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InsuranceCoverage
for Lawsuits: 

ecent years have seen a proliferation of lawsuits involving intellectual prop-
erty and other issues for which it is uncertain whether insurance coverage

will be available. Because the possibility for insurance coverage, which may
provide for a defense and indemnification of a portion or all of a settlement or

judgment, is not obvious, it is often overlooked at the early stages of litiga-
tion. If the possibility for coverage is identified later, it may be too late to

successfully tender defense to the insurance carrier. In several instances when
this situation has happened, finger-pointing unfortunately has ensued, in some cases
resulting in malpractice claims against outside counsel. 

Indeed, in several recent reported decisions, courts have wrestled with the issue of
whether, in the absence of a clear agreement regarding who should be responsible for
seeking insurance coverage, it is malpractice for outside counsel to fail to do so. Likely
many other such claims have not resulted in reported decisions.1

It is not a coincidence that many of these cases arise out of intellectual property law-
suits. Copyright and trademark lawsuits often are defended by general commercial liti-
gators or by intellectual property specialists who may be unaware of the existence of
insurance coverage under the advertising injury sections of general liability policies. See
the sidebar on page 62 regarding personal and advertising injury coverage.

The purpose of this article is not to debate the merits of such malpractice claims.
Rather, we suggest ways to avoid having to consider a malpractice claim in the first place. 
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Today’s in-house counsel spend more time and
energy analyzing relationships with outside counsel
than ever before. Many of you have developed
sophisticated guidelines designed to ensure that your
company has access to appropriate expertise at
appropriate cost. Such guidelines, together with
engagement letters with outside counsel, help define
the role of your outside counsel. One topic that is
typically overlooked in guidelines and engagement
letters, however, is allocation of responsibility for
identifying and pursuing insurance coverage in con-
nection with defense of a lawsuit. 

Why is this area overlooked? Traditionally,
responsibility for identifying and pursuing such
insurance coverage has rested with in-house coun-
sel. Indeed, having in-house counsel be responsi-
ble for seeking coverage often makes sense, either
when it is clear that coverage exists or when in-
house counsel has appropriate coverage expertise.
For example, in a typical product liability or other
negligence lawsuit, where it is clear that there is
insurance coverage, in-house counsel or a corpo-
rate risk manager often will tender defense of the
suit directly to the company’s general liability
insurer. The carrier will typically assume control
of the defense and retain outside defense counsel
to represent the policyholder. In these circum-
stances, coverage matters are often addressed
before retention of outside defense counsel, and
neither defense counsel nor in-house counsel need
be concerned about coverage issues as the case
moves forward unless the claim exceeds policy

limits. In fact, it is typically inappropriate for
defense counsel retained by the carrier to be
involved with coverage issues on behalf of the
corporate client.

The purpose of this article is to help you see the
importance of including this topic in your guide-
lines and engagement letters and to give you some
pointers on how to allocate the responsibility for
identifying and pursuing insurance coverage in con-
nection with defense of a lawsuit so as to avoid the
need for instituting malpractice claims.

PROBLEMS WITH FAILURE TO ALLOCATE
RESPONSIBILITY FOR SEEKING INSURANCE
COVERAGE

When the underlying lawsuit does not present
such an obvious right to insurance coverage, fail-
ure to allocate responsibility for seeking coverage
can lead to disastrous results. Jordache Enterprises,
Inc. v. Brobeck, Phleger & Harrison,2 for example,
is a painful illustration of what can go wrong when
neither in-house nor outside counsel assume
responsibility for seeking coverage. Jordache is the
first of several cases addressing the malpractice lia-
bility of outside counsel for failure to address cov-
erage issues. Jordache had retained the Brobeck
firm to defend it in a lawsuit that included claims
that Jordache had marketed knockoffs of Guess?
apparel. Two weeks after the lawsuit had been
filed, Jordache contacted its insurance broker,
which advised Jordache that there was no coverage
for the lawsuit. Neither Jordache nor its broker put
Jordache’s insurance carriers on notice of the law-
suit. Jordache did not ask the Brobeck firm for
advice regarding coverage, and Brobeck did not
offer any such advice. Three years into the lawsuit,
Jordache retained new defense counsel, which
advised Jordache that there was potential insurance
coverage for the lawsuit. Jordache then tendered
defense of the lawsuit to its liability insurance car-
riers. After the carriers had denied coverage,
Jordache sued the carriers, seeking reimbursement
of $30 million in defense costs and the profits that
Jordache would have earned on the funds spent on
attorneys’ fees. After the trial court had found that
whether the late notice had substantially preju-
diced the insurer was a triable issue of material
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fact, Jordache settled its coverage lawsuit for 
$12.5 million. 

Thereafter, Jordache sued Brobeck, alleging that
Brobeck had committed legal malpractice by failing
to tender defense of the underlying action to
Jordache’s carriers or to otherwise alert Jordache 
to the possibility of insurance coverage. Brobeck
moved for summary judgment on statute of 
limitations grounds, and the trial court granted
Brobeck’s motion. The appellate court reversed,
holding that the statute of limitations had not
begun to run until after Jordache had settled its
action with its insurers for less than full coverage.
The issue before the California Supreme Court was
whether the statute of limitations had been trig-
gered when Jordache discovered Brobeck’s alleged
negligence or when Jordache settled the coverage
action on unfavorable terms. The California
Supreme Court reversed the appellate court, hold-
ing that Jordache had suffered actual injury when it
first discovered Brobeck’s negligence. Implicit in
the opinion, however, is that Jordache’s complaint
against Brobeck for failure to promptly advise
Jordache of its insurance claims stated a plausible
cause of action.

That reading, at least, is how the trial court inter-
preted Jordache in Darby & Darby v. VSI
International,3 another example of failure to allo-
cate responsibility for seeking insurance coverage.
In Darby, the defendant VSI, a sunglass and read-
ing glass wholesaler, retained the Darby firm as its
patent and trademark counsel. One year later, VSI
asked Darby to represent it in a lawsuit accusing
VSI of patent, trademark, and trade dress infringe-
ment in connection with the design of hangers that
VSI used to display its reading glasses. When VSI
stopped paying most of Darby’s invoices during the
third year of the litigation, Darby withdrew as
counsel and sued VSI for approximately $200,000
in fees. VSI filed a counterclaim, alleging that
Darby had committed legal malpractice by having
failed to advise VSI of the possibility of coverage
under VSI’s general liability policies. VSI alleged
that Darby’s replacement as defense counsel had
done so immediately upon being retained, resulting
in VSI’s carrier agreeing to cover the costs of the
intellectual property lawsuit on a going forward
basis, but denying coverage for all litigation
expenses that VSI had incurred before tender of the

claim. The trial court, citing Jordache, denied
Darby’s motion to dismiss, stating:

The plaintiff’s failure to investigate the defen-
dant’s insurance coverage or alert them to the
potential availability of insurance to cover their
litigation expenses may have constituted legal
malpractice. The issue of whether the plaintiff
committed legal malpractice raises numerous
questions of fact, including but not limited to,
the sophistication of each party regarding poten-
tial insurance coverage and the scope of the
plaintiff’s engagement. It is particularly notewor-

PERSONAL AND ADVERTISING
INJURY INSURANCE COVERAGE

Most people don’t know what personal and
advertising injury insurance coverage involves.
Here’s what you need to know about insurance
coverage for intellectual property (“IP”) disputes:
• Personal and advertising injury insurance cov-

erage is important because it involves a broad
duty to defend if any claim may trigger duty
to indemnify.

• Advertising insurance coverage typically
appears in standard form commercial general
liability (“CGL”) policies.

• Basic coverage typically includes language
similar to the following: 

We will pay those sums that the insured
becomes legally obligated to pay as dam-
ages because of “advertising injury” to
which this insurance applies. We will have
the right and duty to defend any “suit”
seeking those damages. . . .

• Advertising injury is caused by an offense
committed in the course of advertising your
goods, products, or services and is defined as
follows:
• Oral or written publication of material that

slanders or libels a person or organization
or disparages a person’s or organization’s
goods, products, or services.

• Oral or written publication of material that
violates a person’s right of privacy.

• Misappropriation of advertising ideas or
style of doing business.

• Infringement of copyright, title, or slogan. 
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thy that counsel which succeeded the plaintiff
promptly pursued the insurance issue to the
defendant’s substantial benefit.4

On appeal, the New York Supreme Court,
Appellate Divison, reversed, holding that the case
did not present a situation that would require litiga-
tion counsel to advise its client regarding potential
insurance coverage. Nevertheless, the appellate court
recognized that such circumstances might exist: 

There may be particular circumstances, such as
personal injury actions arising out of automobile
collisions, in which an attorney who is retained
to defend an action has an obligation to bring to
the client’s attention the possible existence of an
insurance policy applicable to the claim.
However, we find no support for the proposition
that an attorney who was retained to defend a
business client in intellectual property litigation
has a duty to inquire into the existence, nature
and scope of insurance policies previously pro-
cured by the client, and to determine whether
any such policy provides the client with any enti-
tlement in relation to the claim being
litigated. . . . Nor does a lawyer’s duty to advise
his client as to all available causes of action or
avenues of defense translate into a broad duty to
inquire into all the client’s insurance coverage.5

Notably, on further appeal, New York’s highest
court affirmed the Appellate Division’s holding, but
on different grounds. Rather than reiterating the
Appellate Division’s skepticism about the viability
of VSI’s legal theory, the New York Court of
Appeals held merely that the insurance claim that
Darby had failed to tender was too “novel and
questionable” to give rise to any duty.6

In an example of the results of failure to allo-
cate responsibility for seeking insurance coverage
outside of the intellectual property context, the
Supreme Judicial Court of Maine in Larochelle v.
Cyr,7 upheld jury verdicts finding two attorneys
liable for malpractice. The first attorney had
failed to tender defense of the underlying trespass
action to the client’s insurance carrier on the
attorney’s assumption that such an unintentional
tort would not be covered by insurance. The sec-
ond attorney, who had replaced the first, had
relied on the first counsel’s statement to him that
no coverage was available. The jury in the mal-
practice case found that the client’s intentional

conduct would have precluded coverage regard-
less of the attorney’s negligence. Again, however,
implicit in the court’s decision was the assump-
tion that the failure of defense counsel to evaluate
the potential for insurance coverage could consti-
tute legal malpractice.

These cases illustrate the need for the involve-
ment of counsel with insurance coverage expertise,
regardless of the subject matter of the underlying
litigation. Allocation of responsibility for seeking
insurance coverage should be done early and should
be clear; we suggest addressing the issue in your
engagement letters with outside counsel. See the
sidebar below for sample language to use in your
engagement letters and guidelines in hiring outside
counsel.

HOW TO ALLOCATE RESPONSIBILITY FOR SEEKING
INSURANCE COVERAGE AND DEALING WITH
INSURANCE COVERAGE ISSUES

To allocate responsibility for seeking insurance
coverage, you need to know two things: (1) what
steps to take to seek insurance coverage and 
(2) who should best take each of those steps. First,
see the sidebar on page 64 for a checklist of appro-

SAMPLE ENGAGEMENT LETTER
LANGUAGE

As outside counsel retained to defend the com-
pany in connection with the above referenced
matter, the company expects that you will
promptly investigate the availability of insurance
coverage for defense and indemnification of the
company in connection with this matter. It is
your responsibility to seek from the appropriate
representative of the company the insurance
related materials that you need in order to deter-
mine whether it is appropriate to tender defense
of this matter to one or more of the company’s
insurance carriers. The company expects that, if
appropriate, you will tender defense to the appro-
priate insurance carrier or carriers and will take
appropriate steps thereafter to secure coverage.
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priate steps for in-house counsel to take to ensure
coverage. We discuss each of those steps in detail
below. Second, at least four different kinds of attor-
neys could be involved in a lawsuit against your
company: in-house counsel, outside defense counsel
litigators that you and your company choose, insur-
ance defense counsel that you do not get to choose,
and coverage counsel that you may choose to help
you sort out what you need to know. 

Step 1. Identify and Analyze Insurance
Coverage Issues and Policies

When a complaint is first served—indeed, in
many instances, even before service of a complaint,
depending on the nature of the prefiling demand—
it is critical to analyze the insurance coverage issues
immediately in order to determine which policies
may potentially provide coverage. Those policies
may include commercial general liability (“CGL”),

directors and officers (“D&O”), errors and omis-
sions professional liability (“E&O”), and employ-
ment practice liability insurance (“EPLI”). If the
alleged injury took place over an extended period of
time, this analysis can be complicated by the fact
that most CGL polices are written on an occurrence
rather than on a claims made basis. Accordingly,
the coverage analysis may involve determining
when the occurrence that formed the basis of the
complaint took place and analyzing the law of the
relevant jurisdiction because approaches to this
determination vary among jurisdictions.8 This deter-
mination may involve examination of policies that
have been in place over many years, and some of
these old policies may have used policy forms that
are substantially different from the CGL policy
forms that are prevalent today. 

Once you have identified the appropriate poli-
cies, you must review them in light of the allega-
tions of the complaint in order to determine
whether to tender defense and, if so, pursuant to
which policies. You may find it helpful at this point
to hire outside counsel to advise you and your com-
pany about coverage even before you hire outside
counsel to respond to the lawsuit.

Step 2. Tender Defense
If you decide to tender defense, you must do so

promptly in order to preclude an argument by the
carrier that the tender of defense by your company
the policyholder was untimely.9 Further, in many
jurisdictions, the carrier’s obligation to pay for
defense costs is triggered by the tender of defense,
not by service of the complaint.10 In order to maxi-
mize the likelihood that your carrier appropriately
reviews your tender, you should identify all policies
that could provide coverage, in order to avoid a
waiver claim, and reference coverage under those
policies both generally and by reference to specific
policy provisions that may provide a basis for cov-
erage. Here, again, coverage counsel can help you
make sure that you have identified to your insur-
ance carrier everything that might apply to the
case.

Step 3. Demand Prompt Response to Tender
of Defense 

You should make sure that your carrier fulfills its
obligation to respond promptly to your tender of

CHECKLIST OF STEPS TO
ENSURE COVERAGE

Use the following checklist to make sure that
you have arranged for insurance coverage to
kick in as soon as possible: 
❒ Identify and analyze all potential insurance

policies, including commercial general liabil-
ity (“CGL”), directors and officers liability
(“D&O”), and errors and omissions profes-
sional liability (“E&O”) policies during the
period of alleged injury or misconduct.

❒ Tender defense as soon as possible under all
policies that provide the potential for cover-
age.

❒ Demand a prompt response from the insur-
ance carrier to the tender of defense.

❒ Promptly analyze the carrier’s response,
including any reservation of rights.

❒ Where reservation of rights creates conflict,
insist on independent counsel of your choos-
ing and on the right to control the litigation.

❒ Evaluate what documents to share with the
carrier and others.
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defense. Often, the process of resolving whether the
carrier will accept tender of defense and select
defense counsel or instead will reserve its rights and
your company as policyholder will select defense
counsel takes place during the initial stages of the
litigation. Unless you are able to secure a suffi-
ciently long extension of the deadline to respond to
the complaint to permit these issues to be resolved
before defense counsel has to file an appearance
and a response to the complaint, you will need to
retain defense counsel without knowing what the
coverage outcome will be. If your carrier selects
defense counsel, the carrier can have that attorney
substitute in for the defense counsel that you have
selected, or depending on how long it takes to
resolve the issues of the carrier’s duty to defend, the
carrier may agree to have your defense counsel,
who may have become immersed in the case by
then, continue in place. As you can see, it is in the
best interest of your company as policyholder to
cause the insurance carrier to respond promptly to
your tender of defense.

Step 4. Analyze Your Carrier’s Response,
Especially Regarding Reservation of Rights

Once your carrier has received your tender of
defense, the carrier has several options: (1) it can
accept the defense outright, (2) it can defend sub-
ject to a reservation of rights, (3) it can seek a dec-
laration that it has no duty to defend, or (4) it can
reject the tender. First, if your carrier accepts the
defense outright, the carrier typically has the right
to control the defense, assuming that the policy is a
defense and indemnification policy as opposed to
just an indemnification policy. Second, if your car-
rier agrees to provide a defense under a reservation
of rights, the carrier funds the defense but reserves
its right to deny its duty to indemnify your company
as policyholder, depending upon how the facts
unfold during discovery and trial of the matter.
Such a reservation of rights often triggers your
company’s right to select defense counsel and to
control the defense, because your carrier’s reserva-
tion of rights creates a conflict of interest between
your company as policyholder and the carrier. Your
company’s interests are in a finding of no liability,
but your carrier’s interests may be served either by
a finding of no liability or by a finding of liability
under circumstances in which there is no cover-
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age.11 Third, your carrier may choose to file a
declaratory judgment action, seeking a determina-
tion that it has no duty to defend or indemnify. If
the carrier does not seek such a declaration, it risks
waiving its rights to raise policy exclusions.12 If the
carrier does not seek a declaration or if there is
concern that the carrier may file in a less favorable
jurisdiction, your company as policyholder may
choose to file a declaratory judgment action imme-
diately upon receipt of the carrier’s rejection.
Fourth, your carrier can also reject the tender out-
right, meaning that the carrier refuses to provide
any defense. Coverage counsel can help you and
your company figure out how to respond in each of
these situations.

Step 5. In Conflict, Insist on Independent
Counsel and Right to Control Litigation

If your carrier’s reservation of rights response to
your tender of defense creates a conflict between
your company as policyholder and the carrier, you
should insist upon your company’s right to select
defense counsel of your choosing and on the right
to control the litigation. Accordingly, it is important
to analyze the reservation of rights letter promptly
and to determine whether such a conflict exists. It
is also important to analyze your carrier’s position
in order to decide whether to attempt to convince
the carrier to withdraw its reservation or at least to
persuade the carrier that it has a substantial expo-
sure in terms of its duty to indemnify. This analysis
may be important during future settlement discus-
sions to persuade the carrier that it should fund all
or part of a settlement. Counsel with appropriate
coverage expertise is also critical for settlement dis-
cussions, especially in cases in which there is an
issue of whether the carrier has a duty to settle the
case or at least to make a substantial contribution
toward a settlement, at the risk of a bad faith claim.
It may be advantageous to have your carrier partici-
pate directly in the settlement discussions.
Sometimes, carriers insist on direct participation.
Often, however, it is best if the carrier remains
behind the scenes. Which method is more advanta-
geous for you and your company depends on the
particular facts and circumstances.

When your company as policyholder selects
defense counsel, the carrier may raise issues con-
cerning the scope of its obligation to fund the

defense. Carriers often attempt to impose maximum
hourly rates for defense counsel. These rates may be
based on what the carrier pays its panel insurance
defense counsel, based on volume discounts for a
large docket of negligence cases, for example. Your
carrier’s obligation, however, is to provide a defense
to your company as policyholder, which means that
the carrier should pay the reasonable cost of
defense based on the hourly rates of attorneys with
the appropriate expertise in the jurisdiction in
which the case was filed. 

Carriers often seek to impose additional restric-
tions based on their own litigation guidelines. Such
guidelines typically provide that defense counsel
may not perform certain tasks without prior
approval by the carrier or that the carrier will not
pay for certain tasks. Such guidelines are designed
for insurance defense counsel when the carrier has
fully accepted tender of defense and therefore has
the right to control the defense. They may not be
appropriate in cases in which the carrier is defend-
ing under a reservation of rights or in cases in
which there otherwise is a perceived conflict of
interest between your company and its carrier.
Issues regarding the scope of the carrier’s obliga-
tion to provide for a defense are typically negoti-
ated; if an agreement is not reached, it may be
appropriate to file a declaratory judgment action.
Here again, it is helpful to have experienced cover-
age counsel involved. 

COUNSEL WITH APPROPRIATE COVERAGE 
EXPERTISE IS ALSO CRITICAL FOR 
SETTLEMENT DISCUSSIONS, ESPECIALLY 
IN CASES IN WHICH THERE IS AN ISSUE 
OF WHETHER THE CARRIER HAS A DUTY 
TO SETTLE THE CASE OR AT LEAST TO 
MAKE A SUBSTANTIAL CONTRIBUTION 
TOWARD A SETTLEMENT, AT THE RISK OF 
A BAD FAITH CLAIM.
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Step 6. Evaluate What Documents to Share
with Your Carrier and Others

Although, as the policyholder, your company has
a duty to cooperate with its insurance carrier, in
cases in which your carrier has reserved its rights to
deny coverage, there are limits on what you need
and should provide to the carrier. For example,
sharing attorney-client privileged material may
result in a waiver of the privilege. 

In federal court, the mandatory disclosure
requirements of Rule 26 of the Federal Rules of
Civil Procedure requires the production of “any
insurance agreement under which any person carry-
ing on an insurance business may be liable to satisfy
part or all of a judgment which may be entered in
the action or to indemnify or reimburse for pay-
ment made to satisfy the judgment.” If your com-
pany is sued in state court, depending on the
jurisdiction, such disclosure may not be required.
You may nevertheless want plaintiff to know that
insurance coverage is available to reinforce that
your company will not settle for nuisance value in
order to avoid defense costs. On the other hand,
depending on the financial circumstances of your
company, you may not want plaintiff to know that
insurance proceeds may be available to fund a por-
tion or all of a settlement or a judgment.

CONCLUSION

You must make it clear who is responsible for
each of the tasks discussed above: in-house counsel,
outside counsel that you hire to defend the lawsuit,
outside counsel that the insurance company hires to
defend the lawsuit, or separate insurance coverage
counsel that you hire. The best place to allocate
those responsibilities for seeking insurance coverage
and dealing with insurance coverage issues is in
your company’s engagement letters and guidelines
for working with outside counsel. Thus, in selecting
a law firm to defend a case, if you do not have
appropriate coverage expertise in-house, it is critical
to determine whether that firm has sufficient insur-
ance coverage experience and will assume responsi-
bility for coverage matters. If it does not, it may be
advisable to retain separate coverage counsel early
on. Regardless of who is responsible, it is critical
that claims for coverage be pursued promptly. A
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