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OPINION:
[*287] ORDER

This suit arises as a result of an agreement
between Electronic Arts, Inc ("Electronic Arts")
and defendant Humongous Entertainment Compary
("Humongous")grantingElectronicArts theright to dis-
tributeHumongousproductsjncludingacomputewrideo
gameentitled Putt Putt Joinsthe Parade.Humongous'
principals are former employeesof plaintiff LucasArts
EntertainmentCompaty ("LucasArts"), who createda
softwaretool calledtheScriptCreationUtility for Maniac
Mansion("SCUMM") System.The SCUMM Systemis
atool usedin thedevelopmenif computewvideogames.
LucasArtssubsequentliicensedthe SCUMM Systento
Humongouaunderlimited termsandconditions.Among
otherthings,thelicenseagreemerdtategshatHumongous
maynotsellits gamesvhichutilize theSCUMM program
to[**2] ary third partydistributor otherthanLucasArts
for lessthan a certain price and that Humongousmust
verify its compliancewith the licensing agreemeniat
LucasArts'request.The preciselanguageas outlinedin
sectionA.1.1.1(b)of thelicenseagreemenis asfollows:

For a period of three (3) years commencingon the
Effective Date, [Humongous]may not sell ary product
it developsusingthe SCUMM Systemto ary third party
distributorsin North Americaotherthan[LucasArts]for

lessthan seventy-five percent(75%) of the six month
rolling averagewholesaleprice, net of ary promotional
allowances at which suchproductsarere-soldto North

Americanretailers(currentexamplesof which include
Software, Etc.; Babbages;and Electronic Boutique).
[LucasArts] resenes the right to verify suchwholesale
price upon [LucasArts']requestin writing to Licensee.
After suchthreeyearperiod,the foregoing price restric-
tion will beinapplicable.

LucasArts brings this suit alleging, among other
things,thatHumongousviolatedthe termsof thelicens-
ing agreemenby (1) failing to follow the termsof the
price restrictionpravision and(2) allowing a third party
(i.e., [**3] ElectronicArts)to publishPuttPuttJoinsthe
ParadeHumongousndElectronicArts dery suchallega-
tionsandbring counterclaimgor violation of federaland
stateantitrustlaws, intentionalinterferencewith contrac-
tual relations, intentionalinterferencewith prospectre
economicadvantageandunfair competition.

Humongousnow movesto amendits counterclaim
to add a count for breachof contractand to add fac-
tual matterto its claim for interferencewith prospec-
tive economicadwantage.In addition, Electronic Arts
moves for partial summaryjudgmenton its antitrust
claims on the groundsthat: (1) the price restrictionin
sectionA.1.1.1(b)of the LicensingAgreementbetween
LucasArtsand Humongousis per seillegal and unen-
forceable;(2) the restrictionconstitutesa per seillegal
and unenforceabldoycott; and (3) LucasArts'enforce-
mentof sectionA.1.1.1(b)constitutescopyright misuse
preventingenforcemenbf LucasArts'copyright. Finally,
LucasArts moves for summaryjudgmenton each of
the claims set forth in  [*288] Electronic Arts' and
Humongoustounterclaim.
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Having reviewedthepapersubmittedandconsidered
theoralargument®f counsehtahearingonJung**4] 3,
1993,the courthereby: (1) GRANTS Humongousmo-
tion to amendits counterclaim;(2) DENIES Electronic
Arts'motionfor partialsummanjudgmentonits antitrust
counterclaimsand(3) GRANTS LucasArtsmotionsfor
summaryjudgmenton ElectronicArts' andHumongous'
counterclaims.

Humongousseeksto amendits counterclainto add
a countfor breachof contractandto addfactualmatter
to its claim for interferencewith prospectre economic
adwantagepursuanto FRCP15(a),or, in the alternatve,
FRCP13(f).

FRCP 15(a) provides that leave to amend"shall be
freely givenwhenjusticesorequires."The Ninth Circuit
has interpretedFRCP 15(a) with "extreme liberality,"
United Statesy Webb,655F2d 977,979 (9th Cir 1981),
and the burden of shaving why leave should not be
grantedrestswith the non-moving party, Genentela, Inc
v Abbott Laboratories, 127 FRD 529, 530-31 (ND Cal
1989).

Thecourtfindsthatallowing Humongouso amendts
counterclainto addacountfor breachof contractwill not
affect the pendingsummaryjudgmentmotionsand will
work no prejudiceagainst_ucasArts.Similarly, allowing
Humongousto amendits interferencewith prospectie
[**5] economicadwantageclaimto addfactualmatterin-
adwertentlyomittedwill preventre-litigation of issuesel-
evantto LucasArts'summaryjudgmentmotion,increase
judicial efficiency andsenre the endsof justice.

The factual allegations concerninglLucasArts' bad
faith behaiior which Humongousvantsto addwere al-
ready describedin the third and fourth affirmative de-
fensesn Humongousanswertto theamendeatomplaint.
Thus, the amendmentwould not raise new facts and
shouldnotsurprisd_ucasArtsn ary way. Theamendment
would simply permitHumongougo correctthe pleading
by incorporatingthe allegations of the affirmative de-
fensesinto the counterclaim For the foregoing reasons,
thecourtherebyGRANT SHumongousmotiontoamend
its counterclaimpursuanto FRCP15(a).

In addition, Electronic Arts moves for partial sum-
mary judgmenton its antitrustcounterclaimswhich al-
lege that sectionA.1.1.1(b) constitutesan illegal price
fixing agreementand an illegal boycott in violation of
the Shermanand Cartwright Acts. Further Electronic
Arts contendsthat LucasArts' enforcementof section
A.1.1.1(b)constitutesopyrightmisusetherebyprevent-

ing enforcemenbf LucasArts' [**6] copyright.
A

In supporf its agumentthatsectionA.1.1.1(b)con-
stitutesa perseillegal pricefixing agreementi:zlectronic
Arts citessomeof theantitrustlaws' greateshits: United
Statesr SoconyVacuumQOil Company310U.S.150,223,
84L.Ed.1129,60S.Ct.811(1940);United Statess New
Wrinkle, Inc, 342 U.S. 371, 377,96 L. Ed. 417,72 S.
Ct. 350 (1952) ("Price fixing in commerce reasonable
or unreasonablehasbeenconsidereda per seviolation
of the ShermanAct."); Northern Pacific Railway Co v
United States, 356 U.S. 1, 5, 2 L. Ed. 2d 545, 78 S.
Ct. 514 (1958) (certainpracticesjncluding price fixing,
"areconclusvely presumedo beunreasonablandthere-
fore illegal without elaborateinquiry asto the precise
harmthey have causedor the businessexcusefor their
use"); Arizonav Maricopa CountyMedical Society 457
U.S.332,351,73 L. Ed. 2d 48, 102 S. Ct. 2466 (1982)
(the anticompetitve potentialinherentin all price-fixing
agreementgustifiestheir facial invalidationevenif pro-
competitive justificationsareofferedfor some).

LucasArtscorrectlynotesthatnoneof thesecasesn-
volve intellectualpropertyrights of thetype[**7] here
andcitationto thesecasesnerelybegstheprincipleques-
tion in this casenamely whethersectionA.1.1.1(b)falls
outsidethe safeharboraccordedo intellectualproperty
ownersby the SupremeCourtin United Statess Geneal
Electric, [*289] 272U.S.476,71L. Ed. 362,47 S.Ct.
192(1926).

In GeneralElectric, the SupremeCourt held thatthe
statutoryright of intellectual property ownersto forbid
entirelysaledy licenseesecessarilyncludesthe power
to restrict the prices at which such licenseesmay sell
licensedmaterial:

The patenteanay makeandgranta licenseto anotherto
makeandusethe patentedarticlesbut withhold his right
to sell them*** _ [If the licensee]sells [the patented
articles,]he infringesthe right of the patenteeand may
be held for damagesand enjoined.If the patenteegoes
further, and licensesthe selling of the articles,may he
limit the selling by limiting the methodof saleandthe
price? We think he may do so provided the conditions
of saleare normally and reasonablyadaptedto secure
pecuniaryreward for the patentee'snonopoly* ** . It
would seementirelyreasonabl¢hathe shouldsayto the
licensee,"Yes, [**8] you may malke and sell articles
undermy patentbut not so asto destroythe profit that|
wish to obtainby makingthemandsellingthemmyself."

Id at 490.
Applying the foregoing principle to the caseat bar,
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the courtfinds thatthe price restrictionfoundin section
A.1.1.1(b)of the LicensingAgreementdoesnot violate

the Shermaror CartwrightActs becausdt is "reasonably
adaptedo securepecuniaryreward for the [LucasArts'
lawful] monopoly"

In ary event, the per serule is resened only where
experiencehasdemonstratethatanticompetitve effects
predictablyand regularly flow from a particular prac-
tice, R C Dick GeothermalCorp v Therm@enics,Inc,
890F2d 139,151 (9th Cir 1989),0r wherethe potential
harmto competitionis "so clearand so great,”"Bhanv
NME Hospitals, Inc, 929 F2d 1404 (9th Cir 1991), or
wherethe challengedactvity would almostalwaystend
to haveapredominanthanticompetitve effect, Northwest
WholesaleStationers|nc v Pacific Stationery& Printing
Co, 472 U.S.284, 86 L. Ed. 2d 202, 105 S. Ct. 2613
(1985). The presentcaseinvolves a licensing provision
whichis plainly procompetitve, namelythe licensingof
SCUMM [**9] codeto HumongousothatHumongous
cancreatemorecomputervideogames.Therecanbeno
seriousguestionthat suchlicensingactvities fostercon-
sumerwelfare.

Limitationsimposedby theantitrustlaws arethought
to improve consumemvelfarebecausehey forcefirmsto
increaseoutputfrom monopolisticto competitie levels.
This is basedupon the notion that firms face increas-
ing maginal costs(i.e., thelaws of diminishingreturns).
If returnsto scaleare increasing,however (i.e., falling
mauginal costs),the competitve modeluponwhich the
antitrustlaws are premiseds stoodon its headand"the
role of imperfectcompetitionplays."Paul A Samuelson
and William D Nordhaus,Economicsat 547-548 (13th
ed 1989). Where"imperfectcompetition”providesthe
economicstandardtheantitrustlaws' restrictionsagainst
extensionof monopolyshouldnot apply. Here,the high
initial costsof programmingcode comparedo the rel-
atively low costof producingcopiesof the code,make
applicationof traditionalantitrustconceptsnappropriate.
In suchasetting,maginal costsdeclinewith increases
productionratherthanthe otherway around thesituation
to which the antitrust[**10] laws apply As such,the
applicationof the perserulein judgingthelegality of the
licenseagreementloesnot comportwith the principles
underlyingthe establishmenof theperserule.

B

Evenif theforegoingwerenottrue,sectiorA.1.1.1(b)
runs afoul of the antitrust laws only if it forecloses
ElectronicArts from competition.It doesnot.

Electronic Arts relies on Northwest Wholesale
Stationers)nc v Pacific Stationeryand Printing Co, 472
U.S.284(1985),correctlyreadingthatdecisionasbarring

unreasonableoncertedefusalgo dealor groupboycotts.
In this case,however, the court finds nothingunreason-
ablein LucasArts,a holder of a valid copyright in the
SCUMM SystemCode,imposingon its licenseeresale
price [*290] restrictionson the copyrightedmaterial
or materialderived therefrom.Suchconductin no way
foreclose<lectronicArts from offering competingcopy-
righted materialif it producessuchmaterialor licenses
it from others.In short,competitioncansuffer no injury
from sectionA.1.1.1(b).

Finally, the courtnotesthattheessencef acopyright
interestis the power to exclude use of the copyrighted
work by thosewho did not originateit [**11] or who
arenot authorizedo useit. Theright to licensea patent
or copyright (andto dictatethe termsof sucha license)
is the "untrammeledright" of the intellectual property
owner" United Statess Westinghousé&lectric Corp, 648
F2d 642,647 (9th Cir 1981)(quotingCataphoteCorp v
DeSotoChemicalCoatings,Inc, 450 F2d 769, 774 (9th
Cir 1971)).In Simpsonv Union Oil Co, 377 U.S. 13,
24,12 L. Ed.2d 98,84 S.Ct. 1051(1964),the Supreme
Courtnotedthatthe laws of intellectualproperty"arein
pari materiawith the antitrustlaws andmodify thempro
tanto." Accordingly, a court musttreadgingerly before
permitting an antitrustplaintiff to modify the scopeof
the statutorycopyright grantthat Congresshas seenfit
to impose.Applying the foregoing considerationso the
presentcase,the court declinesto find anything unrea-
sonableor illegal in the resaleprice restrictionfoundin
sectionA.1.1.1(b).

C

Electronic Arts also arguesthat LucasArts cannot
enforceits copyright in the SCUMM Systembecause
LucasArtsis guilty of copyright misuse.According to
Electronic Arts, LucasArtshas attemptedto extend its
copyrightin the SCUMM codebeyondthe[**12] scope
grantedby the Copyright Act.

Part of the SCUMM code,namelythe SCUMM en-
gine, mustactuallybe embeddedn the computervideo
game in order for the gameto work. In this case,
Humongous'Putt Putt Joins the Paradedoes have the
SCUMM engineembeddedn its program. Electronic
Arts doesnotdisputethatLucasArtsownsall rightsto the
SCUMM System.ElectronicArts does,however, object
to LucasArts'useof its ownershiprightsin the SCUMM
engineto controlthe price at which Humongousansell
PuttPutt.

The court finds no basisfor a claim of copyright
misuse.LucasArtsonly seeksto control rights over its
SCUMM System;it doesnot seekcontrolover materials
in whichit doesnotown a copyright. Whatmakesthings
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difficult for ElectronicArts andHumongouss thatpartof

the SCUMM codehappengo be embeddedn PuttPutt,

andit is difficult, if notimpossible for LucasArtsto re-

taincontroloverits copyrightedvork withoutalsoassert-
ing somecontrol over Humongouswork. Nevertheless,
LucasArtsholdsavalid copyrightin theSCUMM System,
includingthe SCUMM engine andit hasnot misusedts

copyright in assertingcontrolover HumongousPutt Putt

Joins [**13] theParade.

In sum,thecourtconcludeghat: (1) thepricerestric-
tion in sectionA.1.1.1(b) of the Licensing Agreement
betweenLucasArtsandHumongouss not per seillegal
andunenforceablef?) the restrictiondoesnot constitute
anillegal andunenforceabldoycott; and(3) LucasArts'
enforcementof sectionA.1.1.1(b) doesnot constitute
copyright misuse, thereby preventing enforcementof
LucasArts'copyright. Accordingly, the court DENIES
Electronic Arts' motion for partial summaryjudgment
onits counterclaimgor pricefixing andboycottundergs§
1 and2 of the ShermarAct andthe CaliforniaCartwright
Act andGRANTS LucasArtsmotionfor summanyjudg-
menton its antitrustcounterclaims.

If there is no antitrust violation, then section
A.1.1.1(b)is valid, and LucasArts'sclaims of copyright
infringementpreactof contractandrescissionaswell as
LucasArtstounterclaimgor intentionalinterferenceavith
contractualrelationshipand with prospectie economic
adwantage still remain.Accordingly, the court DENIES
ElectronicArts' motionfor partialsummaryjudgmenton
theseclaims.

In orderto statea claim for tortiousinterferencewith
prospectre economic[**14] adwantage plaintiff must
shawv: (1) aneconomicrelationshipcontainingthe prob-
ability of future economicbenefitto the plaintiff; (2)
[*291] defendant'«knowledge of the existenceof the
businessrelationship; (3) defendant'sntentional com-
missionof actsdesignedo disruptthe relationship;(4)
actualdisruptionof therelationship;and(5) damagego
the plaintiff proximatelyresultingtherefrom.SeePG&E
v Bear Stearns& Co,50Cal 3d1118,1126n2,270Cal
Rptr1, 791P.2d 587 (1990).

The elementsf a causeof actionfor intentionalin-
terferencewith contractuarelationsare: (1) a valid and
existing contract;(2) defendant'«nowledgeof the con-
tract; (3) defendant'sntent to induce a breachof that
contract;(4) actualbreachof thecontractoy thecontract-
ing party; (5) causationand(6) damagesSeegenerally
PG&E, 50 Cal 3dat 1126.

LucasArts moves for summary judgment on
ElectronicArts' andHumongoustounterclainfor inten-

tionalinterferencewith contractuatelationshipandwith
prospectie economicadwantageon the groundsthat: (1)
thereis no evidencethat LucasArtshad a wrongful in-
tentto disruptary existing or potentialrelationship;(2)
thereis no [**15] evidenceof ary actual disruption;
(3) LucasArts'merefiling of this lawsuit will not sup-
port theseclaims; and (4) LucasArts'actionswere priv-
ileged underthe First Amendmentof the United States
ConstitutionandunderCalifornia Civil CodeSectior47.

A

ElectronicArts and Humongoushasetheir claim of
wrongful intent on the issuanceof a pressreleasecon-
cerning the filing of the instantlawsuit. According to
ElectronicArts, thepresseleasavasfaxeddirectlyto se-
lectedretail buyersof PuttPuttandintendedo chill sales
of the video game.Not only doesElectronicArts object
to whomthe pressreleasevassent,it alsoobjectsto the
timing of thereleasepnly onedayafterHumongoudirst
releasedPuttPutt.

The court finds no evidence of wrongful intent on
the partof LucasArtsin issuingthe pressreleaseAs ex-
plainedby GordonRadleg/, LucasArts'Chief Operating
Officer, LucasArts customarily issues press releases
wheneer a significantcorporateevent occursto parties
who maybeinterestedSeeP 3 of declaratiorof Gordon
Radlsy. Moreover, thepresgeleaseoncerningheinstant
litigation with Humongousvasdraftedanddisseminated
in accordancewith [**16] LucasArts'standardproce-
dures.ld. Finally, the merefiling of this lawsuit cannot
supporta finding of intentionalinterferenceln PG&E
v Bear Stearns& Co, 50 Cal 3d 1118,270 Cal Rptr 1,
791P.2d 587 (1990),the California SupremeCourtheld
that claimsfor intentionalinterferencewith contractual
relationsor prospectie economicadwantagecannotbe
basedupontheinitiation of a lawsuit, unlessthe lawsuit
is baselesandtherehasbeenaterminationof theunder
lying lawsuitin the plaintiff's favor. In the presentcase,
the lawsuit doesnot appearbaselessandis, of course,
ongoing.

In short,LucasArtsclaims,andthe courtagreesthat
the issuanceof the pressreleasein no way evidences
anintentto disruptary existing or prospectie relation-
shipbetweerHumongousandElectronicArts. Id atP 4.
Accordingly, the court GRANTS LucasArts'motion for
summaryjudgmenton ElectronicArts' tortiousinterfer
enceclaims.

Even if LucasArtshas shavn the requisite intent,
LucasArtscontendshatthereis noevidenceof ary actual
disruptionof anexisting contractor a prospectre advan-
tage.Humongouspntheotherhand, respondshatit suf-
feredspecificdamagess[**17] aresultof LucasArts'
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actions,including loss of time, money, goodwill, repu-
tation and businessopportunity Humongous,however,
failsto substantiatéheseclaimswith ary supportinglec-
larationsdespitehefactthatoneElectronicArts' counsel
hasspolento personsvith knowledgeof thepresgelease
whowould bein a positionto offer suchsupportingdec-
larationsif indeedtrue. Moreover, Humongoushasyet
to produceary evidencethatthe pressreleaseesultedn
evenasinglelossin saleof PuttPutt. Thus,in thealterna-

tive,thecourt GRANT S LucasArtsmotionfor summary
judgmenton the interferenceclaims on the groundthat
ElectronicArts hasfailedto shav ary evidenceof actual
disruption.

IT ISSOORDERED.
VAUGHN R. WALKER
United StatedDistrict Judge



