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Today’s Agenda 
• What is a business entity?

• Who can act on behalf of a business?

• What is good faith?

• How are partnerships formed and governed?

• How is a corporation formed and governed?

• What fiduciary duties do directors and
officers owe a corporation?



What is a business?
Not anything George is doing….

The 
Business

Suppliers

Employees

Owners

Lenders

Management

Customers



Sources of Business Entities Law

• State Statute
• State Common Law
• Federal Law
• Governing/Organizational Documents



Basic Issues

• Definition
• Governing Law
• Governing Document(s)
• Basic management rules
• Liability exposure
• Federal Taxation



The Stock Tip: Season 1, Episode 5



Are George and Jerry in Business?
• Not engaged in profit generating activity

• Profiting from the labor of others—through the stock market

• They give money, and in exchange get shares—an ownership interest in the
company



#1:  Investors are owners of a 
business, but they are not the 

business. 



Who can act 
on behalf of 
a business? 
Agents…but be careful who you choose….



The NAp: 
Season 8, 
Episode 18



The ABCs of Agency Relationships
Agency law applies only to an “agency” relationship

• An agency relationship arises when:

• a principal “manifests assent” to the agent that
• “the agent shall act on the principal’s behalf and subject to
the principal’s control,” and

• “the agent manifests assent or otherwise consents to so act.



Agency Fiduciary Duties

• Duty of loyalty:
• No material benefit from third party
• No conflict of interest transactions
• No competing
• No misuse of principal property

• Duty of care:
• Act with care, competence, and diligence



What is good faith?
Not spite



The Wig Master, 
Season 7, Episode 
19



#2:  Agents can bind the business and act on its 
behalf, so they must be carefully selected.

#3 Agents owe the entity fiduciary duties, including 
good faith. 



How are 
partnerships 
formed and 
governed?
Sometimes by accident. 



Partnerships/General Partnership

• Business owned by two or
more people that has not opted
into a different form

• Governed by state’s partnership
statute

• Each partner has management
rights

• Most have a written
partnership agreement

• Owners are called partners, and
they own partnership interests
• Partners are personally liable
for the obligations of the
partnership

• Pass-through taxation



Muffin Tops, 
Season 8, 
Episode 21



How do Elaine and Mr. Lippman 
divide expenses and liabilities 
for Top of the Muffin to You!

• They discussed profits but not losses

• The default rule is 50/50 unless Elaine can provide
proof that they also agreed to treat profits and
losses the same

• Because they did not form an entity, if a homeless
person gets sick from stumps, or if the business
gets in trouble for illegally dumping stumps, 
Elaine will be personally liable once partnership
assets are exhausted. 



#4 Negotiate terms clearly to avoid finding yourself in 
an accidental partnership.



How are 
corporations 
formed and 
governed?
It’s complicated…but probably not by 
Kramer



Corporations

• Business that has filed “articles of incorporation”/ “certificate of
incorporation” (charter)

• Owners are called shareholders or stockholders, and they own shares

• Governed by state’s corporate statute

• Management authority is vested in a board of directors elected by the
corporation’s shareholders

• Shareholders get a full liability shield



The Voice, Season 9, Episode 2



Who is on the 
hook when the oil 

bladder fails?
• If properly formed and formalities observed, just
Kramerica

• If not properly formed, Kramer

• The intern is probably just an agent, not an owner of
the business, so he’s safe



#5 To take advantage of the corporate form, must 
follow all requirements for formation and observe 

formalities.



What fiduciary duties do directors 
and officers owe a corporation?
They do not include purchasing a sable hat and giving it to a
friend. 



The Chicken Roaster Season 8, Episode 8



Has Elaine breached her fiduciary duties?
Yes



#6 Directors and officers cannot treat corporate 
funds like a personal bank account.
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