Corporations
Professor Walker

Multiple Choice Examples
From the exam instructions:

Part I – Multiple Choice.  Part I consists of 25 multiple choice questions.  Answers to the multiple choice questions must be recorded on the computer answer sheets provided to you.  Nothing else will be graded with respect to Part I.  In each case you should record the best answer to the question asked.  Scoring for this section will be based on the number of correct answers.  There is no deduction for incorrect responses.  You will have 90 minutes to complete this Part.  The answer sheets for Part I will be collected at that time.  

With respect to both Part I and Part II, unless otherwise indicated, you should:

1. Assume that all corporations are incorporated in Delaware and have waived director liability to the extent possible under DGCL § 102(b)(7).

2. Assume that the Uniform Partnership Act and Restatement 2nd of Agency are in effect.

Example questions:

Questions 1 and 2 are based on the following facts:

Substandard Oil Co. received a patent on an inexpensive process for converting water into motor fuel.  Substandard is a widely held, NYSE listed company without a controlling shareholder.  Given the company’s huge investment in hydrocarbon technology, the board was not interested in developing the water-to-fuel technology, and the board unanimously agreed to sell the patent to the company’s CEO.  The CEO plans to develop the technology through her own closely held company.  Substandard’s board was fully informed with respect to the details of the transaction and the CEO’s conflict.
1.  In order to recover monetary damages from Substandard’s CEO in a shareholder derivative suit, a plaintiff will MOST LIKELY have to show:
a. Simple negligence.
b. That the business judgment rule was not satisfied.

c. That the transaction was not entirely fair.

d. Conscious disregard or abandonment of office.
e. None of the above.  
2.  In order to recover monetary damages from the other members of Substandard’s board in a shareholder derivative suit, a plaintiff will MOST LIKELY have to show:
a. Simple negligence.
b. That the business judgment rule was not satisfied.

c. That the transaction was not entirely fair.

d. Conscious disregard or abandonment of office.

e. None of the above.
3.  Which of the following statements concerning derivative litigation in Delaware:

1. Demand futility may be established by showing that a majority of the members of the board of directors either are interested in the transaction complained of or are dominated by interested directors.

2. Normally, being a defendant in a derivative suit alleging a violation of duty of care is sufficient to establish that the director is interested for the purposes of the Aronson/Levine test. 

3. If demand futility is established and the board subsequently forms a special litigation committee which recommends dismissal of the action, the court cannot grant the motion unless it finds 1) that the SLC was independent and acted in good faith after a reasonable investigation and 2) that, in the court’s own business judgment, dismissal is in the best interests of the corporation.

4. The Zapata Two Step is derivative of the Fox Trot.

Are ACCURATE?

a. All.

b. All except # 4.

c. # 1 and # 2 only.

d. # 1 only.

e. None.

4.  Which of the following is LEAST likely to contribute to weak oversight of corporate decision making by non-managerial or “outside” directors?

a.  
The managerial or “inside” directors control the board agenda and the information that is provided to the outside directors.

b.
Outside directors generally have insufficient time and resources to thoroughly evaluate corporate issues.

c.  
Outside directors lack strong financial incentives to maximize corporate value.
d.
Inside directors of U.S public companies generally hold a majority of board seats.
e.   None of the above, i.e., each of the foregoing is recognized as contributing to ineffective oversight by outside directors.
5  As diagrammed below, the shares of Corp A are held by unaffiliated public shareholders (A%), by officers and directors of Corp A (B%), and by Corp B (C%).  The shares of Corp B are held by Corp A (D%) and by unaffiliated public shareholders (E%).  
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In an election of directors of Corp A, shares held by Corp. B may NOT be voted if:

a. A% is less than 50%.

b. B% is more than 50%.

c. C% is more than 50%.

d. D% is more than 50%.

e. None of the above.  
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