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Exam Question No. 1 (1 hour)

Sam is an independent gas station operator of one station in Santa Rosa and purchases the gasoline he sells at his service station from various gas companies, including Redwood Oil.  Sam had an opportunity to purchase another gas station in Santa Rosa and wrote to Redwood Oil proposing that if Redwood Oil would loan him $30,000 at 7% interest only all due in 10 years, to pay the down payment of $30,000 to purchase the second station, he would in return agree to purchase all the gas he needed for his second station only from Redwood Oil for the next 10 years. 

Sam also wrote that he would need a price break to be competitive to make enough gross income for the 10 year period to make the payments and asked Redwood Oil for a 1.4 cent discount per gallon off the price of the gas they sold him.  Sam was aware that Redwood Oil had in the past given similar discounts to other station operators and that the standard Redwood Oil boilerplate service station contract contained a clause which allowed Redwood Oil to terminate such discounts at any time.  Sam stated in his letter that he would not be able to go ahead with the deal if Redwood Oil could revoke the discount during the 10 year life of the contract and insisted that Redwood Oil give up its right to terminate the benefit of the discount. 

One week later, Sam received in the mail a package containing, as well as other documents, Redwood Oil's standard contract signed by Redwood Oil agreeing to sell him gas for 2 stations with the requested 1.4 cent per gallon discount, and a check for $30,000 authorizing Sam to deposit the check into his account only after he had signed and returned the contract to Redwood Oil .  The contract sent to Sam did contain the clause giving Redwood Oil the right to terminate the discount at any time.  Redwood Oil did not notify Sam that that clause was not deleted and Sam, during his quick review of the 15 page contract and other documents did not see that the clause was still in the contract.  The contract did obligate Sam to buy all the gas he needed for his 2 stations from Redwood Oil.  He signed and returned the contract to Redwood Oil and deposited the check. 

Sam then bought the second station and bought all his gas for the 2 stations from Redwood Oil receiving the 1.4 cent discount. However, after 18 months, Redwood Oil wrote to Sam stating that they were on longer able to give him the discount and were revoking the discount pursuant to the terms of the contract. 


Sam immediately hires you to advise him, asking 3 questions: 


1.
Is there a contract between Sam and Redwood Oil? 


2.
Assuming that there is a contract, what are the terms on the contract? 

      Assuming again that there is a contract, is the discount an enforceable term of the contract?
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Joe and Don are very good friends.  Joe told Don that Joe was looking at a used XXZ motorcycle and it was the best looking bike that Joe had ever seen.  Joe explained that the XXZ motorcycles were not made anymore and they were rapidly becoming collector bikes.  He told Don that the only problem was that the seller, Sam, was asking too much fro the bike.  Joe explained that he had offered $10,000 for the bike but the seller was asking $12,000.  Joe was convinced that if the seller received an offer substantially lower than Joe’s offer that the seller would come down in price.  Joe asked Don to make an $8,000 offer for the bike.  Don was very reluctant to do so.  To make Don change his mind, Joe emphasized how helpful Joe had been for Don.  Joe mentioned just how helpful it had been for Joe not to mention to Don’s wife the fact that Don was having an extramarital affair.  Feeling that he had little choice, Don agreed to make the offer after getting assurances from Joe that Joe would be the one buying the bike.


Don put in the mail the following signed writing addressed to Sam:

I hereby agree to buy the XXZ motorcycle you have for sale.  I will pay no more than $8,000.


While viewing the bike several days later, Joe noticed transmission fluid leaking from the bike.  Knowing that the bike was being sold without any warranties because it was being sold “as is” as declared by large sign on the bike, Joe told Sam that Joe was no longer interested in buying the bike.  Disturbed by the loss of a potential buyer, Sam placed in the mail an “acceptance” of Don’s $8,000 “offer”.  The next day, Joe told Don about the bike’s problem and that he, Joe, was not going to buy the bike.  Don immediately called up Sam and told Sam that Don was revoking his offer.

Don comes to you and asks you to solve his problems.  Discuss who has what rights against whom and why.

