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SUMMARY

The Idaho Supreme Court affirmed the district court’s judgment that David Johnson and Tessa Cousins

never became members of Drug Testing Compliance Group, LL.C because they did not sign the written

operating agreement as required by their agreement. The court also upheld an award of attorney fees to

David Crossett under Idaho Code section 12-120(3), concluding that the gravamen of the action was a

commercial dispute concerning the parties’ oral agreement. The court declined to review the denial of

a new-trial motion because the record did not contain an adverse ruling on that motion.
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Plaintiffs appealed after a bench trial in which the district court
concluded that they never became members of Drug Testing
Compliance Group, LLC, rejected their fiduciary-duty and profit-
distribution claims, and awarded Crossett attorney fees under Idaho
Code section 12-120(3).

Following a bench trial, the Court reviews whether substantial and
competent evidence supports the trial court's factual findings and
whether those findings support its legal conclusions; factual findings
are construed liberally in favor of the judgment and are not disturbed
when supported by substantial and competent evidence, while
conclusions of law are freely reviewed. A denial or grant of a new trial
is reviewed for manifest abuse of discretion under a three-tier inquiry.
Whether an action is based on a commercial transaction for purposes

of Idaho Code section 12-120(3) is reviewed as a question of law.
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UESTIONS PRESENTED

Whether the district court erred in finding that Johnson and Cousins were never members of Drug

Testing Compliance Group, LLC.

. Whether the district court erred in interpreting or applying Idaho's Limited Liability Company Act,

including its provisions permitting oral operating agreements and governing admission of members.

. Whether the Court could review the alleged denial of the plaintiffs' motion for a new trial when the

record contained no adverse ruling on that motion.
. Whether the district court properly awarded Crossett attorney fees under Idaho Code section 12-120(3).

. Whether Crossett was entitled to attorney fees and costs on appeal.

OLDINGS

Johnson and Cousins were not members of DTC because, under the parties' oral operating agreement,
they would become members only upon signing the written operating agreement, and they never signed
it.

. The district court did not err in recognizing the oral agreement as a valid operating agreement and in

enforcing its condition that Johnson and Cousins sign the written agreement before becoming members.

. The Court would not review the alleged denial of the motion for a new trial because the appellate record

did not disclose an adverse ruling on the motion.

. Crossett was properly awarded attorney fees below because the gravamen of the action was a dispute
over the oral agreement, which was a commercial transaction integral to the claims and the basis for the

requested recovery.

. Crossett was entitled to attorney fees and costs on appeal under Idaho Code section 12-120(3) for the

same reason that he was entitled to fees below: the action arose from a commercial transaction.

EY QUOTATIONS

“Therefore, we hold that the district court did not err by holding that Appellants were not members of DTC
according to the Oral Agreement.” (9)



“We affirm the district court’s judgment and award attorney fees and costs on appeal to Crossett.” (11-12)

FACTUAL BACKGROUND

Johnson and Crossett orally agreed to form and operate a drug- and alcohol-testing business, with Crossett
managing the business and owning 46 percent, Johnson owning 44 percent, and Cousins later expected to
receive a 10 percent interest. Crossett formed Drug Testing Compliance Group, LLC as a single-member LLC,
and although a written operating agreement was prepared and approved, Johnson and Cousins never signed it.
Johnson refused to sign because he wanted to conceal his association with the competing business and later
refused to sign while the company faced litigation, cash-flow problems, and legal debt. The district court found
that the parties' oral agreement conditioned Johnson's and Cousins's membership on signing the written
agreement; the Supreme Court affirmed that finding and the resulting rejection of their fiduciary-duty and profit

claims.

PROCEDURAL HISTORY

Johnson filed the original complaint on August 10, 2015, and Johnson and Cousins filed an amended complaint
on April 8, 2016. Following a two-day bench trial, the district court entered findings of fact, conclusions of law,
and a final judgment for Crossett, awarded him attorney fees below, and apparently did not rule on the plaintiffs'
motion for a new trial. The Idaho Supreme Court affirmed the judgment and awarded Crossett attorney fees and

costs on appeal.
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