In what respects, if any, could the law relating to directors’ management of their 
companies, at least in the United Kingdom, be improved?  
 
 
 
 
  



  

Question 7 
 
Sarah has been appointed administrator of a microbrewery run through a limited company 
(Mamber Ltd) by Jed and Mac. They are both directors each owning 50% of the company’s 
shares.  The administrator is appointed by the floating charge holder. The company has a 
popular product, known as Python Ale, much favoured by those who enjoy watching wrestling 
matches. On appointment, Sarah interviews many people involved in the business of the 
brewery, including employees, customers, suppliers and its bankers. She manages to keep 
the business ticking over while she prepares her proposal for the creditors.  She believes that 
the company cannot be entirely rescued as a going concern, but it might be able to repay the 
secured creditors and draws up a proposal for a pre-pack to this effect. She proposes that 
the business be sold to a new company set up by Jed and Mac. This is not because she 
approves of their behaviour but because of the lack of any better offers for the business. She 
also discovers the following matters, on which your legal advice is sought: 
 

(a) Mamber Ltd was repaying an unsecured loan from Jed’s father with a 25% interest 
rate. 

(b) Jed had previously been involved in a beer-brewing company called Mamba Ltd which 
had gone into insolvent liquidation three years ago.  

(c) In the last financial year, the directors had taken large salaries relative to the turnover 
of the company and had also taken up to the tax-free limit on dividends. Had the 
salaries been lower and no dividends been taken, the company would have had more 
reserves with which to meet the claims of its creditors.  

(d) The company’s net assets amount to £200,000. Unsecured creditors’ claims amount 
to £50,000.  

(e) Six employees were due unpaid wages of £700 each. 
(f) The grain suppliers were refusing to deliver any more grain with which to make the 

beer during administration unless their outstanding pre-administration invoices were 
all paid first.  

 
Explain the points of law and practice relating to the prepack, and to matters (a) to (f).  
 

 
END OF QUESTION PAPER 


