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SUMMARY

The Seventh Circuit reviewed a Rule 11 sanctions award against Tekfen Construction and Installation
Co. in litigation concerning liability for a letter of credit obtained by a construction partnership. The
court held that Tekfen’s legal theories were not frivolous, particularly because the district court had
limited discovery and appeared to recognize the underlying defense. The court vacated the sanctions
and denied the FDIC’s request for Rule 38 sanctions.
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QUESTIONS PRESENTED

1. Whether Tekfen's arguments concerning the partnership's authority to bind it and Continental's
knowledge were frivolous under Federal Rule of Civil Procedure 11.

2. What standard of review applies to a district court's Rule 11 sanctions determination.

3. Whether the district court properly imposed sanctions for Tekfen's persistence in advancing its legal
theory after the court's rulings.

HOLDINGS

1. Tekfen's theory that the partnership's authority could have been revoked or limited by an understanding
or course of conduct, and that Continental's knowledge of the lack of authority could defeat liability, was
not frivolous.

2. Tekfen's persistence in advancing its theory and seeking reconsideration was within the bounds of proper
representation and did not justify Rule 11 sanctions.

3. The ultimate Rule 11 sanctions determination generally receives deferential abuse-of-discretion review,
while factual findings may be reviewed for clear error and the legal determination that a violation
occurred may be reviewed de novo in appropriate circumstances.

KEY QUOTATIONS

“The test is one of objective reasonableness under all the circumstances of the case.” (443)

“Sanctions are ultimately a “judgment call.”” (443)

“That ruling is sufficient to undercut any contention that the theory is frivolous.” (444)

“The sanctions must be vacated.” (445)

FACTUAL BACKGROUND

Tekfen, a Turkish corporation, was a partner in Sangamo Group, which obtained a letter of credit from
Continental Illinois to finance construction of a Kuwaiti reservoir. After Continental paid under the letter of
credit, the FDIC, as successor in interest, sought reimbursement from Sangamo Group and its partners. Tekfen
argued that the American partners either obtained the letter of credit individually or lacked authority to bind
Tekfen, and sought limited discovery concerning Continental's knowledge of those circumstances. The district
court denied further discovery, granted summary judgment against Tekfen because it had not established
Continental's knowledge, and then sanctioned Tekfen for continuing to advance its theory.
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The FDIC sued Sangamo Group and its partners, including Tekfen, for reimbursement on a letter of credit. The
district court denied Tekfen's request for limited discovery, granted summary judgment for the FDIC, denied
reconsideration, and separately imposed Rule 11 sanctions based on Tekfen's continued arguments that it was not
bound by the letter of credit. While the appeal was pending, the parties settled liability, leaving the sanctions
issue for review. The Seventh Circuit vacated the Rule 11 sanctions and denied the FDIC's request for Rule 38
sanctions.
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