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WHEN DOES A “CEASE AND DESIST” LETTER 
CREATE AN INSURER OBLIGATION TO FUND 

PURSUIT OF A RESPONSIVE DECLARATORY RELIEF ACTION? 
 
Policy Forms Recognize That Fees Incurred to 
Pursue a Declaration Relief Action May Be 
“Defense Related” 

Hiscox’s MPM-1 10040 07/12 policy form, issued 
through a specific syndicate of underwriters at 
Lloyd’s of London, triggers Hiscox’s obligation to 
fund Declaratory Relief action in response to a 
“cease and desist” letter: 

Multimedia Protection Module 
. . . . 
II. Coverage Enhancements 
 Declaratory Relief 

We will also make the following payments, 
which amounts will reduce the applicable Limit 
of Liability for this Coverage Module 
[Multimedia Protection Module] 
A. In the event that: 

a. a claimant has advised You, in writing, 
that You are committing copyright or 
trademark infringement; 

b. after that claimant has asserted such a 
written Claim, and after You have filed 
a declaratory relief action directly in 
response to that Claim, the claimant 
files a counterclaim against You 
alleging copyright or trademark 
infringement; and 

c. the counterclaim is covered under this 
Policy and pending against You while 
You are prosecuting Your declaratory 
relief action; 

then We will pay reasonable attorneys’ fees in 
excess of the Retention to prosecute Your 
own declaratory relief action. 

This “coverage enhancement” by Hiscox 
acknowledges a widespread practice of insurers 
narrowly defining the term “suit” in their policies.  
Thus, Foster-Gardner, Inc. v. National Union Fire 
Ins. Co., 18 Cal. 4th 857, 77 Cal. Rptr. 2d 107, 959 
P.2d 265 (1998) concluded that an order to clean up a 
contaminated environmental site was not a “suit.” By 
a parity of reasoning, insurers argue that a “cease and 
desist” letter, even one demanding money for alleged 
damages, is not the equivalent of a “suit” and thus 
cannot trigger coverage.   

This view ignores the possibility of convening an 
arbitration (which need not be binding) or a 
mediation.  Notice of such an upcoming proceeding to 
resolve a dispute requires insurer funding no less than 
notice of a “suit”:  A narrow construction of the 
Foster-Gardner “suit” doctrine fails to acknowledge 
separate insurer duty to settle a claim for damages that 
could potentially implicate coverage.  Some umbrella 
policies address this issue by expanding the trigger of 
coverage to include a “claim” as well as a “suit.” 

Notice To The Insurer Of Fact Developments 
For Underlying Suits As Well As Claims 
Including “Cease and Desist” Demands 

Typically, Multimedia policies, in contrast with 
Commercial General Liability policies, do not require 
notice of a suit so that a mere claim will suffice to 
implicate insurer obligations. 

Policyholders must be vigilant in reviewing their 
policies and resist insurer attempts to preclude 
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coverage simply because a “cease and desist” letter 
received is not reported to an insurer prior to policy 
inception.  

In a recent trade secret misappropriation suit, the 
failure to tender a “cease and desist” letter precluded 
any possibility of coverage even though the insurer 
was immediately notified of the claim. 

" Hartford Cas. Ins. Co. v. ContextMedia, Inc., 
2014 U.S. Dist. LEXIS 120037, at *37 (N.D. Ill. 
Aug. 28, 2014) (“At the end of the day, 
ContextMedia wants to have its cake and eat it 
too. It wants to be able to ignore threatened legal 
action, the defense of which it expects its insurer 
ultimately to pay, while waiting to see if a suit is 
brought before telling its insurer about it. That 
way, if no suit comes to fruition, ContextMedia 
avoids involving its insurance company and the 
potential premium increases that could result. If, 
instead, the threat is realized, ContextMedia can 
simply beckon its insurer to defend it regardless 
of how much time has passed since the potential 
claim arose. But this wait-and-see approach is 
precisely what the notice provision prohibits.”). 

In an earlier Eighth Circuit case, an outside law firm, 
after providing notice and receiving a denial, did not 
advise the insurer when the complaint was amended 
to add a labeled claim for defamation which the 
carrier would have been compelled to defend.  Its 
failure to provide that notice precluded any recovery. 

" Comsat Corp. v. St. Paul Fire & Marine Ins. 
Co., 246 F.3d 1101, 1104 (8th Cir. (Minn.) 2001) 
(“COMSAT . . . points to Alpha's interrogatory 
responses in the New York case and Craig's 
deposition testimony to support its argument that 
conduct was alleged that took place during the 
policy period.”). 

A different result arose under New York law.  There, 
in a decision not referenced in Context Media, the 
policy did not require notice until a “suit” was 
brought, not a mere claim for damages, which 
Context Media found sufficient. 

" Hester v. Navigators Ins. Co., 917 F. Supp. 2d 
290, 299 (S.D.N.Y. 2013) (“The notice is just 
what it is called—it puts the insurance company 
on notice that it might have to defend a suit in 
the future. Hester's conflation of ‘claim’ and 
‘suit’ would require insurance companies, and 
the Court should it rule for Hester, to know the 
future-to assume the existence of the possible, 
and perhaps probable, future event of a lawsuit 
for damages being filed. But no one can know 
the future.”). 

California authority suggests a different result might 
attend where an insurer’s duty to settle was 
implicated.   

" U.S. Fire Ins. Co. v. Button Transp., Inc., No. 
A108419, 2006 Cal. App. Unpub. LEXIS 3472, at 
*29, 33 (Cal. Ct. App. Apr. 26, 2006) (“ ‘[The] 
implied obligation of good faith and fair dealing 
requires the insurer to settle in an appropriate case 
although the express terms of the policy do not 
impose such a duty.’ . . . Thus, the implied 
covenant of good faith and fair dealing requires an 
insurer to settle a covered claim rather than simply 
wait to see if a lawsuit is filed and to pay a 
judgment, if settlement is necessary to protect the 
interests of its insured.”). 

Five Distinct Rules Should Be Born in Mind In 
Evaluating Whether Facts Asserted Compel a 
Defense 

An insurer is not entitled to contact the claimant 
directly to learn more about its claims before it has 
agreed to defend without the insured’s permission, 
which should not be granted.  Then it can only learn 
facts pertinent to its settlement obligations in concert 
with its communications to defense counsel. 

" Lectrolarm Custom Sys. v. Pelco Sales, Inc., 212 
F.R.D. 567, 571 (E.D. Cal. 2002) (“There exists in 
this situation an inherent tension between the 
carrier's interests and the interests of the insured.”) 

$ A jurisdiction that will permit facts beyond 
pleadings to be brought to an insurer’s attention 
applies two different rules 

Either it is the “facts available” to the insurer or the 
“facts known.”  The better practice is to insure that the 
“facts known” standard is met in every jurisdiction 
where facts beyond the eight corners of the policy and 
complaint can be considered. 

" Basalite Concrete Prods., LLC v. Nat'l Union Fire 
Ins. Co. of Pittsburgh, PA, NO. CIV. 2:12-02814 
WBS EFB, 2013 U.S. Dist. LEXIS 70597, at *25 
(E.D. Cal. May 16, 2013) (“[P]laintiffs' tender of 
extrinsic material after the conclusion of the 
lawsuit did not trigger a duty to defend.”). 

$ Reasonable inferences arising from the pleadings 
and other extrinsic evidence available to the 
insurer trigger a defense 

" Anthem Electronics, Inc. v. Pacific Employers Ins. 
Co., 302 F.3d 1049, 1058 (9th Cir. (Cal.) 2002) 
(An insurer’s defense obligation can be established 
not only by the pleaded fact allegations, but also 
by the inferences which emanate from those 
allegations, and those inferences need not be in 
evidence.). 
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$ A factual dispute about the potential for 

coverage does not create a disputed issue of fact 
requiring that it compels the insurer to defend 

" American Cyanamid Co. v. American Home 
Assur. Co., 35 Cal. Rptr. 2d 920, 923 (Ct. App. 
1994) (“If the parties dispute whether the 
insured’s alleged misconduct is potentially 
within the policy coverage and if the evidence 
submitted does not permit the court to eliminate 
either party’s view, . . . ‘the duty to defend is 
then established . . . .’”). 

$ Courts must not look to the merits of the 
underlying action in analyzing the potential for 
coverage 

" Aurafin-OroAmerica, LLC v. Federal Ins. Co., 
188 Fed. Appx. 565, 566 (9th Cir. (Cal.) 2006) 
(“The viability of the underlying claim against 
the insured does not affect an insurance 
company's duty to defend. Rather, even ‘when 
the underlying action is a sham,’ the insurer may 
terminate its duty to defend only by ‘demur[ring] 
or obtain[ing] summary judgment on its insured's 
behalf.’”). 

CONCLUSION 

As the adage “forewarned is forearmed” suggests, 
providing notice of a “cease and desist” letter assures 
that an insurer cannot contest notice as untimely so 
long as any subsequent suit is directly noticed to the 
appropriate insurers.  This includes, in a typical 
“occurrence” policy program, the insurer that 
provided coverage when the offense arose; or if 
distinctly actionable conduct arose in different policy 
periods, all insurers on risk.  Where that date is not 
clear from the complaint, all insurers are obligated to 
defend so long as the offense could have arisen within 
their policy period on the facts alleged.  The insurers 
who acknowledge a duty to defend, may then seek 
contribution (in most jurisdictions) from one another, 
to equitably dividing the defense fee obligation. 
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quarterly.  The Articles appearing in The Policyholder 
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UPCOMING SEMINARS ON INSURANCE COVERAGE AND INTELLECTUAL PROPERTY 

WHERE DAVID A. GAUNTLETT IS SPEAKING OR ATTENDING 
 

February 9, 2015 Coverage for Employment Disputes — Orange County Bar Association (Employment 
Law)—Orange County, California (speaking) 

February 19-21, 2015 The “Professional Services” Exclusion: Opportunities and Limitations in a Variety of 
Insurance Disputes — ABA TIPS ICLC Midyear Program—Phoenix, Arizona 
(speaking) 

March 4-7, 2015 ABA Section of Litigation Insurance Coverage Litigation Committee CLE Seminar, 
Loews Ventana Canyon, Tucson, AZ (attending) 
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Gauntlett & Associates specializes in policyholder insurance coverage and litigation regarding copyright, 
antitrust, patent, trademark, trade secret, business and general coverage disputes, including: 
 
1. Insurance Coverage Litigation Focusing on IP, Antitrust and Business Tort Claims 
2. Securities Fraud Litigation Insurance Coverage 
3. IP Litigation, Representation in Arbitrations and Mediations 
4. Mergers and Acquisitions Insurance Coverage Counsel and Advice 
5. Expert Witness on Insurance Coverage Issues, Including Fee Disputes 
6. Counsel to IP Case-in-Chief Counsel for Insurance Coverage, Including:  Choice of Forum and 

Negotiation 
7. Consultant to Corporations Regarding What Type of Policies to Purchase to Protect Against IP Litigation 

If you have a topic you would like to see addressed in future issues, please feel free to contact us with your 
suggestions. 

 


