The board of directors of a commercial real estate development corporation consists of the
corporation’s chief executive officer (CEO) and three other directors, who are executives at
various other firms.

The corporation owns a commercial office tower, the value of which is approximately 10 percent
of the corporation’s total holdings. The corporation uses one floor of the tower as its corporate
headquarters, but it wants to vacate that floor as soon as it locates suitable replacement space.

Two years ago, the board obtained an independent appraisal of the tower, which indicated
a fair market value of between $12 and $15 million. After considering that appraisal, the
board authorized the corporation’s CEO to seek a purchaser for the tower.

The CEO immediately showed the tower to several sophisticated real estate investors and
received offers ranging from $8 million to $13 million. The CEO decided that these offers were
insufficient, and after he reported back to the board, no further action to sell the tower was taken.

Two months ago, the CEO and the other three directors of the corporation formed a limited
liability company (LLC) in which each holds a 25 percent ownership interest.

One month ago, the corporation’s board unanimously authorized the corporation’s sale of the
tower to LLC for $12 million. The minutes of the board’s meeting at which the tower sale was
authorized reflect that the meeting lasted for 10 minutes and that the only document reviewed by
the corporation’s directors was the two-year-old appraisal of the tower.

The minutes of the board’s meeting further state that the transaction was to be carried out with “a
friendly company so that the corporation will have time to relocate to a new headquarters” and
that the board “authorized the transaction because the $12 million price is toward the high end of
the range of offers received in the past from sophisticated real estate investors and is within the
range of fair market values listed in the appraisal.”

After the board’s authorization of the tower sale, the corporation entered into a contract to sell
the tower to LLC. The board did not seek shareholder approval of the transaction.

A non-director shareholder of the corporation is upset with the board’s decision authorizing the
sale of the tower to LLC. Tke shareholder believes that the corporation could have obtained a
higher price for the tower.

1. Does the business judgment rule apply to the board’s decision to have the corporation sell
the tower to LLC? Explain.

2. Did the directors breach their fiduciary duties by authorizing the tower sale? Explain.



