
Chapter 17 – Operating a Corporation 
Section 17.1 Managing a Corporation 

What You’ll Learn 

 Distinguish the roles of corporate directors and corporate officers. 

 List the rights shareholders have. 

 Explain the business judgment rule 

 Explain the fairness rule. 

 Describe the liability of corporate directors and officers. 
 
If you ever manage or buy stock in a corporation, you need to know how a corporation is run 
and what rights shareholders have. 
 
Key Terms 

 Corporate director 

 Corporate officer 

 Direct suit 

 Derivative suit 

 Insider trading 
Academic Vocabulary 

 Proportionate 

 Preemptive’ 

 exploit

  
 
  
Corporations are owned and                            by many people including: 

 Corporate shareholders 

                                   directors 

 Corporate officers 

  
Corporate shareholders are the owners of a corporation based on the                    
of shares they own. 
 
Corporate shareholders can be                             , labor unions, or other 
corporations. 
 
  
Corporate directors are                            by the shareholders to make policy 
decisions about how the corporation will be run. 
  
Corporate officers are people chosen by the directors to run the                         
affairs of the corporation. 
 
Corporate officers include a president, several vice presidents, and a treasurer. 
  
Corporate shareholders, as owners of a corporation, have the right to: 

                        a stock certificate 



 receive dividends, or a share of the profits 

 examine the corporation’s                              and records 

 transfer or                                their shares of stock 

                                a proportionate share of new stock 

 have a voice on corporate issues 

                                 the corporation or bring a suit on behalf of the 

corporation 

  
Corporate directors and officers can be held liable for their decisions. The courts use two 
standards to determine                                 : 

 the business                                rule 

 the                             rule 

The business judgment rules presumes the decisions of corporate directors and officers were 
made in good                                 , unless they involved fraud, conflict of 
interest,                          , or other illegality. 
  
The fairness rule is based on the principle that directors and officers have a duty of               
to the corporation. They may not make decisions that deliberately                             
the corporation or benefit themselves at the expense of the corporation. 
  
Insider trading, for example, is when a corporate director or officer uses                        
information about the corporation to make money dealing in the corporation’s stock. 
  
Insider trading also applies to                                     on inside 
information to someone else, or using information from a corporate insider. 
 

17.1 Wrap Up 
1. The people who run the day-to-day affairs of a corporation are the: 

a) corporate shareholders 
b) corporate directors 
c) corporate officers 
d) corporate treasurers 

2. Corporate shareholders have a right to sue the corporation. 
True or False 

3. Using confidential information about a corporation to deal in stock is called: 
a) the business judgment rule 
b) the fairness rule 
c) insider dealing 
d) insider trading 

 
4. What are the differences between corporate directors and corporate officers? 



5. What are the rights held by corporate shareholders? 

6. What are the two standards courts have developed to test the decisions of corporate 
directors and officers? 

 

 

7. What are different ways a corporate director could engage in insider trading? 
 

Section 17.2 Financing, Expanding, and Dissolving a Corporation 
 
What You’ll Learn 

 Describe the different types of corporate stock. 

 Distinguish between a merger, a consolidation, a conglomerate. 

 Explain asset acquisition and stock acquisition. 

 Identify the ways a corporation can be terminated.  
 
Knowing the laws that regulate corporate financing, expansion, and dissolution will prepare you 
for any dealings you might have with a corporation in the future. 
 
Key Terms 

 Merger 

 Consolidation 

 Conglomerate 

 Asset acquisition 

 Stock acquisition 

 Franchise 
Academic Vocabulary 

 Subscription 

 Significant  

 Unanimous 

 
Corporations need to                        money to pay for things like research, 
marketing, product development, and advertising. 
 
They can finance their business activities by selling                   or bonds. 
  
Stocks are shares of                            in a corporation sold to investors. 
Investors, or shareholders, make                                depending on how 
well the company does. 
 
  
Bonds are notes issued for loans by a corporation. Unlike stocks, bonds earn                 
and must be                               in the future, just like a bank loan. 
  
Corporations can                                  , or grow, in several ways: 

                            and consolidations 



 Asset acquisition 

 Stock acquisition 

 Franchises 

A merger is when one corporation takes over, or                        out, another 
corporation. 
 
A consolidation is when two corporations                         together to form a 
new corporation. 
 
An asset acquisition is when a corporation                            the assets, such 
as buildings and equipment, of another corporation. 
 
A stock acquisition is when a corporation, or an individual, buys up enough stock of a 
corporation to                                                    control of it. 
 
A franchise is a grant to a                        business to sell its products or services. 
 
Familiar franchises are Jiffy Lube®, Supercuts®, and Burger King®. 
  
A corporation may be                           and have to be ended, or dissolved. 
                             can come about in two ways: 

 Voluntary 

 involuntary 

  
Voluntary dissolution can come about through a                    of the shareholders or 
directors. 
 
  
Involuntary dissolution occurs when the government legally                      a 
corporation because it was created by fraud, did business                 , or exceeded its 
authority. 
 
17.2 Wrap Up: 

1.  A corporate bond is a type of loan. 
True or False 

2. A grant by a corporation to sell its products or services to a smaller company is a:  
a) merger 
b) franchise 
c) consolidation 
d) conglomerate 

 
3. What are the difference between stocks and bonds? 



4. What is a tender offer, and what else is it called? 

5. On what grounds might the government bring an action to dissolve a corporation? 

6. What are two types of corporate stock? 

7. For what types of purposes might a corporation issue stock? 

8. What is a merger? 

 


