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t al v. Office of the Commissioner of Baseball et al Doc.

UNITED STATES DISTRICT COURT
NORTHERN DISTRICT OF CALIFORNIA
SAN JOSE DIVISION

CITY OF SAN JOSE; CITY OF SAN JOSE Case No. €13-0278/RMW
AS SUCCESSOR AGENCY TO THE
REDEVLOPMENT AGENCY OF THE CITY

OF SAN JOSE; and THE SAN JOSE ORDER GRANTING -IN-PART AND
DIRIDON DEVELOPMENT AUTHORITY DENYING -IN-PART DEFENDANTS'
MOTION TO DISMISS PLAINTIFFS’
Plaintiffs, COMPLAINT UNDER FEDERAL
RULE OF CIVIL PROCEDURE
V. 12(b)(6)
OFFICE OF THE COMMISSIONER OF [Re: Docket No.25]

BASEBALL, an unincorporated association
doing business as Major League Baseball; gnd
ALLAN HUBER “BUD” SELIG,

Defendant.

[W]e continue to believe that the Supreme Court should retain the
exclusive privilege of overruling its own decisipsgve penaps when
opinions already delivered have created a near certainty that only the
occasion is needed for pronouncement of the doom.

Salerno v. American League of Professional Baseball CA2% F.2d
1003, 1005 (2d Cir. 1970).

This lawsuit yet again raiséise question of the scope ldiseball’sexemption fronfederal
antitrust laws. The judicially created exemptwasborn in 1922 irFederal Base Ball Club of
Baltimore, Inc. v. National League of Professional Base Ball (ftlbsderal Basebal), 259 U.S.
200 (1922) (Holmes, J.and reaffirmed imoolson v. New York Yankees, Ji#16 U.S. 356 (1953)
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(per curam) andFlood v. Kuhn407 U.S. 258 (1972) (Blackmun, J.). Many distinguighadts
including the Justices themselves, howekliaye openly cticized the Supreme Court’s decisions
distinguishing baseball from other professional sports for the purposes of exgeompyibaseball
from antitrust laws In 1957, inRadovich v. National Football Leagudustice Clark writing for the

majority acknowledged that the distinction for baseball maybegalistic inconsistentor

illogical,” and ‘were we considering the question of baseball for the first time upon a clean slate,

we would have no doubtthat the business of baseball is within the scopa®Sherman Antitrust
Act. 352 U.S. 445, 452 (195@raphasisadded) (holding that the business of footmlubject to
the Sherman Act)ln 1970, Judge Friendly writing for the Second Circuit “freely acknowledge[q
[the court’s] belief thaFederal Baeballwas not one of Mr. Justice Holmes’ happiest days, that
rationale ofToolsonis extremely dubious and that, to use the Supreme Court’s own adjectives
distinction between baseball and other professional sports is ‘unrealistic,’ istemtsand
‘illogical.” Salerng 429 F.2d at 1005 (quotirigadovich 352 U.S. at 452). In 1972, Klood,
Justice Blackmun writing for the majority said th&eteral BasebalandToolsonhave become an
aberrationconfined to baseball.” 407 U.S. at 282 (ergib added).

Despite the recognized flaws in the antitrust exemption for baseball, thelasurt
consistently “conclude[d] that the orderly way to eliminate error or digaaition, if any there be, iS
by legislation and not by court decisiorRadovich 352 U.S. at 452 (reasoning that “Congressiof
processes are more accommodative, affording the whole industry heawhgs apportunity to
assist in the formulation of new legislation” and “[t]he resulting product refiwe@ more likely to
protect the industry and the public alike.”). “The Court has emphasized that since 132l base
with full and continuing congressional awareness, has been allowed to develop and to expan
unhindered by federal legislative actiorFlood, 407 U.S. at 283. Theood Court held that “[i]f
there is any inconsistency or illogic in all this, iais inconsistency and illogic of long standithgt
is to be remedied by the Congress and not by this Colaitdt 284 (emphasis added) (affirming

Federal BasebalhndToolsor).
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The facts of this case present the issue of whetherelabtationis a part of the “business
of baseball’subject to the Supreme Court’s holdsrig Federal BaseballToolsonandFlood.
Plaintiffs, the City of San José, City of San José as successor agencReaévelopment Agency
of the City of San Jo§éRDA”"), and the San José Diridon Development Authority (collectively,
“City” or “San José”), arguthat the antitrust exemptiaet forth inFederal BaseballToolsonand
Flood applies onlyd baseball’s “reserve clause.This position, however, is contrary to the
holdings of a vast majority of the courts thatéaddressed the issue. All federiatuit courts that
haveconsidered the issue (the Eleventh, Seventh, Ninth and Second<yinawnot limited the
antitrust exemption to the reserve clause, but have adopted the view that theaxbroptly
covers the “business of baseb&llOnly one federal district codrand one state supreme curt
have explicitly limited the antitrugixemption to baseball’s reserve systefmo otherfederal
district courts have considered the breadth of the “business of baseball” exernpliding that the
radio broadcasting of baseball garhasdemployment relations with umpir&are not “integral” to
the businessf basebaland thus not within the exemptioitheydo not, however, define the

“pusiness of basebalir hold that it is limited to the reserve clause.

! The reserve clausépublicly introduced into baseball contracts in 1877,” confined “the player {
the club that ha[d] him under the contracElood, 407 U.S. at 259 n.1. The Court of Appeals for
the District of Columbian theFederalBaseballcasedescribed the reserve clause as follows:
“Generally speaking, every player was required to contract with his clubeheaould serve it for
one year, and would enter into a new contract ‘for the succeeding season atia sear
determined by the parties to such contract.” The quoted part is spoken of as the tkesere,” and
it is found, in effect, in the caracts of the minor league players, as weihafose of the major
league players.’Nat’'| League of Prof. Baseball Clubs v. Federal Baseball Clubs of Baltir@é&e
F 681, 687 (D.C. Cir. 1920).

% Major League Baseball v. CrisB31 F.3d 1177 (11th Cir. 2003rof'| Baseball Schools & Clubs,
Inc. v. Kuhn 693 F.2d 1085, 1086 (11th Cir. 1982harles O. Finley & Co., Inc. v. Kuhb69
F.2d 527, 541 (7th Cir. 1978?,0rt|and Baseball Club, Inc. v. Kuha91 F.2d 1101 (9th Cir. 1974)
Salernqg 429 F.2d at 1005 (2d Cir. 197®ortland Baseball Club, Inc. v. Baltimore Baseball Cluh
Inc., 282 F.2d 680 (9th Cir. 196%ee also Triple-A Baseball Club Assocs. v. Northeastern
Baseball, InG.832 F.2d 214, 216 n.1 (1st Cir. 1987) (noting the baseball exempigobreach of
contract case)

Plazza v. Major League BasehaB1 F. Supp. 420 (E.D. Pa. 1993).

Butterworth v. Nat'l League of Prof'| Baseball Clyligt4 So.2d 1021 (Fla. 1994).

®> Henderson Broadcasting Corp. v. Houston Sports Ass'n,54d. F. Supp. 263, 265-72 (S.D. Te
1982)

® postema v. Nat'| League of Prof’| Baseball CIuB89 F. Supp. 1475, 1489 (S.D.N.Y. 1992),
overruled on other grounds 998 F.2d 60 (2d Cir. 1993).
" See Hendersom41 F. Supp. at 269 (“Radio broadcasting is not a part of the sport in the way
which players, umpires, the league structure and the reserve systgnPatema799 F. Supp. at
1489 (11t is thus clear that although the baseball exemption does immunize baseballtitaratan
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San José filed suit against the Office of the Commissioner of Baseball andHéban
“Bud” Selig (collectively, “MLB”) allegingclaims forviolation of the Sherman Antitrust Act,
California’s Cartwright Act, andtate tortand unfair competition laws based on MLEBgdure to
approve the OaklandtAletics Baseball Club’s (“the A’s”) pposed relocation from Oakland to
San José. MLB moves to dismiss the City’s complaint on the basis that the businesbaif,bas
including club relocation, has long beexempt from antitrust regulatiorizor the reasons explaine
below, this court concludes that: (1) the Supreme Court triléggidralBaseball Toolsonand
Flood) is not limited to MLB’s reserve system; (2) the longstanding antitrust exempilion st
encompasses all MLB decisions integral to the business of baseball; (3)y/fbestate aw claims
based upon state antitrust and unfair competition law are preempted) amel City's state law tort
claims are sufficiently pled to survive MLB’s motion to dismis&ccordingly, the court GRANTS-

IN-PART and DENIESN-PART MLB'’s motion to disniss thecomplaint

|. BACKGROUND

The Office of the Commissioner of Baseball, doing business as MLB, is an unincedporat

association of thirty Major League Baseball Clubs, “organized into twodsatiue American
League and the National League, with three divisions in each League.” Majgué Const. (“ML
Const.”) art. Il, 81, art. VIII, 81, Compl. Ex. 4, Dkt. No.;kee alsaurrent ML Const. at Dkt. No.
35-2. All thirty Clubs are “entitled to the benefits of” and “bound by” by the Majoguea
Constitution (“ML Constitution”) and the rules adopted and promulgated by the Commissione
pursuant theretold. art. I, art. 1V, art. Xl, 8. With respect to Club relocation, the ML
Constitution provides that “[t]he vote of three-fourths of the Major League Clalsuired for
the approval of “[t]he relocation of any Major League Cluld’ art. V, 82(b)(3).

The A’s is a Major League Baseball Club in the American Leadiastern Division Id.

art. VIl 8 1. Pursuant to the Major League Constitutibe, A’s “operating territory” is “Alameda

challenges to its leaguestture and its reserve system, the exemption does not provide baseb
with blanket immunity for anrttompetitive behavior in every context in which it operafBse
Courtmust therefore determine whether baseball's employment relations with its uanpires
‘central enough to baseball to be encompassed in the baseball exemption.” (Heotiegson

541 F. Supp. at 265)).
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and Contra Costa Counties in Californidd. art. VIII, 8 8. The team was founded in Philadelphi
Pennsylvania in 1901 as the “Philadelphia Athletics,” one of the American Leagle’slearter
franchises. 6mpl. Y47. In 1955, the team relocated to Kansas City and became the “Kansas
Athletics.” 1d. Just over a decade later, in 1968, the A’'s moved to Oakldn®].48. The A’s
enjoyed tremendous success in the next two decades, winning three consecutive World
Championships in the 1970s; three American League Pennants in 1999, 1989 and 1990; and
1989 World Seriesld. Today, the A’s remain in Oakland. Their home stadium is the “Oaklang
Coliseum,” or “Coliseum,” which the team shares with the Oakland Raiders of tioa&Ndootball
League.Id. 1 50.

Since 1990, however, “attendance at A’s games has plummeted’51. The City alleges
various reasons for the low attendance: (1) the Coliseum is currently thedtaesh-ballpark in
MLB; (2) according to the 2010 census, the Giants’ territory includes 4.2 million people arid tH
territory only 2.6 million; and (3) the team is “heavily dependent on revenue shaithghe
Raiders because they share the Coliseldnf] 4952. The Ciy also alleges that the A’s are “one
of the most economically disadvantaged teams” in MLB because MLB “does moeapl
revenues as evenly as other sportd.”{ 49.

For several years, the Athletics have considered possible alternativeriedattheir home
stadium, including Fremont (which ultimately failed in February 2009) and San José.2809,
A’s owner Lew Wolff has focused the team'’s relocation efforts on San Josarlyir2@09, the City
of San José issued an Economic Impact Analysis detailing the economic hafrtefitproposed
A’s stadium in San Jose, which would consist of 13.36 acres near the Diridon tiam atal
would seat 32,000 fans. Compl. 1 68, 70 and Ex. 1. In March 2@HRD®A purchased six
parcels of land with the intent that that the property would be developed into a MLBlhathe®
Option Agreement, Compl. Ex. 3.

The ML Constitution, however, currently designates San José as within the S8eisdera
Giants’ operating territory. ML Const. art. VIII,& Unlike the Los Angeles Dodgers and Los
Angeles Angels and the New York Mets and New York Yankees, which shar@ cgréaating

territories, the A’s and the Giants territories do not overldp.Because San José is outside of thg
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A’s operating territoryrelocation requires a thregiarter majority approval by MLB’s Clubdd.

art. V, §2(b)(3), art. VIII, 882 As such, Commissioner Selig allegedly asked the mayor of San
José, Chuck Reed, to delay a public vote on whether the A’s could purchase land and build a
stadium in San José. Compl7/¥. The City also alleges that the Giants have “interceded to
prevent the A’s from moving to San José” based on the Giants’ assertion that Afshedre
allowed to move there, it would undermine the @amvestment in its stadium in San Francisco
and marketing toans.” Id. 1118, 121. Commissioner Selig, commenting on the territorial

dispute, allegedly stated:

Wolff and the Oakland ownership group and management have worked
very had to obtain adcility that will allow them to compete into the 21st
century. . .. The time has come for a thorough analysis of why a stadium
deal has not been reached. The A’s cannot and will not continue
indefinitely in their current situation.

Id. {1 119.

Despitethe ongoing dispute, on November 8, 2011, the San José City Council and the
Athletics Investment Group entered into a tyear Option Agreement giving the A’s the option tg
purchase the six parcels of land set aside birRiba for the purposes of buildirthe ballparkior a
purchase price of $6,975,227. Option Agreement 2, Compl. Ekh& Athletics Investment Group
paid $75,000 for the initial two year option, which included the option to renew for a thircbyear
an additional $25,000. At oral argument, the City represented that the AthleticsneweS&troup
recently paidhe additional $25,000 to extend the option for a third y&ae City allegeshat
MLB has intentionally delayed approving the A’s relocation for over foursyediectively
prewenting the A’s from exercising its option to purchase the land set aside Gitythender the
Option Agreement and resulting in damages to the City in the form of lost reveaseriably
expected under the Option Agreement and Purchase Agreement,ivetp&cCompl. 11 162-64.
The City alleges that the territorial rights restrictions in the ML Constitution drigtdvfailure to
act on the territorial dispute restrains competition in the bay area basebat,parketuates the

Giants’ monopoly over #hSanta Clara market, and creates anticompetitive effects that lead to

8 Allegedly because the MLB is “hostile” to Club movement, only & Club has relocateih
the past 40 some years. Compl. 111 (In 2005, the Montreal Expos relocated to Washingtor
and became the Washington Nationals.
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consumer harm in violation of federal and state antitrust laws.cdielaintalsobringsclaims
under California’s unfaicompetitionlaws and for tortious interference with San José’s contract

relationships with the A’s and its prospective economic advantage. MLB moves tssdidim

counts in theeomplaintfor failure to state a claim under Federal Rule of Civil Procedure 12(b)(@).

IIl. MATERIALS CONSIDERED

“Generally, a district cat may not consider any material beyond the pleadings in ruling
a Rule 12(b)(6) motion.’Hal Roach Studios, Inc. v. Richard Feiner & C806 F.2d 1542, 1555
n.19 (9th Cir. 1989). Two exceptions exist: (1) the court may consider materials psyimriied
as part of the complaint; and (2) the court may take judicial notice of facer¢hatot subject to
reasonableidpute,” Fed. R. Evid. 201(b), including “matters of public recoisiee Lee v. City of
Los Angeles250 F.3d 668, 688-89 (9th Cir. 2001). There is no dispute that the court may cof
the materials attached to tbemplaint. There is a dispute about the propriety of judicial notice.

MLB asks the court to take judicial notice 8an Jos€ity Council Resolution No. 74908
(Exhibit A); excerpts from the 1982 hearings before the Senate Judiciary CommitteeessiBnai
Sports Antitrust ImmunityExhibit B); the October 29, 1997 Report of the Senate Judiciary
Committee on the Curt Flood Act, S. Rep. 105-(Eshibit C), the California State Controller's
March 2013 report titled[RDA]: Asset Transfer Review January 1, 2011 through January 31,
2012” (Exhibit D); and a memorandum of the San Jose City Manager and SdRDdgé
Executive Director bearing the subject line “Option Agreement for Sale of lrapeithletics
Investment Group, LLC,” dated October 24, 2QEkhibit E). Dkt. No. 26.

The City argues that judicial notice of Exhibit 8an José City Council Resolution No.
74908) is improper because the Resolution is unsigradichg the authenticity of the document int
question. Despite the unsigned nature of San José City Council Resolution No. 74908, the ¢

concludes that document is a matter of public record and that its contents are nbtsubjec

reasonable dispufeand thus deems judicial notice of the contents of the document appropriate.

With respect to Exhibits B and C (the legislative records), the City suthaéthe documents

are offered for the sole purpose of legal argument and are thus improper rigithi#gaCity argues

® The signed version of the Resolution is also publicly availbéeigh the City government’s
online archives, and it is identical to the unsigned vemsitathed to the request for judicial notice
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that Exhibits D and E (City government report and memorandum) are offeredteatelytest the
validity of the Option Agreement and to argue that performance would requiréstteepurchase
additional parcels of land, respectively, both improper purposes.

The court concludes that the legislative histories, the Controller's Regbtth@RDA’s
Memorandum are all matters of public record not subject to reasonable dispute. glgptide

court takes judicial notice of ExhibitsB. With respect to all exhibits, however, the court takes

judicial notice for the purpose of determining what statements are contained therein, not to prove

the truth of the contents or any pasty@ssertion of what the contents meadriited States v. S.
Cal. Edison Cq.300 F. Supp. 2d 964, 975 (E.D. Cal. 2004).
. ANALYSIS

QuotingMajor League Baseball v. Butterworth81 F. Supp. 2d 1316, 1331 (N.D. Fla.
2001),MLB argues that: [t]he business of baseball is exempt from the antitrust laws, as it has
since 1922, and as it will remain until Congress decides otherwise. Period.” AgcordiLB, all
of the City’s claims are premised on the same alleged antitrust violation8 tmidfer this reason.
The City counters thatederal BaseballToolsonandFlood are limited to anticompetitive
restrictions on players’ abilities to negotiate their employment contractssanatla restraints on
team relocation are not exempt from antitrust laws under the to§upreme Court caseJhe
City furtherasserts that once the scope of the exemption is properly cabined to playeritsfies
its state law claims succeed. The City argues, however, that its unfaiettttonpand tort claims
would succee@ven withoutany underlyingantitrustviolation. The court addresses the City’s
claims in turn.

A. Sherman ActClaims

The City charges MLB with violations of the Sherman Antitrust Act, 15 U.S.C. 88 1 andg
The question is whether MLB’s alleged restraints on theditscation are exempt from the City’s
antitrust claims. The issue boils down to whetHeederal BaseballToolsonandFlood (“the
Trilogy”) are limited tobaseball’'seservesystem Although the reasoning and results of those c3
seemillogical today, they have survived for many yeansl aregprecedent that the court must

follow.
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1. The Trilogy and Related Supreme Court Cases

In Federal Baseballpetitioner Federal Baseball Club of Baltimore sued the National Led
and the American League (“the Major Leagues”) under the Shermanu&h#irt allging that the
Major Leagues conspired to monopolize the baseball business by means oftaaguee and the
reserve system259 U.S. at 207. The Supreme Court for the District of Columbia entered judd
for petitioner, but the Court of Appeals for the District of Columbia reversed on tiselsthe
Major Leagueswere not within the Sherman Attld. at 208. The Supreme Court granted
certiorari and affirmed judgment for the Major Leaguks.at 208-09. The Court first held that
baseball qualifies as a business, specifically: “the busingsgng exhibitions of base bdHic],
which are purely state affairsld. at 208. The Court then held, however, that the business of
baseball is not engaged in interstate commelisteat 208-09 (Although “competitions must be
arranged between clubs from different cities and States” to carry out the ierkibithe fact that
. .. the Leagues must induce free persons to cross state lines and must adgqrayefantheir
doing so is not enough ttv@nge the character of the business.”). The Court held that any inters
activities were merely incidental to the state exhibitions, and thus “would nolldxtcade or
commerce in the commonly accepted use of those wotdsdt 209. Accordingly, the Court
concluded that “the restrictions by contract that prevented the plaintiffdedting players to break
their bargains [(i.e., the resersgsten)] and the other conduct charged against the defendants W
not an interference with commerce among the states.”

Thirty years later, the Supreme Court revisitedleral Baseballor the first time in

Toolson' In Toolson in a per cuam, one paragraph opinion, the Court upli@deral Baseball

19 There were three petitionersTioolson all professional baseball players. Two of the petitionel
originally filed separateactions in the Southern District of Ohio, each alleging injury based on tf
reservesystem and certain restrictions “with respect to the sale of broadcaghitgyfor radio and
television,” which deprived each player of “the reasonable value of his seaviddss
opportunities for professional promotionKowalski v. Chandler202 F.2d 413, 414 (6th Cir.
1953);see alscCorbett v. Chandler202 F.2d 428 , 428 (6th Cir. 1953) (summary affirmance citi
to Kowalsk). Petitioner Toolson originally filed suit in ti8outherrDistrict of California, alleging,
inter alia, thathe was injued by MLB’senforcement ohisreserve clause and certain territorial
restrictions, including those related to the media broadcasting of basdfhltions. See Toolson
v. New York Yankee$s01 F. Supp. 93, 94 (S.D. Cal. 1958ge alsdPetitioner’s Opning Supreme
Court Brief, Toolson 346 U.S. 356, 1953 WL 78316, at *5-*9 (Sept. 16, 1958 respective
district courts decided for defendants, and the Sixti\Nanth Circuits affrmed The Supreme
Court granted certiorari in all three actions and decided them together in one opinion.
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In [Federal Basebad)) this Court held that the business of providing public baseball
games for profit between clubs of professional baseball players was not within the
scope of the federal antitrust laws. Congress has had the ruling under ctinsidera
but has not seen fit to bring such business under these laws by legislation having
prospective effect. The business has thus been left for thirty yeangelomeon the
understanding that it was not subjectetisting antitrust legislation The present
cases ask us to overrule the prior decision and, with retrospective effect, hold the
legislation applicable. We think that if there are evils in this field which now atarra
application to it of the antitrust laws it should be by legislation. Without re
examination of the underlying issues, the judgmdmtlow are affirmed on the
authority of Federal Baseba)l so far as that decision determines that Congress had
no intention of including the business of baseball within the scopbeofederal
antitrust laws.

Toolson 346 U.S. at 356-57.

After Toolson the Court faced the issue of whether other types of sport or leisure were
exempt from the antitrust laws under the same reasoning. The Court held thatrthaptwe
United States v. ShubeB48 U.S. 222 (1955) (theatrical attraction)jted States v. Int’| Boxing
Club, 348 U.S. 236 (1955) (boxing), aR&dovich 352 U.S. 445 (1957) (football). In all three
cases, the Court cabin#tk antitrust exemption to the “business of baseb&htibert 348 U.S. at
227-30;Int’l Boxing Cluh 348 U.S. at 242-4Radovich 352 U.S. at 450-51. Radovichthe
Court considere&ederalBasebal] Toolson Shubertandinternational Boxingand, in line with
those cases, continued to characterize baseball’'s exemption as broadly applittableusinessfo
organized professional basebalRadovich 352 U.S. at 451. IRadovich the Court admitted that
any distinction between the interstate nature of football and baseball mayrbalistic,
inconsistent, or illogical,” but nevertheless upheld the distinction on the batsg®tlecisis
concluding that the proper remedy was “by legislation and not by court decisibaf’ 452.

In 1972, the Court again had the opportunity to ovelffelderal BasebalandToolsonin
Flood. InFlood, petitioner, professional baseball player Curtis Flood, was traded to anotber
league club without his previous knowledge or consent. 407 U.S. at 264-65. The Commissid
Baseball denied Flood’s request to be made a free algemtt 265. Flood brought suigainst the
Commissioner of Basebathe presidents of the two major leagues, and the major league clubs
challenging professional baseball’s reserve clause uinderalia, the Sherman Antitrust Act,
under New York’s and California’s antitrust laws, and common [Bleod, 316 F. Supp. 271, 272

(S.D.N.Y. 1970). The District Court for the Southern District of New York dismiseetetieral
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antitrust claims unddfederal Basebaland dismissed the state law claims on the basis that there
must be “uniformiy in any regulation of baseball and its resensteayn” and, as such, any
conflicting state regulation would violate the Commerce Clalgeat 279-80. The Second Circuit
affirmed. 443 F.2d 264, 267-68 (2d Cir. 1971). On certiorari, the Supremedifoured the
dismissal of all claims. 407 U.S. at 285.

In so affirming, the Supreme court did overtéederal Basebalin one respect, holding that
“[p]rofessional baseball is a business and éngaged in interstate commefcd07 U.S.at 282
(emphasis addedDespite officially recognizing thatinlike in 1922, the business of basehals

then “in interstate commerce,” the Court held that, based on Congress’s inactionffarcévaury”

following Federal BaseballCongress intended for baseball to remain outside the scope of antifrust

regulation:

Congress as yet has had no intention to subject baseball’'s reserve sybiemesach
of the antitrust statutes. This, obviously, has been deemed to be something other
than mere congressional silence padsivity.

Id. at 282-83. Although the Court describes baseball’s exemption as an “aberratienCourt
reaffirmedthat the exemption is “an established one . . . that has been recognized not only in
Federal BasebalhndToolson but inShubertInternational BoxingandRadovich as well, a total
of five consecutive cases in this Courtd. at 282.

Becausd-lood explicitly overrules=ederal Basebak holding that the business of the
exhibition of baseball is purely a state activity, the @ryues thastare decisi®nly requires this
court to adhere to an antitrust exemption limited to the reserve clause, whichisgag an

Flood.*? This court examines the decisions that have analyzed the issuequmbt-

L with its reserve system enjoying exemption from the federal antitrust lavehaibis, in a very
distinct sense, an exception and an anomiagderal BasebalhndToolsonhave become an
aberration confined to basélda Id. at 282

12\While Federal BasebalndToolsondid address baseball's reserve systeetleral Basebalhlso
addressed league structuiz59 U.S. at 207. Similarlyff,oolsonalsoaddressedertain territorial
restrictions and issues of league structiBeel01 F. Supp. at 94 (district court decision);
Petitioner’'s Opening Supreme Court Brief, 1953 WL 78316, at *5-*9 (outlining the various
allegations). Accordingly, those opinions are not properly characterizeditsllon their facts to
the reserve clause.

ORDERRE: MOTION TO DISMISS
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2. Circuit Court Decisions PostFlood

At the circuit court level, thalinth, Seventh and Eleventh Circuits have addressed the is
postflood, although the Ninth Circuit did so without substantial analy§so years afteFlood,
in 1974, the Ninth Circuit considered whether MLB’s relocation into formerly mingukea
territory violated Professional Baseball Rule 1(a) orathiirust laws Portland Baseball Club, Inc.
v. Kuhn 491 F.2d 1101, 1102-03 (9th Cir. 1974) (per curiam). In one sentbaamurtupheld the
district court’s dismissal of the antitrust claims: “Finally, the plaintiff's claim &tief under the
antitrust laws was properly dismissedd. at 1103(citing Flood, 407 U.S. 258).

In 1978, the Sevent@ircuit considered whether restraints on the A’s ability toAsl
contractual rights in three players to other teams violated federal antiwastGaarles O. Finley
& Co. v. Kuhn 569 F.2d 527, 530 (7th Cir. 1978). The court provided substantial analysis and
that, notwithstanding “two” referenceshtood to the reserve clause, it was clear freederal
Basebal] Toolson Flood andRadovichthat the Court “intended to exempt the business of basel
not any particular facet of that business, from the federal antitrust lagvsat 541.

In 1982, the Eleventh Circuit considered federal antitrust claims basedeoralia, “the
player assignment system athé franchise location system” and “the Carolina Lesgude
requiring member teams to only play games with other teams that also belonijl&tidhal
Association” Prof’| Baseball Schools & Clubs, Inc. v. Kut693 F.2d 1085, 1085 (11th Cir. 1982
The Eleventh Circuit did not squarely address whether the Supreme Court trilogmitesto the
reserve clause, but implicitly denied any such amguirbyupholdingthe challenged conduet
which included the “franchise location system” and certain territorial c@strs on the gamesas
exempt from antitrust regulation undezderal BaseballToolsonandFlood. Id. at 1086. The
court reasoned thafe]ach of the activities appellant alleged as violative of the antitrust laws
plainly concerns matters that ae integral part of the business of basebatid thus affirmed the

dismissal.ld. (emphasis addedj.

13 The Eleventh Circuit reaffirmed this view Major League Baseball v. Cris831 F.3d 1177,
1179 (11th Cir. 2003 pffirming Major League Baseball v. Butterworth81 F. Supp. 2d 1316
(N.D. Fla. 2001), discussexffra.
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The Cityrelies onTwin City Sportservicdnc. v. Charles O Finley & Co., In6676 F.2d
1291 (9th Cir. 1982), for the proposition that baseball’s antitrust exemption is limit@avinrCity,
the issue was whether a concessioner’s-teng, exclusive contract to provide concessions for tl
A’s (entered into in 1950 when the A’s were in Philadelphia) constituted an unreasonedtd res
on trade.ld. at 1296. The Ninth Circuit considered the antitrust issue without mentioning
baseball's exemption from antitrust laws because the exemptionewasat issue in the case.

Twin Citydoes not provide suppddr the City’s position.

3. District Court Decisions PostFlood
a. Issues Merely Related to, but Not Integral to, Baseball

Two district courts have concluded that certain aspects of basebial, avk merely related

=

to, but notessentiato, the business of baseball, including the radio broadcasting of baseball game:

and umpire employment issues, are not subject to the antitrust exenfdgtenderson
Broadcasting Corp. v. Houston SpoAssh, Inc, 541 F. Supp. 263, 265-72 (S.D. Tex. 1982) (raq
broadcasting)Postema v. Nat'l League of Prof'| Baseball CluB99 F. Supp. 1475, 1489
(S.D.N.Y. 1992\ umpire employment issueg)verruled on other grounds 1998 F.2d 60 (2d Cir.

1993). InPogema the district court held:

It is thus clear that although the baseball exemption does immunize basaipall f
antitrustchallengedo itsleague structure ands reserve systenthe exemption does
not provide baseball with blanket immunity for acdimpetitive behavior in every
context in which it operates. The Court must therefore determine whetherlbmseba
employment relations with its umpiregre “central enougho baseball to be
encompasseih the baseball exemptidn.

Postema799 F. Supp. at 1489 (cititdenderson541 F. Supp. at 265) (emphasis addbd) see
Salernq 429 F. 2cat 1004-05 &ffirming dismissal of antitrust claims premised on the wrongful
discharge of MLB umpires based on both (1) the binding effedeéedéral BasebalandToolson
and (2)the plaintiffs’ failure to allege “restrictive trade practices directed gitgs’). The
Postemacourt distinguishe@alernoon the basis th&alernowas decided beforfelood “anchored
the baseball exemption to the sport’s ‘unique charatites and needs.”Postema799 F. Supp. at
1489 (quotindg-lood, 407 U.S. at 282). Thus, the court concluded that, “[u]nlikéethgue

structureor the reserve system, baseball’s relations withplapers are not anique characteristic
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or needof thegame. Anticompetitive conduct toward umpires is notesmsential part of baseball
and in no way enhances its vitality or viabilityld. (emphas added). Even under this more
narrow view of the exemption, however, there can be no dispute that leaatiom is a “league
structure” issue and an “essential part of baseball” that would fall witeiexemption pogHood.
SeeProf’l Baseball Schools & Cluh$93 F.2d at 1085iéscribing “franchise location” as “plainly
[a] matter[] that [is]an integral part of the business of basebéimphasis added)).
b. Cases Relating to the Giant’s Attempted Relocation to Tampa Bay

A series of cases the 1990selated to the San Francisco Giant's attempted relocation to
Tampa Bay, Florida resulted differing opinions regarding the scope of baseball’s antitrust
exemption. In 1993, iRiazza v. Major League Basehaibtential irvestors (fromPennsylvanip
brought claims for constitutional violatiorfederal aritrust violations under the Sherman Act, and
stae law claimspn the basis that MLB impeddideir efforts to purchase the San Francisco Giants
and relocate the team to Tampa Bay, Florildal F. Supp. 420, 421 (E.D. Pa. 199R)dge Padoval
concluded, in a very lengthy opinion, that once the Couwftand heldthat the business of baseball
wasin interstate commerce, the Court “stripped friéederal BasebalhndToolsonany
precedential value those cases may have had beyond the particular facts tihesd,ireothe
reserve clause.1d. at 436.

In 1994, the Florida Supreme Court considered the same isBué@nworth v. Nationa
League 644 So. 2d 1021 (Fla. 1994) h& Florida Attorney General (“AG’lhitiated antitrust civil

investigative demands (“CIDs”) related to the same investors’ uessitt effort to relocate the

—

San Francisco Giants to Tampa Bay, Florid4 So. 2cht 1022. Despite finding “no question thg
Piazzais against the great weight of federal cases regarding the scope of théi@x&ripe Florida
Supreme Court followeRiazzaand upheld the AG’s initiation of the CID#&d. at 1025 and n.8.
Then, in 2001in Major League Baseball v. ButterwortMLB sued the Florida AG in the
Northern District of Floridaeeking declaratory and injunctive relief for the AG’s issuance of
another set of CIDs with respect to MLEiBegedinterference with the Giant’s relocation. Judge

Hinkle expressly considered whethdood limited Federal Basebalio the reserve clause, and

OTION TO DISMISS
MW -14-




United States District Court
For the Northern District of California

© 00 N o o -~ w N Pk

N N N N N DN DN NN R R R R R R R R R R
0o N o 0N WN P O ©OW 0o N o 0N WwN B O

rejectedPiazzaand the Florida Supreme Court’s approaBltterworth 181 F. Supp. 2d 1316,
1326-31 (N.D. Fla. 2001). The court held:

In sum, although ifFlood the Court was asked to overriederal
BaseballandToolson the Court explicitly declined to do so, holding

instead that the business of baseball wamekxérom the antitrust laws,

just asFederal BasebalandToolsonhad said. The Court reached this

result not based on any original antitrust analysis but instead because of its
explicit determination that any change should come from Congress.

Id. at 1330. Thelistrict court characterizeBlood as “not so much a decision about antitrust law
about the appropriate role of the judiciary within our constitutional systémn.The district court
also held that collateral estoppel did not attach to thedal&upreme Court’s decision permitting
the ClDsbecause there wadaxk of identity of parties between the two cases, namely the fact t
the state action had no binding effect on MLB or the Commissioner, and the differentnssaes
case.ld. at1336-37. On appeal, the Eleventh Circuit affirmed, holding that the business of ba
is exempt from antitrust regulation, aaldo concluding thdthe federal exemption preempts state
antitrust law.” Crist, 331 F.3d at 1179.

It is against this badrop that the court considers whether MLB’s alleged conduct in thig
case is immune from antitrust regulation.

4. Application

This court agrees with the other jurists that have found baseball’s antitrogitexeto be
“unrealistic, inconsistent, or illogal” Radovich 352 U.S. at 452. The exemption is an
“aberration” that makes little sense given the heavily interstate nature of theetmisif baseball”
today. See Flood407 U.S. at 282. Despite this recognition, the court is still bound by prerSel
Court’s holdings, and cannot conclude today that those holdnedsnited to the reserve clause.
Flood explicitly declinedto overruleFederal BasebalndToolson holding: “we adhere once agai
to Federal BasebaldndToolsonand to their application orofessional baseball Id. at 284
(emphasis added)-ederal BasebalindToolsonare broadly decided, i.e., the casesradimited
to the reserve clause either by the underlying fadbsch include other claims related toter alia,
territorial restrictions on media broadcasting) or the language used in the holdingsuifthe ¢

disagrees with thEastern District of Pennsylvania’s opinionRirazzathat FederalBasebal)
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ToolsonandFlood can be limited to the reserve clause bec#luseeserve clause is never
referenced in any of those cases as part of the Cbttings. While the Court doeseference
MLB’s reserve system iRlood, the reserve system is the only alleged anticompetitive restraint
trade in that caseSee Flood407 U.S. at 260-61, 265-6@hus, inFlood, the courhaturally held
that, undeFederal BasebalandToolson the reserve systempart ofthe broader “business of
baseball,” continued to enjoy exemption from the antitrust lsdee d. at 28283. The Cott’s
recognition and holding iRlood that the business of baseball is now in interstate commerce ca
override the Court’s ultimate holding that Congresal inaction (at that time for half a century, by
now for now over 90 years) shows Congress’annthat the judicial exceptidor “the business of
baseball” remain unchange&ee idThe Suprem€ourt is explicit that “if any change is to be
made, it [must] come by legislative action that, by its nature, is only prospéctbperation.”ld.
at283.

SinceFlood, Congress did take legislative action, passing the Curt Flood Act of 1998

(“Act™) , codified atl5 U.S.C. § 26b. The Act provides:

Subject to subsections (b) through (d) of this section, the conduct, acts, practices, or
agreements of psons in the business of organized professional major league
baseball directly relating to or affecting employment of major leagsebiadl players

to play baseball at the major league level are subject to the antitrust laws to the same
extent such conduchcts, practices, or agreements would be subject to the antitrust
laws if engage in by persons in any other professional sports business affecting
interstate commerce.

15 U.S.C. 8§ 26b(a). Subsection (b), however, provides that “[n]o court shall g enactment
of this section as a basis for changing the application of the antitrust lawsdoratuct, acts,
practices, or agreemerdther than those set forth in subsection (&)."S 26b(b). Subsection (b)
further provides that the Act “does not create, permit or imply a cause of agtidmndh to
challenge under the antitrust laws, or otherwise apply the antitrust laws ) . . franchise

expansion, location or relocatidh Id. 8 26b(b)(3Xemphasis added)Accordingly,despite the

on

NNOot

ut

opportunity to do so, Congress chose not to alter the scope of the exemption with respect to any

issues other than those “directly relating to or affecting employment of teague baseball

players.” Id. 8§ 26b(a)(b); see alsdSen. Rep. No. 105-118t 6(1997) (‘With regard to contexts,
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actions or issues outside the scope of subsection 27(abhe. law as it exists today is not change
by this bill”). The Curt Flood Act provides further support for the Court’s holdirfgond that
Congress does not intend to change the longstanding antitrust exemption for “thesbafsines
baseball” with respect to franchise relocation issuésU.S.C. § 26b(a)b); accordMorsani v.
Major League Baseball’9 F. Supp. 2d 1331, 1336 n.12 (M.D. Fla. 1999) (“Casyexplicitly
preserved the exemption for all matters ‘relating to or affecting franchgsasion, location or
relocation’ . ... Congress’ preservation of the broadest aspects of the antéraptier in this
recent legislation casts in sharp retie¢ misdirection iButterworth 644 So.2d 1021 (Fla.
1994).").

For these reasons, the court concludes that the federal antitrust exempten'business
of baseballremains unchanged, and is not limited to the reserve clause. Although not endors
themore narrowtests fromHendersorandPostemaeven applying those tests, in contrast to the
radio broadcasting or umpire employment issues in those cases, the ategedence with a
baseball club’s relocation efforts presents an issue of leagwwéuse that is “integral” to the
business of baseball, and thudsalquarely within the exemptiorseeProf’ | Baseball Schools &
Clubs 693 F.2d at 1086.

The court holds tha¥lLB’s alleged interference with the A’s relocation to San José is
exempt fom antitrust regulation. Accordingly, the court dismisses the City’s Sherctaziadms.

B. Antitrust Standing and Injury

MLB further argues that dismissal of the antitrcisims is proper because the City does n
have standing under sections 4 or 16 of the Clayton 8ee&l5 U.S.C. 8L5(a) (“section 4” of the
Act) (conferring standing for the recovery of treble damages to “any person whbeshmlired in
his business or property by reason of anything forbidden in the antitrust law)s id..8 26
(“section 16” of the Act) (permitting claims for injunctive religfdainst threatened loss or damag
by a violation of the antitrust laW)s “[T]he standing requirements under [section] 16 of the
Clayton Act are broader than those under [section]tdeoAct.” City of Rohnert Park v. Harrjs
601 F.2d 1040, 1044 (9th Cir. 1979). The City asserts that it possesses standing to bring clai

under section 4, 15 U.S.C18(a),based on “direct injury to their property, i.#ne Diridon
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Redevelopment Ppect Area,” and undesection 16, 15 U.S.C. § 26 based on “an existing threa
their ability to compete for relocation of the [A’s] to San Jo8pp’n 20, 21, Dkt. No. 28.

To state a claim for antitrust injury under sectigthé City must allege(1) unlawful
conduct, (2) causing an injury to the plaintiff, (3) that flows from that which nthkesonduct
unlawful, and (4) that is of the type the antitrust laws were intended to preyent.Ad Mgmt.,

Inc. v. GenTel. Co. of Cal.190 F.3d 1051, 1055 (9th Cir. 1998¢e also Associated Gen.
Contractors v. Cal. State Council of CarpentetS9 U.S. 519, 535-45 (1983). Injury that has nof
yet occurredindirect, or merely speculative generallyinsufficient to give rise to standing under
section4 of the Clayton Act.SeeCargill, Inc. v. Monfort of Colo., Inc479 U.S. 104, 111 (1986)
Datagate, Inc. v. Hewlett-Packard €841 F.2d 864, 869-70 (9th Cir. 199ERgle v. StaKist
Foods, Inc. 812 F.2d 538, 542 (9th Cir. 1987Here, the allegd economic injury resulting from
the A’s not relocating to San José has not yet occurred, and depends on an assumpttarethat
events will take place, including that: (1) the A’'s choose to make the move andgexieecOption
Agreement; (2) the Citgan legally perform the Option Agreement; and (3) the A’s can obtain
financing, regulatory approvals, and ultimately build the stadium. AccordinglZithéacks
standing to assert an antitrust claim for treble damages under section 4 ofytba &t.

“However, ®ction 16 of the Clayton Act, 15 U.S.C. 8§ 26, ‘invokes traditional principles
equity and authorizes injunctive relief upon the demonstratitimretenednjury.”” Datagate
941 F.2dat 869 (quotingZenith Radio Corp. v. Hazeltine Resear85 U.S. 100, 130 (1969)
(emphasis addell) “To have standing under [section 16], a plaintiff must show (1) a threatene(
or injury cognizable in equity (2) proximately resulting frtme alleged antitrust violatich
Rohnert Park601 F.2d at 1044In Rohnert Parkplaintiff, the City of Rohnert Park, in an effort tg
develop a regional shopping center, designated certain city land as a coroaecisuitable for

development.ld. at 1042-43. The City of Rohnert Park owned two parcels witlihddmmercial

[ to

1 l0S

zone. Id. at 1043. Defendants decided to construct a regional shopping center in the neighbaring

town of Santa Rosa as part of an urban renewal project, and the City of Rohnertdgarkiater
alia, antitrust violations under sections 1 and 2 of the Sherman Act based on defendantpt tatts

monopolize retail merchandise space in the Santa Rosa trade ldres. 1042-43. The Ninth

OTION TO DISMISS
MW -18-

D




United States District Court
For the Northern District of California

© 00 N o o -~ w N Pk

N N N N N DN DN NN R R R R R R R R R R
0o N o 0N WN P O ©OW 0o N o 0N WwN B O

Circuit held that Rohnert Park failed to allege an injury cognizable in equity leeiteu€ity’s
proprietary interest in the commercial zone was merely speculative (i.e., it weleaothat the two
parcels of land owned by the City would have actually been a part of a shopping cestieehzart
of the property was designated for non-commercial pegoscluding a library and a waste wate
facility). 1d. at 1044-45. Even if Rohnert Park did have a property interest, the court held that
Rohnert Park failed to show proximate causation because it did not “malk]e sestifitowing

that, absent thdlaged antitrust violations by appellees, its commercial area would have been

selected as a site for shopping center developméhtat 1045 The court reasoned that Rohner

Park could not rely on the “remote possibility, unsubstantiated by allegatidact, that their
situation might have been better had respondents acted otherigdis@uotingWarth v. Seldin
422 U.S. 490, 507 (1975)).

Unlike in Rohnert Parkwhere the city’s property interest was speculative, here, the
complaint alleges thdhe City of San José owns the parcels of land set aside for the A’s Stadi(
pursuant to the Option Agreement (the “Diridon landBeeComp. { 75. Also unlike iRohnert
Park, where there was no indication that the Rohnert Park would have been selected fmarthe (
renewal project but for some antitrust violation, here, the A’s have alrebastyedd the Diridon land
as the prospective site for a new stadfinT.he allegations in the complaint, taken as true, along
with the fact that the A’s have electedextend the option for a third year, indicate that the A’s v
seriously wish to relocate to San José, and would do so but for MLB'’s alleged antilatsbvi

Although the court finds that the City may have standing to sue for injunctive fedied,is
still a question as to whether the City’s claimed injury to the Diridon propetydrsufficiently
state an injury in the relevant mark&ee Cargill 479 U.Sat111-13 (holdinghat that a plaintiff

seeking injunctive relief under section if@lwe Clayton Act mustlsoallege a threat of antitrust

“ The court also held that political subdivision, including cities, cannot sue “as Pairéss pa
behalf of its property owners, taxpayers, and inhabitants who might be injured by tbe loss
investment profits and tax revenues,” but “may, however, ‘sue to vindicate such of their ow
proprietary interests as might be congruent with the interests of their inftaljitdd. at 1044
(quotingln re Multidistrict Vehicle Air PollutiorM. D. L. No. 31481 F.2d 122, 131 (9th Cir.
1973).

15 MLB argues that the A’s could relocateanother city within the club’s operating territory. But
thecomplaint alleges that the A’s have already attempted g&odand failed, at least in Fremont.
is unrealistic, at this point, that the A’s would voluntacdhooseanother city over San José given
the efforts that the A’s have already expended to negotiate the Option AgteeitheSan José.
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injury “of the type the antitrust laws were designed to prevent and that flomglHiat which makes

defendantsacts unlawful); McCoy v. Major League Baseballll F. Supp. 454, 458 (W.D. Wasl.

1995) (holding that baseball fans do not have section 4 stabpeldagiséthe fansdamages do not
arise out of the allegedly illegal conduct that the antitrust laws are intendededyfe The court
neednot decide this issue, however, because the cmmigkes the antitrust claims on the basis d
the federal antitrust exemption for the business of baseball.

C. Cartwright Act Claims

The City also charges MLB with violations of California’s Cartwright, Aeal. Bus. & Prof.
Code § 1670@t seq.In Flood, the Supreme Court upheld the lower courts’ dismissals of all rela
state and common law claims on the grounds that “national uniformity is requiredregatgtion
of baseball and its reserved [sic] system” and that “the Commerce Clause prdcualgidation

here of state antitrust law407 U.S. at 284-85 (internal quotations and alterations omited)

ited

Flood, 316 F. Supp. at 280As we see it, application of various and diverse state laws here would

seriously interfere with league play and the operation of organized baseb&ot); 443 F.2d at
268 (“[A]s the burden on interstate commerce outweighs the states’ interegtiiating baseball’s
reserve system, the Commerce Clause precludes the application here of stast lamtit); see

also Crist, 331 F.3d at 1179 (“[W]e hold that the federal exemption preempts state antitrust lav
In re Brand Name Prescription Drugs Antitrust Litig23 F.3d 599, 611 (7th Cir. 1997) (explainir
thatFloodis an “isolated exception” in “a fieldh which Congress hasot sought to replace state
with federal law’).

The City argues that the cited cases, excepCfmt, are limited to labor matters and
inapplicable to team relocation issues. But, this court rejected that distinctidimghiblat the
federal antitrust exemption extenksyond player issue) team relocatioactions Thus, these
casesare on point In Partee v.San Diego Chargers Football Cdahe California Supreme Court
explicitly adopted the reasoningfhood and held that California’s Cartwright Act does not apply,

to the interstate activities of professional football:

No case has been found applying state antitrust laws to the interstaiteaabiv
professional sports. Professional football is a nationwide business structure
essentially the same as baseball. Professional football's teams are dejpgodent
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the league playing schedule for competitive plagt as in baseball. . . We are
satisfied that national uniformity required in regulation of baseball and its reserve
systemis likewise required in the playéeamleague relationships challenged by
Partee and thahe burden on interstate commerce outweighs the state interests in
applying state antitrust laws to those relationships

34 Cal. 3d 378, 384-85 (198@mphass added) This court follows the Supreme CourtHiood,
the Eleventh Circuit it€rist, and the California Supreme CourtRartee and dismisses the City’s
Cartwright Act claims under the Commerce Clause. Allowing the state diaipneceed would
“prevent needed national uniformity in the regulation of basebBlifterworth 181 F. Supp. 2d at

1333.

D. State Unfair Competition Claims

The City also asserts claims under California’s Unfair Competition LauGI("), Cal. Bus.
& Prof. Code § 17206t seq™® California law requires a plaintiff to prove an “unlawful, unfair or
fraudulent business act or practic&€elTech Commc'ns, Inc. v. L.A. Cellular Tel. C20 Cal. 4th
163, 180 (1999). The City alleges UCL violations based on both “unlawful” and “unfair” condy
The unlawful or unfair conduct alleged is the same conduct that underlies the flityissaclaims:
MLB'’s alleged interference with the A’s relocation to San José by delayingelotation approval
decision. The court held these aliéigns to be insufficient to state a claim under the Sherman A
and thus the unlawful competition claims necessarily fail.

California law defines “unfair competition” as “conduct that threatens@pi@mt violation
of an antitrust law, or violates tp®licy or spirit of one of those laws because it effects are
comparable to or the same as a violation of the law, or otherwise significaatietins or harms
competition.” CelTech 20 Cal. 4th at 187. Where the alleged conduct does not violate the
artitrust laws, a claim based amfair conduct cannot surviveDocMagic, Inc. v. Ellie Mae, Ing.

745 F. Supp. 2d 1119, 1147 (N.D. Cal. 20¢{Rlaintiff] has not alleged facts showing that

16 Although state law creates the City’s causes of actimncourt appears to hafegeral question
jurisdiction over the UCL claims because entitlement to relieécessarilypredicated on the
resolution of a substantial federal antitrust quest®eeFranchise Tax Bd. of State of Cal. v.
Const. Laborers Vacation Trust for So. C463 U.S. 1, 14 (1983) (superseded by statute on oth
grounds)“Even though state law creates appellnauses of action, its case might sétise
under’the laws of the United States if a wpleaded complaint established that its right to relief
under state lawequires resolution of a substantial question of federal law in dispute between t
parties” (emphasis added)alifornia ex rel. Lockyer v. Dynegy, In875 F.3d 831, 841-43 (9th
Cir. 2004).

ORDERRE: MOTION TO DISMISS
gﬁ\%e N. C-13-02787RMW -21-

ict.

\Ct,

er




United States District Court
For the Northern District of California

© 00 N o o -~ w N Pk

N N N N N DN DN NN R R R R R R R R R R
0o N o 0N WN P O ©OW 0o N o 0N WwN B O

[Defendant]’'sconduct violated the Sherman Act . .As a resit, any claims [plaintiffjmight be

asserting under thdCL’ s unfair prongnecessarily fail as wefl (emphasis added)havez v.

Whirlpool Corp, 93 Cal. App. 4th 363, 375 (2001) (“If the same conduct is alleged to be both an

antitrust violation and an ‘unfaibusiness act or practice for the same readmgrause it
unreasonably restrains competition and harms consumers—the determinatibe tioaiduct is not
an unreasonable restraint of trade necessarily imgiggthe conduct is not ‘unfair’ toward
consumers); LiveUniverse, Inc. v. MySpace, In804 Fed. Appx. 554, 557 (9th Cir. 20@8ame).
Even considering the unfair competition claim, the court does not find that thedatlmgduct—an
unwarranted and intentional delay in approving the Atscagion requestcan arguably violate the
“policy or spirit” of the antitrust laws where MLB remains exempt from antitrust regulatido. “
permit a separate inquiry into essentially the same question under the unfagtidtomlaw would
only invite conflict and uncertainty and could lead to the enjoining of procompetaingeict’

Chavez 93 Cal. App. 4th at 375Accordingly, the court dismisses the City’s UCL claims.

D. Tortious Interference Claims

Finally, the City asserts claims for tortious niéeence with prospective economic
advantage antbrtiousinterference with contract. “[T]he tort of interference with contract is
merely a species of the broader tort of interference with prospective econeandcaay®.”

Buckaloo v. Johnsri4 Cal. 3d 815, 823 (1979%yerruled on other grounds by Della Penna v.
Toyota Motor Sales, U.S ALl Cal. 4th 376, 393 n.5 (1995). As such, the broader tort of
interference with prospective economic advantage does not require tie@@xist a valid contract.
Id. at 826-27.

Because interference claims are not exclusipedynised on thallegedviolation ofantitrust
law, butare also basedn MLB’s alleged delay in rendering a relocation decision in frustration @

the Option Agreement, the court considéiesse claims independently the antitrust claims.

" The court exercises supplemental jurisdiction ovesehtate law claims pursuant to 28 U.S.C.
§ 1367(a).
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1. Whether MLB Must be a “Stranger” or “Outsider” to the Contract

The California Supreme Court has held thatse interference tortan be brought only
against noreontracting partiesApplied Equip. Corp. v. Litton Saudi Arabia Ltd.Cal. 4th 503,
514 (1994)“[C] onsistent witHthe statelsunderlying policy of protecting the expectations of
contracting parties against frustratioyn outsidersvho have no legitimate social or economic
interest in the @ntractual relationship, the tort cause of action for interference withacbdtres not
lie against a party to the contrati{secondemphasis added))The parties dispute whether, in that
case, the California Supreme Court also required the allegedly interfertres parbe “outsiders”
to or “strangers” to the contract, i.e., parties without any economic interigt contract. In
Woods v. Fox Broadcasting Sub., |29 Cal. App. 4th 344, 352-53 (2005), the California Court

of Appeals held thahe ule from Applied Equipmendoes not require anything other than that thg

1%

accused interfering party be a roontracting party, rejecting the Ninth Circsistatemestto the
contrary inMarin Tug & Barge, Inc. v. Westport Petroleum, 271 F.3d 825832-34 (9th Cir.
2001)(requiring the accused interfering party to be a “stranger” to the conthac&C Auto Body
Inc. v. GEICO Gen. Ins. Cab52 F. Supp. 2d 1015, 1019-21 (N.D. Cal. 200&,Northern District
of Californiarecentlyfollowed Woodsand rejected/arin Tugon this point. In light oiWoods the
California Supreme Court would likely reject the “stranger” test fidanin Tug Accordingly, the
court declines to dismiss the claims on this balikB is not a party to the contract and thus
satisfies thé\pplied Equipmentequirement
2. Tortious Interference with Prospective Economic Advantage

To prove a claim of tortious interference with prospective economic advantagbforr@a,
a plaintiff must set forth the following elements: “@lr) economic relationship between the plaintiff
and some third party, with the probability of future economic benefit to the pla(@)ifihe
defendant’s knowledge of the relationship; (3) intentional acts on the part of theatefdasigned
to disrupt the relationship; (4) actual disruption of the relationship; and (5) economitohidre
plaintiff proximately caused by the acts of the defendakbfea Supply Co. v. Lockheed Martin
Corp., 29 Cal. 4th 1134, 1153 (2003) (quotation omitted). With dpehe third element, “a

plaintiff seeking to recover for alleged interference with prospectiveomeiz relations has the
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burden of pleading and proving that thefendant’snterference was wrongful by some measure
beyondthe fact of interference itself.Della Penna 11 Cal. 4that 392-93 (1995]finternal
guotation omitted)Korea Supply C929 Cal. 4th at 1154 (clarifying that this requirement is part
the third element of the test and holding that, under the third element, specificamentaquired).
Unlike a claim for totious interference with contract, where “intentionally interfering with an
existing contract is ‘a wrong in and of itself,’..intentionally interfering with a plaintiff's
prospective economic advantage is ndfdrea Supply C929 Cal. 4th at 1158 (quotir@@uelimane
Co. v. Stewart Title Guar. Cal9 Cal. 4th 26, 56 (1998)). For this reason, a claim for tortious
interference with prospective economic advantaggires an allegation of an independently
wrongful act See id.In Korea Supply Companyhe California Supreme Couwtéfined an
independently wrongful act as one thistiinlawful that is, if it is proscribed by some
constitutional, statutory, regulatory, common law, or other determinable tagdbsd.” 29 Cal.
4th at 1159emphasis added)

Here, because the court has already concluded that there was nabatawhder the
antitrust lawgor unfaircompetitionlaws), the only independently wrongful act could be tortious

interference with contracif there is, which is discussed below.

3. Tortious Interference with Contract

As discussed above, “¢ause interference with an existing contract receives greater
solicitude than does interference with prospective economic advantagi is not neessary that
the defendant’s conduct be wrongful apart from the interference with the ¢asedc
Quelimane 19 Cal. 4th at 55 (internal citation omitted). Thus, the absence of an antitrust violg
or otherwise unlawful anticompetitive action does necessarily foreclose this claim.

To state a cause of action for intentional interference with contractuabnsl&owever, the
City must allege“(1) a valid contract between plaintiff and a third party; (2) defendant’s knowlg
of this contrat; (3) defendars intentional acts designed to induce a breach or disruption of the
contractual relationship; (4) actual breach or disruption of the contradatadmehip; and (5)

resulting damage. Pac Gas & Elec Co. v. Bear Stearns & C&b0 Cal. 3d 1118, 1126 (1990).
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MLB argues that the complaint fails to allepe fourth andifth elements of “breach or
disruption” and “resulting damageThe City counters that the MLB Relocation Committee’s del
in deciding whether to approve the A&ocdion for over four years directly caused a disruption
the A’s ability to execute the Option Agreement and disrupted any future niegotiba purchase
agreementpresumably causing damage to the C8geOpp’'n 18; Compl. T 162.

The fourth element of “breach or disruption” does not require an allegation of taai act
inevitable breach of contract” but may be satisfied with allegations that “plamgfformance
[has been madehade more costly or more burdensomiel”’at 1129. At the time theDption
Agreement was negotiated, both parties were aware thatigBt or might not approve the A’s
relocation. SeeCompl. I 73 (“San José Mayor Chuck Reed called for a public vote on whethe
[A’s] could purchase land and build a new stadium fo&ig] in San José. However at
Commissioner Selig’s request, Mayor Reed delayed the vote pending the Nadatim
Committee’s determination of the A’'sGiants territorial dispute.”)Despite this knowledge, it is
reasonable to infer that the A’s and @i¢y entered into the Option Agreemenmith the
understanding that MLB would return a relocation decision within the two yeaiofethe contract.

The court finds that theomplaintsufficiently alleges &disruption” of the contract because
here, theA’s are unable to exercise the option due to MLB’s delay in conducting the vote purs
to the MLB Constitution to approve or deny relocation. By asking the City to delayoblic vote
on the stadium, the City was justified in assuming that MLB would make a decision avit
reasonable time which it has ndRegardless of wheth&tLB ultimatdy approves or denidhe
relocation requestand the court has concluded that it is within MLB’s authority to decide eithd
way—the A’'swere recently forcé by MLB’s delayto extend the OptioAgreemenfor another
year, or lose the option. As a result of MLB’s delay, the A’s incurred an additional $25,000 &x
to renew the option, arttie City is left waitinganother yeato sell the land set aside for theditam
in question.Fact questions remain regarding the City’s damagmdting from thalleged

interference The court cannot say at this stage that the City has incurred no damage®owing |

MLB’s frustrationof the contract. Although MLB’s frustration of the Option Agreement is not gn

antitrust violation, MLBis nonetheless aware of the Option Conteard has engaged in acts (or
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rather, has failed to engage a vote pursuant to the MLB Constitution) indicatimgmirto frustrate
the contract The court concludes that the allegations inc¢benplaintare sufficient to state a claim
for tortiousinterference wittcontract™® The alleged tortious interference with contract is an
independently unlawful act sufficient to support the City’s tortious interfereithepvospective
economic advantage clajalthough the claims may be duplicative.
IV. ORDER

For the foregoing reasons, MLB’s motion to dismissSherman Act claim and the state
claims for violation of the Cartwright Act and for unfair competition are@a@without leave to
amend Although leave to amend is generally given after the initial granting of a miotidismiss
for failure to state a claim, leave may be denied if amendment would be &e#ee.g,
Leadsinger, Inc. v. BMG Music Publ'§12 F.3d 522, 532 (9th Cir. 2008). Here, the City has not
suggested how its dismissed claims could be successfully amended nor does tlee tmwtthey
could be. MLB'’s motion to dismiss the state claims for tortious interference wittacoand

economic advantage is denied.

Dated:Octoberll, 2013 W m W

RONALD M. WHYTE
United States District Judge

18 MLB alsoasserts in a footnote that the option agreement between San Jose asdsiveid,
and therefor¢he Cityhasnot pled the existence of a valid contraetying on thgudicially noticed
“[RDA]: Asset Transfer Review” report from the Califoanstate Controller finding certain asset
transfers from the RDA to the City after January 1, 2011 to be inv@&ieDkt. No. 26-4. The
court concludes that tHERDA]: Asset Transfer Review” repors insufficient to definitivelyshow
that the Option Ageement is invalid. At the dismissal stage, the court draws all reasonable
inferences in favor of the plaintiff based on the allegations in the complaint and psethamnthe
contract is valid.
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