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Texas High Court Case May Expand Duties Of Corporate Brass 

By Jeremy Heallen 

Law360, Houston (February 21, 2013, 11:05 PM ET) -- Texas' highest court will consider Tuesday whether 

corporate directors should be required to help minority shareholders sell their stock, in a case some 

attorneys worry will impose new obligations on business leaders and create fertile ground for fraud 

claims arising out of such transactions. 

 

When the Texas Supreme Court hears arguments in Ritchie v. Rupe, it will review a $7.3 million 

judgment in favor of a minority shareholder of a closely held business who says the company refused to 

meet with prospective buyers of her shares — a decision that, if upheld, could lead to unintended policy 

implications for management, according to Sutherland Asbill & Brennan LLP partner Kent C. Sullivan. 

 

“Texas is consistently recognized as an incubator for business,” he said. “It’s recognized by many as the 

most pro-business state in the country. The question of potential liability for officers and directors of 

closely held corporations is not at all insignificant.” 

 

Sullivan said that Lee C. Ritchie and other executives of Rupe Investment Corp., a family-owned holding 

company, may have refused to meet with and provide information to prospective third-party buyers of 

Ann Caldwell Rupe’s stock because they were worried about opening themselves up to securities fraud 

claims by the purchasers if the company later struggled. 

 

“It will be interesting to see to what extent the court may use this case as vehicle to define the business 

judgment rule and related discretionary doctrines that provide safe harbor to officers and directors,” 

Sullivan said. 

 

Robert Gilbreath of Hawkins Parnell Thackston & Young LLP, who represents Ritchie and other directors 

targeted in the suit, said the scenario his clients faced presented a “hair trigger” for litigation. 

 

“It’s always dangerous to step out there and make representations involving securities,” he said. 

 

Gilbreath agreed that the high court would likely examine the scope of the business judgment rule, 

which generally protects executives from liability resulting from corporate decisions made in good faith. 

 

“If the majority shareholders decided their conduct was in the best interest of the corporation, to what 

extent is that a defense although it stepped on a minority shareholder's toes?” he said. 
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Neither the trial court nor the Fifth District Court of Appeals was persuaded by the defense, both 

affirming a jury’s finding that Rupe had been the victim of shareholder oppression when company 

executives declined to meet with her buyers and instead offered to redeem her shares for $1.7 million 

— a deal she rejected as “absurd” in her 2006 lawsuit. 

 

The trial court ordered that the company buy Rupe’s shares for $7.3 million. In 2011, the appeals court 

upheld the finding that company directors had engaged in shareholder oppression and that a stock 

buyout was the most appropriate equitable remedy, but remanded the case for a redetermination of 

the stock’s value. 

 

Sullivan said the ruling had potentially expanded the duties directors of closely held corporations owe to 

minority shareholders by forcing them to facilitate the sale stock, without defining what efforts are 

sufficient. If the ruling is upheld, it’s an open question as to how often meetings have to occur and what 

limits, if any, may be imposed, he said. 

 

“There’s little question that there are some unique obligations to minority shareholders,” Sullivan said. 

“The question is what exactly are they, and what are the boundaries?” 

 

Sullivan added that in analyzing those boundaries, the high court may shed additional light on what 

conduct qualifies as shareholder oppression. The appeals court identified two “nonexclusive” definitions 

of shareholder oppression: conduct that defeats a minority shareholder’s reasonable expectations and 

corporate decisions that are “burdensome, harsh or wrongful.” 

 

“In Texas, we don’t have the requisite amount of clarity so that you can proceed down a predictable 

path,” Sullivan said. “The reality is that both of these [definitions] are relatively ambiguous.”  

 

Under either standard, Gilbreath says, his clients should be vindicated. 

 

“[Rupe] had no reasonable expectation for the majority shareholders to actively assist with her effort to 

marketing her stock,” he said. “That’s just not oppression.” 

 

Gilbreath also takes issue with the trial court’s decision to order the company to buy Rupe’s stock as a 

remedy to the alleged oppression, which he says constitutes a grant of relief beyond what is authorized 

by the statute governing oppression claims. 

 

Under Texas law, courts are empowered by statute to order a closely held corporation into receivership 

or to demand its liquidation upon a finding of shareholder oppression. By sanctioning a stock 

redemption, which is not explicitly described as a statutory remedy, the appeals court has led some 

lower courts to believe that a common-law cause of action for shareholder oppression exists, according 

to Gilbreath. 

 

But Pam Hicks, a partner with Beirne Maynard & Parsons LLP, suggested that the remedy is implicit 

within the statute. 

 

 



“For 25 years, Texas courts have recognized a unique set of circumstances that apply to closely held 

corporations that require equitable remedies,” she said. 

 

Unlike partnerships or shareholders of publicly traded corporations, those who own stock in closely held 

businesses are unable to readily liquidate their shares without at least some cooperation from the 

company, according to Hicks. Therefore, Texas and 39 other states enacted the equitable remedies, she 

said, noting that the trial court’s decision to order redemption of Rupe’s stock was “less draconian” than 

a receivership or liquidation. 

 

The court will hear oral arguments in the case Feb. 26. 

 

Ritchie is represented by Robert G. Gilbreath of Hawkins Parnell Thackston & Young LLP and Amy Davis, 

Hilaree A. Casada and Katherine Elrich of Hermes Sargent Bates LLP. 

 

Rupe is represented by Steven E. Aldous of Braden Varner & Aldous PC, Charla G. Aldous of Aldous Law 

Firm and Jeffrey S. Levinger of Levinger PC. 

 

The case is Ritchie v. Rupe, case number 11-0447, in the Texas Supreme Court. 

 

--Editing by Elizabeth Bowen.  
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