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Essay Question 1 
(60 minutes) 

 

You have one hour to complete this essay. Read the fact pattern carefully and address all relevant 
issues. Answer in IRAC format.  Assume that all facts are true. 

--- 

TechNova, Inc., (“TechNova”) is a publicly traded software company known for its rapid growth 
and aggressive innovation strategy.  For the past fifteen years, the Board of Directors for 
TechNova (the “Board”) included: Alice, TechNova’s CEO, President of the Board, and former 
CEO of the largest computer chip manufacturer in the world.  Ben, a finance expert with a 
history of serving on multiple boards.  Cynthia, a long-time friend of Alice and a retired tech 
executive.  Derek, a venture capitalist.  Evelyn, an economics professor and former hotel 
industry executive.  Every three years, the Board (with the exception of Alice who recused 
herself), approved Alice’s compensation package which contained a severance clause granting 
Alice $50 million if she were terminated “without cause.” 

Recently, TechNova’s management proposed acquiring BlockCom, a start-up developing 
cryptocurrency security tools.  The proposed acquisition was valued at $500 million, nearly half 
of TechNova’s market capitalization.  The Board unanimously approved the acquisition after a 
90-minute meeting in which Alice presented a brief slideshow summarizing BlockCom’s 
“immense strategic potential.”  No outside valuation, fairness opinion, or due diligence report 
was sought.  Several directors later admitted “trusted Alice’s vision.” 

Within six months, BlockCom’s technology proved unworkable, leading to massive write-offs 
and a 70% drop in TechNova’s stock price. 

During the same period, TechNova faced an SEC investigation into falsified user growth and 
revenue metrics.  Evidence showed that for at least the prior two years, internal audit teams had 
issued multiple reports warning of systematic data manipulation and “noncompliance with 
revenue recognition policies” to the Audit Committee.  The Audit Committee, led by Ben, met 
twice per year to review the financials of the company, including the internal audit teams report.  
Every quarter, the TechNova’s CFO, a member of the Audit Committee prepared the company’s 
financials for the Board, which included a less alarming summary of internal audit teams reports.  
The SEC fined TechNova $200 million. 



Following the BlockCom failure, Alice proposed hiring Cynthia, as a “strategic innovation 
consultant.”  The consulting contract was worth $1.5 million per year.  During an informal call 
led by Alice, the contract was unanimously approved by the Board, with the exception of 
Cynthia who was not present.  Alice did not recuse herself, Alice’s friendship with Cynthia was 
not disclosed to the Board, and no independent review of Cynthia’s qualifications or market rate 
was performed.   

When TechNova’s financial position deteriorated, the Board, with the exception of Alice, 
requested Alice resign to avoid public confrontation.  Alice, sensing that she lost the support of 
the Board, agreed to resign.  Alice claimed that she was due $50 million per her compensation 
package.  The Board reluctantly paid Alice the $50 million. 

The shareholders of TechNova brought a derivative suit against the TechNova Board alleging the 
Directors breach their fiduciary duties. 

 

Analyze the fiduciary duties of TechNova’s Directors for following issues.  Identify and discuss 
the fiduciary duties of specific directors, when they differ from those of the other directors: 

1.​ The Board’s approval of the BlockCom acquisition. 
2.​ TechNova’s falsified user growth and revenue metrics. 
3.​ The Board’s approval of Cynthia’s consulting contract. 
4.​ The Board’s payment of $50 million to Alice. 

 

***** 
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Essay Question 2 

(60 minutes) 
 

You have one hour to complete this essay. Read the fact pattern carefully and address all relevant 
issues. Answer in IRAC format.  Assume that all facts are true. 

--- 

Harbor Cove Construction, LLC (“Harbor Cove”) is a properly formed limited liability company 
that constructs large scale industrial buildings.  Harbor Cove formed by Michael Roberts, who 
owns 95% of the membership interests.  His sister, Elaine, owns the remaining 5%.  When 
Harbor Cove was formed five years ago, Michael initially capitalized the company with $10,000 
despite immediately entering multi-million-dollar construction contracts.   

Michael and Elaine are the only directors of Harbor Cove.  Michael serves as president and 
treasurer; Elaine serves as secretary.  She performs no managerial duties.  Michael and Elaine 
have only held 4 board meetings.  No minutes were recorded for those meetings. 

Michael routinely takes business trips to entertain clients.  On these trips he stays in expensive 
hotels, leases luxury cars, and dines in trendy restaurants.  Once the business meetings conclude, 
Michael regularly extends the trips by a week.  The trips are paid from Harbor Cove’s operating 
account, categorizing them as “marketing expenses.” 

Over time, Harbor Cove’s financial position worsened.  Michael began personally loaning funds 
to the company, issuing written promissory notes without durations and with high interest rates.  

Two years ago, Harbor Cove began sharing office space and a bank account with Roberts 
Holdings, Inc. (“Roberts Holdings”), a real estate investment firm owned solely by Michael.  
Renee, a bookeeper paid directly by Roberts Holdings, kept records for both companies in the 
same accounting software file.  Customers of Harbor Cove often made checks payable simply to 
“Michael,” and Michael deposited them in the bank account owned by the two entities. 

Recently, Delta Steel Supply extended $500,000 in credit to Harbor Cove for steel materials used 
in industrial building projects.  Two months later, Harbor Cove repaid Michael $300,000 on his 
shareholder loans but failed to pay Delta.  Shortly after, Harbor Cove ceased operations, leaving 
only $5,000 in its bank account. 

Delta obtained a judgment against Harbor Cove for $500,000 but was unable to collect.  It now 
seeks to hold Michael and Elaine personally liable for the debt.  Michael asserts that he is a 



creditor of Harbor Cove with a claim superior to Delta’s claim.  Elaine sues Michael to 
indemnify her against Delta. 

Analyze the following issues: 

1.​ Michael’s and Elaine’s liability to Delta. 
2.​ The superiority of Michael’s creditor claim. 
3.​ Michael’s liability to Elaine. 

 

***** 
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Essay Question 3 

(60 minutes) 
 

You have one hour to complete this essay. Read the fact pattern carefully and address all relevant 
issues. Answer in IRAC format.  Assume that all facts are true. 

--- 

Jordan and Casey are childhood friends.  Jordan has a college degree in business and finance.  
Casey is a trained chef who worked for 20 years in restaurants, learning all aspects of the 
restaurant business.  Over dinner one night, they decide to open a small farm-to-table restaurant 
called “Harvest & Hearth.”  They agree that each of them will own one-half of Harvest and 
Hearth, sharing equally in the profits.  They open a joint bank account in the name of the 
business and each deposit $50,000 into the account.  They buy equipment, rent a building, hire 
staff, and begin operating.  Casey develops the recipes, runs the kitchen, and manages the dining 
room operations; Jordan handles the marketing, purchasing, and finances.  Jordan and Casey 
create a website for Harvest & Hearth that tells the story of how Jordan and Casey started the 
restaurant. 

Without telling Casey, Jordan signs a written contract with FreshFields Cooperative, a local farm 
collective, agreeing that Harvest & Hearth will purchase $150,000 worth of produce and meats 
over one year.  Jordan signs the contract “Jordan Lee, Owner, Harvest & Hearth.”  FreshFields 
begins supplying ingredients, and the restaurant initially pays on time. 

After several months, the restaurant experiences severe cash-flow problems.  Jordan contacts 
Gourmet Capital, Inc., a private investment and lending firm specializing in restaurant financing. 
Gourmet Capital agrees to extend a $200,000 line of credit to “Harvest & Hearth,” but insists on 
significant involvement in the business’s operations.  Gourmet does not purchase an ownership 
interest Harvest & Hearth.  Gourmet is not mentioned on the Harvest & Hearth website.  
However, Gourmet requires the following from Harvest & Hearth: 

●​ Weekly financial statements from Harvest & Hearth; 

●​ Approval for all expenditures over $5,000; 

●​ Input on menu pricing and ingredient sourcing; 

●​ Direct communications with FreshFields to “assure them that Gourmet is financially 
backing the restaurant”; 



●​ Approval for all new hires and terminations; and 

●​ That all checks from the restaurant’s account be co-signed by Gourmet’s representative, 
Ms. Vega. 

Casey objects to Gourmet’s interference but feels powerless to stop it.  Despite these measures, 
the restaurant continues to lose money and eventually defaults on payments owed to FreshFields. 

 

FreshFields sues Jordan, Casey, Harvest and Hearth, and Gourmet Capital, alleging breach of 
contract. 

Analyze the following issues: 

1.​ Casey’s and Harvest Hearth’s liability to FreshFields. 
2.​ Gourmet Capital’s liability to FreshFields. 

 

***** 
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