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1.
THIS IS A LIMITED OPEN-BOOK EXAMINATION. STUDENTS MAY HAVE WITH THEM (1) THE TEXTBOOK, (2) PRINTED STATUTORY MATERIALS, AND (3) THEIR CAN/OUTLINE. LAPTOPS ARE ONLY PERMITTED FOR THE USE OF EXAMPLIFY/EXAMSOFT.

2.
ANSWER ALL QUESTIONS. THIS EXAMINATION CONSISTS OF 3 QUESTIONS.

QUESTION 1
MARKS 40
Gastown Capital Inc., a British Columbia company (“Gastown Capital”), is a venture-capital firm that manages investments in emerging technology companies. Gastown Capital recently formed Gastown Investments Limited Partnership, a British Columbia limited partnership (“Gastown Investments”). Gastown Capital serves as the general partner of Gastown Investments. The limited partners of Gastown Investments are Royal Bank, a federally chartered bank, the British Columbia Municipal Pension Plan, Technology Investments Inc., a British Columbia company (“Technology Investments”), West Vancouver Investments, a general partnership, and Charles “Chuck” Williams, a wealthy Vancouver businessman. Gastown Capital and Gastown Investments are currently negotiating an investment in Sol Energy Inc., a federal corporation (“Sol Energy”), at a proposed valuation of five dollars per share of common stock. If successfully completed, this investment will be Gastown Capital and Gastown Investments’ largest by far.
(a) James Wang is a shareholder and director of Gastown Capital. Unbeknownst to the other shareholders, James has negotiated his own personal investment in Sol Energy at a valuation of two dollars per share of common stock. James made this investment primarily to create business rapport with the founders of Sol Energy and ensure a successful investment for Gastown Investments. Is James potentially liable to Gastown Capital? Briefly explain why or why not.
(b) John Martin is a shareholder, director, and chief executive officer of Gastown Capital. To finance the Sol Energy investment, John negotiated a credit agreement between Vancouver Capital Inc., a British Columbia company (“Vancouver Capital”), and Gastown Investments. The principals of Vancouver Capital dealt primarily with John and perceived him to be the key decision maker regarding the transaction. John signed the contract as “John Martin, Investment Director of Gastown Investments Limited Partnership” (an informal title). At the last minute, Gastown Investments secures sufficient equity investment to finance the transaction and refuses to perform under the Vancouver Capital agreement. Vancouver Capital intends to sue for lost interest and fees. Can Vancouver Capital successfully sue John? Briefly explain why or why not.

(c) Assume the investment in Sol Energy successfully closes. Gastown Investments provides each limited partner with periodic financial updates regarding Sol Energy. Technology Investments uses this information to benefit Terra Energy Inc., a portfolio company of Technology Investments and a competitor of Sol Energy. As a matter of partnership law, is Technology Investments potentially liable to the other partners? Briefly explain why or why not.


(d) Assume the investment in Sol Energy successfully closes. West Vancouver Investments is a prominent real estate investment partnership that is well known in the Vancouver financial community. The three partners of West Vancouver Investments are Josephine Devi, Robert Hosseini, and Michael Li. Assume that Josephine negotiated the limited partnership investment on behalf of West Vancouver Investments without the knowledge or consent of Robert or Michael. The other two partners claim that Josephine did not have authority to make the investment decision and demand immediate rescission of the limited partnership investment. Gastown Investments refuses to return the investment and the partners file a legal action. Will they prevail in court? Briefly explain why or why not.
(e) Assume Chuck is friends with John. Following the investment transaction, John convinces Chuck to join the board of directors of Sol Energy and use his business experience to help restructure the company. Assume also that Sol Energy has a number of contracts that are signed in the name of Sol Energy, but guarantied by Gastown Investments. If Sol Energy were to default on the contracts, could Chuck be held liable? Briefly explain why or why not.
(f) Following the investment transaction, Sol Energy’s articles of incorporation are amended so as to prevent the chief executive officer from entering into any contract with a value greater than $10 million without the approval of the corporation’s board of directors. Richard Gross, the chief executive officer of Sol Energy, subsequently enters into a $100 million supply contract with Edison, Inc., a Delaware corporation. Upon learning of this contract, the board of directors fires Richard and attempts to rescind the contract, claiming it was never properly authorized. Will the corporation succeed in rescinding the contract? Briefly explain why or why not.

(g) Sol Energy enters into a co-development agreement with Sunrise Inc., an Ontario corporation (“Sunrise”). Pursuant to the co-development agreement, Sol Energy and Sunrise design and manufacture home solar systems under the brand name “Sunrise Energy Systems.” To avoid combined tax treatment, Sol Energy and Sunrise maintain separate inventory, sales networks, and accounting records. Sol Energy sells Sunrise Energy Systems to homebuilders and homeowners directly, whereas Sunrise uses a network of independent sales agents. Assume one of these agents defrauds a large number of Sunrise customers. Is Sol Energy potentially liable? Briefly explain why or why not.
(h) In 2023, Gastown Investments realizes $100 million of capital gains. Assume Chuck has a 20% partnership interest in Gastown Investments. Chuck is also the sole shareholder of an unrelated corporation that realizes $10 million of capital losses in 2023. Finally, Chuck earns $5 million of capital gains in 2023 by selling publicly-traded stock. What were Chuck’s total taxable capital gains in 2023?

QUESTION 2
MARKS 40

CX Trading Inc., a federal corporation (“CX Trading”), and Crypto Finance Inc., a federal corporation (“Crypto Finance”), are both publicly-traded cryptocurrency exchanges. Crypto Finance is a major investor in CX Trading and is rumored to be considering an acquisition. The chief executive officer of CX Trading, Samuel Blankfein, and the chief executive officer of Crypto Finance, Cheng Zhang, are crypto technologists and personal friends.

CX Trading’s share structure consists of 10 million Class A Control Shares with 10 votes per share, 90 million Class B Common Shares with 1 vote per share, and 5 million Class C Preferred Shares with 0 votes per share and a face value of $30 per share. Sam owns 9 million Class A Control Shares. The corporation’s articles of incorporation include a “shareholder protection” provision whereby the number of votes per Class A Control Share is reduced to one vote per share if the shares are transferred to any person other than Sam for a price per share greater than that received by any Class B Common Shareholders. One million of CX Trading’s Class A Control Shares and nine million of CX Trading’s Class B Common Shares are owned by Crypto Finance. For its part, Crypto Finance’s share structure is composed of 40 million Class A voting shares with 1 vote per share, 60 million Class B nonvoting shares with 0 votes per share, and 10 million Class C preferred shares with 0 votes per share.
CX Trading makes use of an affiliated corporation controlled by Sam (Westborough Capital Inc.) as a market maker for its exchange. Given the unusual nature of this arrangement, Sam retains a professor of financial economics at Stanford University to conduct a thorough audit of Westborough Capital Inc.’s risk profile during a potential market downturn. The professor prepares a 100-page report, but Sam requests that the results be summarized in an email of not more than 5 bullet points. Based on reading this email (which says Westborough Capital Inc. will likely remain solvent), Sam continues to rely on the corporation as a market maker and does not closely monitor its liabilities. 
Unfortunately, crypto assets experience a sudden and significant downturn and Westborough Capital Inc. is unable to cover its positions, endangering the accounts of thousands of CX Trading clients. Crypto traders begin to panic and CX Trading faces a wave of client withdrawals. The trading price of CX Trading’s Class B Common Shares falls from $30 to $8 in a period of days. Upon Sam’s request for help, Crypto Finance negotiates an acquisition of CX Trading to provide liquidity and salvage its trading operations.
CX Trading and Crypto Finance sign an amalgamation agreement whereby each Class B Common Share and each Class C Preferred Share of CX Trading will be exchanged for $10 worth of Class B shares of Crypto Finance and each Class A Control Share of CX Trading will be exchanged for $20 worth of Class B shares of Crypto Finance. In anticipation of the amalgamation, Sam unilaterally declares the “shareholder protection” provision unenforceable and therefore null and void.
Prior to the amalgamation, Basedcoin Global, Inc., a Delaware corporation (“Basedcoin Global”), publicly announces its intention to acquire CX Trading for a value of $20 cash per Class A Control Share, Class B Common Share, and Class C Preferred Share. Unlike Crypto Finance, Basedcoin Global does not commit to financing CX Trading’s outstanding client orders, but would instead convert them to Basedcoin Global’s own exchange. This could potentially result in significant losses to CX Trading’s clients. Sam and the CX Trading board refuse to negotiate with Basedcoin Global, citing the need to protect CX Trading’s clients and trading operations. The CX Trading board requests that the corporation’s shareholders approve the amalgamation, claiming it is the only way to salvage the company. Sam makes clear that if the amalgamation is not approved, he will simply sell his Class A Control Shares to CX Trading directly. The corporation’s Class B Common Shareholders are upset, but many feel that voting to approve the amalgamation is their only option. Assume that the entire board of directors (including all independent directors) of CX Trading have supported Sam in all of his decisions.
(a) Assume Class B Common Shareholders seek to enjoin the transaction under s. 241 of the Canada Business Corporations Act. Assess the merits of this claim.
(b) Assume Class B Common Shareholders claim the transaction is against the public interest and request that the British Columbia Securities Commission issue a cease trade order. Assess the merits of this claim.

(c) Notwithstanding the claims described above, assume the transaction is proceeding. Describe all shareholder approvals required to approve the amalgamation between CX Trading and Crypto Finance. In addition, describe whether the “shareholder protection” provision is enforceable.
(d) Notwithstanding the issues described above, assume the Class B Common Shareholders relent and the amalgamation closes. Class C Preferred Shareholders who purchased their shares for $30 per share sue Sam and the CX Trading board of directors under s. 122(1)(a) and s. 122(1)(b) of the Canada Business Corporations Act. Assess the merits of this lawsuit (including any issues of damages).

QUESTION 3
MARKS 20

In this course, we have discussed the social costs and benefits of corporations. Describe one significant change that you would make to Canadian corporate law to minimize these costs and/or maximize the benefits. Feel free to be creative, but keep your proposal within the scope of corporate law as traditionally understood.
END OF EXAMINATION

