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SUMMARY

The Delaware Supreme Court affirmed dismissal of Shintom Co., Ltd.'s claim seeking recovery of
more than $2.5 million paid for Audiovox preferred stock. The court held that Delaware law does not
require preferred stock to confer dividend rights, provided the stock has another bona fide preference,
such as a liquidation preference, and concluded that Audiovox's preferred stock was valid.
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QUESTIONS PRESENTED



1. Whether 8 Del. C. § 151(c) requires every class of preferred stock to confer a right to receive dividends
under at least some circumstances.

2. Whether Audiovox's preferred stock was void because its certificate of incorporation denied dividend
rights without limitation or qualification.

3. Whether a liquidation preference alone is sufficient to constitute a lawful preference for Delaware
preferred stock.

HOLDINGS

1. Section 151(c) does not require all preferred stock to confer a right to receive dividends. It permits a
corporation to issue preferred stock with dividend rights determined by the certificate of incorporation or
applicable board resolution, including stock with no dividend rights.

2. Audiovox's preferred stock was valid and not void because the certificate of incorporation expressly
denied dividend rights and otherwise provided a lawful liquidation preference.

3. A liquidation preference, without a dividend preference, is sufficient to create valid preferred stock
under Delaware law.

KEY QUOTATIONS

“We have concluded that the Delaware statutory scheme imposes no such requirement, and that it is legally
possible for an otherwise bona fide preferred stock of a Delaware corporation to have no right to receive
dividends under any circumstance.” (226-227)

“Delaware law does not require that preferred shareholders have dividend rights. Therefore, Delaware
corporations, such as Audiovox, may lawfully issue preferred shares without any dividend rights.” (230)

“Accordingly, we hold that preferred stock was lawfully issued to Shintom in compliance with the Delaware
General Corporation Law and is valid.” (230)

FACTUAL BACKGROUND

In 1981, Shintom purchased 50,000 shares of Audiovox New York preferred stock for $2.5 million. The stock
initially carried a noncumulative annual dividend, but Audiovox New York merged into Audiovox Delaware in
1986, and the shares were converted into non-dividend preferred stock. The converted shares had a liquidation
preference over common stock. Shintom later sought rescission or recovery on the theory that preferred stock
without dividend rights was void.

PROCEDURAL HISTORY

Shintom sued Audiovox in the Court of Chancery, seeking recovery of more than $2.5 million paid for Audiovox
preferred stock. Shintom alleged that the stock was void under 8 Del. C. § 151(c) because it carried no dividend
rights. The Court of Chancery rejected that statutory interpretation and dismissed the complaint. The Supreme
Court of Delaware affirmed.

DISPOSITION



affirmed
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