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QUESTION ONE

(1 hour)
Fidel Caring always wanted to be an entrepreneur.  As a youngster he walked neighbors’ dogs to supplement his meager allowance.  During high school he set up a dog grooming business in his parent’s backyard.  Fidel managed to pay for his first two years of college by selling gourmet dog and cat food to wealthy classmates.  

Through Caring’s passion for animals and business instincts, demand for upscale pet products soon outstripped supply.  In his graduation year of 2003, Caring decided to expand his business instead of pursuing a law degree.  

Caring validly formed his company Pets Incorporated (“Pets, Inc.”).  Caring convinced classmates, friends and family to make equity investments in his company in exchange for stock.  Caring retained 51% of Pets, Inc.’s stock and served as the Chairman of the Board and the CEO.  The remaining board seats consisted of individuals chosen by Caring in part for their dedication to animal rights and in part for their business connections and experience.

In its first year of business in 2003, Pets, Inc. made a profit and doubled its staff.  Buoyed by Mr. Caring’s television appearances as pet consultant to the stars, Pets, Inc. made a profit of $1,000,000 in 2004.  The board of directors voted to distribute a $1.00/share dividend.  Pets, Inc. remained successful during 2005 and 2006 and Pets, Inc. distributed a $1.00/share dividend each year.  Pets, Inc. went public at the end of year four, much to the delight of the investors.

In 2007, moved by Barack Obama’s decision to adopt a “mutt” from the pound, and jaded by the wealthy pet-owner culture, Caring decided that Pets, Inc. should no longer exclusively serve wealthy clientele.  He recommended that the board not distribute dividends in 2008 and instead should invest profits into a new division of Pets, Inc. that marketed low–end pet food and supplies.  That same year Pets, Inc.’s board approved an anonymous $90,000 donation to a non-profit pet shelter, “Bunks for Pets” that Caring founded.  
A shareholder asked you whether she can sue anyone about these facts.  Advise the shareholder about the legal issues raised by this question.
QUESTION TWO

(1 hour)
Following the events in Question One, citing the need to immediately generate more cash for the budget pet food division, Caring as CEO approved a sale at a heavily discounted price of Caring Inc.’s excess high-end inventory to another pet supply company on the east coast.  Caring’s registered domestic partner, Owen, owned a 5% share in the east coast pet supply company.
By 2008, although still CEO, Caring had divorced himself from the day to day dealings of Pets, Inc. and instead spent his time appearing in the media on behalf of Bunks for Pets.  Caring Inc. soon fell in the red and the corporation posted a loss of $1,000,000 in 2008.  Stockholders were shocked after an investigative news report revealed that Pets, Inc. used illegal substances in its pet foods and that board members had entertained government officials in charge of regulating the pet food industry with lavish golf junkets and trips to Safari West.  It was also revealed that Pets, Inc. failed to update its employee manuals to include new federal regulations regarding improper contacts with regulators.  As a result of these discoveries, Pets, Inc.’s stock price dove from $6.65 a share to $0.03.

Please explore all the legal claims that could be asserted based on the issues raised by this Question.
QUESTION THREE

(1 hour)
Phil Rizzuto (“Rizzuto”) has devoted most of his working life to the Yankees Group (“Yankees”).  Since 1991, the Yankees Group has sold sports memorabilia to collectors all over the United States.  Phil has recently been terminated as CEO of Yankees.
“I own this company!” he shouts in your office.  “I built it with my blood, sweat and tears.”  Through Rizzuto’s sobs, you discern that there are a few other owners, namely Mickey Mantle (“Mantle”), Hank Bauer (“Bauer”), and Whitey Ford (“Ford”).  “I gave these kids their equal shares of the business!”  Rizzuto says, “I hired them all.  They didn’t put anything into this business!”

Of course, you ask Rizzuto what type of entity this is, and he says, “I’m CEO, it’s a corporation, dummy!  We made $1,000,000 last year, and they kept all of it.  Yankees has $5,000,000 in the bank, and it owes me $500,000 for the loan I made three years ago, when we weren’t doing so good.”

Being a good lawyer, you press him on the entity issue, and ask about Articles of Incorporation.  Rizzuto says, “We didn’t file anything like that, when you call yourself a corporation, you get limited liability.  Everyone knows that!  Isn’t there a partner I can talk with?”

Phil goes on to tell you that Yankees has slowly taken his CEO responsibility away, and that they have recently brought in Gil McDougald (“McDougald”) as an owner.  McDougald is now acting CEO of Yankees.
Phil wants to get his money and the business back, and wants nothing more to do with the rest of those guys.

Please explain the issues that are raised by Rizzuto’s facts.

