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ANSWER ALL QUESTIONS

You are a trainee solicitor at Trinity Solicitors. The firm is regulated by the SRA. 

TASK 1

Fatima and Gloria set up in business together about 12 months ago, repairing and restoring old pieces of furniture and other small items, having been inspired by the TV show, The Repair Shop. The business is called F&G Furniture Restoration. Both Fatima and Gloria contributed about £15,000 as capital to the business. In addition, Fatima leases to the business for a low annual rent a small industrial building that she owns – this had been left to her in her grandfather’s will. 

The business has been prosperous from the start, making good profits that Fatima and Gloria have so far shared equally. Indeed, Fatima and Gloria are so busy that they would like to take on a third partner, and they have approached Helen, who is a qualified furniture restorer. She would thus fit well into the business. 

Helen has come to see you, seeking advice on her admission to the partnership. She tells you that there is no written partnership agreement. Fatima and Gloria have told her that, in addition to their daily restoration work, Gloria has dealt with the publicity and marketing of the business, while Fatima has concentrated on the finances and premises upkeep. They have indicated that they would like Helen formally to join the business on 1 September 2022. However, as they will reach the first anniversary of the start of the business at the end of July 2022, they plan to update their business stationery and marketing material, with Helen’s name included, on 1 August 2022. 

Question 1

Advise Helen: 

(a) About the nature of the business structure described above; (10 marks) 

(b) about the nature of her liability once she becomes a partner; (9 marks) 

(c) whether she could be held liable for partnership debts before she joins the partnership on 1 September, and what she could do to protect herself from such liability. (6 marks) 

(Total: 25 marks)









TASK 2                                                                  

Bill and Josie plan to set up a private limited company dealing in classic cars from premises on High Street in Swansea. Their choice of name for the business is “Swansea Classic Cars Co-operative”
Question 2 

Identify and explain any potential legal problems in relation to the selection of the name. (5 marks)

(Total: 5 marks)


TASK 3                                                                  
Bridgend Billboards Limited (‘the Company’) provides advertising design and distribution services to a number of industry and business sectors in south Wales. For example, it designs advertising media for outlets on buses and in motorway service stations. The Company’s articles of association follow the Model Articles for private companies (without amendment). 
In November 2020, the Company decided to expand its operations. It purchased, for £650,000, a large new warehouse near the Company’s existing premises. The vendor was Sonia. She is the civil partner of Amelia, a director of the Company. Amelia spoke strongly in favour of the purchase of the warehouse. 
In addition, to support the expansion of its business, the Company decided to appoint Cameron as an additional director of the Company, with a fixed-term, three-year service contract. 
Ryan, another of the Company’s directors, now seeks your advice. He tells you that the Company no longer needs the new warehouse, as the planned expansion of the Company’s operations has failed to generate much new business. Furthermore, following a drop in local business property prices, the warehouse is now worth only £450,000. The board was unaware of Amelia’s relationship with Sonia when it agreed to purchase the warehouse. 
In addition, the Company wishes to remove Cameron from the board of directors. 
Shareholders in the Company were never consulted about any of the expansion plans nor about the appointment of Cameron.

Advise the Company in respect of: 

(a) any action that can now be taken with regard to the purchase of the new warehouse from Sonia; (10 marks) 

(b) the removal of Cameron from the board. (10 marks) 
(Total: 20 marks) 



Task 1
a. Nature of the business structure
This type of business falls under the partnership business structure. It is regulated by the provisions enshrined under the Partnership Act 1890. The main reason why the three partners have come together is to carry out business with the aim of making profits. The provisions of the Partnership Act, 1890 are to apply to the business structure unless the partners agrees expressly or by implication that they would not like to be bound by the provisions of this Act.
Each of the three partners (Gloria, Fatima and Hellen) should take part in the management of the affairs of this business structure. In additional, the three partners have the obligation of sharing the risks and rewards that arise out of their transactions. In addition, each partner is entitled to a share of the profits; there is a general presumption that the profits will be shared equally. However, the three can agree that the profits will be shared on the basis of the contribution of the partner and the role played by the member. In terms of taxation, each partner will be individually liable for the payment of the taxes. 
b. Nature of Liability for Helen
Under the Partnership Act, partners in partnership type of business have unlimited liabilities. This implies that in the event that the business does not make to pay the debts it owes the creditors; the personal properties of the partner can be seized to cater for the debts. Therefore, once Hellen joins the partnership formally, she will be jointly liable with Gloria and Fatima as noted under Section 9 of the Partnership Act, 1890. All the debts that are incurred during her life time will expose her to a possibility of having her property taken away to cater for them in the event that the partnership cannot afford to pay back. In the event that Helen dies, then she will have her estate used to cater for the debts that the partnership incurred during her lifetime. 
For her to avoid the risks of the unlimited liability, she may opt to join the partnership as a limited partner. Under the Limited Liability Partnership Act, 1907 such a partner enjoys a limited liability meaning that if the partnership is not in position to meet its financial obligations as a business then the partner’s personal assets will not be seized. The limited liability covers even the investment they have made in the business. 
c. Whether Liable for partnership debts before joining the partnership 
Hellen is not liable for the debts that the partnership accrued before she was formally admitted to the business. Only Gloria and Fatima will be liable for the business debts that were accrued before 1st September. The court in Hurst v Bryk [2000]indicated that a partner should not be liable for debts accrued before they joined the partnership since liability extends only to the time that the partner is in the partnership. To protect herself from such kind of liability, she should enter into partnership deed with Gloria and Fatima where she will expressly indicate that she will only be liable for the partnership debts that will be accrued from 1st September going forward.
Task 2
When Bill and Josie name their private limited company as “Swansea Classic Cars Co-operative,” it will trigger several legal problems with their choice of the name. The first obvious problem is that Bill and Josie are planning to set up a private limited company so the name of the company must end with either “Limited” or “Ltd.” Ending their business name with “Co-operative” will only result in legal problems because their private limited company will be confused with a cooperative society, which is a totally different type of business. Other legal conflicts that would arise because of naming a private limited company as a cooperative is the question of paying Federal taxes. It would be thought that Bill and Josie are finding for a way to evade the Federal taxes because unlike limited companies that need to file Federal taxes as separate business entities, co-operative societies do not file Federal taxes; co-operative members only need to file their personal income tax. Another legal conflict that would arise in this case is about the liabilities of Bill and Josie in the business. For a private limited company, their liabilities would be limited by either shares or by guarantee. However, registering the limited company as a co-operative society, means that Bill and Josie will have unlimited liabilities because co-operative societies are not limited. 
[bookmark: _GoBack]Task 3
a.  
In the purchase of the new warehouse, it is apparent that Amelia, the director of Bridgend Billboards Limited spoke strongly about the purchase. However, it later emerges that the vendor of the new warehouse, Sonia is Amelia’s civil partner. The warehouse which was purchased for £650,000 has now decreased its value to £450,000. At the time that the purchase was being made, the board was not aware of the relationship that exists between Sonia and Amelia. They thought that the conviction was part of dedication from Amelia to see that the company’s interests are realized. The series of these events falls within the scope of conflict of interest by directors when they are fulfilling their work obligations. 
Section 175 of the Companies Act, 2006 indicates that directors should avoid a situation which they either have direct or indirect interest in corporate transactions involving the company. The directors are under an obligation to declare interest in a proposed corporate transaction or arrangement before it is initiated. In the current case scenario, Amelia ought to have made a disclosure that he is a civil partner to Sonia, the vendor of the warehouse that the Company purchased. Whenever there is a breach of this obligation, it gives rise to civil remedies. The most probable remedies that can be pursued against the breaching director are compensation, damages, restoration of the property, rescission of the contract or an account of profits. In the case of Bridgend Billboards Limited,the remaining directors may decide to pursue civil remedies against Amelia. Additionally, they can institute criminal charges against Amelia, where if he is found liable she will have to pay fine or face imprisonment. 
b.
The procedure for the removal of director from the board is either in the Articles of Association of the company or in the Companies Act, 2006. Section 168 and 169 of the Companies Act, 2006 outlines the procedure that need to be followed when the director is being removed from the office. The directors will first convene a shareholder meeting where they will pass a resolution for the remove of Cameron as a director. This general meeting should be organized within a period of 28 days when the notice for removal is served. Also, Cameron should also be served with the notice regarding this general meeting. The director will be given a chance of making a written representation in response to the claims laid in his removal. These representations are to be circulated to other directors, and the representation will be discussed in the meeting. 
However, to remove Cameron from the board of directors, it is good to consider the circumstances and procedures used to appoint him in the first place. In the case of Bridgend Billboards Limited, the due process of appointing a director was not followed. Notably, Cameron was appointed by the board of directors as an additional director for a fixed period of three years to favour the expansion of the company. However, this was not an urgent case where the board of directors were required to appoint a temporary director without involving the shareholders. It is only in emergency situations like following the death of a director should the board of directors appoint a temporary director and notify the shareholders later. Therefore, to remove Cameron from the board of directors, I would advise Ryan to use one of the majority shareholders to propose a resolution to remove a Cameron from the board of directors. The fact that Cameron was appointed without the knowledge of the shareholders and with no emergency reason, it will be easy for the resolution to pass the 50% required threshold to remove Cameron from the board of directors.

Page 1 of 2	2014/2015	Trosodd/Turn Over
image1.jpeg
PRIFYSGOL CYMRU
Y Drindod Dewi Sant

UNIVERSITY OF WALES

Trinity Saint David




