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Candidates should answer THREE questions. Candidates are reminded of the need to 
refer to legal authority to substantiate the points of law they will be making. 
 
 
Question 1 
 
Dave, who lives in Monaco, liked to keep his business affairs out of the public eye. A 
company, wholly owned by him, owned two office blocks in Aberdeen. Dave’s company used 
a factor, Jim, to collect the rents from the office blocks. They were paid into Jim’s bank 
account and remitted to Monaco.  Since David did not want to deal with the day to day 
management of the office blocks, Dave, in his capacity as director of the company, gave a 
power of attorney to Jim to manage the office blocks. He also signed a board minute 
authorising Jim to sign documents on behalf of Dave’s company. Jim approached Dave’s 
company’s solicitors in Aberdeen, showing them the power of attorney and the board minute, 
and asked them to sell one of the office blocks. The solicitors, used to dealing with Jim, with 
him having been involved in the letting of the offices in the office block, carried out his 
instructions. The sale duly went through. The sale proceeds were remitted to Jim’s account 
as instructed by Jim on the understanding that they would be forwarded to the account in 
Monaco. Jim and the proceeds then vanished. Dave wants to sue the solicitors for (i) selling 
the office block without his Dave’s express approval and (ii) for the missing proceeds. The 
solicitors are resisting the claims. 
 
Some time later Jim re-appears in Edinburgh. He has put the proceeds of his embezzlement 
into a little-known private bank in Glasgow, a bank that did not ask awkward questions about 
the money’s provenance. Jim wants to become a member of a gentlemen’s club where it is 
possible to play games of chance for money. He wants to join the club now. The club is willing 
to open a line of credit for him, but they first want to know that Jim’s credit is good. He tells 
the club manager of his bank account in Glasgow. The manager arranges for an employee 
of a company, Seeker Ltd, that is controlled by the club manager, but is not obviously 
connected with the club, to ask the bank for a credit reference for Jim. The employee in 
Seeker Ltd makes no mention of the club when he asks the bank for the reference. The bank  
manager gives a reference stating that Jim’s account is in credit,  is sizeable and that the 
bank is unaware of any claims against the account. On the strength of this, the club lets Jim 
have a substantial line of credit. Jim has a happy evening running up large debts on the 
baccarat table. The following morning, his bank account is arrested by Dave. Jim cannot 
settle his line of credit. The club wants to make the bank liable for its reference. The bank 
manager retorts that the bank is not liable to an undisclosed principal of which it had no 
notice.  
 
The club manager one evening is approached by  a guest of one of his club members. The 
guest asks to have a quiet word. “Would the club owner (the manager’s overall boss) be 
interested in selling the club to me?” he says. 



  

The manager says he would look into it for the guest, but that if he manages to negotiate a 
successful deal, he would expect a cut. The guest agrees that that would be possible.  The 
manager goes to see his boss and tells him that for reasons of confidentiality he cannot say 
too much, but if the boss were thinking of selling the club he thinks he could find someone, 
for a fee, who might be interested in buying. As it happens the boss is interested in selling. 
The manager sets up the deal between the boss and the guest, which goes ahead. He 
receives his fee from the boss. He then asks the guest for the cut he had been promised. 
The guest ignores him. The manager then takes the guest to court. The publicity generated 
alerts the boss to the fact that the manager had not disclosed to the boss the fact that the 
guest was separately giving the manager a reward for setting up the deal.  When challenged, 
the manager said that there was nothing to prevent him setting up collateral deals if he 
wished, and in any event, there was no loss to the boss.  
 
Explain the law relating to the above matters. 
 
 
Question 2 
 
Saleem, Mike and Anwar run a car dealership as a partnership. They are good at selling cars 
and have a good professional reputation. Unfortunately, Mike is the weak link. He has some 
dubious wheeler-dealer friends in the property world, whom he finds amusing, but Saleem 
and Anwar do not. Mike is invited by his friends to a lavish boys’ week away holiday in 
Majorca. While he is there, he finds himself unable to use his debit card or his credit cards 
due to some mix-up. The fact that he cannot pay for anything is extremely embarrassing.  He 
asks one of his friends if he could borrow £2,000 from him. The friend is happy to oblige, but 
asks Mike if he would sign an IOU in the name of the car-dealership, because, says the friend, 
you can never tell even with mates if they are going to let you down. The interest rate on the 
IOU is 20%. Mike, reeling with gratitude, signs the IOU on behalf of the car-dealership. The 
repayment date is three months away, plenty of time to sort things out back at home. 
 
Once back home, Mike gets to hear of a business investment which sounds highly promising.  
One of his wheeler-dealer friends, Bill, tells him that he is going to set up a company which 
will buy a disused warehouse in Leith and convert it into smart flats. Bill reckons that the 
investment will generate a return of 40% on capital. If Mike can get his friends to invest in 
this, Bill will give him a commission for doing so, and they too can share in the sale proceeds 
of the flats. As it happens Mike does have a very wealthy friend, Sam, who likes the sound 
of all this. Mike persuades Sam to invest £200,000 which is then placed in the car-dealership 
account overnight. It is normal for the dealership bank account to receive and indeed pay out 
large sums of money for the purchase of vehicles. Next morning Mike pays the money to Bill, 
who remits the money to a secret account in Dubai, where he and Mike arrive the following 
morning. Saleem and Anwar are clearly unable to recover the missing money from Dubai. 
Sam wants the car-dealership to refund him the money. 
 
With Mike gone, Saleem and Anwar look at the partnership agreement that the three of them 
had drawn up together. To their surprise, there is no expulsion clause. They wonder if they 
are stuck with Mike as a partner for ever, even though it is unlikely he would return from 
Dubai.   
 



  

Question 3 
 
Catapult Ltd, a company registered in Scotland, is reorganising its share structure. At present, 
Donald, a director, has 600 ordinary shares of £1.00 nominal value and Emily has 200 such 
shares. Fiona has a further 200. They too are directors. The company has the standard 
articles for a private limited company to be found in the Companies (Model Articles) 
Regulations 2008. Emily wishes to have her shares bought back by the company at a 
premium of 10p per share. Her investment is to be partially replaced by the allotment of 100 
newly created preference shares of £1.00 nominal value to Grant.  The company has no 
preference shares to date. The company has retained distributable profits. The company 
does not have a share premium account.  
 
Explain the entire procedure for the repurchase of Emily’s shares and for the allotment of the 
new shares to Grant 
 
 
Question 4 
 
When Attrition Ltd, a company selling woollens and Scottish goods, finally went into insolvent 
liquidation on 29 January 2021, the liquidator discovered various facts about the company 
and its activities in the period leading up to that day. The following are among the facts that 
the liquidator covered. 
 

• The managing director had arranged that Attrition Ltd should sell a substantial asset 
(a retail unit) of the company’s to a friend of his. The retail unit, situated on the outskirts 
of a popular tourist town, had a book value of £500,000. Given the exigencies of the 
current lockdown, the unit had been closed for some time and no buyers were willing 
to buy it, though it was recognised that after the current health crisis is over the site 
was an exceptional one and could generate a high footfall. The friend, knowing of 
Attrition Ltd’s difficulties, managed to acquire it for a mere £50,000 in December 2020. 
The liquidator wishes to challenge this transaction. 

 

• The proceeds of sale of the  having been paid into Attrition Ltd’s bank account, the 
managing director became aware that a creditor was likely to arrest the company’s 
bank account. The managing director swiftly transferred the proceeds to an online 
bank account based in England with the express intention of thwarting the arresting 
creditor’s claim.  

 

• The managing director’s wife had been granted a floating charge over the company’s 
assets and undertaking on 5 December 2018, on which occasion she had lent the 
company £25,000. She therefore claims repayment out of the online bank account.  

 

• The minutes of a board meeting held in September 2020 indicated that times were 
hard. The minutes indicated that the board of directors authorised the managing 
director to withdraw apparently surplus funds sitting in the company’s employees’ 
pension fund (of which the managing director was also chairman) and apply them to 
the company. There did not appear to be any record of the long-term effect of this on 
the pension fund or the fund’s future pensioners.  The pension fund is now in deficit 
as a result of the abstraction of the funds. 

 
Explain the points of law arising from the above. 
  



  

Question 5 
 
Noah has 11% of the shares in a company which is controlled by  Reuben and his family. 
Noah does not get on well with Reuben, who, he suspects, manipulates the accounts to 
ensure that the members’ dividends are low while the directors (such as Reuben and some 
of his family) benefit from high salaries. Proving this suspicion is difficult without direct access 
to the day to day accounts, which Noah does not have. Equally, Reuben dislikes Noah, both 
personally, but also because his 11% shareholding makes it difficult to persuade anyone to 
take over the company, something that many of Reuben’s family would like. Noah is 
particularly disliked because the company many years ago granted him a bond which at the 
time was a cheap loan for the company but now is expensive. It pays interest at 3.5% but 
when the bond was granted, interest rates were much higher, and the company was grateful 
for the cheap money.  The terms of the bond indicate that the loan may only be terminated 
at Noah’s instance, this being the price for the then low rate of return.  
 
Reuben thinks that a way to get round this problem is to persuade his family, who have a 
majority of the shares, to pass a suitable resolution to alter the articles of the company to the 
effect that in the event of a proposed takeover of the company, all minority shareholders 
would have to tag along with the sale of the majority shares, and to allow the directors the 
authority to change the rate of any existing interest rates currently being paid on non-bank 
loans. Anticipating that this may not be well received by Noah, they also propose to have a 
rights issue of  one share for every two shares already held. Reuben knows very well that 
Noah cannot possibly afford such a rights issue, though Reuben and his family can.   
 
What points of law apply to Noah’s situation? Explain what legal remedies he may have, if 
any. 
 
 
Question 6 
 
It is difficult to pierce the corporate veil of a solvent company. When, then, may a director be 
liable to his company’s creditors other than in liquidation or administration? 

 
 
 

END OF QUESTION PAPER 


