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SUMMARY

The Delaware Supreme Court reviewed the dismissal of a shareholder breach-of-fiduciary-duty action
involving First Niles Financial's rejection of potential merger offers, a proposed share reclassification,
and alleged proxy-disclosure deficiencies. The court held that the complaint adequately alleged facts
sufficient to overcome the business judgment presumption and state fiduciary-duty and disclosure
claims. The court reversed the Court of Chancery's dismissal and remanded for further proceedings.
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QUESTIONS PRESENTED

1. Whether the complaint adequately pleaded that the directors breached their fiduciary duty of loyalty by
sabotaging the sales process, rejecting a merger offer, and terminating the process for self-interested
reasons.

2. Whether the Court of Chancery properly applied the business judgment presumption rather than entire
fairness review to the directors' alleged disloyal conduct.

3. Whether corporate officers owe fiduciary duties of care and loyalty identical to those owed by directors
under Delaware law.

4. Whether the proxy statement's representation that the board carefully deliberated before rejecting a
merger offer was materially misleading.

5. Whether shareholder approval ratified the challenged reclassification when shareholder approval was
statutorily required and the proxy statement was alleged to be materially misleading.

HOLDINGS

1. The complaint adequately pleaded facts supporting a reasonable inference that a majority of First Niles's
directors acted disloyally to preserve personal positions, compensation, or outside business interests.
Those allegations rebutted the business judgment presumption and stated a cognizable fiduciary-duty
claim.

2. Unocal enhanced scrutiny did not apply because the complaint did not allege defensive action taken in
response to a hostile takeover or similar external threat.

3. Corporate officers of Delaware corporations owe fiduciary duties of care and loyalty identical to those
owed by corporate directors.

4. The complaint adequately alleged that the proxy statement was materially misleading because it
represented that the board had carefully deliberated before rejecting the First Place merger offer,
although the complaint alleged that the board rejected the offer without discussion.

5. The shareholder vote did not ratify the challenged reclassification because shareholder approval was
statutorily required and the proxy statement was alleged to contain a material misrepresentation. The
common-law shareholder-ratification doctrine is limited to fully informed shareholder approval of
director action that does not legally require shareholder approval.

KEY QUOTATIONS



“We now explicitly so hold.” (709)

“To restore coherence and clarity to this area of our law, we hold that the scope of the shareholder
ratification doctrine must be limited to its so-called "classic" form; that is, to circumstances where a fully
informed shareholder vote approves director action that does not legally require shareholder approval in
order to become legally effective.” (713)

“Moreover, the only director action or conduct that can be ratified is that which the shareholders are
specifically asked to approve.” (713)

FACTUAL BACKGROUND

First Niles Financial's board initiated a process to sell the company and received bids from several potential
purchasers. Company officers and directors allegedly delayed or withheld due diligence materials, rejected a
value-enhancing offer without discussion, and pursued a reclassification designed to reduce the number of
publicly held common shares and preserve management's positions and related business interests. The board
later recommended the reclassification in a proxy statement that represented the merger offer had been rejected
after careful deliberation, although the complaint alleged that the board had rejected it without meaningful
discussion. Shareholders approved the reclassification, but the unaffiliated shareholder vote passed by only a
bare majority.

PROCEDURAL HISTORY

The plaintiffs filed an action in the Court of Chancery challenging the defendants' handling of a potential sale of
First Niles, the company's reclassification proposal, and the related proxy statement. The Court of Chancery
dismissed all claims, applying the business judgment presumption and concluding that shareholder approval
ratified the reclassification. The Supreme Court of Delaware reversed the dismissal of all counts and remanded.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The judgment of the Court of Chancery was reversed as to all counts, and the case was remanded for further
proceedings consistent with the Opinion.
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