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Chapter 11 Participants in a breach of fiduciary obligation
Practice problem
Jeff is an American investor who occasionally visits Australia. On a recent visit to Adelaide Jeff decides to invest in a winery in the Barossa Valley. He approaches Ben, who is an expert on the local wine industry, and who offers to help him find a suitable winery and to assist in negotiations for its purchase.
Ben drives Jeff to Merlot Hills, a winery that has been on the market for over a year. He also introduces Jeff to Camellia who is the local estate agent trying to find a buyer for Merlot Hills. Ben tells Jeff that Merlot Hills is a bargain at $2.5 million. Jeff, who knows nothing about the valuation of wineries, agrees to purchase the property for this amount. Unknown to Jeff, Merlot Hills is owned by Ben’s sister, Aurelia, who is heavily in debt to her bank and who is desperate to sell Merlot Hills, even though the vines are diseased and little wine has been distilled on the property for over a year. Ben had previously told Aurelia: ‘Don’t worry. I won’t have any problems finding some idiot investor to take this property off your hands.’ Camellia knows that Ben is supposed to be advising Jeff and also knows that Merlot Hills is almost worthless as a winery. She remains silent throughout all the discussions between Jeff, Ben and Aurelia, and does not contradict Ben when he states that the winery is worth $2.5 million.
After Jeff purchases Merlot Hills, he discovers that the winery is useless. He spends over $500,000 in a futile attempt to make a success of the business before abandoning the property. Ben has meanwhile left Australia for Mongolia and cannot be traced. Aurelia used the $2.5 million purchase price to pay off debts she owes her bank, amounting to $1 million, and spends the remaining $1.5 million on setting up business as an exporter of fine wines.
Advise Jeff on the equitable claims and remedies available to him on these facts.
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