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SUMMARY

The Delaware Supreme Court reviewed a dispute concerning the interpretation of an LLC agreement,
including minority members’ put and exit-sale rights, the effect of a 1.5x return condition, and the
admission and rights of additional members. The court held that the Court of Chancery correctly
interpreted the agreement’s plain language but erred in finding a contractual gap concerning the
admission of certain minority holders. It affirmed in part, reversed in part, and vacated the Court of
Chancery’s remedies decision.
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QUESTIONS PRESENTED

1. Whether the LLC Agreement's plain language requires the Highest Amount Interpretation, under which
an Exit Sale cannot proceed unless every Member receives at least 1.5 times its capital contribution and
all Members receive equal consideration.

2. Whether the LLC Agreement contains a contractual gap concerning the rights of the Small Holders when
they were admitted as Members.

3. Whether the implied covenant of good faith and fair dealing permits implying a Seller Top-Off right for
the Minority Members.

4. Whether Oxbow breached the LLC Agreement's Reasonable Efforts Provision.

5. Whether the Court of Chancery's remedies decision should stand.

HOLDINGS

1. The LLC Agreement's plain language requires the Highest Amount Interpretation: an Exit Sale cannot
proceed unless every Member receives at least 1.5 times its aggregate capital contributions, and all
Members receive the same consideration.

2. The LLC Agreement does not contain a contractual gap concerning the admission terms or rights of the
Small Holders.

3. The implied covenant of good faith and fair dealing does not authorize a Seller Top-Off because the
contract addresses the relevant conduct and the admission of new Members and their effect on the Exit
Sale could have been anticipated and expressly negotiated.

4. Because no Exit Sale was available that could satisfy the LLC Agreement's express requirements under
prevailing market conditions, the Court of Chancery's remedies decision must be vacated.

KEY QUOTATIONS

“Delaware’s implied duty of good faith and fair dealing is not an equitable remedy for rebalancing economic
interests after events that could have been anticipated, but were not, that later adversely affected one party to
a contract.” (at 42)

“We decline to apply the implied covenant here because no gap exists concerning the admission of the Small
Holders, and because the admission of new Members and their impact on the Exit Sale process could have
been anticipated.” (at 43)



FACTUAL BACKGROUND

Oxbow Carbon LLC was controlled by William I. Koch and governed by a Third Amended and Restated LLC
Agreement granting minority investors Crestview and Load Line put and Exit Sale rights. In 2011 and 2012,
Oxbow issued additional units to Koch-affiliated entities Ingraham Investments LLC and Oxbow Carbon
Investment Company LLC, but the Board did not fully comply with the LLC Agreement's preemptive-rights,
related-party-approval, and admission formalities. The Small Holders were nevertheless treated by all relevant
parties as Members and received distributions. After Crestview exercised its Put Right and Oxbow rejected it,
the parties disputed whether the Small Holders could block an Exit Sale because they had not received
distributions equal to 1.5 times their capital contributions.

PROCEDURAL HISTORY

The parties cross-moved for summary judgment in the Court of Chancery, which held that the LLC Agreement's
plain language adopted the Highest Amount Interpretation but later found a contractual gap concerning the
admission terms of the Small Holders. The Court of Chancery used the implied covenant of good faith and fair
dealing to imply a Seller Top-Off right, found a breach of the Reasonable Efforts Provision, and issued a
subsequent remedies decision. The Delaware Supreme Court affirmed the contractual interpretation, reversed the
finding of a contractual gap and the implied Seller Top-Off, and vacated the remedies decision.

DISPOSITION

other

REMAND INSTRUCTIONS

None stated. The Court affirmed in part and reversed in part the February 12, 2018 Court of Chancery decision
and vacated the August 1, 2018 remedies decision.
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