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Question 1

Mike, Suzanne and Bruce decide to organize a corporation for their holistic health
center in Cambria, CA, named Namaste. The center will offer yoga, spa services,
saunas, a full gym, a pool and personal trainers. They each contribute $1 million. They
use an online template for their articles and bylaws, but don’t make any changes to
them, or even read them. Mike signs and sends the articles to the secretary of state,
but doesn’t notice that the name is incorrect (it is listed as “GOLD’s GYMyoga”). and
there is no information about shares. They have a shareholders’ meeting and elect
themselves as directors and adopt the unread bylaws which someone told them they
had to do. Suzanne says she will open their bank account, but becomes so busy the
first week that she forgets, keeping all of the contributions in her account.

One month after the business has begun, the center is extremely busy and popular.
There is a big sign saying NAMASTE, Inc. on the door. Suzanne finally remembers the
bank account and sets it up under the name Namaste, Inc., and transfers the
investments. The very next day everything goes pear shaped. One member hits her
head in the pool and almost drowns, but is rescued just in time. Another member is
burned in the sauna. And a third member has a stroke during a somatic breathwork
session. All three incur large medical fees and sue both Namaste, Inc., and Mike,
Suzanne and Bruce.

The three come to you to ask what they can do and if they are liable.
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Question 2

Albert is a director of IronMan Corporation, a private California corporation with 1,000
shareholders and a board of 9 directors. The corporation manufactures and sells
vitamins and natural health supplements. It is averaging a yearly net profit of $65
million. Albert and the other directors all have travel credit cards which can be used
only for travel costs to the board meetings as per the bylaws.

Albert gets married to Taylor Swift and they leave for their honeymoon in Bali. At the
airport, Albert realizes he forgot his personal credit card so he uses the company travel
card and charges the entire trip (total $1 million for the jet and the villa on the beach).
He is so happy that he forgets to tell the company about this, and it is charged to
company travel expenses.

While in Bali, Albert meets a farmer who grows Cambria berries on his 50-acre farm.
These berries grow nowhere else in the world and, according to the farmer and the
locals, extend longevity, cure cancer, and make regular vitamins unnecessary. It
appears that no one outside that part of the island knows about the berries. Albert
persuades the farmer to sell the farm to him and all the berries produced every year in
exchange for the farmer living on the land, growing the berries for albert, and being paid
$1 million per year. Albert pays the farmer from his personal funds. Albert calls three of
the directors who are his friends and lets them in on the deal. They happily agree, but
are inclined to think they should keep the opportunity for themselves.

When Albert returns, the entire board schedules a meeting to confront Albert and the
other three directors about the travel costs and the Bali farm.

Albert has asked you to help him prepare. He wants to remain a director and does not
want to resign. What must he do? What must the board do?
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Question 3

Burrito Shell, Inc. (“Burrito”) is a large food service and supply corporation that owns
55% of Lettuce, Inc. (“Lettuce”), 70% of Tomato Corp. (Tomato), and 90% of Pico de
Gallo, Inc. (“Pico”). Burrito has the power to select a majority of directors of Lettuce, a
supermajority of directors of Tomato and all directors of Pico.

Burrito causes Lettuce to declare dividends distributing all profit from 2023 to
shareholders. This dividend complies with all applicable statutory laws generally
applicable to dividends, including approval by disinterested directors. Lettuce continues
being able to operate at a modest profit based on its traditional business model. The
dividend, however, leaves Lettuce unable to pursue a new growth opportunity wherein
Lettuce would grow its own vegetables rather than merely source and repackage
vegetables.

Burrito causes Tomato to declare dividends distributing all profit from 2023 to
shareholders. This dividend complies with all applicable statutory laws generally
applicable to dividends, including approval by disinterested directors. However, at the
time dividends were declared, it was widely known that Tomato was expected to face
competition from new startups in 2024 and would need additional cash flow. Due to the
dividend, Tomato is unable to compete in 2024, and enters bankruptcy in 2024.

Burrito enters into a contract with Pico wherein Pico supplies all salsa to Burrito’s other
businesses on an as-needed basis with no fixed price maximum. Unexpectedly, during
the term of the contract, Pico’s costs increase due to supply chain issues and Burrito’s
needs also increase to a point where the contract is no longer profitable for Burrito.
Burrito pays only half the negotiated price, but Pico continues to supply Burrito with all
needed salsa, and never seeks to enforce the contract price.

Minority shareholders of Lettuce, Tomato, and Pico seek to recover against Burrito.
What must they show to qualify and prove their case, and what might the result be?
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