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Fntertainment Inc v. Mattel Inc et al D

UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA
SOUTHERN DIVISION

MGA ENTERTAINMENT, INC., Case No.: CV 11-01063 DOC(RNBXx)
Plaintiff,
VS.
ORDER GRANTING DEFENDANTS’
lé/lé\gg% INC., and ROBERT A. '\P/IF?ET .58[|\|)I-CI—:CE) DISMISS WITHOUT
Defendants.

Before the Court is a Motion Dismiss filed by Defendantdattel, Inc., and Robert A.
Eckert against Plaintiffs MGA EntertainmentclnAfter reviewing thenotion, opposition, ang
reply, and after hearing oral argument, theilCGRANTS Defendants’ Motion, but dismisse
without prejudice.

l. Background

a. Prior Litigation Between Mattel and MGA: Cases 05-2727 and 04-9049

bc. 29

==

S

Dockets.Justi

a.com


http://dockets.justia.com/docket/california/cacdce/2:2011cv01063/493804/
http://docs.justia.com/cases/federal/district-courts/california/cacdce/2:2011cv01063/493804/29/
http://dockets.justia.com/

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

On April 27, 2004, Matte Inc., (“Mattel”) filed a statecourt complaint against a former

employee Carter Bryant (“Bryant”) alleging tHatyant breached hisontractual and common

law duties to Mattel by failing to disclose hisncept sketches and sculpts of the Bratz dollg

prior to leaving Mattel for MGA Entertainmentc. (“MGA”) on or aboutOctober 4, 2000.
(04-9049 Dkt. 1).

MGA intervened in Mattel’s stiand, on April 13, 2005, fild a stand-alone complaint
federal court against Mattel for unfair competititnade dress infringement, dilution, and un
enrichment. (05-2727 Dkt. 1)That complaint alleges that Mattel infringed MGA'’s distincti
packaging and interfered wiMGA'’s business relationships.

On June 19, 2006, the Honorable Stepheba&on consolidated thegases. (05-272
Dkt. 47).

b. Phase 1 of Prior Litigation

Mattel entered into a settlement with Bryanttbe eve of the “phasF trial, leaving the
following claims against MGA and other defendatat be tried to thpiry: (1) intentional
interference with contract; (2) aiding and ting breach of fiduciary duty; (3) aiding and
abetting breach of duty ofyalty; (4) conversion; (5) statiory unfair competition; (6)
declaratory relief; and (7) copgtit infringement. (04-9049 DkB917 at 11). Mattel prevaile
on each of its claims. On the basis of thg’gispecial and general verdicts and after
independently examining the similarity betweka concept sketches/sculpts and MGA'’s By
dolls, the district court placetie Bratz trademarks in a consctive trust and enjoined MGA
from continuing to sell dolls that were subgialty similar to Bryant’s initial works. MGA
appealed.

During the pendency of MGA'’s appeal of thiease 1 orders, discayepreceded on thg
claims not tried in the phase 1 trial. Matepeatedly amended ipdeadings three times,
ultimately filing the operative Fourth Amend@dswer and Counterclaims (“FAAC”). (04-
9049 Dkt. 7714). TheAAC alleged, among other thingdGA'’s violation of the Racketeerir
Influenced and Corrupt Organtzans Act (“RICQO”) and trade secret misappropriation. The

claims arose from MGA's relationships withy&nt and other former Mattel employees whq
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allegedly stole Mattel’'s confidential informatitwefore leaving Mattel. The FAAC’s claims
also arose out of MGA's alleged litigationsnonduct and unwillingness comply with the
phase 1 jury’s verdicts, though many of thdésgations were dismissed on August 2, 2010
MGA, in turn, narrowed its trade dress infyjement allegation to the two-pronged clg
that Mattel copied MGA's trapezoitand heart-shaped packaging.
c. Ninth Circuit Ruling Aff ecting Prior Litigation
On July 22, 2010, MGA prevailed on its appeln vacating the constructive trust andg
injunction, the Ninth Circuibeld that the equitable relizvas impermissibly broad and
predicated upon jy verdicts tainted by erroneous instruction.
d. Phase 2 of Prior Litigation
On August 16, 2010, MGAled counterclaims-in-reglalleging Mattel's RICO
violations, trade secret misapprigtion, and wrongfuinjunction. (04-9049 Dkt. 8583). MG,
alleged that Mattel and its CE@pbert Eckert, (“Eckert”) enggd in illegal market research

and aggressive tactics in pegption for and during the pendititigation, including discovery

abuses, disregard for the statutdimftations, and the pursuit ofjumctive relief after phase 1|

On October 5, 2010, the Court dismissed ASwrongful injunction claim but permitts
MGA's other counterclaims-in-reply. (Dkt. 8892). The Court heldaHd¥iGA’s
counterclaims-in-reply, including the one ferongful injunction, were compulsoryd. at 14.
However, the Court dismissed MGA'’s wigfal injunction counterclaim-in-replgn the merits
reasoning that MGA sought to “recover two categories of damages that are unavailable
matter of law.” Id.

On October 22, 2010, iresponse to the Ninth Circuiiling, this Cour granted MGA'’s
motion for a new trial on all claims and issuésdito the jury in phasg, finding that the
indistinct and inseparable claims were all indelcby instructional error. The Court separatg
discarded with the earlier bifurcation of clairagad ordered that all pending claims betweer
parties be tried in a single proceeding to commence on January 11, 2011.

On January 5, 2011, the Court granted Matenmary judgment oNMGA's claims for

trade dress infringement, diluipcommon law unfair competin, and unjust eichment and
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MGA'’s counterclaim-in-reply for a RICO violation. (Dkt. 9600). The Court denied summ
judgment as to MGA'’s claim for statutory aifcompetition and MGA counterclaim-in-repl
for trade secret misappropriation.
e. Current Litigation and Motion to Dismiss: Case 11-1063
On February 3, 2011, two welnto trial in the prior litigaon, MGA filed a complaint,
referred to here as MGA'’s “current compldint, a stand-alone action against Mattel and

Eckert (“Defendants”). (Dkt. 1). MGA'’s currenomplaint pleads three claims. First, MGA

alleges that “beginning at least . . . in 200d aantinuing through thpresent time [Defendants

have] been violating Sectidghof the Sherman Act by mopolizing and attempting to

monopolize the sale and distrilarti of fashion dolls in the UniteStates.” (Compl. {1 52-53).

Second, MGA alleges that Mattel sought meely in its prior litigation against MGA that
“required the district judge to enter a ruling thats an abuse of discretion,” giving rise to af
abuse of process claintd. at{ 59-60. Finally, MGA alleges that Mattel sold Wee 3 Frien
“at prices which are below [Mattel's] fullgllocated cost,” giving rise to a claim under
California Business & Professions Section 170kB3.at 11 61-62.

The parties stipulated to extending Defamdadeadline for aknswer to March 17,

ary

—

ds

2011. (Dkt. 9). On March 17, 2011, in lieuasf answer, Defendants filed the present Motion

to Dismiss that is before the Cotr{Dkt. 11). Defendants’ Min raises arguments both or]
procedural grounds and on tmerits. Defendants contend that MGA'’s current complaint i
procedurally barred undéhe principles ofes judicatabecause: (1) the prior litigation is a
product of claim-splitting; or (2) alternatively, because theeru claims were compulsory
under Federal Rule of Civil Procedure 13. 1©@a merits, Defendants contended that: (1) th
Noerr-Penningtordoctrine protects litigation not brough bad faith and thus bars MGA'’s
antitrust and abuse of process claim; (2) California Civil Code Section 47(b) protects litig

that is not a malicious prosecution and thass MGA'’s abuse of process claim; (3) MGA’s

!Federal Rule of Civil Procedufi(b)(6) permits a motion to disss for failure to state a cla|
upon which relief can be grantedlie filed before an answe&ee Scott v. Kuhlmann46 F.2d
1377, 1378 (9th Cir. 1984).
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relief for damages is barred to the extemtrises from a claim fax wrongfully obtained
injunction; (4) MGA fails to state an antitrusach because it fails to adequately allege the
geographic market, product market, or Mattatsnopolization power; and (5) MGA fails to
state a claim under California Business & Psafens Section 17043 because MGA does n(
allege the sale price or cost of the product allegedly sold below cost.

f. Conclusion of Phase 2 and Effect o@ase 11-1063 Mtion to Dismiss

On August 4, 2011, th Court rendered judgment on theriteepursuant to a jury verdi
in case 04-9049. (Dkt. 107P4The judgment awarded MG#85 million in compensatory
damages, $85 million in exemplary damages, $2,172,000 in attoays’ fees for MGA’s
counterclaim-in-reply for trade secret misaggiation. Judgment was entered against MG
regarding its claims for common law unfaimgpetition, statutory unfacompetition, trade
dress infringement, trade dress dilution, RI@@Glations, unjust enrichment, and wrongful
injunction. Judgment was also entered agaitattel regarding its maaining claims against
MGA. MGA was awarded addition attorneys feesl costs of more than $100 million.

On September 12, 2011, Defemds filed a Notice of Finality with the Court indicatin
that, because a final judgment had been entartégk prior litigation, Defendants’ Motion to
Dismiss the present case is no longer properlyyaadlunder théheory of claim-splitting, but
rather underes judicata (11-1063 Dkt. 26).

Il. Legal Standard

Under Federal Rule of Civil Procedure 1%@), a complaint mugie dismissed when g
plaintiff's allegations fail to state a claim upasich relief can be granted. In order for a
complaint to survive a 1BJ(6) motion, it must state a claitor relief that is plausible on its
face.Ashcroft v. Igbal129 S.Ct. 1937, 1950 (2009). A ctafor relief is faially plausible
when the plaintiff pleads enough facts, taketras, to allow a court to draw a reasonable
inference that the defendantieble for the alleged condudt. at 1949. If the facts only allo
a court to draw a reasonable inference that#iendant is possibly liad] then the complaint
must be dismissedd. Mere legal conclusions are not todecepted as truend do not establi

a plausible claim for relietd. at 1950. Determining whether a complaint states a plausible
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claim for relief will be a context-specific tas&quiring the court to draw on its judicial

experience and common senkske. Dismissal does not requirestlappearance, beyond a dou

that the plaintiff can prove “no set of facts” inpport of its claim that would entitle it to relief.

Bell Atl. Corp. v. Twomblyl27 S. Ct. 1955, 1968 (2007) (abrogat@unley v. Gibson355
U.S. 41, 45-46, 78 S. Ct. 99 (1957)).

In evaluating a 12(b)(6) motion, review igiited to the contents of the complaint.”

Clegg v. Cult Awareness Netwof8 F.3d 752, 754 (9th Cir. 1994However, exhibits attachied

to the complaint, as vleas matters of public record, may bensidered in determining wheth
dismissal was proper without converting tmotion to one fosummary judgmentSee Parks
School of Business, Inc. v. Symingteh F.3d 1480, 148@®th Cir. 1995)Mack v. South Bay
Beer Distributors, Ing 798 F.2d 1279, 1282 (9@ir. 1986). Further, a court may consider
documents “on which the complainecessarily relies’ if: (1)he complaint refers to the
document; (2) the document is aahto the plaintiff's claimand (3) no party questions the
authenticity of the copy attaet to the 12(J{6) motion.” Marder v. Lopez450 F.3d 445, 448
(9th Cir. 2006). “The Court may treat such awloent as ‘part of the complaint, and thus nj
assume that its contents are true for purposasmotion to dismiss under Rule 12(b)(6)d.
Dismissalwithoutleawe to amend is appropriate only whtwe Court is satisfied that th

deficiencies in the complaint could nmassibly be cured by amendmedackson v. Care\d53

F.3d 750, 758 (9tkir. 2003) (citingChang v. Chen80 F.3d 1293, 129@®th Cir. 1996))iopez

v. Smith 203 F.3d 1122, 112(®th Cir. 2000).
[lI.  Discussion
Because the Court GRA® Defendants’ motionnder the doctrine oks judicataor
Federal Rule of Civil Procedure 13(a), theurt does not reach Bndants’ alternative
arguments.
a. MGA'’s Three Claims Are Dismissed Under the Doctrine oRes Judicata
The doctrine ofes judicata also referred to as claim preclusion, bars litigation in a

subsequent suit of any claims thadre raised or could havedseraised in a prior suit where

there has been: (1) a final judgmi@n the merits in the pricuit; (2) the prior suit involved the

er

ay

e




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

same parties or parties in privity; and (3) ehiaran identity of claims between the two stiits
Owens v. Kaiser Found. Health Plan, In244 F.3d 708, 713 (94@ir. 2001). Becauses
judicatais an affirmative defensé)e burden is on Defendants, as the parties asserting it,
prove all of its elementsSeeFed. R. Civ. P. 8(cKarim-Panahi v. Los Angeles Police Dep't
839 F.2d 621, 627 n.4 (9th Cir.8%) (abrogated on other grounds).

The parties do not dispute that this Cauptidgment in the prior case (04-9049 Dkt.

10704) was a final judgment by a court of competent jurisdiétiSeeTripati v. Henman857

F.2d 1366, 1367 (9th €i1988) (“[A] final judgmaent retains all of itses judicataconsequences

pending decision of the appeal.”). Nor do tiseyiously dispute that that this is a case
involving the same parties inipity, given that Eckert is a s@r employee of Mattel—a nam

party in MGA'’s prior litigaton—and Eckert’s conduct wése subject of MGA'’s prior

2MGA misstates this Circuit’s law governimgs judicata The Ninth Circuit has not adopted
the rule, urged by MGA, thaés judicatabarsonly a later claim alleging facts “virtually
identical” to those alleged inipr litigation. (Pl. Opp’'n at 11 MGA also suggests, without
citation, thatres judicatabars a current claim only ifwas actually litigated in the prior
litigation and not where the elementstoé current and prior claims diffetd. Contrary to
MGA'’s contention, actual litigation aflaims is not a requirement fogs judicata See
Costantini v. Trans World Airline$81 F.2d 1199, 1201 (9thrCiL982). The difference in
elements between the claims in twatsis similarly irrelevant; indeedes judicataprevents

“an imaginative lawyer” from fligigating old facts by “attacig a different legal label. Tahoet

Sierra Preservation Council, Ing. Tahoe Regional Planning Agen&p2 F.3d 1064, 1079 (¢
Cir. 2003).
*The doctrine ofes judicatarather than claim splitting applies to Mattel’'s Motion to Dismig
because this Court has renderdohal decision on the meritsThe parties’ briefs disputed
whether the present case coulddmmissed as a product o&h-splitting, a doctrine which
applies the principles aés judicatato multiple actions that lack final judgments. On April 4
2011, after the parties submitte@ithbriefs in the present ca$#&-1063, this Court rendered &
final judgment (Dkt. 10704) on ¢hmerits in the prior case 044@ Because this prior case
now has a final judgment, Defendants’ Motion teiiss the present caiseno longer properl)
analyzed under thedbry of claim-splitting, but rather undess judicata Compare Adams v.
Cal. Dept. of Health Serv487 F.3d 684, 688-89 (9thrCR007) (applying claim-splitting
doctrine prior to entry of final judgmenf)ahoe-Sierra Preservation Council, Inc. v. Tahoe
Regional Planning Agenc®22 F.3d 1064, 1077 (9th CR003) (applying claim preclusion
doctrine after entry of final judgment). Howver, because the parties’ discussion of claim-
splitting necessarily involved the applicatiorres$ judicataprinciples, no additional briefing i
necessary.
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allegations.See Adams v. Cal. Dep't of Health Ser487 F.3d 684, 691 (9th Cir. Cal. 2007

(employees were parties in ptwwith corporation where corpation was prior suit's defendant

and liability was premised on employee wrongdoisingle Chip Sys. @p. v. Intermec IP

Corp., 495 F. Supp. 2d 1052, 1064QS Cal. 2007) (finding privity “even if the named partigs

differ”).

Thus, the only disputed issue is whettiee prior suits, cases 05-2727 and 04-9049,
shares an identity of claimstiv the present case 11-1063. #ttiner there is an identity of
claims depends on four factors, the firsttfich is the most important, namely: (1) the two
suits arise out of the same transactional nucletectd; (2) the rights dnterests established
the prior judgment would be desyed or impaired by prosecution of the second action; (3
substantially the same evidensegresented in the two actigrand (4) the two suits involve

infringement of the same righ€Costantini v. Trans World Airline$81 F.2d 1199, 1201-02

(9th Cir. 1982). Because this Court concludes these four factors show that MGA'’s current

and prior suits share aatentity of claimsyes judicatabars the current clais and dismissal is
proper.
I. The same transactional nucleus dfacts give rise to MGA'’s current
and prior claims
Claims arise from the same teattional nucleus of facts wigethe same “transaction,

series of transactions” could give rise tolbolaims, often shown by the similarity of the

allegations in the prior and current pleadin§geWestern Sys. v. Ullo&58 F.2d 864, 871 (9th

Cir. 1992);Adams v. Cal. Depbf Health Servs487 F.3d 684, 691 (9th Cir. Cal. 2007).
However, a claim does not arise from the samestctional nucleus of facts where the clair
alleges new conduct “subsequent to thedast alleged in the prior adjudicationrit’l Techs.
Consultants137 F.3d at 1388 (interhatations omitted).

Thus,res judicatabars MGA'’s current complaint Defendants can show that: (1)

MGA's allegations in its prior gladings could give rise to the current claims; and (2) MGA

to allege new conduct occurring between Audist2010, and FebruaB; 2011. Those dates

reflect MGA's last pleadings in the prior litigati and MGA's filing of its current complaint.
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1. The same transactional nucleusf facts give rise to MGA'’s
prior claims and its current abuse of process and antitrust
claims to the extent the antitrust claim relies on Defendants

litigation conduct before August 16, 2010

All of MGA's abuse of process claim andgabstantial portion of MGA'’s antitrust claim

rely on Defendants’ condt during and in preparation fitigation prior to August 16, 2010.
Indeed, MGA concedes in its Opposition Brief tNEBA’s current claims “came into being o

July 22, 2010,” with the Ninth Circuit ruling revarg the district court'sudgment. (Pl. Opp’r

at1, 9-10). The Complaint refeto conduct relied on by MGA its prior pleadings and whigh

occurred before August 16, 2010, as showwtmer documents filed with the Court.
Defendants identify these documents, arrangedusedul chart, to show that MGA'’s current
complaint mirrors MGA's earlier allegationb@ut Defendants’ litigion conduct prior to
August 16, 2010. SeeMot. Dismiss at 9-10; Reply at 8,1. For example, the gravamen of
MGA's abuse of process claim is that Mattaligbt a remedy against MGA that “required th

n

e

district judge to enter a ruling that was an @&bosdiscretion”—conduct which occurred prior to

August 16, 2010. (Compl. 11 B%, 30, 59-60). Othditigation conduct prior to August 16,

2010, including Mattel’s alleged discovery abuard disregard for the statute of limitations
comprise a substantial amount of MGA'’s antitrust claich.at {1 16-25, 30. These allegatiq
appeared in MGA'’s pleadings @md prior to August 16, 201Gee(04-9049) Dkt. 2573 |1 5¢
69 (MGA'’s March 8, 2008 proposed statemeintacts); Dkt. 8583 {1 30-36, 60, 315-18
(MGA'’s August 16, 2010, counterdhas in reply). Because the entire abuse of process clg
based on Defendants’ conductlre prior litigation—conduct whitmust have occurred befg
August 16, 2010—MGA'’s current abuse of pees claim arises fromdhsame transactional

nucleus of facts as MGA'’s prior claimsSimilarly, to the exterMGA'’s antitrust claim relies

*This court takes judicial notice of thedecuments as matters of public recoB8keFed. R.
Evid. 201;Lee v. City of Los Angelea50 F.3d 668, 688-689 (9th Cir. 2001).

*To the extent that MGA relies on its allegattbat Defendants filed a “baseless and frivolg
new lawsuit” in state court targue that Defendants engageditigation conduct after August
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on Defendants’ litigation condt this claim also arises frothe same transactional nucleus

facts as MGA's prior claims.

In its briefs and at oral argument, MGA contends tbatjudicatais unjust because this

Court’s imposition of a trial date in Januai§14 gave MGA too littléime to prepare an

antitrust case, and thus MGA did not raise an astittlaim on August 1&010. (PIl. Opp’'n 1

9-10). HoweverbecausédMiGA never advanced its antitrusach, the Court was not given the

opportunity to decide wdther to extend the trial deadlinBegardless, the Ninth Circuit and
Supreme Court have “rejected any edulgtaexceptions to the applicationres judicatabased
on ‘public policy’ or ‘simple justice.” Owens v. Kaiser Found. Health Plan, In244 F.3d

708, 714 (9th Cir. 2001) (rejecting argument tieatjudicatashould not apply due to counse

failures in prior casegee alsd-ederated Dep’t Stores, Inc. v. Moit#s2 U.S. 394, 401, 69 L.

Ed. 2d 103, 101 SCt. 2424 (1981).

Furthermore, MGA cannot now contend th@s Court procedurally precluded MGA
from raising its antitrust claim whehe failure rests with MGAIn the prior litigation, this
Courtagreedwith MGA that all its counterclaimsyreply were compulsory, including the
RICO and wrongful injunction aims which share the same tsantional nucleus of facts as
MGA'’s current antitrust claim. (04-9049 Dkt. 8Bat 14). Because tleRICO and wrongful
Injunction counterclaims-in-rephyere compulsory, the Couwatlowed MGA to raise those
claims in the prior litigation. The Court digsesed MGA'’s wrongful ifjunction counterclaim-ir
reply on the merits, reasoning that MGA soughtrecover two categories of damages that
unavailable as a matter of lawld. Because the Court dismiss®RIGA’s wrongful injunction
counterclaim-in-reply on the merits, MGA’s owniltae to articulate a cognizable claim arisi
from the injunction prevented MGA o further litigating that claim.

2. The same transactional nucleusf facts give rise to MGA'’s

prior claims and its current Calif ornia and antitrust claims tg

16, 2010, this one-sentend&egation is too conclusorySeeCompl. 30(c). Furthermore, MG
at oral argument conceded thatvds not relying on this state action.

-10-
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the extent the antitrust claim reies on Mattel's non-litigation
conduct before August 16, 2010

MGA'’s current complaint doasot specify whether the rem&g non-litigation conduc
by Defendants occurred betweenglist 16, 2010, and February2®11. Instead, MGA alleg
that “beginning at least . in 2001 and continuing through the present time [Defendants h
been violating Section 2 of@éfSherman Act.” (Compl. 11 52)63MGA also alleges, in one
sentence and without any reference to datesMh#tel sold its Wee 3 Friends dolls “below i
fully allocated cost.”ld. at 11 53(g), 62.

As Defendants note, documents filed witlst@ourt show that MGA'’s current compla
mirrors MGA's earlier allegationabout Defendants’ non-litigain conduct prior to August 1¢
2010. SeeMot. Dismiss at 9-10; Reply at 3, n.These documents show, for example, that
MGA alleges in both the current and prior compsithe same anticompetitive conduct, sug
Mattel’s manipulation of NPD datand pressure on companies to not distribute Bratz prod
or supply MGA withraw material. CompareCompl. § 53(b-cyvith 05-2727 Dkt. 1 at 1 9, 76
78, 86, 113 (2005 compldin In addition, these documersisow that, in March and June of
2010, MGA was considering alleging “below cpscing” for Mattel's Wee 3 Friends as part
an earlier unfair competition clainbee04-9049 Dkt. 8168 at 1-2; Dkt. 8169 at 736:5-7. Al
these documents existed befM&A’s last pleading on April 16, 2011. Given that MGA'’s
current complaint makes almast the same allegations as frior ones, Defendants conteng
that MGA'’s current and prior suits ariserfiche same transactional nucleus of ficts.

MGA does not dispute the accuracy of Defants’ chart, nor the contention that
allegations in MGA'’s current pleadings appeared in its prior pleadings, and in fact stateg
argument that MGA would abandon its Californiaii for pricing below cost. In its briefs,

MGA only argues vaguely thatelpresent case is based on “reamduct subsequent to the

¢ As Defendants observe, MGA'’s current complaint also alleges facts which either were
MGA'’s possession or were public knowledge 02, and thus are not “new facts” for purp
of res judicata SeeReply 3-4 n. 1Western Sys. v. Ullo&58 F.2d 864, 871-872 (9th Cir.
1992) (“lgnorance of a party doast . . . avoid the bar of res judicata unless the ignorance
caused by the misrepresentation @naealment of the opposing party.”).
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existing case.” (Pl. Opp’n at 9-10). Read charitably, this statement suggests that MGA

conduct after August 16, 2010. Given the language of the Complaint, the extensive

allege:

documentation indicating the similarity of curtemd prior pleadings, and given that MGA does

not dispute the overlap in allégans, any alleged conduct thatcocred before August 16, 20
Is barred byes judicata
3. To the extent that MGA'’s artitrust claim alleges conduct
after August 16, 2010, those al@gations are too conclusory to
state a claim

As MGA conceded at oral argument, naf¢he conduct alleged in MGA'’s current

complaint is attributed to date after August 16, 20/0MGA also conceded at oral argumennt

thatres judicatalikely barred its claims arising froMattel’s trade practices and other non-
litigation conduct.

The Complaint details some condltitat is expressly attributed to earlier dates, desq
other conduct with no dates, and states thatopolization is “continuig through the present
time.” Compl. 1 52. Given the extensive oaerbetween MGA'’s current and prior complai
and the absence of conduct attributed to daftes August 16, 2010, the remaining issue is
whether MGA'’s reference to continuous activgytoo conclusory to allege conduct by
Defendants between August 16, 2010, and February 3, ZHd Daniels-Hall v. Nat'| Educ.
Ass’'n 629 F.3d 992, 998 (9th C2010) (“A court need not créda complaint’s “allegations
that contradict . . . matters praojpesubject to judicial noticegr allegations that are merely
conclusory, unwarranted deductions of factyimreasonable inferences.”). In their briefs,
Defendants and MGA dispute whet allegations of continuoastitrust violations are
sufficient to save aantitrust claim fronres judicata Because the parties addressed this

argument in their briefs, the Court will address thssie, but does so v cognizant that MG/

" As noted previously in this @er, MGA at oral argument stated that it was not relying on
allegation that Mattel engaged ifimseless and frivolous new lawun state court and in fg
MGA planned to abandon this allegatiwhen amending the Complairg@eeCompl. 30(c).
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seemed to abandon its position al@gument when it conceded thas$ judicatalikely barred
its claims arising from Mattel’s non-litigation conduct.

In Dual-Deck the Ninth Circuit applied collateraktoppel—also referred to as issue
preclusion and a close cousinres judicata—to bar an antitrust clai where the complaint
asserted “violations of [antitruddw and other acts taken by ttefendant . . . since the filing
of the prior suit and incorpord the factual allegations frotie prior suit's complaintin re
Dual-Deck Video CassetteeBorder Antitrust Litig.11 F.3d 1460, 14639 Cir. 1993). The
Ninth Circuit held that this “ambuous” reference to #eity “since the filing” did not show th
the plaintiff alleged that defendants had formed a new consgftaythe filing, which was a

necessary element of the antitrust claich.at 1463-64. Lateraurts have interpreteldual-

Deckas holding that the “plaintitilleged damages from subsequssrisequencesf the earlier

conduct,” not neveonductdone after the filingInt'l Techs. Consultants v. Pilkington PLC37
F.3d 1382, 1388 (9th Cit.998) (emphasis added).

In contrast, irHarkinsthe Ninth Circuit held thats judicatadid not bar an antitrust
claim where the later complaialleged that, “at least as eadyg September 1, 1976 and
continuingwithout interruptior, defendants] formulated a pland have continuously pursug
a course otonductintended to unreasonghiestrain trade."Harkins Amusement Enterprise
Inc. v. Harry Nace C9890 F.2d 181, 182 (9th Cir. 198@mphasis added). The court
reasoned that it would be “over-technical” tmstrue the complaint as alleging that a
conspiracy formednly in September 1, 1978d. Thus, the court read the complaint as
alleging that defendants “conspire[d] contsgly since that date,” which meant that
defendants’ conspiracy formedker the pleadings in the prior litigationd. The Ninth Circuit
also noted that, “by the defendants’ own c@soen,” the facts alleged in the later and prior
complaints were “at least 10 percent different,addition to being “conduct that occurred in
different time period.”ld. at 184.

The Court finddDual-Deckmore persuasive and distinguistitsrkins MGA'’s current
Complaint is more comgsory than that itdarkinsbecause MGA does not allege that the

“conduct” giving rise to MGA’santitrust violations was “withdunterruption.” Indeed, MGA
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does not make any mentionwhenDefendantstonductoccurred, alleging only that,

“beginning at least . . . in A and continuing through the present time[, Defendants baeg|

violating Section 2 of the Sherman Act by monopiolizand attempting to monopolize the sale

and distribution of fashion dolls in the Unit8tates.” (Compl. Y 52-53) (emphasis added).

Furthermore, unlike iarkins Defendants here do not concede that MGA'’s current com(
contains 10 percent new allegations. Indté&2efendants have demonstrated that MGA
reiterates the same allegations as in its prieagihgs and MGA conceded at oral argument
res judicatalikely barred its claims arisinigom Mattel’s non-litigation conduct.

Finally, like inDual-Deck MGA'’s current complaint fail$o provide any dates to
indicate that the alleged conduct occurred after the prior pleadings on August 16, 2010.
Dual-Deck MGA'’s Opposition Brief does not identifny allegations of conduct after Augus
16, 2010, in the currembmplaint—indeed, MGA omits amyiention of Mattel or Eckert’s
conduct between August 16, 2010, and FebruaP®B], in its summary of the facts of this
case® (Pl. Opp'n at 6-7). And, like iBual-Deck MGA recreates allegations from prior

pleadings.

laint

that

Like il
t

Given that MGA's current claims mirror ipgior allegations and that MGA’s Oppositipn

Brief does not identify a single distinct act in the current complgii@efendants between

August 16, 2010, and February2811, MGA'’s allegations th&defendants’ antitrst violations

are “continuing” is too conclusory. At best, likeDual-Deck MGA is only alleging “damages

from subsequent consequences of the earlmw,” and not new comidt occurring between
August 16, 2010, and February 3, 20Bke Int'l Techs. Conkants v. Pilkington PLC137
F.3d 1382, 13889th Cir. 1998).

8 MGA'’s Opposition Brief cites tal testimony from April 2011-after the current complaint
was filed—to assert that, in 2004, Mattel forneadagreement with Kohl's to exclude Bratz
dolls and that this exclusidoontinues to the present3eePl. Opp’'n at 12. Even assuming

this trial testimony showed antitrust violatioranduct between April 16, 2010, and February 3,

2011, MGA cannot defend agaismotion to dismiss by relyg on new allegations in its
Opposition that are absent mnahe current complaintSeeCar Carriers, Inc.v. Ford Motor
Co, 745 F.2d 1101, 110th Cir.1984).
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4. The remaining factors also indcate that MGA'’s current and

prior claims are the same

As noted earlier, courts consider three addifiéaetors to determine if two suits share an

identity of claims, namely whethg1) substantially the sameidgnce is presented in the twp

actions; (2) the rights or interests establisinetthe prior judgmenivould be destroyed or
impaired by prosecution of the second action; @dhe two suits invole infringement of the
same right. These factors militaongly in favor of preclusion.

First, MGA's reliance on the same factual giéons in both its @sent and prior claim

demonstrates that the same evidence woularésented to prove bottaims. Although MGA

argues that its current claims require “new ewick, new expert discovery,” (Pl. Opp’'n 1), the

availability ofadditionalevidence is not enough. Instead, the controlling issue is whethel
substantially the same evidence cbhbe used to satisfy both claimSee Western Sys. v. Ul]d
958 F.2d 864, 871-872 (9th Cir. 1998)t'| Union of Operatingeng’r-Employers Constr.
Indus. Pension v. Kar©94 F.2d 1426, 1430 (9th Cir. 199834 judicatamay apply even whe
there is some differee in the evidence).

Second, the two suits involve infringementlod same right, namely, MGA's right to |
compete in the market free froMattel’s allegedly illegal litigton strategy and out-of-court
tactics.

Finally, the rights established the prior judgment would be destroyed or impaired |
prosecution of the current antittudaim. If MGA is successfuh its current claims, it could
lead to either a double recovery for the sam@ynor recovery for &laim against which Matts
previously successfully defende&or example, judgment was previously entered against
regarding its counterclaims-in-reply that Mattels liable for RICO vid@tions and wrongful
injunction—two claims that shathe same transactional nucleudasfts as the current antitru
claim. At oral argument, MGA contended that aafigtin on the current antitrust claim wou
not impair this past judgment because the astitclaim arose from diffen¢ conduct than tha

which gave rise to MGA’s countdaims-in-reply. Yet, MGA comadicted this assertion whe
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it also argued that its antitrust claim was grded in Defendants’ litigtion conduct before
August 16, 2010, specifically Defendants’ put®f unreasonable injunctive relief.

In sum, given that these three factors nisitim favor of preclusion and that MGA'’s
current and prior pleadings arise from the s#maesactional nucleus of facts, MGA'’s curren
and prior suits share an idegtdf claims. Because thehas been a final judgment on the
merits of a prior suit between the pastia privity and an identity of claimses judicatabars
MGA's three claims.See Costantini v. Trans World Airlineg31 F.2d 1199, 1201 (9th Cir.
1982).

b. MGA'’s Three Claims Are DismissedBecause They Were Compulsory
Counterclaims in the Prior Litigation

A party who fails to plead a compulsory coentfaim in a prior action, as required ung
Federal Rule of Civil Procedure 13(a), is prectifemn raising that claim in a later action.
Mitchell v. CB Richard Ellid.ong Term Disability Plan611 F.3d 1192, 120®th Cir. 2010).
The purpose of this rule &0 prevent multiplicity of litigaton and to promiy bring about
resolution of disputes before the courtd.

A counterclaim is compulsory where it: (1) iges out of the transaction or occurrenc
that is the subject matter of the opposingya claim”; and (2) eists at the time the
counterclaimant serves its pleadthged. R. Civ. P. 13(a). line prior litigation, this Court
followed Ninth Circuit precedent to hold thatlRud 3(a) applied not onlp counterclaims, but
also rendered compulsory MGA'’s counterclaimseply, which wereifed in response to
Mattel's Fourth Amended Answer and CounterclairBeeOrder 4:16-18 (04-9049 Dkt. 8897
Davis & Cox v. Summa Cor 51 F.2d 1507, % (9th Cir. 1985) (applying logical
relationship test of FRCP 13(a) to countaralan-reply). Thus, MGA'’s current claims are
precluded if Defendants can show that theaand: (1) arose from treame transaction as
Mattel’s last pleadings in the prior litigatiowhich was its Fourthmended Answer and
Counterclaims (04-9049 Dkt. 77g¢4nd (2) existed when MGAIéd its last pleadings in the

°The term “transaction” in Rule 13(mcludes “a series of occurrence®aker v. Gold Seal
Liquors, Inc, 417 U.S. 467, 469 n.1, 94C3. 2504, 25064.1 (U.S. 1974).
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prior litigation, which were counterclaims-inplg filed on August 162010 (04-9049 Dkt.
8853).

The parties appear tosgiute only whether MGA’antitrust claimarising from the prior
litigation was compulsory. Defendants contend #ikthree claims MGA brings in the prese
case 11-1063 are precludecthese they were compulsory ither cases 05-2727 or 04-904
MGA'’s Opposition Brief does natispute Defendants’ contentioegarding MGA'’s California
and abuse of process claims. In additMGA conceded at oral argument that it would
abandon its California claimnd thatres judicatalikely barred its claims arising from Mattel’

trade practices and other non-litigation conducstdad, in both its briefsnd at oral argumen

MGA'’s contends that the Supreme Court and IN@ircuit have carved oan exception to the

compulsory counterclaim rufer antitrust claims arising fra a party’s conduct in prior
litigation.

Because MGA does not appear to disputeitbaalifornia and abuse of process clair]
were compulsory and that the antitrust clairhasred to the extent it lsased on Defendants’
non-litigation conduct, the Court addresses only MGA'’s argument that certain Supreme
and Ninth Circuit precedent exenfpdbm compulsory counterclainalysis an antitrust claim
based on litigation conduct.

I. The Court is not persuaded to extendvercoid and Hydranautics to
prior litigation that is not ba sed on patent infringement

In Mercoid the Supreme Court held that an antitrust claim based on prior patent
infringement litigation was not a cqualsory counterclaim in thgiatent litigation, but rather &
permissive counterclaim under FeddRale of Civil Procedure 13(b)Mercoid Corp. v. Mid-
Continent Inv. Cq9.320 U.S. 661, 671, 64 1. 268, 274 (1944) (owuled on other grounds,
stated iBeal Corp. Liquidating Trust v. Valleylab, In®27 F. Supp. 15, 1361 (D. Colo.
1996)). A half-century latethe Ninth Circuit relied oMercoidto hold inHydranauticsthat “a
claim that patent infringemefitigation violated an antitrustatute is a permissive, not a

mandatory, counterclaim in a patenfringement case, and istrmarred in a subsequent suit
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failure to raise it irthe infringement suit."Hydranautics v. FilmTec Corp70 F.3d 533, 536
(9th Cir. 1995).

MGA urges this Court to exteridercoid andHydranauticsbeyond the realm of paten
infringement and to hold that MGA'’s antitrusairth was not a compulsory counterclaim in t
prior non-patent-related litigatioMGA argues that neithédercoid nor Hydranautics
expressly limit their holdings to prior litigation involving patent infringent, and thus these
holdings can be extended to the present case.

First, as Defendants note, MGA cites no caghin the Ninth Cicuit that extends
Mercoid or Hydranauticsbeyond the realm of patent infringemd@nd courts in this circuit ha

refused to do so. MGA does cite one cd&ead in which an Ohio distct court held that an

antitrust claim was not a computgaounterclaim in the priazopyrightinfringement litigation|

See Mead Data Centra. West Pub. Cp679 F.Supp. 1455 (S.D.On987). However, a cour
in this Circuit has rejected any analogyMeadbecausé/leadapplied the Sixth Circuit’s

standard for compulsory counterclaims andsitidn a manner that “differs from the Ninth

Circuit standard in several waysSee Grumman Systems SupponpCue. Data General Corp.

125 F.R.D. 160, 163 (N.D.Cal. 88). Furthermore, courts inishand other circuits have not
followed Meadand have not extendd&dercoid or Hydranauticswhen urged to do so. In fact
the Ninth Circuit has noted that, sindgdranautics theMercoid exception has been read “i
narrowly” by other circuits t@apply to patent misuse, but not patent invalidDestiny Tool v.
SGS Tools Cp344 Fed. Appx. 320, 323t0Cir. 2009); see alsGrumman 125 F.R.D. at 163
(“[1]t is clear at this point that theris no such general exception [groundellercoid to the
operation of Rule 13(a) and no case decidedanast twenty years holds to the contrary.”);
Herbert Hovenkamp, Mark D. Janis, Mark A.nkey, IP and AntitrustAntitrust Allegations a;
Compulsory Countercias in Enforcement itigation 85.5 n.22 (2001(noting that cases
applyingMercoidto prior non-patent-relatdiigation are “aberrational”).

Second, while neithaévlercoid nor Hydranauticsexpressly limit their holdings to patef
infringement litigation, the Ninth Circuit’s poligustificationfor an exception to the

compulsory counterclaim rule appliesdoly patent infringement litigation. Hydranautics
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the Ninth Circuit explained that tiercoid exception was due to thmique appeals process
patent infringement litigationHydranautics 70 F.3d at 536. Because patent infringement
decisions are appealed to thelégl Circuit, treating antitrustaims as compulsory in patent

infringement litigation could result in a ‘fierence between the antitrust law generally

n

applicable within each regional cinit, and antitrust law in predagopatent infringement cases.”

Id. While this may be an ex post facto explanatiorMercoids opaque decision, the Court
nonetheless finds the Ninth Circisifogic a persuasive justificatioh.

Because other courts have not extendedcoid or Hydranaticsto prior litigation that i
not based on patent infringement, this Coultnot exempt MGA'’s antitrust claim from the
traditional compulsory counterclaim analysis.

ii. MGA'’s current antitrust claim ba sed on Defendants’ litigation
conduct before August 16, 2010, sines a logical relationship with
Mattel’s pleadings in the prior litigation

The Ninth Circuit’s “logical reationship test” holds that a claim arises from the samgé
transaction, and thus is compulsory, wheftarises from the sameaygregate set of operative
facts” as the opponent’s pleadingseeln re Pinkstaff 974 F.2d 113, 115 (9th Cir. 1992). T
claims may be logically relateslyen though theglo not arise out of the same nucleus of fac

Pochiro v. Prudentibins. Co. of Am.827 F.2d 1246, 124®th Cir. 1987);Jones v. Ford Mot

Credit Co, 358 F.3d 205, 21@3 (2d Cir. 2004) (“Although thedigical relationship’ test does

not require ‘an absolute identidf factual backgrounds,’ . . .¢Hessential facts of the claims
must be so logically connectedatitonsiderations of judici@conomy and fairness dictate th
all the issues be resolved in one lawsuit.”). A logical relationship may exist even if the
counterclaim’s allegations neadt be resolved in order togfiose of the underlying clainin
re Marshall 600 F.3d 1037, 1058-59th Cir. 2010).

*Other Circuits have bemoaned hiMercoid “effectively created aexception” to the
definition of a compulsory coterclaim “without acknowledgingr explaining the exception.
Critical-Vac Filtration Corp.v. Minuteman Intern., Inc233 F.3d 697, 70(2d Cir. 2000).
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Applying the logical relatiorfgp test, MGA'’s current antitrust claim shares a logical

relationship with Mattel’s pleadings in the prigigation. MGA'’s antitrust claim and Mattel's

RICO claim raised in the prior litigation sleaa logical relationship because each alleges
misconduct by the other during the litigation ofes 05-2727 and 04-9049. In the prior
litigation, Mattel's FAAC alleged, among otheirigs, that MGA violated the RICO because
MGA's alleged misconduct and unwillingness to cdynpith the phase 1 jury’s verdicts in th
prior litigation. In its current antitrust claifvyGA alleges that Mattel engaged in miscondu
during the prior litigation through discovery abudisregard for the statute of limitations, an
pursuit of unreasonable injunctive relief. Besa both MGA'’s current aim and Mattel’'s prio
claim arise from the parties’ conduct iretprior litigation, MGA'’s current claim was
compulsory and should have bdamought in the prior litigation.
c. Although MGA'’s Current Claims Ar e Barred Under Either Res Judicata
or as Compulsory CounterclaimsDismissal Without Prejudice Is Proper

Contrary to Mattel’s contention, dismissath prejudice would be improper because
although MGA'’s current complaint teo conclusory, it does not app@&apossiblefor MGA to
allege anticompetitive conduatter August 16, 2010See Schreiber Distributing Co. v. Sery
Well Furniture Co, 806 F.2d 1393, 140{®th Cir. 1986). Because leave to amend, whethe
requested or not, should beagted unless amendment would be futile, this Court GRANTS
Defendants’ motion to dismislBut does so without prejudice.

IV. Disposition

The Court GRANTS Defendants’ motiondsmiss MGA'’s complaint, but dismisses
without prejudice. If MGA wishes to filan amended complaint, it must do saNmwvember

11, 2011

DATED: October 20, 2011 P ) =
Alpwiid 8 Contov
DAVID O. CARTER
UNITED STATESDISTRICT JUDGE
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