United States Court of Appeals,
El eventh Circuit.
No. 96-6736.

FOLSOM METAL PRODUCTS, INC., an Al abama Corporation, Plaintiff-
Count er - Def endant - Appel | ee,

RBOP Tool s International Inc., Texas Corporation, |ntervenor-
Plaintiff-Appell ee,

V.
TORUS EQUI PMENT COWMPANY, Defendant - Count er-Cl ai mant - Appel | ant.
May 29, 1997.

Appeal from the United States District Court for the Northern
District of Al abama. (No. CV 94-1L-988-S SHL), Seybourn H Lynne,

Judge.

Before BIRCH and CARNES, Circuit Judges, and GODBOLD, Seni or
Circuit Judge.

@GODBOLD, Senior Circuit Judge:

Torus Equi pnent Inc. owned all rights to a conplex machine
used to guard agai nst accidents in certain types of oil drilling,
knowmn as a rotating blowout preventer ("RBOP"). In 1990 Torus
entered into an agreenent with Seal - Tech Division of Fol som Mt al
Products, Inc., tosell toit "all proprietary rights"” to the RBOP.
The sal e took place. After nunerous succeedi ng events the parties
di sagreed over Seal -Tech's obligations. Seal-Tech filed this suit
seeking a declaratory judgnent, and Torus countercl ai nmed. RBOP
Tool s International, Inc., a successor in interest to Seal - Tech,
intervened. The district court granted sunmary judgnent to Seal -
Tech and RBOP Tool s and denied Torus's nmotion for partial summary
judgnment. We hold that the summary judgnents were inprovidently
entered and vacate and remand for further proceedings.



"Proprietary rights" were described in the Torus/ Seal - Tech
agreenent to include specifications, tools, machines, trade
secrets, information and expertise relating to design and
manuf act ure of RBOP's, and i nprovenents in existence or that m ght
be developed in the future. Seal-Tech agreed to pay $50,000 up
front (when it received funding for its production of a prototype).
A royalty of $50,000 was to be paid in ten equal installnments of
$5, 000, each paynent to becone due upon Seal - Tech's sale or rental
of each of the first ten RBOP's that it sold or | eased. Also Seal -
Tech agreed to pay for a period of ten years an additional annual
royalty determned by a fornmula derived fromits gross receipts
fromsale or rental of RBOP"s and its net profits thereon, up to 5%
of gross.

Seal -Tech also agreed to purchase from Torus designated
products required in the manufacture or repairs of RBOP' s that
Seal - Tech sold or rented. The agreenent noted t hat Seal - Tech m ght
require techni cal assistance and training, which was to be supplied
by Torus at prescribed per diemrate plus travel expenses. Both
parties agreed that know how and trade secrets would be kept in
confidence, divulged only with witten consent of Seal - Tech. Torus
agreed that it and its sharehol ders, officers or directors would
not conpete in any activity regarding RBOP's. Seal -Tech agreed to
be responsible for product Iliability arising from any RBOP
manuf actured or repaired by it and to indemify Torus agai nst such
cl ai ns.

The agreenent contained the foll ow ng default provision:

ARTI CLE 10



Default and Renedi es

10.1 Material default by either party may include, but is not
l[imted to:

(a) SELLER fails to maintain confidentiality of the RBOP
and Technical KnowHow and Trade Secrets as provided in
ARTI CLE 7 or breaches anot her provision of ARTICLE 7;

(b) Either party ceases to do business, becones
commercially insolvent, or is placed in receivership, or is
declared by a conpetent court to be insolvent or bankrupt.
Provi ded however, in the event SELLER encountering any of such
occurances [sic], it is expressley [sic] agreed that such
occurrance [sic] shall not relieve PURCHASER of its obligation
to pay the portion of the purchase price for the Technica
Know How, Trade Secrets and the Trademark "ROTATI NG BLOAOUT
PREVENTER' and "RBOP" (together with the goodw || associ ated
W th such marks) represented by the one-half (1/2) of the New
Profit of the Net Profit Percentage as set forth in ARTI CLE 3,
sub paragraph 3. 1(b) hereof;

(c) failure to pay the noney due SELLER pursuant to the
terms of this Agreenent; and

(d) SELLER is in breach of any of its representations or
warranti es hereunder.

Wth respect to assignnent, paragraph 13.3 provided:

13.3 Assignnent. PURCHASER and SELLER are each expressly

authorized to transfer their respective rights, title and

i nterest hereunder by way of an assignment or otherw se, as

either party deens appropriate, in connection with a sale of

their respective business or substantially all of their

respective assets, or otherw se.
The agreenent also provided that if Seal-Tech failed to pay the up
front $50, 000 or the succeedi ng $50,000 royalty, it would transfer
back to Torus any rights obtained under the agreenent, and any
noni es pai d woul d serve as |iqui dated danmages toward t he $100, 000.

.

I n subsequent agreenents with Torus and others Seal - Tech was
variously described as "Seal - Tech Products Division, Folsom Metal
Products, Inc.," and as "Folsom Metal Products, Inc. d/b/a Seal-

Tech.” For sinplicity we will refer to "Folsom™ but it nust be



kept in mnd that the original agreenment was in the nane of "Seal -
Tech, a division of Folsom Metal Products, Inc."

A di sput e arose between Torus and Fol somconcer ni ng t he net hod
of cal cul ating the annual royalty paynents to be nmade to Torus over
ten years. Torus sued Folsom for an accounting and for unpaid
royalties. In 1993 they entered into a settlenment agreenent
wher eby Fol soms obligation for the original $100,000 ($50,000 up
front and $50, 000 royalties) was recogni zed. Al so, Fol som agreed
to pay $110,000 nore ($35,000 up front and $75,000 in eighteen
monthly installnments). Fol soms ten year obligation to pay an
additional annual royalty was recognized but the nethod of
conputing was changed to basically 5% of Folsoms RBOP sal es and
rentals.

A year later, in February 1994, Folsom entered into an
agreemrent with Big D Rental & Sales Ltd., a Canadian entity,
pursuant to which Big D agreed to purchase for $2,400,000, the
entire interests of Folsomin RBOP' s, inventory, intangibles, and
m scel | aneous assets, as well as "any other assets of [Folsom
necessary to operate the Business as a going concern.”™ "[T]he
Busi ness” was defined to nean the business presently carried on by
Fol som under the tradenane and style of Seal-Tech and, in
particular the design, nmanufacture, sale and rental of RBOP s.
I ncluded were equipnent, tool s, accessori es, manuf act ur ed
materials, work in progress, contracts relating to rental, supply
and manufacture of RBOP's, and drawi ng and equi pnent relating to
producti on. Fol som agreed to use its best efforts to nake

available to Big D the services of its enployees "integral to



operation of the Business." Fol som agreed to nmanufacture
additional RBOP's if ordered by Big D, on a cost-plus basis, and
agreed to assist in conpleting a working prototype of next
generation RBOFP' s. Fol som represented that there were no
royalties, |license fees, |liens or charges, or any other
encunbrances in favor of any third party.

By an attached letter Folsom set out that the assets being
sold "are those rel ated exclusively to our RBOP busi ness and do not
include assets used in our other Ilines of business such as
pi pe-threading,"” and office equi prent and furniture and general use
itens such as fork lifts. The letter recognized that Fol som was
granting to Big D the right to use the tradenane "Seal - Tech" in
connection with the RBOP busi ness.

A schedule attached to the FolsomBig D agreement |isted
ni net een RBOP's owned by Fol somand to be transferred to Big D and
descri bed the | ocati on of each. Another attachnment stated that the
total purchase price of $2,400,000 was allocated $50,000 to
i ntangi bles, $200,000 to inventory of parts, $50,000 to
m scel | aneous itenms, and $2,100,000 to the RBOP units owned by
Fol som The purchase price was payable $150,000 in cash and a
prom ssory note for $2,200,000 payable in nonthly installments of
principal and interest for seven years.' The agreenent recognized
that some RBOP's were "in the field under |ease" and provided for
apportionnment of rental revenue upon closing.

Shortly after the FolsomBig D agreenent was made, Big D

The di screpancy between $2, 400,000 and the total of
$2, 350,000 is not clearly explained.



organi zed a wholly owned subsidiary, Big D Al abama Acquisition
Corp., an Al abama corporation, which stepped into Big D s shoes.
Thi s was done in order that the transaction woul d be consummat ed by
an Al abama purchaser to ensure the enforceability of the agreenent
under Al abama |law. Shortly thereafter Big D Al abama transferred
its rights to another entity that Big D controlled, RBOP Tools
International, Inc. a Texas corporation.

Once the agreenents between Folsom and Big D were in effect
Fol som took the position that its obligations to Torus for
royalties to be paid on receipts from sales and | eases of RBOP' s
woul d be satisfied by paying to Torus a royalty of 5% of the
$2, 100, 000 Fol som and Big D had agreed upon as the purchase price
of Fol somowned RBOP units sold to Big D, payable as and when
Fol som received paynents from Big D Fol som tendered to Torus
$8, 750, which was 5% of paynents Big D had already nmade. Torus
refused the offer. Folsom then filed this suit seeking a
declaratory judgnent that it was only obligated to pay 5% of the
$2, 100, 000 allocated to sale of its RBOPs to Big D, as paynents
were received, and that neither Folsom nor Big D had any further
obligations to Torus.

Torus answered and countercl ai ned. It alleged that it had
sold to Seal - Tech the goi ng busi ness consisting of its entire RBOP
busi ness. It sought a declaratory judgnent that the agreenent
between it and Fol somhad not been term nated. Alternatively Torus
asserted that Folsom had conmtted a material breach of the
agreenent between them by selling and transferring the entire

busi ness of the Seal-Tech division and ceasing to engage in



busi ness relating to RBOP s.

In a four-line order the district court held that the contract
provisions in the record were clear and unanbi guous and pursuant
thereto the notions for summary judgnent by Fol som and RBOP Tool s
were granted. In an eight-line order the court entered a
decl aratory judgnent that Fol somwas only required to pay Torus 5%
of the $2,100,000 allocated by it and Big D to the purchase price
of RBOP units acquired by Big D, as paynments were received from
RBOP Tools, and that there were no further contract obligations
owed to Torus by Big D, RBOP Tools or any other successor in
interest to the RBOP units.

[l

Fol som's position is sinple. It agreed to pay 5%royalty on
its sale or | ease of RBOP units. It sold all its units to BigDin
one plenary sale for $2,100,000, and it offers to pay 5%t hereof as
royalty, as paynents are received fromBig D s successor. It has
no nore units to sell or |ease, therefore it has no obligation to
Torus. This position was accepted by the district court.

It is certain that the agreenent between Torus and Fol somis
not clear and unanbiguous. It is not clear whether Fol som agreed
to continue in the business of selling and |easing RBOP's and
whet her it has defaulted by its transaction with Big D.? Article
10 describes a material default to include either party's ceasing
to do business. The series of agreenents refer repeatedly to what

Torus sold and Fol som bought as Torus's RBOP business, and what

’Fol som s characterization that it just purchased assets of
Torus and not Torus's "Business" of selling and | easing RBOP's is
unt enabl e.



Fol som resold as its RBOP business. In his deposition the sole
st ockhol der of Fol som acknowl edged that Folsom is not currently
engaged in any business. Yet despite Article 10, paragraph 13.3
seens to authorize a sale by either party of its "respective
busi ness. "

Apart fromthe possibility of default and its consequences as
provi ded by the agreenent itself, the i ssues nmay be viewed through
the lens of inpossibility of performance. It is not unanbi guously
cl ear whether Torus had a valid expectation of a ten year royalty
on | ease proceeds and whether Folsom had made that expectation
unattai nable by making a plenary sale of all |easable units and
wal king away from the RBOP business. Wthout using the term
"inmpossibility" Folsomis in effect invoking inpossibility as a
defense to Torus's counterclaim(as well as using it affirmatively
as a basis for summary judgnent in its favor). But inpossibility
cannot be invoked by a party who has nade performance infeasible
through its own actions. Restatenent (Second) of Contracts § 261
(1979). Arguably Torus's expectation or possibility of receiving
royalties for ten years on leases is a basic assunption of the

contract that has been made unattainable by Folsoms actions in

selling out and abandoning "the Business." See id.; see also
Qulf, Mbile and Chio R R v. Illinois Cent. RR, 225 F.2d 816
(5th Cir.1955) (GM & O s abandonnment of use of I[llinois Central's

track did not termnate its duty to pay rent under its contract
with Illinois Central).
Since the district court held Folsom liable for only 5% as

received fromRBOP Tools, it did not address whet her RBOP Tool s, as



successor to Folsom is liable to Torus. W have, therefore, not
addressed the issue of successorship liability. That too is for
the district court to consider on renmand.

The summary judgnents in favor of Folsom and RBOP Tools are
REVERSED and the case is REMANDED to the district court for further

proceedi ngs not inconsistent with this opinion.



