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This case is the foundational Delaware corporate opportunity decision. The issue was
whether Charles Guth, president and controlling figure of Loft, Inc., breached his fiduciary
duties by acquiring the Pepsi-Cola business opportunity for himself rather than for Loft.

Background

Loft operated a large chain of retail stores and also manufactured syrups, beverages, candy,
and food products. Charles Guth served as Loft’s president and dominated its affairs. Loft
sold Coca-Cola products but became dissatisfied with the pricing policies of Coca-Cola and
began exploring alternatives. At approximately the same time, the Pepsi-Cola formula,
trademark, and related business became available through bankruptcy proceedings.

The Pepsi Opportunity

Guth learned that the Pepsi-Cola business could be acquired at a relatively modest cost.
Rather than presenting the opportunity to Loft and allowing the corporation to pursue it,
Guth arranged for the opportunity to be acquired through entities under his control. Pepsi-
Cola Company was organized and the trademark, formula, and business assets were
transferred into the new enterprise.

Use of Loft's Resources

The evidence demonstrated that Guth relied extensively upon Loft’s resources to develop
Pepsi-Cola. Loft’'s money, credit, facilities, employees, executives, manufacturing
capabilities, and business infrastructure were used to support the Pepsi venture. Loft
manufactured syrup, promoted the product, distributed it through its stores, and provided
substantial financial assistance while Pepsi was being established.



Fiduciary Principles

The court emphasized that corporate officers and directors stand in a fiduciary relationship
to the corporation and its shareholders. They may not use positions of trust and confidence
to advance their own interests at the corporation’s expense. The duty of loyalty requires
complete fidelity to corporate interests and prohibits conflicts between personal gain and
corporate duty.

Corporate Opportunity Doctrine

The court articulated the classic formulation of the corporate opportunity doctrine. If a
business opportunity is presented to a corporate fiduciary, and the corporation is
financially able to undertake it, the opportunity is within the corporation’s line of business,
the corporation has an interest or reasonable expectancy in it, and pursuing it would place
the fiduciary’s interests in conflict with those of the corporation, the fiduciary may not seize
the opportunity personally.

Application to Guth

The court concluded that the Pepsi-Cola opportunity belonged to Loft. Loft had the financial
ability to pursue the opportunity, the opportunity was closely related to Loft’s business
operations, and Loft had a practical need for a cola beverage to replace Coca-Cola in its
stores. The opportunity was therefore directly connected to Loft’s business interests and
expectations.

Conflict of Interest

By acquiring the Pepsi opportunity for himself while simultaneously controlling Loft, Guth
placed himself in a position where his personal interests conflicted with those of the
corporation. He effectively controlled both sides of a relationship involving a product that
Loft needed. The court found that this conflict violated his fiduciary obligations.

Constructive Trust

Because Guth acquired the Pepsi business in violation of his fiduciary duties, equity
required that he hold the resulting benefits in trust for Loft. The court imposed a
constructive trust over the Pepsi stock and related profits obtained through the transaction.

Holding

The Delaware Supreme Court held that Guth breached his duty of loyalty by appropriating a
corporate opportunity that properly belonged to Loft. Because the opportunity was within
Loft’s line of business, Loft had the ability and interest to pursue it, and Guth used corporate



resources to develop it, all benefits derived from the opportunity belonged to Loft. The
decree imposing a constructive trust was affirmed.



