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California Architectural Building Products, Inc. v. Franciscan

Ceramics, Inc.

818 F.2d 1466 (9th Cir. 1987) - Decided June 4, 1987

SUMMARY

Ceramic tile dealers brought a civil RICO action against a manufacturer, alleging mail and wire fraud
based on concealed plans to close the business. The Ninth Circuit affirmed summary judgment and
denial of leave to amend, holding that the dealers failed to present a genuine issue regarding intent to
defraud, but reversed Rule 11 sanctions against their attorney.
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QUESTIONS PRESENTED

1. Whether the dealers presented a genuine issue of material fact concerning the fraudulent intent necessary

to support their RICO mail- and wire-fraud allegations.

2. Whether multiple alleged acts of mail and wire fraud involving multiple victims and occurring over
several months constituted a RICO pattern of racketeering activity despite relating to one prospective

business closure.

3. Whether the district court abused its discretion by denying leave to file a second amended complaint on

the ground that the proposed amendment would be futile.

4. Whether the district court properly imposed Rule 11 sanctions on the dealers' attorney for signing and

continuing to prosecute the complaint.

HOLDINGS

1. Summary judgment was appropriate because the dealers failed to show a genuine issue of fact
concerning Franciscan's intent to defraud, even though the district court relied on an incorrect conclusion

regarding the RICO pattern requirement.

2. Multiple alleged acts of mail and wire fraud involving multiple victims and continuing over five months

can constitute a RICO pattern even when the acts relate to a single alleged criminal episode.

3. Absent an independent duty, such as a fiduciary or explicit statutory duty, failure to disclose a contingent

business plan cannot constitute a fraudulent scheme.

4. The district court acted within its discretion in denying leave to amend because the proposed amendment

was futile.

5. Rule 11 sanctions were improper because the complaint was not so baseless or implausible that the

attorney's decision to sign and prosecute it violated the rule.

KEY QUOTATIONS

“Under Fed.R.Civ.P. 56(c), summary judgment is appropriate if the pleadings and supporting materials
“show that there is no genuine issue as to any material fact and that the moving party is entitled to a
judgment as a matter of law.”” (818 F.2d at 1468)

“Therefore the dealers have alleged two or more acts of racketeering activity, and this, we hold, constitutes a

“pattern.”” (818 F.2d at 1469)

“Absent an independent duty, such as a fiduciary duty or an explicit statutory duty, failure to disclose cannot
be the basis of a fraudulent scheme.” (818 F.2d at 1472)

FACTUAL BACKGROUND



The dealer plaintiffs alleged that Franciscan represented that it would remain in business and supply tile through
at least March 1984, despite allegedly deciding before May 3, 1983 to close in September or October 1983.
Franciscan continued production, invested in its business, developed new products, pursued marketing
arrangements, and explored whether it could restore profitability while considering closure as a contingency. Its
board did not decide to close until September 1983, and Franciscan continued production through October to fill
outstanding orders.

PROCEDURAL HISTORY

Ceramic-tile dealers sued the manufacturer and related entities under RICO, alleging that the manufacturer
fraudulently concealed its plan to close while inducing continued purchases. The district court granted
defendants summary judgment, denied leave to amend with prejudice as to RICO claims, and imposed $350 in
Rule 11 sanctions against plaintiffs' attorney. The Ninth Circuit consolidated the appeals and cross-appeal,

affirmed the summary judgment and denial of leave to amend, and reversed the Rule 11 sanctions.
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