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INTRODUCTION

Given transformations in the American and globaneeny and the continuing shift to a
service and information-based economy dependetetobimology, future insurance coverage cases
are likely to focus increasingly on intellectualoperty (IP) liability issues. Policyholders
conducting business operations in cyberspace aivad in high technology enterprises face
significant potential first-party losses and thpakrty liability claims. For example, policyholders
engaged in e-commerce activities may suffer sigaifi first-party losses due to network downtime,
loss or corruption of computer data, damaged omabef web-sites, and similar claifs.
Policyholders operating in a wide range of fieldsluding the textile, technology, semi-conductor,
biotechnology, medical research, and pharmaceuti@dstries may be faced with patent,
trademark, copyright, and service mark litigatiduch issues include potential liability for third

! Robert Paul Norman recently warned that , “E-camo® is growing at a simply

phenomenal pace. Previously, it was estimatedteatmmerce would total $1.4 trillion by the year
2003. It is now virtually certain that e-commeved far surpass that estimate. Data ‘traffic’ on
the 'Net alone is growing exponentially, somewhmiveen 200-600% per year. Tens of millions
of people log on to the Internet every day. Nafir doublesevery 100 days. Amazingly, PC's are
becoming a thing of the past in this new economyheir place, hundreds of millions of hand held
Internet ‘appliances’ (such as cell phones and FRalots) will be used to access the Internet. This
exponential growth of the Internet is resultingekponential growth in exposure for users of the
‘Net." Insurance carriers believe that e-commueitidoe the ‘single biggest insurance risk of the
21St century.” Reuters Eng. News Serv. (May 90200. Com. Abstracts 12, May 18, 2000. For
instance, the so-called Love Bug email virus causedstimated $15 billion in damages. Many
insurance carriers have already gone on recorayasgsthat Love Bug losses are not covered under
traditional insurance products. As a result, mearyiers have begun to produce new insurance
policies which are directed specifically at thedagpof risks that exist in cyber space. “Virtual
Insurance: Is Your old Policy From InvisibleINC.COMIf so, What Cyber Policy Adequately
Covers Your Risks?,” ABA’s Tort and Insurance Lama®ice Group Seminar Presentation, March
20-24, 2001.

2 See alsoRobert Paul Norman, "Virtual Insurance: Is YourdQPolicy From

InvisibleINC.COM? If so, What Cyber Policy AdegebtCovers Your Risks?," A.B.A. Insurance
Coverage Litigation Committee Annual Midyear Pragrd&ebruary 22-24, 2001 (".
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party claims of patent infringement, copyright aretlemark infringement, and similar liability
claims, as well as first party claims for loss orraption of computer data, network downtime,
damages caused by hackers, and other similampfrsy losses. The magnitude of risk facing a
policyholder conductingThis article focuses prirtyaoin the duty to defend in third party cases, and
policyholder strategies for recovering lossesiistfparty cases.

Section | analyzes the duty to defend IP liabititlgims and defamation, libel, slander and
related claims in Texas and also analyzes key idesisrom other states on issues that have yet to
be addressed in Texas. Section Il describes newance products being offered to fill perceived
gaps in the traditional CGL policy, including off@we and defensive patent infringement policies.
Section Il analyzes key first party issues fagiogjcyholders who are attempting or may attempt
to recover economic losses caused by loss of angtion of computer data, network downtime, and
other risks. This section also analyzes currenerage issues in the litigation brought by
policyholders to obtain reimbursement for their y2sts and expenses.

l. THE DUTY TO DEFEND IN INTELLECTUAL PROPERTY CASES

Given the tremendous legal costs and uncertaimvedved in defending and prosecuting
intellectual property claims, policyholders andiress need to very carefully assess their respectiv
positions on the duty to defeAdFollowing the service of suit on a policyhold#re following
critical questions must generally be addressed@s as possible: (1) should the suit be tendered
to the insurance carrier; (2) should the carrieeptcoverage and agree to defend the policyholder,

® Given the expected growth of e-commerce and tdmdimued increasing reliance on
technology, there is likely to be a substantiatéase in the number of intellectual property disput
in the near future. According to commentator RoPaul Norman, “E-commerce is growing at a
simply phenomenal pace. Previously, it was estahttiat e-commerce would total $1.4 trillion by
the year 2003. It is now virtually certain that@nmerce will far surpass that estimate. Data
‘traffic’ on the 'Net alone is growing exponentiglsomewhere between 200-600% per year. Tens
of millions of people log on to the Internet evatgty. Net traffic_doublegvery 100 days.
Amagzingly, PC's are becoming a thing of the pastismmnew economy. In their place, hundreds of
millions of hand held Internet ‘appliances’ (suchcll phones and Palm Pilots) will be used to
access the Internet. This exponential growth eflifternet is resulting in exponential growth in
exposure for users of the 'Net." Insurance cartedieve that e-commerce will be the ‘single
biggest insurance risk of the 21St century.” Reuteng. News Serv. (May 9, 2000); J. Com.
Abstracts 12, May 18, 2000. For instance, thealed Love Bug email virus caused an estimated
$15 billion in damages. Many insurance carriergelaready gone on record as saying that Love
Bug losses are not covered under traditional immggroducts. As a result, many carriers have
begun to produce new insurance policies which aezigd specifically at the types of risks that
exist in cyber space. “Virtual Insurance: Is Yold Policy From InvisibleINC.COM? If so, What
Cyber Policy Adequately Covers Your Risks?,” ABA'srt and Insurance Law Practice Group
Seminar Presentation, March 20-24, 2001.
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deny coverage and refuse to defend, or defend wmdezservation of rights"; (3) should the
policyholder accept a limited form of defense affby the carrier in a reservation of rights letter
or expend its own funds defending the suit and seiekbursement later; (4) should the carrier file
a declaratory judgment action to determine its mkdfeand indemnity obligations; and (5) is the
policyholder entitled to require the carrier to ggoute a counterclaim. These are complex,
significant issues for both policyholders and @asi Itis also unclear whether or not policyhotde
are entitled to recover “pre-tender” defense casthough case law outside of Texas generally
supports policyholders. In order to understandsthegegies that are open to policyholders facing
a lawsuit alleging intellectual property liabilii@nd the strategies that are available to theensu
in response, it is first necessary to understanehvithe duty to defend is triggered under the “eight
corners” rule and the relatively few exceptionshiat rule?

A. When is the duty to defend "triggered" under Texas’s “eight corners” or
“complaint allegation” rule?

The classic formulation of Texas's "eight corneite'r or "complaint allegation rule" was
provided by the Texas Supreme CourtHi@yden Newport Chemical Corp. v. Southern General
Insurance Company

We think that in determining the duty of a liahjilihsurance company to defend a lawsuit
the allegations of the complainant should be carsid in the light of the policy provisions
without reference to the truth or falsity of sudlegations and without reference to what the
parties know or believe the true facts to be, dhaut reference to a legal determination
thereof?

Courts will not look beyond the “eight corners” tfe petition and the insurance policy in
determining whether or not the insurer owes a thigefend.

In reviewing the petition, Texas courts initiallycused on whether or not the allegations
made in the petition "were sufficient to state assaof action against [the policyholder] coming

* See generallizee H. Shidlofsky, Duty to Defend: An Analysistb& Eight Corners Rule,
9" Annual Ultimate Insurance Law Seminar, State Bafexas (March 30-31, 2000).

> 387 S.w.2d 22, 24 (Tex. 1965).

® As explained by commentators Michael Sean QuithRamela D. Nielson, "The rule is
quite simple. If a petition alleges facts whichuld if proved, require the insurer to make payraent
on behalf of the insured, then the insurer haswtdwdefend. The truth of the allegations dods no
matter in the slightest. Under the Eight CornareRcourts are not to 'read facts into the plegglin
Furthermore, courts should not look 'outside tlea@ings, orimagine factual scenarios which might
trigger coverage.”Annual Survey of Texas Law, Insurance LatvS.M.U. L. Rev. 1131, 1167
(1998).
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within the terms of the policy."The duty to defend was triggered if the factuigigations stated

a "cause of action" that could potentially resalaijudgment of liability that would be covered by
the insurance policy. Texas courts now focus erfdbtual allegations made in the petition, rather
than focusing on a cause of action test. If tlotut allegations state a claim that may be covered
by the insurance policy, then the court will findaty to defend. Moving away from a cause of
action test shifts the focus away from the legkdgations made in the petition to the facts that
caused the alleged injuries and makes it muchlilesly that an allegation of "negligence,” for
example, would trigger the duty to defend.

Under the eight corners rule, Texas courts als@m@dly construe complaint allegations
liberally in favor of coverage. As stated in tHeyden Newportase, "While we have said above
that the court is limited to consideration of tilegations and the insurance policy in determining
an insurer's duty to defend, we wish to point ¢att in considering such allegations a liberal
interpretation of their meaning should be induled@here are few legal precedents on how broadly
allegations should be read in favor of coverageweler, in thd=armers Texas County Mutual
Insurance Company v. Grifftase that while factual allegations will be constriiberally in favor
of coverage, the construction of the allegationstrbe reasonable. As stated in Griffin, "Farmers
is not required to defend Royal for another reagsntfin's petition does not allege that his ings
resulted from an auto accident. . . . To readfi@isf petition as alleging an 'auto accident' would
strain that term beyond any reasonable meartfhtd! at 82.

If, after applying a liberal pro-coverage interpitéin to the allegations, there is no real doubt
that the policy would not cover the factual allegas pled, the court will not find a duty to defend
Courts have disagreed on whether there is enought do warrant finding a duty to defend. For
example, irMerchantsafter liberally interpreting the allegationsheplaintiff's petition, the Texas
Supreme Court overruled the Beaumont Court of Ajghepinion that the allegations made by the
plaintiff triggered the duty to defend. The cobdld that "[b]ecause the facts alleged in the
pleadings do not suggest even a remote causaioredatp between the truck's operation and
Gonzalez's injury, they do not create that degfe®wobt which compels resolution of the issue for

” Maryland Casualty Co. v. Morit4,38 S.W.2d 1095, 1098 (Tex. Civ. App.--Austin 1940,
writ ref'd); see also Heyden NewpaB87 S.W.2d at 26.

8 See National Union Fire Ins. Co. of Pittsburgh \eghants Fast Motor Lines, In@39
S.W.2d 139, 141 (Tex. 1997) ("It is not the causzction alleged that determines coverage but the
factsgiving rise to the alleged actionable conductijirig Adamo v. State Farm Lloyds C853
S.W.2d 673, 676 (Tex. App.--Houston [1Bist.] 1993, writ denied).

° See also Merchant§39 S.W.2d at 140 (Tex. 1997) ("When applying tighiecorners
rule, we give the allegations in the petition afdd interpretation”).

10 955 S.w.2d 81, 82 (Tex. 1997)



the insured Future decisions will likely to focus on whetheetfacts alleged by the plaintiff
create a "degree of doubt" that is sufficient igger the duty to defend.

Finally, the Texas Supreme Court has also recelatfied that because of the eight corners
rule an insurer has no duty to conduct an investiganto the merits of the underlying claims in
evaluating whether or not a defense is oWetlhere are obvious advantages and disadvantages of
the eight corners rule. The primary advantagbasit is simple to apply. Disadvantages include
creating an incentive to file groundless pleadihgstrigger coverage in order to force a settleimen
and while the basic parameters of the rule are kvelvn, there will always be some uncertainty
as to whether the factual allegations create #cserfit degree of doubt to trigger the duty to detfen
The existence of liability insurance may provideimeentive to target companies that otherwise
would not be sued. Requiring insurers to defesgsanerely to force them to settle claims for the
estimated amount of defense costs expected tebe &t provides an incentive to abuse the judicial
process?

11d. Under the court's analysis, the policyholder widaé required to show that the injuries
sustained by the plaintiff resulted from the uséhefpolicyholder's truck. While the policyholder
was using the truck at the time of the incideng ihjuries were caused by the policyholder's
allegedly negligent discharge of a firearm. Theas no link between the use of the truck and the
discharge of the firearm.

2 Trinity Universal Ins. Co. v. Cowa®45 S.W.2d 819, 829 (Tex. 1997) ("[U]nder the
‘complaint allegation rule' an insurer is entitledely solely on the factual allegations contaiimed
the petition in conjunction with the terms of thaipy to determine whether it has a duty to defend.
The duty to defend is not affected by facts asoesthbefore suit, developed in the process of
litigation, or by the ultimate outcome of the siit.

13 Susan Randall asserts that "the rules increadéeiihood that an insured will be sued.
Because the complaint measures an insurer's datgtiff's counsel can manipulate the pleadings
to trigger the defense obligation, even in casdsére clearly not covered under the policy. The
existence of liability insurance drives tort littgan; a defendant whose insurer can be involved in
a litigation is a more attractive target and makely to be sued than a defendant whose insurer
cannot be involved. Second, although individualineds may benefit economically be receiving
an insurer-provided defense, the complaint rulek&éo the economic detriment of insureds as a
class by raising insurance costs. The complalatraises costs in at least two ways, by increasing
the incidence of lawsuits, and by requiring a deéan cases not covered by the applicable policies.
Defense costs represent a significant expensedarers, and these costs are passed onto insurance
consumers. Finally, the complaint rule increaBegbssibility of conflicts of interest in insuranc
defense. An insurer must defend even where iebes there is no coverage under the policy. As
many courts have articulated the rule, an insuasrahduty to defend until it can confine the case
to noncovered claims. This formulation is a redigreconflicts of interest. The insurer's primary
concern is demonstrating noncoverage; the insunet@'sest lies in avoiding liability, or at least
limiting it to a covered claim.Redefining the Insurer's Duty to Defe@dZonn. Ins. L.J. 221, 222-
23 (1997).
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B. Analyzing the Duty to Defend in Intellectual Property Cases in Texas

There are few legal precedents to guide courtgsydadlders, and insurers on the question
of whether or not factual allegations made by trengff in underlying intellectual property
litigation trigger a duty to defend under the eigbtners rule in TexasEach of the Texas cases
involves an "advertising injury"-type claim undeow@rage "B" of the standard CGL policy.
Based on these cases, it is critical that a potitddr show that: (1) the “advertising injury”
arose out of and was “causally related” to thegybiolder’s “advertising activities”; and (2) that
the advertising offense first occurred during iheetthe policy was in effect.

Each case has been decided on one of the follofiwiaggrounds: (a) the underlying
petition did not contain a factual allegation coctiteg the plaintiff's alleged damages to the
policyholder's "advertising activities"; (b) themmuct resulting in the alleged damages occurred
prior to the inception of the policy; (c) coveragas precluded for public policy reasons under
the loss in progress or known loss doctrine; (djecage was precluded because the plaintiff
sought equitable relief rather than damages; apthéactivity alleged to have caused the
plaintiff's damages was not "advertising” withie tneaning of the CGL policy.

The courts' narrow approach to resolving each edske understandable and expedient,
leaves many critical questions facing policyholdansl insurers unanswered, including the
following: (1) when may an insurer recoup defenests; (2) when may a court properly
consider extrinsic evidence in determining whetherinsurer owes a duty to defend; (3) when
are the facts of the underlying case sufficientivaeloped to permit the insurer to file a
declaratory judgment action; (4) when, if eveithis duty to defend triggered by facts alleged
in a suit that are not contained in the plaintiffetition; (5) what res judicata or collateral
estoppel effect, if any, does a declaratory judgrirea subsequent coverage action have when
the plaintiff amends its pleadings to allege arol#hat would trigger the duty to defend; (6)
should an insurer be required to defend when tharér knows or is aware of facts related to
the underlying litigation that would require theumer to defend the action; and (7) when may
a policyholder recover the costs incurred in deiffiegdtself against a declaratory judgment
action brought by its insurer.

Because of the narrow focus in resolving these ramee cases, courts likewise
understandably have not addressed broader cogfacidncy issues, such as: (1) is there a
feasible, better, less costly alternative to litigya to resolve duty to defend issues, such as
arbitration or non-binding mediation; (2) is thene alternative to the eight corners rule that
would allow insurers and policyholders to betteslagte their respective positions resulting in
less cost and uncertainty. Section "D" below peggoanswers to the foregoing questions and
proposes feasible alternatives to litigation astt®usive means of resolving disputes between
policyholders and their insurers.

1. Cases Finding No Duty to Defend Because of the tla of a Causal
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Connection Between the Alleged Damages and the Rylholder's Advertising
Activities

a. Cigna Lloyds Ins. Co. v. Bradleys’ Electric, Inc33 S.W.3d 102
(Tex.App.--Corpus Christi 2000, pet. denied)

The court inBradleys' Electricheld that there was no duty to defend the politéro
against a counterclaim alleging patent infringenaamt contributory patent infringement. The
court applied the eight corners rule and found uty tb defend because the plaintiff's petition
did not contain any factual allegations that thikcgbolder's advertising activities caused the
patent infringement to occur. 33 S.W.3d at 105.

In addition to the court's holding, several othegrexts of the case are significant. First,
despite the absence of any factual allegationgigike plaintiff's damages to the policyholder's
advertising activities, the policyholder's primamgurance carrier initially agreed to provide a
defense, subject to a reservation of rights. Tdreer's decision reflects the uncertainty that
exists in Texas regarding the application of tlglhecorners rule and the penalties that follow
from mistakenly denying the policyholder a defendeisert footnote re consequences of
mistake].

Second, the primary insurer subsequently withdrswdefense and demanded to be
reimbursed for the costs incurred in providingdb&ense. The court was not required to address
the issue of whether or not the insurer was edtittebe reimbursed for the defense costs
incurred. [insert footnote re when it is apprapgito withdraw, how to withdraw, and whether
carrier can recoup defense costs].

Third, the court was not required to address iseegerding the res judicata or collateral
estoppel effect of the declaratory judgment. F@neple, if the plaintiff in the underlying suit
amended its petition, following the entry of theckdeatory judgment, to allege that the
policyholder's advertising activities caused thanilff's damages, presumably under the eight
corners rule the insurer would be obligated tom&stine policyholder's defense notwithstanding
the earlier entry of the declaratory judgment.séir footnote re cases].

Fourth, while the court leaves open the possikihigt patent infringement actions may
trigger a duty to defend in Texas, it does not mtexan example of such a case. The court cites
a slip opinion from California holding that the diwd defend is triggered by allegations that the
insured's advertising "actively induces anothentange.” However, the court also noted that
the opinion was subsequently reversed. It is @amncléhat type of factual allegations would
trigger an insurer's duty to defend a patent igigment suit in Texas.

Finally, the court was not required to analyze \wbet petition containing the allegation
that the policyholder's "advertising activitieseadresponsible, directly or indirectly, for the
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patent infringement alleged [by the plaintiff]* widube sufficient to trigger the carrier's
obligation to defend. It is uncertain whether aaasory "factual” allegation of this nature
would trigger the duty to defend. Including such alegation is similar to including an
allegation that the policyholder's negligent a@ssed the plaintiff's damages. While courts
have determined that this type of allegation issadficient to trigger the duty to defend because
it is a "legal" allegation, it is unclear how a Bsxcourt would evaluate an allegation that the
policyholder's advertising activities caused th@dges sought. Applying the eight cornersrule,
it seems clear that such an allegation shoulderigfge insurer's obligation to defend. [insert
footnote].

b. Franklin v. Fugro-McClelland (Southwest), Inc.,16 F. Supp.2d 732
(S.D. Tex. 1997)

In Franklin six insurers brought suit against two policyhofdseeking a declaratory
judgment that the insurers had no duty to defensh@emnify in connection with a lawsuit
pending against the policyholders. The decisios wamately based on the court's application
of the "known loss" and "loss in progress" doctsine

In the underlying litigation, the plaintiffs alledethat the defendants infringed the
plaintiffs’ patents, misappropriated trade secimmitted fraud, breached fiduciary duties,
tortiously interfered with existing and prospecibemtractual relationships, and committed other
similar wrongful actions. Plaintiffs contendedttha employee of Fugro's viewed the operations
and equipment of the plaintiffs under an obligatdiconfidence. Thereafter, Fugro allegedly
solicited one of the plaintiffs to perform soil galimg work for Fugro using a machine patented
to one of the plaintiffs and licensed to the otblaitiff. During the performance of the work,
two Fugro employees were allowed to observe th&Wwotrwere advised that the equipment was
patented and that the work methods were confideari@dnot to be used or disclosed to others.
Thereafter, one of the defendants allegedly seliciechnical information from the defendants
regarding marketing, scheduling, and billing. Tifermation solicited was provided based on
the belief that Fugro intended to hire the plafatib complete additional work. Plaintiffs later
allegedly learned that Fugro had constructed assmilpling machine that would allow Fugro
to perform the work itself. Fugro was informedttti@ construction and use of the machine
violated an existing patent and plaintiffs demanitiedl Fugro cease the infringing activities and
cease misappropriating plaintiffs’ trade secretnmftion. Fugro thereafter allegedly informed
the plaintiffs that it would no longer use the maeh However, plaintiffs alleged that Fugro
continued to use the machine and constructed addlitinfringing machines.

The insurers advanced several arguments againstage. However, because the court
accepted the insurers' contention that the lgssogress or continuing loss doctrine applied, the
court did not address the other non-coverage tegeadvanced. Prior to taking up the
continuing loss doctrine, the court first addresseféndants' claim that the declaratory judgment
action was not ripe for adjudication because lighilad not been determined in the underlying
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litigation. The court rejected the defendantstiargnt in a footnote, finding that the case "can
be decided as a matter of law, without furtherdfattlevelopment in the underlying litigation
....." While the court found that the ripenessmdard had been met in this case, the question
of whether or not a declaratory judgment is ripeafdjudication will vary with each technology
case depending on the facts and circumstanceg afalms made in the underlying litigation.

Several potential issues may arise in future casesich the policyholder asserts that
the insurer's declaratory judgment action is preneatSee generally Ellen S. Prydvlapping
the Changing Boundaries of the Duty to Defend ira&e31 Texas Tech L. Rev. 869, 889-890
(2000). For example, what if the policyholdefFsanklin contested the plaintiffs’ claims in the
underlying litigation and specifically assertedtttieey did not infringe any of the intellectual
property rights of the plaintiffs at any time?the duty to defend defeated merely based on the
plaintiffs’ allegation of facts that the insuredaim are untrue? Isn't a declaratory judgment
action inappropriate until the contested factguially resolved? What if the facts in dispute
do not relate to the judgment being sought in theedying action? Is it appropriate for the
insurance company to essentially intervene indiselution of the underlying case by filing a
declaratory judgment action to resolve facts that ot essential to the judgment in the
underlying litigation? How is a court supposete®nlve such issues given the likely probability
that the insurance policy is silent on the questbrvhether or not either party may file a
declaratory judgment to resolve defense issuesdrunderlying litigation? No Texas courts
have addressed these issues with respect to ateglrclaim but such issues could produce a
mass of future litigation given tievo PesosndFranklin decisions, which potentially present
insurers with an incentive to file a declaratorggment action to resolve the duty to defend and
duty to indemnify by claiming that the policyholdemew that a loss would occur prior to
purchasing the insurance policy.

Broader questions of risk assessment and risk aitot also may arise. Did the
policyholder bargain for a defense that would replovided until the insurer resolved factual
guestions that were not relevant to the adjudioatifounderlying litigation? Who should pay
for the costs of adjudicating the declaratory judgimbrought by the insurer on the duty to
defend? Is the insurer entitled to reimbursementdefense costs, if any, incurred in
investigating and defending the claims made ag#ieshsured in the event the insurer prevails
in its declaratory judgment action? What if thaipliffs in the underlying action amend their
complaint to remove factual allegations implicatithg known loss doctrine? Are factual
allegations in a superceded complaint ever adnissila declaratory judgment action brought
by the insurer to escape the duty to defend?

The court found that the claims were not coverethbyadvertising injury section of the
policyholder's CGL policy because “the alleged mjlbbegan before the effective date of the
insurance policy.” The court relied heaviljfao Pesos, Inc. v. Gulf Ins. €801 S.W.2d 495,
502 (Tex. App.--Houston [14th Dist.] 1995, no writwhich determined that trade dress
infringement claims were not covered because thagful activities began before the purchase
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of the insurance coverade Again, as in théBradleys' Electriccase, because the court found
that the patent infringement occurred prior to itheeption of the policy, the court was not
required to tackle the issue of whether or notmatdringement claims would be covered by
the insured's CGL policy.

C. Gemmy Industries Corporation v. Allianz General lasance Company,
No. 3-98-CV-0014-BD, 1998 WL 804698 (N.D. Tex. Nalz, 1998).

TheGemmycase does not involve a patent infringement claiilmwever, the court cites
several out-of-state cases for the propositionghelh claims are not covered by the advertising
injury section of the CGL policySimply Fresh Fruit, Inc. v. Continental Ins. C&4 F.3d 1219,
1222 (9th Cir.)cert. denied  U.S. | 1175 Ct. 388 (1996) (“[M]ere adsemyg, without
more, cannot constitute actionable patent infringet); National Union Fire Ins. Co. of
Pittsburgh, Pa. v. Silconix, Inc729 F. Supp. 77, 79 (N.D. Cal. 1988)Meyers & Sons Corp.

v. Zurich Am. Ins. Groub45 N.E. 2d 1206, 1208-1209 (N.Y. 1989).

2. Copyright, Trademark, and Service Mark Infringement Coverage Cases in
Texas

There are very few Texas cases analyzing the efsukether or not insurance coverage
may be available to provide a defense or indemmiitglaims arising out of allegations of
copyright, trademark, and service mark infringement

a. The Feed Store, Inc. v. Reliance Ins. Co/74 S.W.2d 73 (Tex.
App.—Houston [14th Dist.] 1989, writ denied) (serde mark decision)

The Feed Store, Inc. v. Reliance Ins.,Gd4 S.W.2d 73 (Tex. App.—Houston [14th

Dist.] 1989, writ denied), primarily involved thesue of whether or not the advertising injury
section of CGL policy required Reliance to reimlauftge policyholder for its defense costs. The
Feed Store was sued by Dairy Queen, which claimaidlthe Feed Store infringed upon Dairy
Queen’s registered service mark “Texas Countrylising the phrase “Texas Country Cookin”
in its business. Judge Mahon granted summary jedgim favor of The Feed Store that Dairy
Queen take nothing on its claims. The Feed Stwe filed suit to recover its defense costs
incurred in obtaining the take nothing judgment.

Reliance sought summary judgment on two groundghét Dairy Queen’s suit sought
injunctive relief only, rather than damages, aratéfore the allegations in the complaint did not

141t should be noted that ISO’s 1998 revisionstidel a new exclusion of coverage for
advertising injury “caused by or at the directidthe insured with the knowledge that the act would
violate the rights of another or would inflict ‘@@nal or advertising injury.” This new exclusion
appears intended to reinforce the doctrines obifiyrtknown loss, and loss in progress.
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trigger a duty to defend; and (2) that the phrasxas Country” is not a slogan and therefore
an exclusion in the advertising injury sectionha policy barred coverage. The court affirmed
summary judgment after reviewing Dairy Queen’s claimp and determining that there was no

allegation that Dairy Queen was seeking to recdaenages. The court expressly declined to
rule on the issue of whether or not “Texas Counughstitutes a slogan because of the
“complexities of trademark law.”

b. ABC Distributing, Inc. v. Lumbermens Mut. Ins. Cp646 F.2d 207 (5th
Cir. 1981) (trademark infringement decision)

In ABC Distributing, Inc. v. Lumbermens Mut. Ins. &6 F.2d 207 (5th Cir. 1981), the
court affirmed the district court’s decision to gréhe insurers’ motion for summary judgment.
In the underlying action, ABC was sued by LightBygstems, Inc. in a seven-count complaint
alleging trademark infringement and other relatagse of action. Because the “overall scheme”
alleged by Lighting Systems was “clearly intentightne court determined that the complaint
fell within the intentional act exception to thelipg and that there was no duty to defend.

C. Essex Ins. Co. v. Redtail Products, Ind998 WL 812394 (N.D. Tex.
1998) (trademark infringement decision)

Essex Ins. Co. v. Redtail Products, 11©98 WL 812394 (N.D. Tex. 1998), involved the
guestion of whether or not an insurer should baired to defend or indemnify the policyholder
against federal trademark claims. The court gdathite insurer’s motion for summary judgment
on two grounds: (1) the policy did not apply toesfes committed before the beginning of the
policy period; and (2) the fortuity doctrine pregd&d coverage because of the facts and
circumstances of the case. In reaching its decisi® court focused primarily on a letter from
the plaintiff in the underlying action dated Sepbem27, 1996 which “complained about
Redtail’'s marketing practices and alleged that Rédtuse of OMC’s marks violated its
trademark rights.” As this letter was dated ptthe inception of the policy, the court ruled
there was no coverage.

d. Two Pesos, Inc. v. Gulf Ins. CoR01 S.W.2d 495 (Tex. App.—Houston
[14th Dist.] 1995, no writ) (trademark and trade dress infringement
decision)

In Two Pesoghe court of appeals found that there was no emebecause the alleged
offence occurred prior to the policy’s inceptiornteda The court recognized that trademark
infringement is a “continuous wrong, and as susegrise to a claim for relief as long as the
infringement persists.” However, the court appeéacedeny coverage for two reasons: (1)
because the claim “constitute[d] a known loss eslm progress” that would be barred under
the fortuity doctrine; and (2) because “affordirayerage to Two Pesos would violate public
policy by allowing protection for a known loss apérmitting an insured to benefit from its
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wrongdoing.”

3. Unfair Competition, Business Disparagement, andrade Dress
Coverage Cases in Texas

There also are very few Texas cases providing geelan the existence and scope of
unfair competition, business disparagement, andeti@dress coverage provided under the
advertising injury section of the CGL policy.

a. Industrial Molding Corp. v. American Mfrs. Mut. Ins Co, 17 F.
Supp.2d. 633 (N.D. Tex. 1998)acated Industrial Molding Corp. v.
American Mfrs. Mut. Ins. Co, 22 F. Supp.2d. 569 (N.D. Tex. 1998)

Industrial Moldingprovides the most comprehensive discussion toafdtes coverage
provided by the “advertising injury” section of tii#L policy. The case involved a claim
brought against a policyholder for trade dressngment under section 43(a) of the Lanham
Act, 15 U.S.C. 8§ 1125(a) (1996). The plaintiffioted that the policyholder introduced a
“prototype Christmas tree stand product for velpesitioning of a tree during February 1996,
at the American Christmas Show in New Orleans.” e Hhaintiff also claimed that the
policyholder sold and marketed Christmas tree stémat infringed on the plaintiff's trade dress
in a Swivel Straight stand and that the policyholaeas attempting to avoid design,
development, marketing, and advertising costs byyiog the plaintiff's stand and had
misappropriated the plaintiff's trade dress irpitsduct. The policyholder brought suit against
its insurer and sought a declaratory judgmenttti@insurer had a duty to defend, as well as
damages for breach of contract, DTPA violationgaunnsurance practices, and bad faith. In
ruling on cross motions for summary judgment, thiertheld in favor of the policyholder that
coverage existednder the advertising injury section of the CGligyofor the plaintiff's claims
because there was “no doubt that the complainsactiMC of engaging in unlawful advertising
activity [and therefore] IMC has successfully shotkat the allegations in the underlying
complaint aver an ‘advertising injury.”

In reaching its holding, the court applied thee@part test applied iBentex Sys., Inc.
v. Hartford Accident & Indem. Ca882 F. Supp. 930, 936 (C.D. Cal. 1995): (1) whetherot
the allegations in the underlying complaint raisetpotential” for liability under one of the
covered offenses stated in the policy; (2) whethvemot the insured engaged in “advertising
activity” during the policy period when the allegéadvertising injury” occurred; and (3)
whether or not the insured’s advertising activitvesre causally related to the underlying

15 The parties settled their claims after the disttourt entered its Order granting Plaintiff's
Motion for Summary Judgment and denying Defendaitdion for Summary Judgment. The
Order vacating the Court’'s September 16, 1998 Ondexr made “pursuant to this settlement.”
Plaintiff “neither oppose[d] nor agree[d] with” Defdant’s Motion to Vacate Order.
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lawsuit’s trade dress infringement claims.

In addressing whether or not the first prong of 8entexest had been met, the court
concluded that trade dress infringement is a caveffense under the policy. The court cited
a “clear majority” line of cases holding that thergse “style of doing business,” taken in its
“ordinary and popular sense,” embraced “trade dréss

The court found that the second prongSeintexwas also met because the insured’s
marketing activities constituted advertising unttex policy. Noting that the policy did not
define “advertising,” the court applied the followgi broad Black’s Law Dictionary definition
of “advertisement,” based on a Texas case: “Najigen in a manner designed to attract public
attention.” BACK’sSLAW DICTIONARY 54 (6th ed. 1990) (citingdwards v. Lubbock Ca33
S.W.2d 482, 484 (Tex. Civ. App.--Amarillo 1930, wat)).

The court held that the third prong of the test was$ because the insured’s advertising
activities were “causally related” to the trade s#renfringement allegations made in the
underlying action. “Not only was misappropriatiohtrade dress alleged in the underlying
complaint, the required nexus between the advegtisctivities and damages alleged by County
Line also proved the necessary causal nexumslustrial Molding 17 F. Supp.2d. at 639.

Would the case have turned out differently underI®0O’s revisions? Probably not,
especially given that the 1998 revisions specifyoabver the infringement of another’s “trade
dress."

b. Bay Electric Supply, Inc., et al. v. The Traveletdoyds Insurance
Company No. CIV. A. G-98-134, 1999 WL 688748 (S.D. Texu§. 31,
1999) (trade dress and trademark infringement case)

In Bay Electri¢ Bay Electric and FAE, Inc. filed a declaratorggument and breach of
contract lawsuit against Travelers. The underl@aton arose out of claims made against Bay

6 The court rejecteAdvance Watch Co. v. Kemper Nat'l Ins. @8 F. 3d 795 (6th Cir.
1996), which refused to find that “misappropriatafradvertising ideas or style of doing business”
included trademark or trade dress infringementeumdichigan law.

" However, the new definition of “advertisementhtained in the policy differs from the
Black’'s Law definition. The new definition refets “a noticé that is “broadcasor publishedn
the general or specific market segments algout goods productsor services . . .” whereas the
Black’s Law definition refers to “notice given” the public. Under the District Court’s view, the
product itself arguably constitutes “notice givéa'the public whereas under the new definition it
is possible that “a notice” separate and apart fiteenproduct must be given and that the product
itself may not constitute an “advertisement.”
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and FAE by a competitor, American Circuit Breakergdration (“ACB”). ACB alleged that
Bay and FAE violated federal and state law proligitrademark and trade dress infringement,
trademark dilution, and unfair competition. Thiegations in the underlying action were based
upon the sale by Bay and FAE of circuit breakersafing trademarks and configurations
allegedly identified with and owned by ACB.” Trdees denied coverage on January 16, 1998.
Thereafter, counsel for Bay and FAE requested ederation of that decision on March 25,
1998, but Travelers again denied coverage. SuksdljuFAE and Bay settled the underlying
lawsuit.

In the coverage action, the court found that theustrial Moldingcase was the only
Texas case “squarely addressing” the issue of vehetimot claims of trademark and trade dress
infringement constitute an “advertising injury” wrdlexas law. The district court agreed with
Industrial Moldingthat trademark and trade dress infringement arered “advertising injury”
claims. In reaching its holding, the court alsieeceon the three-parSentexest discussed in
section (a) above.

With respect to the first prong 8entexthe court agreed with Bay and FAE’s contention
that the “physicabppearancethe ornamental features which serve to identgysoburce and
distinguish it from similar productsan reasonably be construed as either an ‘adiregtidea’
or ‘style of doing business.” It may be signifidain future cases that a definition of
“advertisement” has been added to the policy. ddwet's emphasis in future cases may be
placed more on the contents of the advertisemantttie “physical appearance” of the product.
Furthermore, the ISO revisions delete coveragerfisappropriation of the “style of doing
business.” In addition, coverage for “misapprojwia of advertising ideas” has been
transformed into “the use of another’s advertistegs in your ‘advertisement’.” If the product
itself is not an “advertisement,” cases suctBayg Electricmay be resolved in a different
manner.

The district court also relied on the followingtioiy of the “advertising injury” coverage
to reach its holding:

Until 1986, the standard ISO CGL form included ‘ainfcompetition” as a
covered class of advertising injuries, and expjicxcluded injuries resulting
from trademark, service mark, and trade name igénnent. In 1986, ISO revised
the standard form:  unfair competition was elimatatin favor of
misappropriation of advertising ideas and styledofng business, and the
trademark, service mark, and trade name exclusi@sseliminated._Thus, a
policyholder over time could reasonably infer tbiaims related to trade dress
would not be excluded from a CGL policy, based ufé86 revision of the
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standard form?®

The court also squarely rejected Travelers’s camerhat “only a wholesale copying
of all of the company’s products falls within the scopéhes term.” According to the court,
“such categories would be wholly artificial and ioggible to apply in any consistent fashion
from case to case, and the court declines Travetettation to do so. An examination of the
underlying Complaintin the instant action, in whitis unclear what portion of ACB’s products
and ideas Bay and FAE copied demonstrates theculiffi that a court would constantly
encounter in trying to ascertain from a compldetprecise extent of the alleged infringement.”

C. Gemmy Industries Corp. v. Allianz General Ins, Bo. 3-98-CV-0014-
BD, 1998 WL 804698 (N.D. Tex. Nov. 17, 1998) (tradkeess, unfair
competition, and false designation of origin case)

Gemmy Industrieswhich is also briefly discussed under SectiorBli(1) (c) above,
involved a case brought by a policyholder agaitsstnsurance companies arising out of an
underlying action brought by Fun-Damental Too, L{crundamental”) for: (1) unfair
competition; (2) injury to business reputation; {@}ious interference with contract; (4) trade
dress infringement; and (5) false designation @fiounder section 43(a) of the Lamham Act.

Atissue in the underlying action was a noveltynt@manufactured by Gemmy known as
the “Currency Can.” Fundamental alleged thatiteim was identical or confusingly similar to
its own product called the “Toilet Bank.” “Fun-Dantal specifically alleged numerous ways
in which the design and the appearance of plamfgfoduct mimicked its own and caused
consumer confusion. It is clear that plaintiff vaaged for using this trade dress to ‘call public
attention’ to its product. Such a use constittadsertising injury.” The court also stated that
“both insurance policies cover ‘advertising injurgtising from: (1) personal or business
defamation; (2) publication of material that vi@athe right of privacy; (3) misappropriation
of advertising ideas or style of doing businessd; @) infringement of copyright, title, or slogan.
Most courts have held that trademark and tradesdnéisngement constitute misappropriation
of advertising ideas or style of doing busines3he court specifically rejected the Sixth
Circuit's Advance Watchanalysis, which distinguished between the comnawn tort of
misappropriation and misappropriation of trademarkstrade dress and found that advertising
injury coverage did not extend to any statute-basednon-common-law theory of
misappropriation. HoweverGemmylndustriesdeclined to adopt the foregoing reasoning
because “to do so would circumvent well establigh@aciples of contract construction. The
terms of an insurance contract must be given thiain, ordinary, and generally accepted
meanings unless the policy clearly indicates thattbntractual terms are used in a different or

18 A policyholder should continue to have a reastmakpectation that claims related to
trade dress will not be excluded under ISO’s revisibecause the revisions include, coverage for
infringement of another’s “trade dress” in the pgholder’s “advertisement.”
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technical sense. The court concluded that “dr@ssigement constitutes a ‘misappropriation
of advertising ideas or style of doing businessdemboth the Alianz and American Equity
policies. The claim was clearly alleged in the adedl complaint filed by Fun-Damental.”

There is no question that trade dress infringengenbvered by the 1998 advertising
injury coverage part. 1SO specifically revised tadinition of “advertising injury” to include
injury arising out of the infringement of anothefteade dress” in youadvertisement. However,
given the new definition of “advertisement,” instgenay argue that the injury sustained by the
third party arose out of other factors, such asappearance of the product. Such a position
would appear to contradict the purpose of covefagiade dress infringement.

4. Other Texas Coverage Cases Raising “Advertisinghjury Issues.”

a. ANR Production Co. v. American Guarantee & Liab#itins. Co.,981
S.w.2d 889 (Tex. App.—Houston [1st Dist.] 1998, nawrit)
(policyholder’s statements to prospective custometid not constitute
advertising).

TheANRcase involved the issue of whether or not a pbbdyer’s statement regarding
the ownership of a “debottlenecking” process insthin ANR’s natural gas plant constituted
“advertising.” The trial court granted summaryguaaent in favor of the insurance company and
the court of appeals affirmed, holding that theqytiolder’s statements were not advertising.
“To accept ANR'’s definition of advertising would arethat any time parties negotiated any
kind of contract, there would be a potential fove@ge under advertising injury for
representations or omissions made during the reggwis.”

It will be interesting to see if coverage issuaseaconcerning whether or not different
types of oral representations regarding a poliay#ioé goods, products or services made for the
purpose of attracting customers or supporters cagntadvertisements” under the new
definition. Would a statement by a policyholdemtprospective client that the policyholder
owned a “debottlenecking” process made for the @sepof obtaining work count as an
“advertisement?” Would a similar statement madeaitrade publication constitute an
“advertisement?”

b. Atlantic Lloyd's Ins. Co. of Texas v. Susman Godyrd_.L.P. 982
S.W.2d 472 (Tex. App.—Dallas 1998, no writ).

TheAtlanticcase involved the issue of whether a law firmlggation letter containing
statements about a doctor’s “sloppy, callous, uggtable, impersonal, and indifferent” work
and “outrageous” conduct fell within the definitioh“advertising injury.” The case does not
involve a cyberspace claim. However, the casenagighlights the importance of the new
“advertisement” definition. Would a solicitatiogtler sent to one prospective client constitute
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“a notice that is broadcast or published in theegaipublic or specific market segments about
your goods, product or services for the purpostodcting customers or supporters?” Does one
person constitute a specific market segment?

C. Intellectual property cases outside of Texas
1. Patent infringement cases
a. Cases Finding No Coverage for Patent Infringement

According to commentators, the majority of courdsd ruled that patent infringement
claims are not covered under the advertising ingegtion of the policy. Bruce Telles,
“Insurance Coverage for Intellectual Property TdrtsCyberspace,” Mealey’s Emerging
Insurance Disputes (July 3, 1997) (“Policyholdeavéh frequently, and almost always
unsuccessfully, attempted to obtain coverage fibs slleging that they have infringed a third
party’s patents. Courts have for the most pagcted these efforts, with a majority holding that
patent infringement is not an enumerated offensd=gr example, in an unpublished opinion
a Delaware Superior Court recently ruled that dilkiag injury coverage does not extend to
coverage for patent infringement actionSBB Flakt, Inc., et al. v. National Fire Insurance
Company of Pittsburghl998 WL 437137 (Del. Super. June 10, 1998). ddwet determined
that the policyholder's actions neither “arose ofit nor “occurred in the course of” its
advertising activities as required by the policies.

In the underlying case, Joy Technologies, Inc., @rélakt's competitors developed a
flue gas desulferization (FGD) system covered pgtent. Joy sued Flakt in 1989 for direct,
inducing, and contributory patent infringementjudy found in Joy’s favor on all three counts,
finding that Flakt directly infringed, contributéal the infringement, and induced infringement
of the patent. Joy subsequently filed a secortchiaging Flakt adopted certain contracts from
Combustion Engineering, Inc. and committed actstidal for which Flakt was found liable in
the first suit. Flakt sought a defense and indé&yrirom its carriers, which denied coverage, and
subsequently Flakt filed a declaratory judgmenibact

The court entered summary judgment for the inswararriers, finding that patent
infringement did not fall within the enumeratedesfées in the policies and that there was no
causal connection between the patent infringemmeahtiee policyholder’s advertising activities.
The court also determined that “misappropriatiogfers to the common law tort and not to
conduct prohibited by statute and thus did not empass patent infringement. This case was
later affirmed by the Delaware Supreme Court , Wiaigreed that the infringement for which
the insured sought coverage did not arise out obamur in the course of the insured’s
advertising activities. 731 A.2d 811 (Del. Sumd&28, 1999).

District Judge Thelton Henderson of the Northerstist of California likewise ruled
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in an unpublished opinion Doskocil, Inc. et al. v. Fireman’s Fund Insurance. (et al., 1999
WL 430755 (N.D. Cal. June 17, 1999), that the atilsiag injury provision of a Travelers’
policy was not triggered because the patent inéningnt action made “no mention whatsoever
of advertising activities” on the part of the pgholder. There was no evidence in the complaint
demonstrating a causal connection between adveytesitivity and plaintiff's claims. It is
interesting to note that the court refused to aerghe policyholder’s “ample extrinsic evidence
of advertising activity” because of the eight comelle.

Applying Texas law, which governed the action, JuHignderson also determined that
the continuing tort of patent infringement is novered if the tortious activity begins before the
inception of the policy. The plaintiff in the untigng action alleged that the policyholder began
infringing his patent in the spring of 1997. Thavelers’ policy covered the period from June
30, 1997 to June 30,1998. The court, thereforsared that “even assuming that Dogloo
became a covered entity under Doskocil’s policyhwitavelers and that the alleged offense is
gualified as advertising injuries, there was nep$ie during the policy period here since Dogloo
began making and selling allegedly infringing produoefore June 30, 1997.”

The court inClark Manufacturing d/b/a Sundance Spas, et dlarth Field Insurance

Co, No. 97-56582 (9th Cir. 1998) similarly rejecteserage claims for patentinfringement and
inducement to infringe a patent and ruled thatthens made against the policyholder did not
arise out of the insured’s advertising activitiésit rather out of the insured’s alleged
misappropriation and use of its trade secrets toufa@ture and sell components patented by a
competitor. According to the court, the compet#@ileged injury “has no causal connection
to any advertising activities [because it occurrgijependent and irrespective of any
advertising” by the policyholder.

Furthermore, the court rejected “Clark’s attemptqoeeze what is essentially a patent
infringement case into the ‘misappropriation of adging ideas’ offense category. ... The
‘misappropriation of an advertising idea’ involwbe ‘wrongful taking of the manner in which
another advertises its goods or services,’ .]n.tflis case, the facts do not indicate that there
were ‘advertising ideas’ atissue.” The court #ipeadly rejected the policyholder’s claims that
the allegations of inducement to infringe a pataeotientially fell within advertising injury
coverage: “Thus, while Clark correctly notes timatucement itself can occur in the course
‘advertising activity’ this fact is irrelevant bacse it is not an ‘advertising activity’ that gives
arise to a numerated offense within the policy.”

b. Cases Finding Coverage for Patent Infringement Glims.
In Everett Associates, Inc. v. Transcontinental InegeaCo., etal., F. Supp.
1999 WL 503835 (N.D. Cal. May 26, 1999), the ctwtd that the phrase “misappropriation of

advertising ideas or style of doing business” ibgmous and could reasonably be construed
by the policyholder to cover patent infringemeiticls. In addition, the court found there was
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a sufficient nexus between the policyholder’s aisement and the patent infringement claims
asserted by Clark to establish a causal conneatidro require the carrier to defend the action.
According to the court,

Plaintiffs argue that the addition of the ‘offeossell’ language in Section 271 [of
the Patent Act], along with claims against Evarethe Clark action based upon
Everett's advertising of the allegedly infringingoducts, create a sufficient
causal connection between the patent infringemahtlze advertising injury to
invoke defendant Transcontinental’s duty to defehdaddition, the ‘offers to
sell’ language creates an objectively reasonabbeetation on the part of the
insured that the insured could be prosecuted fegrdiding injury in a claims for
patent infringement. Transcontinental hotly diggutthese contentions.
However, for two reasons, the Court must agree plaintiffs. First, the cases
cited by Transcontinental which determine ther@asduty to defend patent
infringement claims indicate that the very reaswsé courts found no duty was
because the Patent Act did not, at that time, deline ‘offer to sell’ provision
that it now contains. Second, the court in theanlythg Clark action, based upon
the new language in the Patent Act, entertainegldnatiff's claims for patent
infringement_based on Everett's advertising agtiviThis alone is enough to
demonstrate the required causal connection betvieamett's advertising
activities and the patent infringement claims. atfdition, it indicates that the
insured could have an objectively reasonably exstiect that it could be
prosecuted for advertising injury in a claim fotgra infringement.

(emphasis in original). The court also rejectednBrontinental’s argument that coverage is
barred by the policy’s “first publication” exclusipnoting that Transcontinental did not conduct
an investigation before denying coverage and wasaware of the possible application of the
exclusion at the time suit was tendered for defense

In Foundation for Blood Research v. St. Paul MarinEi& Ins. Co.730 A. 2d 175, 180
(Me. 1999), the Supreme Judicial Court of Mainallieat a commercial general insurer had a
duty to defend a policyholder in an action allegithgt the policyholder induced patent
infringement. The policy provided coverage foradising injury and personal injury coverage
that included coverage for injuries resulting frémelittling the products of others.” The court
provided an example of an insured belittling thiedty of a plaintiff’'s patent to third parties and
the third parties afterwards attempting to infrirtige plaintiff's patent as a potentially covered
claim. The court refused to limit the meaning bélittle” to the archaic tort of belittlement.

The court inElan Pharmaceutical Research Corp. v. Employerariusce of Wausau,
et al., 144 F.3d 1372 (11th Cir. 1998), held that an ieswas obligated to defend its
policyholder in a suit alleging that the policyhetdinfringed a drug patent by selling a
competing version of a drug patented by Pfizer. e Hanel found that the insured’s
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dissemination of the information about its compgtinug in trade journals and at presentations
brought its conduct within the advertising activigguirement and that a causal connection
existed between such advertising activity and #ventallegedly suffered by Pfizer. According
to the court,

In 1992, when Pfizer filed its complaint, it was@yen question of federal patent
law whether the subsequent dissemination of clirstadies and information
developed for the purpose of obtaining FDA apprdeala drug or medical
device to deprived the defendant of the protectmnSection 271 (e) (1) and
therefore gave rise to an action of Section 271 (dphder such a theory of
liability, the dissemination of the data in a comya advertising would give rise
to an action for patent infringement, because thsethination would
retroactively deprive the protected use of thematddrug to collect the data of
its exemption. Construed this way, Pfizer's lawpuovided the necessary causal
connection between the alleged patent infringenaam Elan’s advertising
activities, because without and until that activdgk place the chemical studies
would have been exempt.

C. Views of Commentators.

Commentators are divided on the issue of whetherobrthere is advertising injury
coverage for patent infringement claims under ®@&51coverage form. David A. Gauntlett, a
policyholder advocate, contends that patent infmgnt may fall within advertising injury
coverage. Gauntlett, “The Case for ‘Advertisinguiy’ Coverage of Intellectual Property
Litigation,” ABA Intellectual Property Law Sectigiugust 2, 1998). Gauntlett’s analysis is
based on coverage for “privacy” that was elimindigdSO’s 1985 revisions. Gauntlett has
since taken the position that the phrase “misappatpn of advertising ideas or style of doing
business” contained in the post-1985 policy, blgtee by the 1998 revisions, is subject to a
number of reasonable definitions, “some of whiclbanpass patent infringement claims.”
Gauntlett, “Exposing Duplicity of Insurer Analysig'Advertising Injury’ Offenses,” Mealey’s
Emerging Insurance Disputes.

George B. Hall, an insurance company advocatengiyodisagrees that patent
infringement claims of any nature are covered.,MalLogical Approach to Advertising Injury
Coverage,” Mealey’s Emerging Insurance Disputesd B 1999) (citingsencor Industries, Inc.
v. Wausau Underwriters Ins. G&57 F. Supp. 1560, 1564 (M.D. Fla. 1994)(“It eense to
suppose that if the parties had intended the insergolicy in question to cover patent
infringement claims the policy would explicitly ceminfringement of ‘copyright, title or slogan
and then include patent infringement, sub silentioa different provision by reference to
unauthorized taking of . . . [the] style of doingsiness.”)).
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2. Cases Outside of Texas Regarding Copyright, Tradeark, And Service
Mark Claims.

a. Cases finding coverage

Courts are divided on the question of whether oadwertising injury coverage extends
to cover claims of infringement of copyrights, teathrks, service marks. Advance Watch v.
Kemper,99 F.3d 795 (6th Cir. 1996), the court found thaterage for “misappropriation of
advertising ideas or style of doing business” edéehonly to the common law tort of
misappropriation and did not extend to rights scibje “statutory systems of protecting
intellectual property: copyright, patent, trademdéeception as to origin.” Howevdrgbas
Fashion Imports of U.S.A. v. ITT Hartford InsuranGeoup 50 Cal. App.4th 548 (1996),
reached the opposite conclusion, finding the cayeambiguous and holding that trade dress
and trademark infringement claims were potentiedlyered.See als@urich Ins. Co. v. Keller
Music, Inc, 998 F.2d 674 (9th Cir. 1993). Furthermoref-ederal Insurance Co. and Great
Northern Insurance Co. v. Microsoft Corfp993 WL 371416 (W.D. Wash. April 14, 1993),
order vacated by 1994 WL 510102, Microsoft obtaiaatkfense of Apple’s suit against it for
copyright infringement based on Microsoft’'s Windop¥atform on the basis of allegations that
Microsoft had infringed Apple’s copyright by marksg, distributing, and licensing Windows.

In addition, the Idaho Supreme CourDoron Precision Systems, Inc. v. United States
Fidelity & Guaranty Companyo63 P.2d 363 (Idaho June 4, 1998), found a dutdefend on
the part of USF&G in a copyright action. The corgjected USF&G’s argument that the
advertising injury provision did not cover copyrighfringement unless the advertising itself
constituted copyright infringement. According ke tcourt,

Doron’s complaint alleged that Dinison violated Bwils copyrights regarding
certain films and computer programs by copying suelterial, by placing the
material on the market, by selling or giving awagls material, and by showing
in displaying such material. Although the allegat did not directly state that
the copyright infringement occurred in the courlsadvertising, these allegations
in the complaint, when read broadly, reveal a padefor liability under the
insurance policy. Specifically, the allegationattBinison showed and displayed
the copyright and materials, and placed the madséaa the market’ gave rise to
the potential that Dinison’s copyright infringemexttivities were related to or
connected with advertising. Where there is doshtoavhether the complaint
sufficiently alleged advertising injury, USF&G musefend regardless of its
potential defenses.

b. Viewpoints of Commentators.

Commentators and courts in other jurisdictiongiareled on the issue of whether or not
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advertising injury coverage exists for trademadgyaight, or service mark infringement claims
under the 1985 advertising injury coverage. Halldves such claims are not covered, citing
an attachment to a January 6, 1998 ISO circulaiGingtates:

Infringement of trademark was never intended todred under Personal and
Advertising Injury Liability Coverage, and deletirige term ‘title’ [from the
infringement of copyright, title, or slogan offehstarifies that original intent.
The phrase ‘infringement of copyright’ is intende@ncompass publication titles
such as title of song, title of book, etc.

Monin believes one of ISO’s goals in revising tliwerage was to “eliminate coverage for
trademark infringement.” However, he concludeg tiAdthough coverage for ‘trademark
infringement’ may now be more clearly not covergttjoubtedly insureds in many future cases
will seek to find a ‘copyright, trade dress or slaghook.”

With regard to copyright infringement, commentatarge that while the insured’s
advertising activities must still proximately caulse injuries sustained by the copyright holder,
the courts have accepted a “relatively slim conoattat least for purposes of requiring a
defense. Martin C. Loesch and David M. BrenneVvé€rage on the Technology Frontier,”
presented at the ABA’'s Committee on Insurance Gmyeiseminar in Tucson, March 14-15,
1997.

4, Cases Outside of Texas Regarding Unfair Competitn Claims.

In Western States Insurance Co., et al. v. Wisconbol&\&ale Tire, Inc., et all84 F.3d
699 (7th Cir. 1998), the court found that a comyléiled against an insured accused of unfair
competition through misappropriation of customstslidid not trigger defense or indemnity
obligations under the personal injury or advergdmury sections of the policy.

The court concluded there was an insufficient nésaiseen the allegations of business
disparagement and unfair competition and the pbbider’s “advertising activities.” According
to the court,

Wisconsin Tire [relies] on paragraph c, asserthmg tnita accused it of “piracy” and
“unfair competition.” This is a sensible charaiation of mita’s complaint—but of
course the “advertising injury” clause does noteraldl piracy and unfair competition.
It insures only those incidents of piracy and cotitipa that arise out of Wisconsin
Tire’s “advertising activities of [its] own goodgtoducts or services.”

The court also distinguished between “advertisiagtl “marketing” and reasoned that if

advertising were found to be equivalent to marlgetthen the work of a salesman in calling up
customers is ‘advertising,” an unnatural use ofwad, and any effort to sell that involves one
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of the four listed ‘offenses’ is covered.” The doiwund that such an interpretation would not
be sensible and declined to “torture ordinary wanasl they confess to ambiguity.”

The court also relied on th&versified Investments Corp. v. Regent Ins. €26 Wis.

2d 563, 596 N.W.2d 502, 1999 Wis. App. Lexis 3991{A8, 1999) opinion, in which the court
held that even though the plaintiff's damages enuhderlying action arose out of the insured’s
advertisement of bicycles that copied its rivaletpcted design, there was no “advertising
injury” coverage because “there must be somethirangful about the advertising.” To hold
otherwise, according to the Seventh Circuit, “dyanarrow clause [would] cover almost every
injury connected with a business operation.” @asRovner strongly disagreed in her dissent.
She concluded that the “advertising injury” proweisiapplied, reasoning that the complaint
explicitly alleged that Wisconsin Tire damaged MNita&putation through, among other methods,
“print advertising.”

In Comsat Corp. v. St. Paul Mercury Ins. (@o. Minn. Civil Action No. 97-2236, Senior
Judge Alsop ruled on March 6, 1998 that “St. Pav#a@ Comsat a duty to defend for claims of
commercial disparagement under its express persgoay coverage for making known . . .
material that belittles products.” The court fouth@t factual claims within the pleadings
required the carrier to defend, even though no esgircause of actions were plead for
commercial disparagement or trade libel.

In A-Mark Financial Corp. v. CIGNA Property & Casual@o.--Ins. Co. of North
Americg 40 Cal. Rptr.2d 808 (Cal. Ct. App. 1995), thertdound there was not a duty to
defend an insured against claims of unfair comipetimade under the ldaho Consumer
Protection Act. The cases cited above arose uhdd85 coverage that provided coverage for
“misappropriation of advertising ideas or styleloing business.” This coverage was eliminated
by ISO’s 1998 revisions and replaced with two typeserage, providing coverage for:
misappropriation of advertising ideas and covefag&ade dress infringement occurring in the
insured’s advertisement.

D. The Impact of ISO's 1998 Revisions to "Advertisig Injury" Coverage

Under the most recent CGL policy approved in Tesadvertising injury” is generally
defined as an injury “caused by an offense comnhitighe course of advertising your goods,
products or services; but only if the offense wasmitted in the ‘coverage territory’ during the
policy period.” “Advertising injury” is generallgefined under Section V of the typical CGL
policy as

Injury arising out of one or more of the followinffenses:

(1)  Oral or written publication of material thatsters or libels a person or
organization or disparages a person’s or orgaoizatigoods, products,
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(2)

3)
(4)

Section 2 of Coverage “B” generally provides tlin insurance does not apply to “advertising

injury”

(1)

(2)

3)

(4)

()

(6)

(7)

(8)

ISO proposed revisions to the advertising injuryezage in 1998, and those revisions
have been adopted by every state except Texasansiana'® ISO’s “Notice to Policyholders”

or services;

Oral or written publication of material that lates a person’s right of
privacy;

Misappropriation of advertising ideas or styfeloing business; or

Infringement of copyright, title or slogan.

Arising out of oral or written publication of reaial, if done by or at the
direction of the insured with knowledge of its fais

Arising out of an oral or written publication ofaterial whose first
publication took place before the beginning of plodicy period;

Arising out of the willful violation of a penadtatute or ordinance
committed by or with the consent of the insured,

For which the insured has assumed liability icoatract or agreement.
This exclusion does not apply to liability for dages that the insured
would have in the absence of the contract or ageeém

Arising out of breach of contract, other thansappropriation of
advertising ideas under an implied contract;

Arising out of the failure of goods, productsservices to conform with
advertised quality or performance;

Arising out of the wrong description of the @iof goods, products or
services; and

Arising out of an offense committed by an insbehose business is
advertising, broadcasting, publishing or telecastin

19 Lawrence O. Monin provides an excellent discussiblSO’s revisions in his article
entitled “ISO Advertising and Personal Injury 19R8visions: Major Surgery or Just a Band-Aid
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clarifies that the revisions are not intended toowa the scope of coverage:

[T]he changes in the Personal and Advertising ynjarthese coverage forms

result in broadening the coverage in certain raspmad may, in certain states,
result in a decrease in other respects. The ingfabe changes in the revision

are very difficult to quantify and may differ inftlirent states. Taken as a whole,
the revised Personal Injury and Advertising Inj@gverage is at least equal to,
if not broader than, that which the current coverpgpvides.

A comprehensive discussion of all of ISO’s revisisgmbeyond the scope of this Article and the
reader is referred to Laurence Monin’s articlelaa subject for further information. However,
two significant changes to the form should be noted

First, ISO has included, for the first time, a défon of “advertisement,” which is
defined as “a notice that is broadcast or publisinethe general public or specific market
segments about your goods, products, or servigethéopurpose of attracting customers or
supporters.” This definition may eliminate confusiin the courts regarding whether or not
advertising is equivalent to marketing and whethrerot statements by sales persons constitute
advertising. In other words, the intent of defanithhe term “advertisement” appears to be to
restrict coverage.

Second, coverage for “misappropriation of advartjsdeas or style of doing business”
has been eliminated and replaced with two covertgesse of another’s advertising ideas in
your ‘advertisement™ and for infringing upon anetts “trade dress” in “your ‘advertisement.
“Trade dress” is not defined and may be construeddly. For example, in thEBwo Pesos
litigation, the jury was instructed that “[T]radeeds is the total image of the business. Taco
Cabana’s trade dress may include the shape andafjappearance of the exterior of the
restaurant, the identifying sign, the interior kiton floor plan, the decor, the menu, the
equipment used to serve food, the servers’ unif@ntsother features reflecting on the total
image of the restaurantTwo Pesos, Inc. v. Taco Cabana, 115 U.S. 763, 764 n.l (1992).
Monin notes that ISO has described trade dredsed4dtality of elements in which a product
or service is packaged or presented.”

[lIl. ~ NEW IP LIABILITY COVERAGES

Specialized intellectual property policies are henffered that may provide insurance
coverage to defend or indemnify against technodarins. For example, patent infringement

Fix?,” published in Mealey’s Emerging Insuranceites (August 19, 1999). Monin concludes
that while the revisions are “positive ones, andparticular, help restore the prior ‘advertising
injury’ coverage part to its apparent original mité “time will likely demonstrate that the 1998
revisions are just one more band-aid attempt ta flndamentally flawed coverage.”
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liability policies are being sold that provide detese to both damages and injunctive actions for
covered patent infringement and may insure theafastserting counterclaims. To be covered,
the policyholder may be required to conduct anngigment search and obtain an opinion of
non-infringement from a patent attorney before theeption of the policy or the first
use/manufacture/distribution of the infringing puctl Intellectual property infringement
abatement policies are also now being offeredititegmnify policyholders for their legal fees
and costs in suing to stop alleged infringementaxered property. Coverage also may be
available for intellectual property liabilities @ide of the advertising injury context.

A. Potential E&O Coverage.

Unlike CGL policies, E&O policies are not basedstandardized ISO forms, so there is very
little standardization of forms. Assuming that theured's activities qualify as "insured servites,
the policy may respond to claims that the insui@dritted an error or omission in the course of
its activities. Some E&O carriers also include emge for errors or omissions that result in
intellectual property litigation, including copyhglitigation. There are very few reported cases i
this area involving E&O coverage claims.

Technology Errors and Omissions coverage, accotdihgesch and Brenner, also may
be available to respond to claims for consequedaahages that result from error, omission,
negligent act or breach of warranty where thermibodily injury or property damage. Under
such coverage, losses must be caused by a “mantfgcor performance error.” Such errors
are defined as errors or omissions in the “desmganufacturing, labeling, packaging,
distribution or instructions for use of” the polfeylder’'s work or manufactured product. As
Loesch and Brenner note, “most technology erradsoamssions policy exclude personal injury
and bodily injury claims. Losses based on physigairy to tangible property will not be
covered; they fall under the CGL rubric . . . [ghéctual property violations are also not
covered.” Furthermore, “the world of electroni@otw of information on disk drives, floppies,
and computer tape poses a substantial challengjd tmoncepts of ‘tangible’ and ‘intangible’
property. As matters stand, courts have beenladdsitoverage for pure data loss, but receptive
to any situation which ties the data to damageatdware in some way.”

B. Media Liability Policies.

These policies are generally designed to protellighers, broadcasters, advertisers, and
advertising agencies. Generally, these policiesatgrovide coverage errors or omissions in the
course of the insured's business. However, enah@nsis may be added that would provide coverage
for errors or omissions contained in the insurgdtdished content. Coverage may also be provided
for covered perils that occur in the process ofelisinating information via a company's website,
home page, or through the publication of onlin@iinfation

C. D&O Policies.
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Coverage may exist for directors and officers & tlompany is sued for allegedly violating
a copyright or trade secret by posting materialsheninternet. Fight Against Coercive Tactics
Network, Inc. v. Coregis Ins. CiNp. 96-K-166 (D. Colo. 1996).

D. Intellectual Property Policies.

"Offensive" and "defensive" intellectual properwylipies have been developed to protect
the intellectuaproperty rights of the insured. It should be ndtet "offensive” or "infringement
abatement” policies have not been approved and moaye sold in New York. Typically,
infringement abatement policies cover 75-80% ofdbsts of prosecuting an action to abate the
infringement of the insured's intellectual propentyl is designed to protect insureds who otherwise
would not have the financial capacity to bring sacuit to a conclusion. These policies may also
provide coverage in the event a counterclaim isrésd against the insured.

E. Excess and Umbrella Policies.

A company with substantial liability exposure thgbuts online activities should consider
purchasing an excess or umbrella policy that mayide significant additional insurance
protection. Such coverage would provide insurance above theytalder's primary limits and
oftentimes is a relatively inexpensive means ofgasing the limits of insurance significantly.

F. First-Party Coverages.

Insurance coverage is how being offered to covardata and network downtime. For
example, INSUREtrust.com provides “Internet/Netw@&mputer Liability Coverage” for
coverage of claims arising out of a “Network Congou&ct,” such as intrusion into a network
or a “Multimedia Act,” such as copyright and tragek infringement occurring in the course
of “Network Computer Activity.” “Digital Asset Ptection” provides first-party coverage
applicable to (1) “Networked Computer Theft,” suahloss of “money” or “securities”; (2)
damage to networked assets (such as “corruptiongrabrietary data due to “unauthorized
access” or “computer virus”); or (3) loss of “busas income” and “additional expense” from
business disruption due to a “denial of servicackit “unauthorized access” or “computer
virus.” “Network Extortion and Ransom” providesstparty coverage applicable to (1) the
wrongful takeover of a system, (2) the alteratiérpasswords, or the alteration of security
schemes causing loss of control of computer sys(8jnexpenses resulting from extortion
threats, including negotiators, public relationsisdtants, loan interest, fees to decrypt or
replace electronic data, and rewards. “Public Kayastructure (PKI) Policies” include
“Network Computer Liability Policies,” “Digital Ceificate Warranty Liability Policies,” and
“Digital Certificate Management Liability Policiés.

IV. COVERAGE FORLOSSES DUE TO NETWORKDOWNTIME, COR RUPTION
OR LOSS OF DATA, HACKERS, AND OTHER TYPES OF LOSSES
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Under Coverage “A” of the standard CGL policy, cage is available for “property
damage,” generally defined as “Physical injuryaiogible property, including all resulting loss
of use of that property” as well as “loss of ustaofible property that is not physically injured.”
It is an open question in Texas whether or notéds®mputer data would constitute “property
damage” under a CGL policy. A second unresolveddass whether or not the temporary
inability to use computer data would qualify ass$wf use.” The Minnesota State Court of
Appeals has held that a computer tape, togther thghinformation contained on the tape,
constitutes tangible property for insurance coverpgrposes under a CGL policyRetail
Systems, Inc. v. CNA Ins. C469 N.W.2d 735, 738 (Minn. Ct. App. 1991). Tlaeng court,
however, later held that the data contained oedton a computer tape is not tangible property.
St. Paul Fire & Marine Ins. Co. v. National Compu&ystems, In¢ 490 N.W.2d 626 (Minn.
Ct. App. 1992).

Another important unresolved issue is whether drsoftware constitutes a “product”
for purposes of CGL policies that exclude liak@giresulting from “your work” or “your
product”. For purposes of the UCC, software hanldeund to be both a service and a good.
Software is a service when it is custom designetlimsialled for a unique use. Software is a
product if it has been mass produced and distribwidely. RRX Industries, Inc. v. Lab Con,
Inc., 772 F.2d 543 (9th Cir. 1985) aAdvent Systems Ltd. v. Unisys Corporati2b F.2d 670
(3rd Cir. 1991).

In Seagate Technologies, Inc. v. St. Paul Fire & Maidimsurance Company, et all
F. Supp. 1150 (N.D. Cal. May 15, 1998), the couletdat that an umbrella liability insurer need
not defend the maker of allegedly defective compptats because there was no covered
“physical injury.” The plaintiff in the underlyingction sought damages for the failure of the
insured’s disk drive to perform as promised, bréhwas no suggestion in the plaintiff's
complaint that any damage resulted to any othepom@nt from the alleged defects in the disk
drives. According to the court, “as a general erathe risk of replacing or repairing a defective
product is considered a commercial risk which ispassed on to a liability insurer. . .. This
rule is designed to prevent liability insurancenireerving as a warrantor or a guarantor of an
insured’s product.” The court concluded that itush follow the rule [that] ‘physical
incorporation of a defective product into anotheesli not constitute property damage unless
there is physical harm to the whole.”

V. INSURANCE COVERAGE CASES RELATING TO THE RECOVERY OF Y2K
COMPLIANCE COSTS

Xerox, GTE, and Unisys recently filed lawsuits agatheir respective insurance carriers
seeking to recover their past and future Y2K coemgle costs. SeeMealey’s Emerging
Insurance Disputes (August 5, 1999) regarding tleeoX and GTE suits, and Mealey’s
Emerging Insurance Disputes (August 19, 1999) diggrthe Unisys suit.
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The policyholders contend their Y2K compliance sa@ste covered under the “sue and
labor” clauses of their respective property pocighese clauses generally provide as follows:

[Iln case of actual or imminent loss or damage pgm@ insured against, it shall
without prejudice to this insurance, be lawful aedessary for the insured to . . .
sue, labor, and travel, in and about the defehsesafeguard, and the recovery
of the property or any part of the property insured

The policies generally require the carriers to ‘tcitmite to the expenses so incurred according
to the rate and quantity of the sum herein instired.

GTE expects to spend $400 million in year 2000 danpe costs, according to
documents filed with the S.E.C. Xerox expectspersl $183 million in 1999 on Y2K costs.
On July 15, a consortium of thirty three properdgigalty insurers and reinsurers held a round
table conference in Washington D.C. in reactioth® actions brought by GTE, Xerox, and
Unisys. The insurers raised three arguments agaioh claims: (1) “remediation expenses are
different kind from the types of expenses thataue labor clauses are intended to cover”; (2)
the expenses were not incurred for the primary gaepf benefitting the insurer but rather to
meet industry standards, protect their companystegion, and maintain market share; and (3)
allowing such claims would allegedly “transfer threlinary business costs of remediating non-
compliant software to insurers and ultimately ®tbserves that insurers maintain to protect all
policyholders.” See“Insurers’ Y2K Roundtable Sees No Coverage Undee‘8nd Labor’
Clauses,” Mealey’s Emerging Insurance Disputes (At§, 1999) The complaints filed in the
Unisys, GTE, and Xerox actions are available atwa2000law.com.

VI. POTENTIAL COVERAGE FOR DEFAMATORY/LIBELOUS STATE MENTSIN
CYBER-SPACE

Coverage “B” provides coverage for damages thepatilder becomes legally obligated
to pay because of “personal injury” to which theurance applies. “Personal injury” is defined
to mean “injury, other than ‘bodily injury,” arisg out of one or more of the following offenses:

a. False arrest, detention or imprisonment;
b. Malicious prosecution;
C. The wrongful eviction from, wrongful entry intor invasion of the right of

private occupancy of a room, dwelling, or premieg a person occupies by or
on behalf of its owner, landlord, or lessor;

d. Oral or written publication of material thatastlers or libels a person or
organization or disparages a person’s or orgaoizatigoods, products, or
services; or

e. Oral or written publication
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An untested question in Texas is whether or nanerdervice providers should be classified as
publishers, distributors, or common carriers forgmses of assigning liability for defamatory
statements transmitted by users of their servit@€ubby, Inc. v. CompuServe, IN€76 F. Supp.
135 (S.D.N.Y. 1991), the court held CompuServehto dtandard of a distributor. The plaintiff
sought to hold CompuServe, a comprehensive sepvmader, liable for defamatory statements
contained in a newsletter that CompuServe maddsdeion its electronic journalism forum. An
outside publisher was responsible for supplyingnthesletter to an independent company, Cameron
Communications, Inc., which decided to upload tlsvsietter and include it in the forum.
CompuServe did not review the contents of the nettes| before it was made available to the
subscribers.

The court found that CompuServe exercised virtuadiyeditorial control of the content of
statements transmitted by its system and therefassified it as a distributor. The court noteat th
“while CompuServe may decline to carry a given mation altogether, in reality, once it does
decide to carry a publication, it will have littee no editorial control over that publication’s
contents.” The court held, accordingly, that Co®give could not be held liable for the defamatory
statements contained in the newsletter unlesslénetiff could show that it knew or should have
known of the statement’s defamatory nature.

In Stratton Oakmont., Inc. v. Prodigy Services, @895 WL 323710 (N.Y. Sup. Ct. May
24, 1995), by contrast, the court classified Prpdagcomprehensive service provider similar to
CompuServe, as a publisher for purposes of liglitit defamatory statements posted by users on
Prodigy’s Money Talk” bulletin board. The courufad that Prodigy held itself out as exercising
editorial control over its network and did in fasiert editorial control akin to a newspaper pulgish
or television network. The court focused on tHe#ing indicia of Prodigy’s editorial control: (1)
it issued content guidelines that directed usenet@in from posting “insulting” messages or
messages that “harass other members or are deentedin bad taste or grossly repugnant to
community standards”; (2) it used software designgdmatically to screen all posting for offensive
language; (3) it instituted “board leaders” to monits bulletin boards; and (4) it enabled board
leaders to delete undesirable messages by usingmiangency delete function.” Thus, because
Prodigy had in fact taken steps to sensor the maatértransmitted, the court treated it as a
publisher.

In response to the online service providers’ cameeaised by th&tratton Oakmontase,
Congress included in the Telecommunications AtB&6 a provision protecting “Good Samaritan”
blocking and screening of offensive material. Adiog to the Act, “no provider or publisher of
an interactive computer service shall be treatédeapublisher or speaker of any information
provided by another information content providerFurthermore, “no provider or user of an
interactive computer service shall be held liableaocount of--a. any action voluntarily taken in
good faith to restrict access to or availabilitynwditerial that the provider or users considerseto b
obscene, lewd, lascivious, filthy, excessively &itl harassing, or otherwise objectionable, whether
or not such material is constitutionally protected.”

As pointed out by Martin C. Loesch and David M. @rer, authors of “Coverage on the
Technology Frontier,” presented at the ABA’s Conta@ton Insurance Coverage in Tucson on
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March 14-15, 1997, the exception of liability cechby the Telecommunications Act is a narrow
one and leaves open the question or whether dd88%s who exercise control over the content of
messages posted to a bulletin board may still mktbéhe standard of publishers where the editoria
control is not undertaken for the purpose of restry online access to obscenity and other
“objectionable material,” but for other purposas;tsas insuring topicality. According to Loesch
and Brenner, commentators have for the most pauiear against treating online service providers
or bulletin board operators as publishers. Ratiery have suggested that a plaintiff should be
required to demonstrate that the provider or opetatew of the material’'s defamatory character
before imposing liability See alsd.oftis E. Becker, Jr., “The Liability of ComputeuBetin Board
Operators for Defamation Posted by Others,” 22 @oticut Law Review 203, 220-230 (1989).

CONCLUSION

This article discusses only a few of the many uetesoverage questions in a complex
and evolving area of the law. The internet, e-cemu®, and technology are developing and
changing at an incredibly rapid pace. New insueapalicies are being offered and being
developed to enable participants in the informaéoonomy to manage the inherent risks that
are presentin a world of conflicting intellectpabperty rights and changing economic systems.
While traditional policies are being revised inrsfggant ways, unfortunately in many cases the
standard insurance policies do not provide cleakans to critical questions, such as: (1)
whether or not a competitor’s claims for trade narkcade dress infringement are covered; (2)
whether or not a policyholder is entitled to bemeursed for its reasonable costs of preparing
for Y2K events; (3) whether or notarketing statements by an insured that cause pet@ior to
infringe the patent of a third party are coveredtiy CGL policy; (4) whether or not loss of
computer data constitutes as tangible injury t@erty; and (5) whether or not network downtime
or computer crashes and damages following from suehts are covered by liability or first-party
insurance policies. Given the complexities of tdmwerage issues in this developing area of
insurance law, policyholders and insurance carnghsneed to proceed with an abundance of
caution and foresight.
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