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Erlanger v New Sombrero Phosphate Co. [1878] 3 App Cas 1218 
Scenario: 
§ Mr E set up a syndicate, which bought an island for £55,000. This island was said to have 

phosphate mines, and Mr E set up a company to take over the island and its mines from 
the syndicate. 

§ 5 people were named as directors and subscribers (had first shares): 2 abroad, 2 entirely 
under Mr E’s control, the fifth member (Mr D) was uninformed. 

§ The syndicate sells the island to the company for £110,000; the transaction was accepted 
by the 3 directors who weren’t abroad, on behalf of the company, without any enquiries. 

§ A prospectus for shares in the company was issued which was very favourable regarding 
the scheme (but the true circumstance was not disclosed i.e. Mr E’s secret profit). 

§ Members of the public by shares in the company, which subsequently struggles, and the 
shareholders discover the true circumstances. 

§ The shareholders remove the old directors and replace them. The new directors apply to 
the court to have the original sale rescinded. 

Held: 
§ The court ordered the rescission and said that the promoters should have appointed 

independent directors and should have made a full disclosure of the circumstances. 
 
 
Lagunas Nitrate Co. v Lagunas Syndicate [1899] 2 Ch 392 (CA) 
Scenario: 
§ The promoters were the first directors, so there was no independent board. 
Held: 
§ They had an interest in the property which they sold to the company, but disclosed this to 

the prospective shareholders, which was considered to be sufficient. 
 
 
Gluckstein v Barnes [1900] AC 240 
Scenario: 
§ Mr G and 3 others formed a syndicate and bought a property for £120,000, but claimed 

they were paying £140,000. 
§ They also promote a company of which they become the directors and buy the property 

(for the company) for £180,000. 
§ In order to fund the purchase, the company invited members of the public to buy shares, 

for which a prospectus was issued. However, a £40,000 profit was disclosed, whereas the 
promoters had actually made an additional £20,000 secret profit. This was not disclosed to 
the prospective shareholders, but was instead written in with a vague reference to ‘interim 
investments’. 

§ 4 years later the company went into liquidation and the extra £20,000 was discovered. 
§ The liquidator brought an action to recover part of this amount from Mr G. 
Held: 
§ The rescission was no longer possible, however, the promoters had to account to the 

company for the £20,000 secret profit. 
	  


