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Background facts that apply to all three exam questions: 

Ink, Inc. (“Ink”) is a California corporation with business activities throughout the US and 
is registered as a foreign corporation in many states.  It is the largest supplier of ink to 
the printing industry as well as other industries.  It is a public corporation registered on 
the NYSE.  Its shares currently trade for $50 per share, and it has 10,000+ 
shareholders.  It has a board of 10 directors, 9 independent, and one who is the original 
founder of the company and holds 5% of the shares.  Its year end is December 31, so 
its annual shareholders’ meeting is April 20 of the following year. 

 

Question 1 

25 of the shareholders would like Ink to adopt a policy on environmental, social and 
governance (ESG) issues, as Ink does not have such a policy now.  The shareholders 
are particularly concerned about the lack of diversity in the management, as well as the 
recent tank explosion at the main plant in California that caused a large spill into the 
Salinas river.  The shareholders come to you to ask for instructions on how to approach 
the directors to add this issue to the proxies for the next shareholders’ meeting.  They 
also want to see the corporation’s records on its safety and prevention expenditures as 
support for their request.  Please provide them with the procedure for accessing the 
records as well as the proxy request.  They are a well-educated group so make sure to 
provide the legal support and authority. 

 

****** 
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Question 2 

Ink’s directors feel the time is right to expand and would like to acquire Laser, Inc., 
(“Laser”), a California corporation that manufactures, sells and repairs laser printers.  
Laser has been the defendant in a number of lawsuits for safety issues (the machines 
seem to catch fire easily.)  There are lingering and possible future liabilities in Laser’s 
books.  The same group of shareholders as above come to you wanting to know if they 
can stop the purchase.  Please explain to them, including reference to the relevant law, 
the powers of shareholders in this area, as well as the responsibilities of the directors. 

 

***** 

 



Business Organizations (Corporations)  

Spring 2025 

Final Exam 

 

Question 3 

Tarquin, one of Ink’s directors (an independent director) recently met a college friend 
who told him about his new business creating and producing vegetable dyes and ink for 
textiles and packaging.  The company, named Clean, is still in the startup phase, but 
there will be a big demand in many industries.  (Ink uses only semi-toxic chemicals for 
its products.) Tarquin comes to you to ask about whether he can invest in his friend’s 
business.  He has not spoken to any of the other directors of Ink, and he would really 
rather not share this opportunity with them.  Please explain the California corporate laws 
that apply to his situation, including his responsibilities and liabilities. 

 

***** 
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ANSWER 1 (OUTLINE) 

20% Organization (Similar headings – boldfaced below) 

20% Issue (Spot all issues) 

20% Rules (Name all rules – underlined below) 

20% Analysis (Apply law to facts – all non-underlined, non-italicized font below) 

20% Conclusions (Provide correct conclusions – as italicized below) 

Issues: Procedure for viewing records, procedure for adding to proxy, procedure if 
directors refuse 

Do the shareholders have a right to view the corporation’s documents? 

Shareholders have limited rights with regard to the control of the corporation.  In addition to voting 
for board members and any items during the annual meeting, they also have rights regarding the 
inspection of corporate records. 

Under CA Corp Stat 1601(a), The accounting books, records, and minutes of proceedings of the 
shareholders and the board and committees … shall be open to inspection … upon the written 
demand on the corporation of any shareholder or holder of a voting trust certificate at any 
reasonable time during usual business hours, for a purpose reasonably related to the holder’s 
interests as a shareholder.  

In this case, so long as the shareholders make a written demand and follow the other 
requirements noted in section 1601(a), they may view the records for any purpose related to their 
interests. 

Accordingly, the shareholders may make a written request to inspect the records with regard to the 
safety history and the ESG policy (or lack thereof). 

What is the option if the directors refuse? 

In accordance with California Corporate section 1604: In any action or proceeding under Section 
1600 or Section 1601, if the court finds the failure of the corporation to comply with a proper 



demand thereunder was without justification, the court may award an amount sufficient to 
reimburse the shareholder or holder of a voting trust certificate for the reasonable expenses 
incurred by such holder, including attorneys’ fees, in connection with such action or proceeding. 

1605: If any record subject to inspection pursuant to this chapter is not maintained in written form, 
a request for inspection is not complied with unless and until the corporation at its expense makes 
such record available in written form. 

Should the directors of Ink refuse, the shareholders have the option of requesting the superior 
court to assist. 

Accordingly, if the directors refuse, the superior court may order the directors’ compliance with the 
request, and award expenses to the shareholders and production of the record in written form. 

Do the shareholders have a right to request an additional issue is added to the proxy for 
the annual meeting? 

SEC section 14(a)(8) of the Securities Exchange Act of 1934 provides a framework allowing a 
public company shareholder to request that a proposal be included in the company’s proxy 
statement, to be voted upon at a company’s shareholder meeting. 

In order to have a proposal included in the proxy, the shareholders must be current shareholders 
of record. 

Under the same rule, the directors may exclude a proposal that “deals with a matter relating to the 
company’s ordinary business operations.”  The purpose of the exception is “to confine the 
resolution of ordinary business problems to management and the board of directors, since it is 
impracticable for shareholders to decide how to solve such problems at an annual shareholders 
meeting. 

In this case, the shareholders will need to claim that their proposals are outside the ordinary 
business, and if refused, may take action through SEC filing. 

The shareholders of Ink have a right under SEC rules to request these additions to the proxy, and 
the directors may not refuse unless they deem, using the business judgement rule, that the 
matters are of ordinary business, and thus not appropriate for the proxy and shareholders’ vote. 

 

 

 

ANSWER 2 (OUTLINE) 

20% Organization (Similar headings – boldfaced below) 

20% Issue (Spot all issues) 



20% Rules (Name all rules – underlined below) 

20% Analysis (Apply law to facts – all non-underlined, non-italicized font below) 

20% Conclusions (Provide correct conclusions – as italicized below) 

Issues:  derivative action, business judgment rule for directors. 

Under California corporate law, Directors have fiduciary duties to act in good faith and with care.  
Under section 309, directors must take actions only in the best interests of the corporation.   

Business Judgment Rule (BJR), recognized under statute and case law in California, is a 
presumption that when directors make a decision, they act “on an informed basis, in good faith, 
and in the honest belief that the action taken was in the best interests of the company”, and the 
director(s) may not have a financial interest in the outcome. 

The burden of proof lies with the shareholders when bringing a derivative action, such that they 
must overcome the presumption that the directors acted using good business judgement in 
reaching their decision. 

In this case, there are a number of safety and financial “red flags” regarding the target company.  
The shareholders may use these issues to prove that the directors acted recklessly and thus 
without judgement. 

Depending on the timing, the shareholders may request an injunction to prevent the purchase, or 
damages if post-purchase.  As this is a derivative action brought by the shareholders on behalf of 
the corporation, any actions or damages belong to the corporation. 

Accordingly, if the shareholders can overcome the presumption of the business judgment rule, 
they may bring a derivative action against the directors to stop the purchase. 

 

 

ANSWER 3 (OUTLINE) 

20% Organization (Similar headings – boldfaced below) 

20% Issue (Spot all issues) 

20% Rules (Name all rules – underlined below) 



20% Analysis (Apply law to facts – all non-underlined, non-italicized font below) 

20% Conclusions (Provide correct conclusions – as italicized below) 

Issues:  corporate opportunity, disclosure, director voting 

Will Tarquin usurp a corporate opportunity by purchasing an interest in Clean 
●​ California law requires directors to act in the best interests of the corporation and adhere to 

their fiduciary duties of care and loyalty and avoid self-dealing. 
●​ Corporations have a prior claim to opportunities that are sufficiently connected to the 

corporation’s business, or the acquisition of the opportunity is accomplished through 
disloyalty and unfairness to the corporation. 

●​ Usurping a corporate opportunity is not permitted without following specific procedures such 
as disclosure to the board and allowing the board to determine whether to adopt the 
opportunity.  The board may vote, but only disinterested directors’ votes will be counted. 

●​ Under California section 310, directors must not engage in an opportunity personally if that 
opportunity may have a material interest to the corporation. 

●​ In this case, Clean will produce vegetable ink which may be used in the same industries 
and Ink, and may even substitute and thus overtake Ink’s market.  Hence, Ink would have a 
material interest in acquiring the opportunity. 

●​ Tarquin would usurp the opportunity by purchasing an interest in Clean without allowing the 
corporation the chance to investigate and possibly pursue it. 

●​ In addition, the vegetable ink may have a negative impact on the market for the corporation 
in that they would be in direct competition.   

●​ Accordingly, Tarquin would violate his duties under Section 310 by not disclosing the 
opportunity and by not acting in the best interests of the corporation. 

●​ While Tarquin may argue that he found the opportunity while in a personal situation, this 
argument would fail in light of the close relation to the products of the corporation.   

●​ In order to avoid liability, Tarquin must fully disclose all relevant information to the board and 
the board must vote whether to adopt the opportunity, or to forfeit it to Tarquin.  In the vote, 
Tarquin’s vote would not be counted as he is an interested party and only disinterested 
directors’ votes will be counted. 

   
What procedure must the board follow under California rules? 

●​ Under California law, the board may vote to adopt the corporate opportunity, or forfeit it to 
the interested director.   

●​ Under section 310, only those disinterested directors’ votes will be counted, so long as the 
number of the disinterested directors constitutes a quorum as required by the bylaws. 

●​ In this case, the board must determine whether the opportunity should be adopted by the 
corporation.  In taking the vote, only the five disinterested directors’ votes will be counted.  
As there are ten directors, six would constitute a quorum if the corporation’s bylaws define 
the necessary quorum for such votes as a simple majority.   

●​ Accordingly the board must vote whether to adopt the opportunity, forfeit it, or possibly take 
action against the interested director for a violation of his fiduciary duties to the corporation. 














































