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SUMMARY

The Minnesota Supreme Court held that the Federal Arbitration Act governed the arbitration provision
in a telecommunications lease affecting interstate commerce. It adopted a distinction between void and
voidable contracts, concluding that ultra vires claims based on an irregular exercise of corporate
authority were arbitrable, while an interested-director claim could be heard by a court if the transaction
was void. The court also addressed when nonsignatory agents may enforce an arbitration agreement

and remanded for further proceedings.
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QUESTIONS PRESENTED

1.

Whether the Federal Arbitration Act governed the arbitration clause because the fiber-optic lease

affected interstate commerce.

. Whether the phrase "arising under" broadly covered claims challenging the formation or validity of the

lease.

. Whether a claim that a contract is void, rather than merely voidable, must be decided by a court

notwithstanding the arbitration clause.

. Whether Onvoy's ultra vires claim would render the lease void or merely voidable.
. Whether Onvoy's interested-director transaction claim could render the lease void under Minnesota law.

. Whether nonsignatory individual defendants could enforce the arbitration clause under agency,

equitable-estoppel, or third-party-beneficiary principles.

HOLDINGS

1.

Because the lease involved interstate commerce, the Federal Arbitration Act governed the enforceability

and scope of the arbitration clause, and inconsistent Minnesota arbitration law was preempted.

. The phrase "arising under" in this lease's arbitration clause was broad enough to encompass some claims

concerning contract formation, including the claims at issue subject to the void-versus-voidable analysis.

. A party may litigate in court a claim that the contract containing the arbitration clause never legally

existed, but a claim that the contract is merely voidable must be submitted to arbitration.

. Onvoy's alleged failure to obtain the required corporate approvals constituted, at most, an irregularity in

exercising corporate authority and would not render the lease void; the ultra vires claim therefore had to
be arbitrated.

. The interested-director claim could potentially establish that the lease was void, but the issue was not

ripe for decision on the pleadings; the district court had to determine whether a statutory safe harbor

applied and whether the transaction was void or merely voidable.

. The individual defendants' ability to compel arbitration had to be reconsidered on remand. Agents of

SHAL could invoke the arbitration clause to the same extent as SHAL, but agency did not extend to
claims that the individuals breached duties owed directly to Onvoy; nonagents could invoke arbitration

only if equitable estoppel or another applicable doctrine allowed it.

KEY QUOTATIONS

“parties may not be compelled to arbitrate claims if they have alleged that the contract at issue never legally
existed.” (354)

“Therefore, allegations that a contract is void may be heard by a court, even if not specifically directed to the

arbitration clause, while allegations that a contract is voidable must be sent to arbitration.” (354)



“It is now clear that Minnesota courts must apply the FAA to transactions that affect interstate commerce.”
(351)

FACTUAL BACKGROUND

Onvoy, a Minnesota telecommunications company, entered a ten-year fiber-optic network lease with SHAL on
October 25, 1999. Several individuals involved in negotiating or approving the lease had affiliations with both
Onvoy and SHAL, and Onvoy later alleged that the lease was substantially more expensive than market price
and had not received approval required by amended corporate articles. The lease contained a mediation and

arbitration clause covering unresolved disputes arising under the lease and selected Minnesota law.
PROCEDURAL HISTORY

Onvoy sued SHAL and individual defendants in Hennepin County District Court seeking reformation and later
rescission of a fiber-optic lease, declaratory and injunctive relief, damages, attorney fees, and relief for unjust
enrichment, conspiracy, fiduciary-duty breaches, and misrepresentation. The district court denied motions to
dismiss and compel arbitration. The court of appeals reversed. The Supreme Court reversed the court of appeals
and remanded for determination of whether the lease was void because of an interested-director transaction and

whether the individual defendants could compel arbitration.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The district court must determine whether the lease is void under Minn. Stat. § 302A.255 because of an
interested-director transaction. If the lease is void, the interested-director claim may be heard in court; if it is
only voidable, the claims must be arbitrated. The district court must also determine whether SHAL can compel
arbitration and whether each individual defendant can compel arbitration based on agency, equitable estoppel, or
another applicable doctrine. Agency does not extend to claims that the individuals breached duties owed directly

to Onvoy.
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