
Question 1 

Chip, Inc. (“Chip”) manufactures computers.  It uses a certain part—Part X—that can be 
manufactured by several companies, including Company A and Company B.  It 
currently needs 1,000 units of the part.  Company A, which had previously supplied the 
part, informed Chip that it was unable to do so. 

On July 1, Chip sent a letter to the other manufacturers, including Company B, stating: 

We are sending this order to several manufacturers.  We will buy from the 
first manufacturer to commit itself to provide 1,000 units of Part X at $20 
each by July 31 on the terms specified in this order, provided the 
commitment is made to us by July 8.  We are aware that, because of the 
nature of the part, we cannot expect you to warrant it against 
manufacturing defects. 

On July 3, Company A told Chip that it might be able to supply 1,000 units of Part X 
after all.  Since Company A was Chip’s preferred manufacturer, Chip sent a letter on 
July 4 to the other manufacturers stating: “We may be in a position to obtain 1,000 units 
of Part X elsewhere.  Please disregard the letter we sent on July 1.”  

On July 7, Company B delivered a letter to Chip stating: “We accept your offer and will 
supply you with 1,000 units of Part X by July 31 on the terms specified herein.  We 
warrant the part against manufacturing defects.”  

1.  Does Company B have a contract with Chip to supply 1,000 units of Part X?  
Discuss. 

2.  Assuming that Company B does have a contract with Chip to supply 1,000 units of 
Part X, does the contract contain a warranty against manufacturing defects?  Discuss. 

4 



ANSWER A TO QUESTION 1 

As set forth below, (1) Company B has a contract with Chip to supply 1,000 units of Part 

X because Chip's revocation was ineffective.  (2)  The contract between Company B 

and Chip contains a warranty against manufacturing defects.  

Applicable Law

5 

 

Contracts involving the sale of goods are governed by the UCC.  Goods are moveable 

tangible objects. 

Here, the item involved in the contractual scenario is a part for a computer.  This is 

moveable and tangible because it is being shipped and is being placed into the 

computer that Chip produces.  If it could not be shipped or placed into the computer, it 

would not be moveable or tangible. 

As such, these transactions involve a good, and are therefore governed UCC principles. 

Special rules apply to transaction between merchants.  Merchants are those who 

regularly deal with the good at issue, or hold themselves out to have special knowledge 

of the good at issue. 

Here, Chip manufactures computers and uses the part X involved here.  Company A 

and B manufacture the chip.  Therefore, Chip and Companies A & B are merchants. 

As such, special merchant rules will apply to these contractual situations. 

(1)  COMPANY B v. CHIP 

CONTRACT FORMATION 

A contract requires offer, acceptance, consideration, and no valid defenses.



Offer
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An offer requires (a) an outward manifestation of present contractual intent, (b) with 

definite and certain terms, (c) communicated to an identifiable offeree.

July 1 

Here, re (a), Chip sent a letter to manufacturers including Company B stating that they 

will buy 1,000 units of Part X at $20 each from the first manufacturer to commit 

themselves by July 8 to delivering the part by July 31.  This letter is a communication 

that was sent out, so it is an outward manifestation.  Further, Chip said that they "will" 

buy the parts from the first manufacturer to commit to the performing according to the 

terms.  "Will" is not equivocal language, it shows that Chip is serious about entering a 

contract with the first to commit to the terms.  Further, Chip's statement of the specific 

terms shows that it is giving the recipients the power to accept because they know what 

will be expected of them - this is not an invitation to negotiate, but an offer to contract. 

As such, this element is met. 

Here, re (b), the UCC only requires that the offer contain the quantity term.  Chip has 

stated that it wants a manufacturer to commit to delivering 1,000 units of Part X.  

Therefore, the quantity term is definitively identified, and this is sufficient under the 

UCC. 

As such, this element is met. 

Here, re (c), Chip sent this letter to other manufacturers including Company B.  Both 

Company A and Company B responded to the offer, so they received the offers, hence 

it was communicated to them.  As such, the offer was communicated to identifiable 

offeree, including Company A and Company B. 

As such, this element is met. 



Therefore, elements (a), (b), and (c) are met.  As such, Chip has made a valid offer to 

the manufacturers, including Company B. 

Firm Offer
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At common law, offers are not allowed to be held open as irrevocable unless they are 

supported by consideration.  Under the UCC however, a firm offer will hold the offer 

open without consideration if there is (a) a writing between merchants (b) promising to 

hold the offer open for a period no longer than 3 month, (c) signed by the offering 

merchant. 

Here, re (a), the July 1 letter was in writing and went from Chip to manufacturers of Part 

X.  Therefore, this was a writing between merchants. 

As such, this element is met. 

Here, re (b), Chip promised to contract with the first company to commit to providing the 

part by July 8.  Absent another company accepting Chip's offer, the offer will be help 

open by its terms until July 8, which is within 3 months of the offer being made. 

As such, this element is met. 

Here, re (c), the facts do not specifically state that the offer was signed.  However, it is 

likely that the letter was on Chip's company letterhead, which would suffice for a signed 

writing. 

As such, this element is met. 

Therefore, elements (a) (b) and (c) are met, Chip has created a valid firm offer that is 

irrevocable and held open to accept until July 8. 



Acceptance
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Acceptance requires (a) an offeree with power of acceptance (b) give unequivocal 

assent to the terms of the offer, and (c) communicated to the offeror. 

July 3 

Here, re (a), Company A received the offer-letter from Chip and was responding to it.  

This shows that Company A knew of the offer, and was given the power to accept by 

Chip. 

As such, this element is met. 

Here, re (b), Company A said that it "might" be able to provide the parts to Chip.  This is 

an illusory promise at best.  Company A has not committed itself to providing the parts 

to Chip, as Chip requested in the offer.  This defeats the essential term of Chip wanting 

the manufacturer to commit to providing the parts, not a "maybe" provide the parts.  

Chip needs certainty that its requirement will be met.  Therefore, Company A has not 

assent to the terms of the offer. 

As such, this element is not. 

Here, re (c), Company A told Chip that is might be able to provide the parts.  Chip later 

sent a letter to all other manufacturers in response to this, so we know that Chip heard 

this communication, and Chip was the offeror. 

As such, this element is met. 

Therefore, elements (a) and (c) are met, but (b) is not.  As such, Company A did not 

validly accept Chip's offer. 



Here, timely acceptance requires that the offeree accept the offer before it lapses - by 

July 8th - or before Chip indirectly revokes by contracting with another party, because 

the offer said Chip would contract only with the first company.  Here, Company would 

have been timely because they accepted prior to July 8, and Chip had not contracted 

with another company.  However, as discussed above, Company A did not validly 

accept Chip's offer. 

As such, Chip's offer is still held open to be accepted before July 8. 

July 4
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Revocation 

An offeror can revoke their offer by directly stating that they are terminating the power of 

acceptance, or indirectly by contracting with another party. 

Here, Chip attempted to state that their offer was invalid now and no one had the power 

to accept it by telling the manufacturers to disregard their offer-letter.  However, 

because this is a firm offer, it is held open without consideration and irrevocable for the 

stated, here, until July 8. 

Further, Company did not validly accept Chip's offer, therefore Chip has not indirectly 

revoked by contracting with another party. 

As such, Chip's offer remains open until July 8 or until Chip valid contracts with a 

Company. 

July 7 

Acceptance 

Acceptance requires (a) an offeree with power of acceptance (b) give unequivocal 

assent to the terms of the offer, and (c) communicated to the offeror. 



Here, re (a), Company B received Chip's offer-letter and is responding to it.  This shows 

that Company B is an offeree with the power of acceptance, as intended by Chip. 

As such, this element is met. 

Here, re (b), Company B stated that they accept Chip's offer and will supply Chip with 

the 1,000 units of Part X by July 31 on the terms specified herein.  This recital shows 

that Company B intend to accept Chip's offer and is serious about as they repeated and 

assented to every material term that Chip requested be assented to.  Therefore, 

Company B has unequivocally assented to the terms of Chip's offer. 

As such, this element is met. 

Here, re (c), Company B delivered their letter of acceptance to Chip.  Chip was the 

offeror.  Therefore, Company B has communicated this acceptance to Chip. 

As such, this element is met. 

Therefore, elements (a) (b) and (c) are met.  As such, Company B as validly accepted 

Chip's offer. 

Timely acceptance requires that the offeree accept the offer before it lapses - July 8, or 

before the offeror indirectly revokes by contracting with another party first. 

Here, Company B delivered its acceptance before July 8, and Chip had not validly 

contracted with another party. 

As such, Company B has timely accepted Chip's offer. 
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Consideration
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Consideration requires a bargained-for exchange of legal detriment.  Legal detriment is 

doing or promising something that you don't have legal obligation to do, or not doing or 

promising to not do something that you have a legal right to do. 

Here, Chip promises to buy the parts from the first-committing company, and Company 

B agreed to supply to the parts to Chip.  These promised were sought in exchange for 

each other.  Chip does not have to buy the parts, and Company does not have to supply 

the parts.  They have promised to give their respective legal detriment in exchange of 

each other. 

As such, there is valid consideration.

DEFENSES 

Statute of Frauds 

Contracts for the sale of goods $500 or more are required to be in writing to be 

enforceable. 

Here, the contract price is $20,000 - this is above $500, and therefore required to be in 

writing. 

Here, even thought there is not actual contract in writing, the statute of frauds may be 

satisfied by a sufficient memo.  A sufficient memo requires the party to be charged to 

sign a writing that contains the essential term. 

Here, the party to be charged, Chip, has signed a writing (its offer-letter on letterhead) 

that has all the essential terms. 



This will satisfy the statute of frauds, and not prevent the enforcement of the contract. 

As such, there is a valid, enforceable contract between Company and Chip. 

(2)  DOES CONTRACT CONTAIN WARRANTY
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Additional Terms in Acceptance between Merchants 

Under the UCC, when an acceptance is between merchants, and the acceptance 

contains additional terms, the additional terms become part of the contract unless the 

offeror objects, they materially alter the contract, or the accepted is conditioned on the 

offeror's acceptance of the additional terms. 

Here, Company B and Chip are merchants.  Company B's additional term of warranty 

against product defects will not be objected to by Chip because it benefits them; the 

term does not materially alter the contract because they are accepted the material terms 

of quantity, price, delivery time, etc; and the term is not conditioned on Chip accepted 

the term as Company said they accept the terms put forth by Chip, and made this 

additional term a collateral promise. 

As such, the contract contains a warranty against manufacturing defects.

As set forth above, (1) Company B has a contract with Chip to supply 1,000 units of Part 

X because Chip's revocation was ineffective.  (2)  The contract between Company B 

and Chip contains a warranty against manufacturing defects.  



ANSWER B TO QUESTION 1 

1. Company B (B) v. Chip, Inc. (C) 
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Applicable Law 

A contract for the sale of goods in governed by the Uniform Commercial Code (UCC).  

Goods are any tangible chattel identifiable at the time of formation.   

The present agreement involves the sale of a computer part, Part X.  A computer part is 

a tangible chattel identifiable at the formation stage of the possible agreement between 

C and B. 

Therefore, the UCC is the applicable law to this case. 

Formation 

In order for an enforceable contract to exist between B and C, B must establish that 

there was an offer that the offer was accepted, and that adequate consideration existed 

between the parties in the agreement. 

Offer 

An offer is the outward manifestation of present contractual intent that is definite and 

certain in terms, communicated to the offeree.

The communication from C to B on July 1st identified that price ($20 per unit), subject 

matter (Part X), parties (C and B), and time of performance (July 31st).  Also, under the 

UCC an offer must contain the quantity.  C's letter to B stated that 1,000 unit of Part X 

were being requested.  Therefore, the communication from C to B was definite and 

certain in terms. 



C will contend that this July 1st letter was merely a proclamation of a willingness to 

negotiate as evidenced by the fact that C sent this letter to several manufacturers.  

However, C's language of "we will buy from the first manufacturer to commit itself" 

shows its intent to be bound by the terms contained in the communication.  This 

language at its core states first come first served, which is an offer to contract and not 

merely a willingness to negotiate. 

Furthermore, the letter was communicated to the offeree, B as C sent the letter by mail 

and B received the letter.  This is shown by the fact that B responded to the letter. 

Therefore, C's communication to B on July 1st is an offer to contract creating the power 

to accept in B. 

Revocation
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C's letter to B, sent on July 4th, states that C wishes B to "disregard the letter we sent 

on July 1st."  This language evidences an intent to revoke the offer previously sent to B. 

The question would therefore be whether C had the power to revoke the offer. 

The general rule is that the offeror is the master of the offer and may revoke at any time.  

However, if C is declared a merchant in the computer field, then C's offer of July 1st 

may be a firm offer, in which case C would not have the power to revoke the offer and it 

would remain open for B to accept until July 8th. 

A merchant is one with peculiar knowledge in the relevant field who often deals with the 

subject matter involved.  The facts state that C manufactures computers and is 

attempting to acquire 1,000 parts for its computers.  A manufacturer of computers deals 

in the business of computer parts on a regular basis.  Moreover, the fact that C is 

attempting to acquire such a large number of parts suggests that C manufactures many 

computers and is not simply a small business just getting started.  Therefore, C is 

deemed to be a merchant. 



As a merchant, C's offer of July 1st will be held to be a firm offer if it is signed by C.  The 

facts do not state that the letter was signed, however, as B was aware of who sent the 

letter, as evidenced by its ability to respond to the correct address, C would have had to 

presumably identify itself in some form in the July 1st letter.  If this was done with a 

stamp and typed letter head or any other identifying element, then the letter would be 

signed. 

Thus, because C is considered a merchant in the computer field and because it can be 

reasonably inferred that the offer of July 1st was signed by C, C's offer is a firm offer 

and is irrevocable until the time stated of July 8th. 

Therefore, C's attempted revocation of July 4th is to no avail and B still has the power to 

accept C's offer. 

Acceptance
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Acceptance is the unequivocal assent to the terms of an offer. 

Under the UCC, any definite expression of acceptance is acceptance even if the 

communication contains different or additional terms than the offer. 

On July 7th, B sent a letter to C that stated that B accepts C's offer and will comply with 

the terms contained within that offer.  This is a definite expression of B's acceptance of 

C's terms. 

C may contend that because B sent the acceptance letter on July 7th and the offer 

expired on July 8th, C will not receive the letter until after the offer expires and the 

acceptance will be defective. 

However, the mailbox rule states that acceptance is effective upon dispatch if 

communicated in a commercially reasonable method. 



The facts indicate that B accepted C's offer in the form of a letter sent in the mail.  Due 

to the fact that C's offer was also sent in the mail, this means is commercially 

reasonable because it is the same means as the offer. 

Moreover, C's attempted revocation of July 4th, while ineffective, would not have been 

received by B before the acceptance was on July 7th because July 4th is a national 

holiday.  Revocation is effective upon receipt.  Therefore, even if C was not a merchant 

or the offer was not signed, C's revocation of the offer would still be defective under the 

mailbox rule.   

Therefore, B adequately accepted C's offer. 

Consideration
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Consideration is that which is bargained for in exchange for legal detriment. 

The bargain between C and B would be $20,000 in exchange for 1,000 units of Part X.  

The legal detriment to B is the promise to deliver 1,000 units of Part X and the legal 

detriment to C is the promise to pay $20,000.

Therefore, the agreement between B and C contains adequate consideration.

Because this agreement contains adequate consideration, there is an enforceable 

contract between B and C 

Defenses 

Statute of Frauds 

Contracts for the sale of goods for $500 or more are required to be in writing. 

The facts state that the contract between B and C is for 1,000 units for $20 each.   

Therefore, this contract is for $20,000 and has to be in writing. 



Sufficient Memorandum
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Sufficient memorandum between C and B identifying the parties, quantity, subject 

matter, and intent to bargain would satisfy the statute of frauds. 

The necessary terms as well as intent to bargain are found in C's offer to B of July 1st  

(discussed supra in Offer) and B's acceptance of July 7th. 

Therefore, this contract is not deemed void based on the statute of frauds. 

2. Terms of the Contract 

Different Terms 

According to section 2-207 of the UCC, discussed supra, acceptance of an offer may 

contain different terms of the offer and still create a contract. 

C's offer stated that there would be no warranty for manufacturing defects and B's 

acceptance stated that it would warrant Part X against manufacturing defects. 

This warranty is a different term. 

There is a split of jurisdictions as to how to determine whose terms govern the contract. 

A majority of jurisdictions state that the different terms are knocked out and replaced by 

a gap filler.  Therefore, the warranty term would be replaced with the gap filling 

provision stating that there will be a warranty against defects for a reasonable time. 

A minority of jurisdictions state that different terms should be treated as additional 

terms.  Therefore, because C and B are both merchants, the question would be whether 

the warranty term materially alters the contract.  A reasonable merchant in B and C's 

shoes would probably state that a warranty against defects in 1,000 units of a computer 

part is a material alteration.  Therefore, C must object to the term within a reasonable 

time or the warranty will become part of the contract. 


