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SUMMARY

The Supreme Court of South Dakota held that a partnership agreement did not require a mandatory
open-market sale upon dissolution. The court ruled that fair market value must be determined using a
hypothetical transaction standard rather than an actual offer, and that a forced sale was improper where
the majority partners wished to continue the business. The court reversed and remanded for
revaluation and further proceedings.
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QUESTIONS PRESENTED

1. Whether Article 10.4 of the partnership agreement required the partnership to be sold on the open market
upon dissolution.

2. Whether the circuit court erred by determining fair market value from an actual offer rather than
applying a hypothetical transaction standard.

3. Whether the circuit court abused its discretion by ordering the majority owners to purchase the entire
business or have it sold on the open market.

HOLDINGS

1. Article 10.4 did not mandate an open-market sale upon dissolution. It required a sale only if the general
partner elected to distribute partnership property in kind; the agreement permitted liquidation through
either a sale or a transfer under Article 10.3.1.

2. When the partnership agreement requires determination of fair market value, the court must apply a
hypothetical transaction standard rather than treating a single actual offer as conclusive fair market
value.

3. The circuit court erred by ordering the majority owners to purchase the entire partnership for $6.2
million or suffer a forced sale. On remand, the majority owners could instead be required to pay the
Canevas the value of their 6.5 partnership units after revaluation; a forced sale would be appropriate
only if the majority owners refused to pay an amount owed.

KEY QUOTATIONS

“Fair market value is defined as, the price at which the property would change hands between a willing buyer
and a willing seller when the former is not under any compulsion to buy and the latter is not under any
compulsion to sell, both parties having reasonable knowledge of the relevant facts.” (724 N.W.2d at 338)

“Importantly, courts have noted that the fair market analysis does not contemplate actual buyers.” (724
N.W.2d at 338)

“This standard provides the basis by removing the irrationalities, strategies, and emotions from the analysis.”
(724 N.W.2d at 339)

“Instead of ordering the majority partners to purchase the whole partnership for the appraised value, the
majority partners should only be required to pay any interests the withdrawing partner is due.” (724 N.W.2d
at 340)

FACTUAL BACKGROUND

Midnight Star Enterprises, L.P., operated a gaming, liquor, and restaurant business in Deadwood, South Dakota.
Midnight Star Enterprises, Ltd. was the general partner with 22 units; Kevin Costner owned 71.5 units, and



Francis and Carla Caneva each owned 3.25 units. After management relations deteriorated and the Canevas
declined an amicable disassociation, the general partner invoked the partnership agreement's dissolution
provisions. The circuit court accepted a $6.2 million actual offer as the partnership's fair market value and
ordered a forced purchase or open-market sale.

PROCEDURAL HISTORY

Midnight Star Enterprises, Ltd., the general partner, initiated dissolution proceedings after the Canevas declined
to participate in an amicable disassociation. Following an evidentiary hearing, the circuit court valued the
partnership at $6.2 million based on an actual offer and ordered the majority owners to buy the business within
ten days or have it sold on the open market. The South Dakota Supreme Court reversed and remanded.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The circuit court must redetermine Midnight Star's fair market value using the hypothetical transaction standard.
The majority owners should be required to pay the Canevas the value of their 6.5 partnership units, if any value
exists after revaluation. A forced sale may be ordered only if the majority owners refuse to pay an amount owed.
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