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The Internal Affairs Doctrine —
Rights and Duties of Shareholders,
Directors, and Officers of Foreign
Corporations Doing Business in

Michigan

By Bruce L. Segal

As of October 2006, there were a total of
20,725 foreign profit corporations regis-
tered to do business in Michigan,1 includ-
ing approximately 83 public companies that
identify themselves as having their head-
quarters or principal place of business in
Michigan.? Logically, the rights and duties
of the shareholders, directors, and officers
of these foreign corporations should be gov-
erned by the laws of the states in which they
are incorporated. But this is not a universal
truth,® and, in Michigan, this conclusion is
not as straightforward as it could be.

Many states have adopted a provision of
the Model Business Corporation Act, which
provides that the business corporation act
“’does not authorize this state to regulate the
organization or internal affairs of a foreign
corporation authorized to transact business
in this state.””* Michigan, however, is not one
of them.

Under the Michigan Business Corporation
Act (BCA), foreign corporations that receive
a certificate of authority have the same rights
and privileges as domestic corporations.’
Moreover, except as otherwise provided in
the BCA, these corporations are also subject
to the same duties, restrictions, penalties, and
liabilities imposed on domestic corporations.®
However, this does not necessarily mean that
the internal affairs of these foreign corpora-
tions —that is, the rights and duties of the
shareholders, directors, and officers in rela-
tion to the corporation—are also governed
by the BCA.” Rather, it appears that the law
applicable to the internal affairs of foreign
corporations headquartered in Michigan is
determined by common law principles, most
notably, the “internal affairs doctrine.”

The internal affairs doctrine “is a conflict
of laws principle which recognizes that only
one State should have the authority to regu-

late a corporation’s internal affairs - mat-
ters peculiar to the relationships among or
between the corporation and its current offi-
cers, directors, and shareholders - because
otherwise a corporation could be faced with
conflicting demands.”® Under this doctrine,
the local law of the state of incorporation is
applied to determine issues that “involve
the ‘internal affairs’ of a corporation - that
is the relations inter se of the corporation, its
shareholders, directors, officers or agents.”9
“Application of that body of law achieves
the need for certainty and predictability of
result while generally protecting the justified
expectations of parties with interests in the
corporation.” '

As explained in the Restatement (Second)
of Conflict of Laws, the internal affairs doc-
trine favors the needs of interstate and inter-
national business systems and promotes cer-
tainty, predictability, and uniformity, as well
as protecting the justified expectations of the
parties:

Uniform treatment of direc-
tors, officers and shareholders is an
important objective which can only
be attained by having the rights
and liabilities of those persons with
respect to the corporation governed
by a single law. To the extent that
they think about the matter, these
persons would usually expect that
their rights and duties with respect
to the corporation would be deter-
mined by the local law of the state of
incorporation. This state is also easy
to identify, and thus the value of ease
of application is attained when the
local law of this state is applied.'!

In this regard, the United States Supreme
Court has noted that the internal affairs doc-
trine also has its basis in contract law:
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When, by acquisition of his stock, of Indiana and with its headquarters and
plaintiff became a member of the principal place of business in Indiana.'® The
corporation, he, like every other lower court dismissed the plaintiff’s bill of
shareholder, impliedly agreed that complaint on jurisdictional grounds, and the
in respect of its internal affairs the Supreme Court of Michigan affirmed, hold-
company was to be governed by ing that “[i]f the restraint sought undertakes
the laws of the State in which it was to exercise control or management of the
organized.'? internal affairs of defendant, a foreign corpo-
This is consistent with Michigan law, which ration, the courts of this State will not assume
recognizes that “[t]he relation between a cor-  jurisdiction.”"
poration and its stockholders is contractual As the court explained:
in its nature.”"? It has long been settled doctrine that
The internal affairs doctrine has constitu- a court -- State or Federal -- sitting in
tional underpinnings, as well: one State will as a general rule decline
The internal affairs doctrine is to interfere with or control by injunc-
not, however, only a conflicts of law tion or otherwise the management of
principle. Pursuant to the Fourteenth the internal affairs of a corporation
Amendment Due Process Clause, organized under the laws of another
directors and officers of corporations State but will leave controversies as The internal
“have a significant right . . . to know to such matters to the courts of the affairs
what law will be applied to their State of the domicile.2°
actions” and “stockholders . . . have Moreover, the court made it clear that this doctrine
a right to know by what standards of rule applies favors the
accoun.tablhty they may I,IOId ’Ehose even at the suit of a resident stock- d f
managing the corporation’s business holder, and even though the cor- neeas o
and affairs. I;Tnder the Commerce poration may be doing business in interstate and
Clause, a state “has no interest in reg- the State or countrv and mav have int £ 1
ulating the internal affairs of foreign 1 . ly dl Y d nternationa
tions.” Therefore, this Court expressly or implecly agreed to business
(}:lorp}(:rfld th t " li ! i f th submit to the jurisdiction of the
a8 e atan ~apphcation of the court in suits against it, and has a systems and
internal affairs doctrine is mandated substantial portion or even all of its
by constitutional principles, except . P ) . promotes
. , . . s tangible property in the State and is )
in the ‘rarest situations,’”” e.g., when . certaint
p . for all practical purposes a local cor- Y
the law of the state of incorpora- i t as to the pl £ it dictabilit
tion is inconsistent with a national pora .10n2(13xcep as to the place oL 1ts predictabiiity,
. . . creation.
policy on foreign or interstate com- . . . and
merce.” 14 Finally, addressing what it meant by ] )
the phrase “internal affairs,” the court unlformlty'

Michigan courts have not explicitly adopt-
ed the internal affairs doctrine. They have,
however, followed the Restatement (Second)
of Conflict of Laws in addressing choice of
law issues in other contexts."” Moreover, the
Supreme Court of Michigan has expressly
recognized, albeit in the jurisdictional con-
text, the need for judicial restraint in address-
ing the internal affairs of a foreign corpora-
tion.'®

In Wojtczak v. American United Life Ins.
Co., the plaintiff sought to restrain the
defendant’s performance under a reinsur-
ance management contract, under which
the defendant reinsured and assumed, with
certain limitations, the policy obligations
of a Michigan insurance corporation.'” The
defendant was a mutual life insurance cor-
poration authorized to do business in Michi-
gan but organized under the laws of the state

explained:
[W]here the act complained of affects

the complainant solely in his capac-

ity as a member of the corporation,

whether it be as stockholder, direc-

tor, president, or other officer, and

is the act of the corporation, wheth-

er acting in stockholders’” meeting,

or through its agents, the board of

directors, that then such action is the
management of the internal affairs of

the corporation, and in case of a for-

eign corporation, our courts will not

take jurisdiction.”

The Wojtczak court, by declining jurisdic-
tion, sidestepped actual acceptance of the
internal affairs doctrine. Nevertheless, lead-
ing commentators in Michigan rely on this
decision as a clear indication that the BCA
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Michigan
courts have
not explicitly
adopted

the internal
affairs
doctrine.

does not govern the internal affairs of foreign
corporations.?

This conclusion is buttressed by a recent
decision of the Supreme Court of Delaware
in Vantagepoint Venture Partners 1996 v. Exa-
men, Inc.?* The Michigan courts commonly
refer to Delaware law for guidance on issues
of corporate law,” and, as the Delaware
court confirmed “[i]t is now well established
that only the law of the state of incorporation
governs and determines issues relating to a
corporation’s internal affairs.”%°

Conclusion

Neither the BCA nor the Michigan courts
have expressly adopted the internal affairs
doctrine. Nevertheless, there is ample sup-
port for the conclusion that the rights and
duties of the shareholders, directors, and offi-
cers of foreign corporations headquartered in
Michigan are determined by the laws of their
states of incorporation and not by the BCA or
Michigan common law.
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