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Dear West Customer:
West Academic Publishing has changed the look of its American Casebook Series®.

In keeping with our efforts to promote sustainability, we have replaced our former covers
with book covers that are more environmentally friendly. Our casebooks will now be
covered in a 100% renewable natural fiber. In addition, we have migrated to an ink
supplier that favors vegetable-based materials, such as soy.

Using soy inks and natural fibers to print our textbooks reduces VOC emissions.
Moreover, our primary paper supplier is certified by the Forest Stewardship Council,
which is testament to our commitment to conservation and responsible business
management.

The new cover design has migrated from the long-standing brown cover to a
contemporary charcoal fabric cover with silver-stamped lettering and black accents.
Please know that inside the cover, our books continue to provide the same trusted content
that you’ve come to expect from West.

We’ve retained the ample margins that you have told us you appreciate in our texts while
moving to a new, larger font, improving readability. We hope that you will find these
books a pleasing addition to your bookshelf.

Another visible change is that you will no longer see the brand name Thomson West on
our print products. With the recent merger of Thomson and Reuters, | am pleased to
announce that books published under the West Academic Publishing imprint will once
again display the West brand.

It will likely be several years before all of our casebooks are published with the new
cover and interior design. We ask for your patience as the new covers are rolled out on
new and revised books knowing that behind both the new and old covers, you will find
the finest in legal education materials for teaching and learning.

Thank you for your continued patronage of the West brand, which is both rooted in
history and forward looking towards future innovations in legal education. We invite you
to be a part of our next evolution.

Best regards,

Louis H. Higgins
Editor in Chief, West Academic Publishing
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PREFACE

As teachers, we are frequently asked by students whether they will be
handicapped in studying corporate law if they are not business majors. The
answer is no. The concepts in corporate law are not difficult to grasp, but
there are a lot of them. The real trick is to remember those concepts and be
able to call on them when a problem is encountered. We assure you that many
generations of law students have accomplished that goal successfully.

We have edited the cases to remove extraneous material. Substantive
deletions are marked by three asterisks. Headings and subheadings in most of
the of the court opinions have been deleted without such an indication, as
have citations to the trial records and many of the citations to other sources.
Many footnotes have also been deleted. When included, the original footnote
numbers are used.

The authors would like to thank the many students who worked on this
book and the patience of the students in our classes who worked from these
materials while they were still in draft form. We also would like to thank the
University of North Carolina for its support of this project.

TroMaAs LEE HAZEN
JERRY W. MARKHAM

April 2009



INTRODUCTION

Welcome to the world of corporate law. For those aspiring to become
“corporate lawyers,” this book is only the first step in that journey. This
course will, however, lay the groundwork for your securities and corporate
finance studies and provide the foundation for your career. For those choosing
other paths, we suggest that this course will also be important to you. There
are few areas of the law, or indeed life, that do not cross paths with
corporations. Family law lawyers will be involved in valuing corporate inter-
ests in divorce proceedings, criminal defense lawyers will be defending those
involved in corporate crimes, and public interest lawyers will be attacking
corporate misdeeds. This course will allow you to understand and deal with
the corporation whatever your life role. More than that, we hope that you will
enjoy this course as you discover the corporate law is often the result of
efforts to govern intimate personal relationships among business owners.

This casebook focuses on the role that corporate lawyers play in advising
their clients. That role is unique to most fields of law in that the corporate
lawyer is viewed by many as a ‘“‘gatekeeper’” who is responsible for protecting
shareholders from management depredations. That obligation may sometimes
place the corporate lawyer in an awkward position. These lawyers advise
management on a day-to-day basis and quite naturally treat those individual
managers as the client. The scandal that followed the collapse of the Enron
Corp. in 2001, however, focused attention on the role of the company’s
lawyers and their perceived failures in protecting shareholders from the
abuses of management. legislation was passed in the form of the Sarbanes-
Oxley Act that now requires corporate lawyers to police the conduct of
management and to report illegal conduct to higher authorities at the corpo-
ration. The casebook addresses that requirement and other ethical demands
imposed on corprorate lawyers.
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