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SUMMARY

The Tennessee Supreme Court held that a lessee effectively exercised an option to extend a lease by

holding over and continuing to pay the required rent when the lease did not specify how or when the

option had to be exercised. The court distinguished Norton v. McCaskill and reaffirmed the rule from

Carhart v. White Mantel & Tile Co. The judgment of the Court of Appeals was reversed, and the case

was remanded for consideration of additional issues concerning the statute of frauds, lost profits, and

punitive damages.
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The lessee sought permission to appeal from the Tennessee Court of
Appeals' decision reversing most of a jury's damages award and
remanding for a new trial on punitive damages. The Tennessee
Supreme Court granted the application, reversed the Court of Appeals,

and remanded for consideration of issues that court had not previously
decided.

The Supreme Court reviewed the legal interpretation and application
of the lease-option rule de novo and examined whether material
evidence supported the jury's factual finding that Ellis effectively
exercised the option.
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QUESTIONS PRESENTED

1. Whether a lessee effectively exercises an option to extend a lease that contains no specific provision

prescribing the time or method of exercise by holding over and paying the rent required by the lease.

2. Whether Norton v. McCaskill required exercise of the option during the original lease term even though

the lease did not require exercise at the end of or termination of the term.
3. Whether the evidence supported the jury's finding that Ellis effectively extended the lease.

4. Whether the statute of frauds, the proof of lost profits, and the proof supporting punitive damages

required reversal or modification of the judgment.

HOLDINGS

1. When a lease grants an option to extend but does not specify how or when the option must be exercised,
the lessee may effectively exercise the option by remaining in possession after expiration of the initial
term and paying the rent required by the lease, with the lessor's acceptance of that rent creating a

rebuttable presumption that the option was exercised.

2. Norton v. McCaskill applies to leases requiring renewal at the end of or at the termination of the lease, or
containing substantially similar language; it does not eliminate the Carhart rule for leases lacking such

language.

3. Material evidence supported the jury's conclusion that Ellis effectively exercised the option to extend the

lease for five additional years.

KEY QUOTATIONS

“[W]e are of [the] opinion that the mere continuance of occupancy by the tenant or lessee after the expiration
of the lease period is ordinarily accepted as the exercise of the option reserved in the lease to occupy the

premises for an additional term.” (811)
“Norton v. McCaskill, by its own terms, has no application to the lease at issue in this case.” (813)

“Therefore, despite the fact that Ms. Bagwell and Mr. Sprouse denied having conversations about the lease
with Mr. Ellis, the record contains material evidence to support the jury's conclusion that Mr. Ellis had

effectively exercised his option to extend the lease for another five years.” (814)

FACTUAL BACKGROUND

In 1997, Mike Ellis entered into a five-year lease for a 103.3-acre farm tract that gave him an option for five
additional years but did not specify how or when the option had to be exercised. After the initial term expired,

Ellis remained in possession, continued farming, and timely paid the $3,000 annual rent in 2002, 2003, and



2004, which the lessor accepted. The property was later sold to Kerry M. Sprouse, who knew that Ellis had some
interest in the property, entered the land and damaged Ellis's corn crop, and ultimately required Ellis to vacate. A
jury found that Ellis had extended the lease and awarded damages.

PROCEDURAL HISTORY

A Knox County jury found that Mike Ellis had effectively extended his farm lease and that Kerry M. Sprouse
had actual notice of the lease and trespassed or interfered with Ellis's possession. The jury awarded $534 for crop
damage, $82,000 in lost profits, and $30,000 in punitive damages. The Court of Appeals affirmed the $534
award, vacated the lost-profit and punitive-damages awards, and remanded for a new punitive-damages trial. The
Supreme Court reversed and remanded to the Court of Appeals to address the pretermitted statute-of-frauds, lost-

profits, and punitive-damages issues.
DISPOSITION
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REMAND INSTRUCTIONS

The judgment of the Tennessee Court of Appeals was reversed, and the case was remanded to that court for
further proceedings consistent with the opinion, including consideration of the statute-of-frauds issue, the
sufficiency of the evidence supporting lost profits, and the sufficiency of the evidence supporting punitive

damages.
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