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INSTITUTE OF BANKERS IN MALAWI

CERTIFICATE IN BANKING EXAMINATION

SUBJECT: BASIC PRINCIPLES OF LAW (IOBM-C108)
Date: Monday, 8th October 2007

Time Allocated: 3 hours (08.00 to 11.00am)

INSTRUCTIONS TO CANDIDATES

1
Read the instructions on the cover of the answer book.
2
This paper consists of TWO Sections, A and B.

3
Section A consists of 4 questions, each question carries 15 marks. 


Answer ALL questions.

4
Section B consists of 3 questions, each question carries 20 marks. Answer any TWO questions.

5
DO NOT open this question paper until instructed to do so.
NOTE:
Do not remove this paper from the Examination Hall.
SECTION A: (60 marks)
Answer ALL questions in this section.

QUESTION: 1

(a) Joseph is a shareholder in Wanama bus company.  A bus belonging to Wanama bus company is insured by Dziko Insurance Company.  Joseph pays the insurance premium for the bus.

(i) State whether Joseph has an insurable interest in the bus?
(3 marks)
(ii)
Advise if Joseph would sue Dziko Insurance Company for indemnity in the event of any loss or damage to the bus?



      





      (3 marks)

(iii)
What is subrogation?




      (2 marks)
(b) The Finance Manager of the Institute of Bankers in Malawi (Institute) authorized the acquisition of writing pens for the Institute.  The supplier of the writing pens has not yet been paid.  The Institute’s board of directors has suggested that the Finance Manager had no authority to enter into the transaction.

Explain whether the Institute is bound by the acts of the Finance Manager

in this transaction?






    (7 marks)








(Total 15 marks)
QUESTION: 2

(a) Agency

(i) In agency relationship, what are the two duties of an agent to the principal? 






      (2 Marks)
(ii)
State two ways through which an agency relationship would come to an end?






      (2 Marks)
(iii)
What are the four conditions to be satisfied for an agent of necessity to arise? 






      (4 Marks)
(iv)
In agency relationship, what do you understand by the term apparent authority?





      (2 Marks)
(b) Banda constructed a house for Phiri in Nancholi Township.  By the time Banda was constructing the house, Phiri was not aware of it.  When phiri found out that Banda had built a house for him, he promised to pay Banda K10,000 within one week.  One week elapsed without payment.  Banda intends to sue Phiri.  Advise if he has a case against Phiri?

(3 Marks)
(c) Mentioned two differences between a partnership and a company? 

(2 Marks)









(Total 15 marks)

QUESTION: 3
Greens X is a limited liability company engaged in cane furniture manufacturing.  The company’s articles of association prohibit borrowing of funds for any other purpose other than cane furniture manufacturing.  The Directors of the company have come to your bank to negotiate a loan for the purchase of passenger minibuses for a transport business.

(a) Explain with the aid of legally acceptable principles, whether you would authorize the loan?






(12 marks)

(b) Would your answer in (a) be any different if the Directors tell you that the shareholders of Greens X are very rich and successful people of good repute?

(3 marks)
(Total 15 marks)

QUESTION: 4
(a) Mary bought a tablet of soap from Konse-konse Grocery.  However the soap tablet is as hard as a stone such that it can neither dissolve nor foam.  As a result she is unable to do her laundry.  

(i) Was Konse-konse Grocery in breach of an implied term as to fitness for purpose or for merchantable quality?

      (5 marks)

(ii) What conditions are implied in a contract for the sale of goods by sample? 
(2 marks)
(iii) Mention two remedies of a buyer in case of breach of contract in a sale of goods? 





      (2 marks)
(iv)
Name two circumstances in which a buyer shall be deemed to have accepted the goods in a sale of goods contract? 
      (2 marks)
(b) X entered into a lease agreement with Y regarding a house in Nyambadwe.  After three months, Y came to the house in Nyambadwe demanding money from X.  Y came again in the fifth month demanding that X vacate the premises with immediate effect. X is not happy with the behaviour of Y, the landlord above.  Advise X on what should be done.









      (4 marks)






(Total 15 marks)
SECTION B: (40 marks)

Answer any TWO questions from this section.
QUESTION: 7

Mugaya is a seasoned cotton farmer whereas Likonelo is a cotton buyer.  On one hand Mugaya agrees to supply 25 tonnes of cotton.  On the other hand Likonelo instructs his bankers to pay the purchase price of K11.5 million to Mugaya upon production of a delivery note of 25 tonnes of cotton.  Mugaya has delivered the cotton and has since presented a delivery note of 24.998 tonnes for payment.  A banker teller has come to your office for advice.

(a) In your view, is the term governing the tonnage (amount of cotton) a condition, warranty or an intermediate (innominate) term?









    (15 marks)

(b) Advise if the delivery of 24.998 tonnes is breach of a condition or warranty?








(5 marks)









(Total 20 marks)
QUESTION: 8

(a) Differentiate between mutual mistake and common mistake?
       (2 Marks)
(b) A is in the business of supplying stationery to various shops in Blantyre.  Sometimes A carries on the business with B.  One day A took B to a certain shop and presented B as his agent though there was no agreement of agency relationship.  The owner of the shop wants to sue A for non delivery of goods by B.  A is denying liability saying that B was not his agent.  Advise the owner of the shop. 


      
(5 Marks)

(c) List five acts that are within the implied authority of a partner in a trading partnership.

(5 Marks)

(d) (i)
Narrate the facts in the case of SALOMON – V- SALOMOM AND 


COMPANY LIMITED (1987)?
(5 Marks)

(ii)
What is the importance of SALOMON CASE in company law? 
(3 Marks)










(Total 20 marks)
QUESTION 9
(a) Mphatso Investment is a manufacturer of pharmaceutical products.  It advertised a new pharmaceutical breakthrough in one of the daily newspaper as follows:

“MTX is a scientifically proven vaccine against malaria.  Mphatso Investment is proud to be associated with this technological achievement.  Further we are offering K100,000 to any person who contracts malaria within 10 years of taking a single dosage of MTX.  We have since deposited K15,000.00 into our Royal Bankers bank account to cater for any possible claims…”

You are the Assistant Marketing manager for Mphatso Investments.  You are of the view that the advert exposes the company to undesirable losses and liability.  Advise if this advert is an offer capable of being accepted by the consumers.







(10 marks)
(b) Zuze was one of the partners in a partnership that was dealing in second hand clothes before he retired last year.  The partnership entered into a contract with Chimtengo to supply second hand clothes.  The clothes were supplied before Zuze retired but no payment was made by the partnership.  Chimtengo has sued the partnership including Zuze for non-payment.  Advice Zuze on his liability.
(10 marks)


(Total 20 marks) 
END OF THE EXAMINATION PAPER
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