IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

GREEN MACHI NE CORP. , : ClVIL ACTION

Pl aintiff, :

V.

ZURI CH AMERI CAN | NSURANCE
GROUP :

Def endant . : No. 99-3048

VEMORANDUM AND ORDER

McLaughlin, J. , 2001

This case presents the question of whether an insurer
providing liability coverage for “advertising injury” is required
to defend its insured in an action charging the insured with
patent infringenment and i nducenent of patent infringenent. Wen
t he defendant, Zurich American Insurance G oup, refused to supply
such a defense to the plaintiff, Geen Machine Corporation, the
plaintiff filed this action for a declaratory judgnment and breach
of contract.

The Court concludes that the insurer had no duty to
def end agai nst such clainms. Patent infringenment and inducenent
of patent infringenent do not anmount to “m sappropriation of an
advertising idea or style of doing business,” the definition of
advertising injury on which the plaintiff relies. The Court also

decides that the plaintiff-insured cannot maintain an action for



bad-faith denial of coverage against the defendant-insurer. The
Court will, therefore, grant the defendant’s notion for sunmary

j udgnent and deny the plaintiff’s notion for summary judgnent.

FACTS AND PROCEDURAL HI STORY

On June 2, 1995, defendant, Zurich, as successor to the
Maryl and Conmerci al Insurance Group and Valiant |nsurance
Conpany, issued a Commercial General Liability Insurance Policy
to plaintiff, GVMC. The policy granted coverage from July 20,
1995 to July 20, 1996. PIf. Ex. Al

In July of 1995, Edward Chium natta, Allen Chiumnatta,
and Chium natta Concrete Concepts, Inc., a California Corporation
(“CHI ") filed suit in United States District Court for the
Central District of California against Cardinal |Industries, and
GVC, two Pennsyl vani a corporations sharing the same principal
pl ace of business, and engaged in the business of manufacturing
concrete cutting saws. Def. Ex. A PIf. Ex. B

CH " s conplaint alleged that Edward and All en
Chium natta were given the following five patents |icensed
exclusively to CH along with rights to sue for any infringenent

of the patents:

! Al citations refer to exhibits in the defendant’s
notion for summary judgnent or to exhibits in the plaintiff’s
cross-notion for sumrary judgnment, unless otherw se specifi ed.
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1. patent no. 201, issued for the nethod of cutting

grooves in concrete wwth a soft concrete saw,

2. patent no. 675, issued for the nethod of cutting

unhardened concrete with a soft concrete saw,

3. patent no. 622, issued for a skid plate for

cutting unhardened concrete;

4. patent no. 201, issued for a saw for cutting

uncured concrete; and

5. patent no. 499, issued for a concrete cutting

devi ce.
The conpl aint alleged patent infringenent of all five patents and
i nducenent of patent infringenment with regard to Patent Nos. 201
and 675.

CH filed a notion for a prelimnary injunction
restraining GVMC and Cardi nal from nmaking or selling their saws,
or any other product that infringed upon two of the five patents
-- No. 499 and No. 675. Patents 499 and 675, respectively relate
to an apparatus and nethod for cutting concrete before it has
conpletely cured to a hardened condition.

The District Court of the Central District of
California granted the prelimnary injunction on July 3, 1996.
On Septenber 30, 1996, CH filed a notion for partial sunmary
judgnment with respect to patents No. 499 and No. 675. On

Novenber 7, 1996, the district court granted CHI's notion. On



May 14, 1998, the United States Circuit Court for the Federal
Crcuit entered an order affirmng the district court’s finding
that GVMC and Cardinal Industries’ sale and manufacture of the
accused devices induced infringenent of nethod patent No. 675.
The Circuit Court, however, reversed the district court’s
determ nation that apparatus patent No. 479 had been infringed.

Chium natta Concrete Concepts, Inc. v. Cardinal Indus. Inc., No.

C. V. 95-4995 (C.D. Cal. Nov. 7, 1996); 145 F.3d 1303 (Fed. Cir.
1998) .

Prior to the Federal Circuit Court’s ruling, on July
18, 1997, GMC requested Zurich to defend and i ndemmify GMC in the
CH [litigation. Zurich’s duty to defend and i ndemify is
contained in 8 I (B) of the Commercial General Liability Policy,
entitled “Personal and Advertising Injury Liability.” Section
| (B) provides the follow ng:

W will pay those suns that the insured

beconmes legally obligated to pay as danmages

because of “personal injury or “advertising

injury” to which this insurance applies. W

w Il have the right and duty to defend any

“suit” seeking those danmages. W may at our

di scretion investigate any “occurrence” or

of fense and settle any claimor “suit” that

may result.
Def. Ex. A, PIf. Ex. A

Zurich deni ed coverage to GMC on August 7, 1999, based

on the fact that the allegations of the underlying action did not

pertain to the type of actions covered by the insurance policy.



Zurich contended that the clainms made in CH 's conplaint did not
constitute the type of “advertising injury” covered by the
policy. The relevant provisions state:

This insurance applies to . . . “Advertising
injury” caused by an offense conmtted in the
course of advertising your goods, products,

or services; but only if the of fense was
commtted in the “coverage territory” during
t he policy period.

“Advertising injury” means injury arising out
of one or nore of the foll ow ng of fenses:

(a) Oal or witten publication of
materi al that slanders of libels a
person or organization or
di sparages a person’s or
or gani zati on’ s goods, products or
servi ces;

(b) Oal or witten publication of
material that violates a person’s
right of privacy

(c) M sappropriation of advertising
i deas or style of doing business

(d) Infringenent of copyright, title,
or sl ogan.

Zurich al so deni ed coverage on the basis that Zurich received
|ate notice of the clains against GMC. Def. Ex. A |; PIf. Ex.
A K

On May 7, 1999, GVC filed suit against Zurich with the
Court of Conmon Pl eas of Mntgonmery County, Pennsylvania. The
case was renoved to the District Court for the Eastern District
of Pennsylvania on June 16, 1999. GWC seeks a declaratory
judgment that Zurich is obligated to provide coverage for the CHI
lawsuit, as well as reinbursenent for attorneys’ fees, costs, and

noni es paid to satisfy the judgnent entered against them by the
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District Court for the Central District of California.

GVC al l eges that the CH action is a lawsuit for
“advertising injury” as defined by the insurance policy.
Al t hough GVC chal | enges Zurich’s denial of coverage as to al
clains asserted by CH , GMC focuses on the clains of inducenent
to infringe CH's nethod patents. GWVC contends that the nethod
patents constitute a style of doing business and that the clains
of i nducenent of nethod patent infringenment were commtted in the
course of GVC' s advertising. GMC also asserts breach of contract

and bad faith cl ai nms.

1. STANDARD OF REVI EW

A notion for sunmary judgnent shall be granted where
all of the evidence denonstrates “that there is no genuine issue
as to any material fact and that the noving party is entitled to
judgnment as a matter of law” Fed.R Gv.P. 56(c). The noving
party has the initial burden of denonstrating that no genuine
i ssue of material fact exists. Once the noving party has
satisfied this requirenent, the non-noving party may not sinply
rest on the pleadings, but nust go beyond the pleadings in

presenting evidence of a dispute of fact. Celotex Corp. V.

Catrett, 477 U S. 317, 323-24 (1986). In deciding a notion for
summary judgnent, the Court nust view the facts and "any

inference to be drawmn fromthe facts contained in depositions and
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exhibits” in the light nost favorable to the non-noving party.

Josey v. John R Hollingsworth Corp., 996 F.2d 632, 637 (3d GCr.

1993) .

I11. DI SCUSSI ON

A. CGeneral Principles

The parties agree that the insurance contract is
governed by Pennsylvania |aw. The insurance policy was issued by
one of Zurich's Pennsylvania agents and accepted by G\C at its

princi pal place of business in Pennsylvania. Atlantic Miut. Ins.

Co. v. Brotech Corp., 857 F.Supp. 423, 427 n. 4 (E. D. Pa. 1994)

(Pennsyl vania conflict |laws prescribe that the interpretation of
i nsurance contracts or policies is governed by the | aw of the

state where the policy is issued and delivered), aff’d w thout

opi nion, 60 F.3d 813 (3d Cr. 1995).
Pennsyl vania |law requires that a court read an
i nsurance policy as a whole and construe it according to the

plain and ordinary nmeaning of its terns. Pacific Indem Co. v.

Nationwde Mut. Fire Ins., 766 F.2d 754, 760-61 (3d Cr. 1985).

Where a provision is anbi guous, it should be construed agai nst

the insurer as drafter of the agreenment. 1d.; Atlantic, 857

F. Supp. at 427 (citing CH Heist Caribe Corp. v. American Hone

Ass. Co., 640 F.2d 479, 481 (3d Gir. 1981)); Standard Venetian




Blind Co. v. Anerican Enpire Ins. Co., 503 Pa. 300, 305, 469 A 2d

563, 566 (Pa. 1983). “[A] provision is anbiguous only if
reasonabl e people could, in the context of the entire policy,

fairly ascribe differing neanings to it.” Frog, Switch & Mr.

Co. v. Travelers Ins. Co., 193 F.3d 742, 746 (3d Cr. 1999).

An insurer’s duty to defend an insured in litigation is
broader than the duty to indemify. An insurer is obligated to
defend an insured whenever the underlying conplaint filed by the
injured party may potentially fall under the policy’s coverage.

Pacific, 766 F.2d at 760 (citing Gedeon v. State Farm Mut. Auto.

Ins. Co., 410 Pa. 55, 58, 188 A 2d 320, 321-22 (Pa. 1963)). The
obligation to defend is determ ned solely by the allegations of
the conplaint which are accepted as true and liberally construed

in favor of the insured. See id.; Frog Switch, 193 F. 3d at 746

(citing Biborosch v. Transanerica Ins. Co., 412 Pa. Super 505,

603 A 2d 1050, 1052 (Pa. Super. 1992)). |If there is no duty to

defend, there is no duty to indemify.

B. Anal ysi s

The policy covers “advertising injury” caused by an
of fense commtted in the course of advertising. Advertising
injury is defined as injury arising out of four separate
of fenses: (1) oral or witten publication of material that

sl anders or |ibels a person or organi zation or disparages a



person’s or organization’s goods; (2) oral or witten publication
of material that violates a person’s right to privacy; (3)

m sappropriation of advertising ideas or style of doing business;
and (4) infringenent of copyright, title, or slogan. GMC clains
that CH's allegations cone within category 3. Because the Court
holds that GMC s al |l eged conduct does not fall within a
reasonabl e i nsured’s understandi ng of “m sappropriation of
advertising ideas or style of doing business,” the Court does not
reach the question of causation.

In Frog Switch & Mr. Co. v. Travelers Ins. Co., 193

F.3d 742 (3d Gr. 1999), the Court of Appeals for the Third
Circuit predicted how Pennsylvania courts would interpret a
definition of advertising injury identical to the one at issue
here. The insurance claimwas nmade by Frog, the insured, for an
underlying suit filed against Frog by ESCO Corp. (ESCO. ESCO
asserted that Frog used trade secrets and confidenti al
information it wongfully acquired froman ESCO enpl oyee to enter
into the market for dipper buckets in conpetition with ESCO
ESCO filed a conplaint alleging six clains related to unfair
conpetition and two clains of false advertising under the Lanham
Act. |d. at 744-45.

The insurer denied coverage for the lawsuit. Frog
filed a declaratory judgnent action, clainmng that the

all egations in the ESCO conplaint amounted to a “mi sappropriation



of advertising ideas or style of doing business.” The district
court disagreed, granting summary judgnent in favor of the
defendant. On appeal, the Third Grcuit affirnmed, hol ding that
the insurer had no duty to defend Frog in the suit by ESCO.  The
Court of Appeals concluded that “Frog’s all eged conduct does not
fall within a reasonabl e insured’ s understandi ng of
‘“m sappropriation of advertising ideas or style of doing
business.’” 1d. at 747. The Court’s analysis dictates the sane
result here.

In analyzing the term “m sappropriation of advertising

ideas,” the Third Crcuit in Frog Switch cited wth approval an

II'linois District Court’s definition of the term “As one court
put it, ‘the broadest reading of m sappropriating advertising
ideas is that the insured wongfully take an idea about the

solicitation of business. ld. at 748 (quoting Wnkel voss

Consultants, Inc. v. Federal Ins. Co., 991 F. Supp. 1024, 1038

(N.D.II'l. 1998)). The Court of Appeals concluded that “to be
covered by the [insurance] policy, allegations of unfair
conpetition or m sappropriation have to involve an adverti sing
i dea, not just a nonadvertising idea that is nade the subject of
advertising.” 1d.

There is no allegation in the underlying action filed
by CH that GMC took any of CHI's marketing, pronotional, or

advertising materials or ideas. CH argued that GVC engaged in
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patent infringenment by creating simlar products or copying
certain patented nethods and | ater advertising those products and
met hods to others. Patent infringenent that is nmade the subject
of advertising is not in and of itself an advertising idea. See

Frog Switch, 193 F. 3d at 748.

Nor does the fact that advertising exposed the alleged
m sappropriation place CH's clains into the category of

“m sappropriation of an advertising idea.” See, e.q., Mcrotec

Research, Inc. v. Nationwide Mit. Ins. Co., 40 F.3d 968, 971 (9"

Cr. 1994); Wnkelvoss, 991F. Supp. at 1034-35; Bank of the West

v. Superior Court, 2 Cal.4th 1254, 1274-75, 10 Cal . Rptr.2d 538,

551-52, 833 P.2d 545, 558-59 (Cal. 1992); Polaris Industries v.

Continental Ins. Co., 539 NNW2d 619, 622 (Mnn. C. App. 1995).

GMC s al l eged patent infringenment and inducenent of
patent infringenent also fail to qualify as a “m sappropriation

of style of doing business.” In Frog Switch, the Third Crcuit

defined a style of doing business as “a plan for interacting with

consuners and getting their business.” Frog Switch, 193 F. 3d at

749-750. See Applied Bolting Tech. Prod. v. United States Fid. &

GQuar. Co., 942 F. Supp. 1029, 1033 (E.D. Pa. 1996)(“[t] he phrase
‘style of doing business’ refers to a conpany’s ‘conprehensive
manner of operating its business.’””), aff’d w thout opinion, 118
F.3d 1574 (3d Gir. 1997).

GMC argues that because CH 's style of doing business
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includes its patented nethods of cutting concrete, any
i nfringenment of those nethod patents constitutes a
m sappropriation. The Court disagrees. CH's patented nethods
of cutting concrete do not serve as a nethod for interacting with
consuners and soliciting their business. CH's conplaint did not
all ege that the nethod patents represented a style of doing
busi ness. CHI's patented nethods of cutting soft concrete using
CH's patented saws constitute a patented product |line and a
patented manner in which to use those products. The nethod
patents do not conprise CH's overall manner of conducting its
busi ness.

This Court’s conclusion that CH 's clains do not
constitute an “advertising injury” is consistent wth nost cases
analyzing the term*®“advertising injury” in the context of patent

infringenment. See generally Onens-Brockway G ass Container, lnc.

V. International Ins. Co., 884 F.Supp. 363, 369 (E.D. Cal. 1995),

aff'd wi thout opinion, 94 F.3d 652 (9'" Cir. 1996); Atlantic, 857

F. Supp. at 429; St. Paul Fire & Marine Ins. Co. v. Advanced

Interventional Sys., Inc., 824 F. Supp. 583, 585-87 (E. D. Va.

1993), aff’'d without opinion, 21 F.3d 424 (4'" Cr. 1994);

Heritage Mut. Ins. Co. v. Advanced Polyner Tech., Inc., 97

F. Supp. 2d 913, 925-31 (S.D. Ind. 2000); CGencor Indus., Inc. v.

Wasau Underwriters Ins. Co., 857 F.Supp. 1560, 1564 (M D. Fla.

1994); Mez Indus., Inc. v. Pacific Nat’|l Ins. Co., 76 Cal.App.4th
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856, 865-72, 90 Cal.Rptr.2d 721, 727-33 (Cal. Ct. App. 1999).

In the factually simlar Mez Indus., Inc. v. Pacific

Nat’'l Ins. Co., Ductmate Industries filed suit against Mz

alleging that Mez directly infringed certain patents as well as

i nduced its custonmers to infringe at |east four of Ductnate’s
patents. Mz sought a declaratory judgnent of indemnity agai nst
its insurer. The insurer attacked the conplaint by denurrer and
the trial court sustained the denurrer wi thout |eave to anmend and
di sm ssed the action. WMz appealed with regard to the inducenent
claim The appeals court affirmed the denial of coverage,
hol di ng that neither direct patent infringenent nor inducenent of
i nfringenment could be reasonably considered a m sappropriation of
advertising ideas or style of doing business. |[d., 76

Cal . App. 4'" at 871-72, 90 Cal.Rptr.2d at 732-33.

GMC seeks to distinguish Mez and ot her cases on the
ground that their interpretations of m sappropriation of
advertising ideas and style of doing business relate only to
product patents. Because the CH conplaint also alleges induced
i nfringenment of a nethod patent, GMC asserts that reliance on the
cited cases is unfounded. The Court disagrees for two reasons.
First, sone court decisions have considered clains involving
net hod or process patents in addition to product patents. See

e.qg., Sinmply Fresh Fruit, Inc. v. Continental Ins. Co., 94 F.3d

1219, 1220-21 (9'" Gir. 1996), cert. denied, 519 U S. 965, 117
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S.C. 388 (1996); Owens-Brockway, 884 F.Supp. at 364; Atlantic,
857 F. Supp. at 426; Gencor, 857 F.Supp. at 1564. These courts
enpl oyed the sane reasoning and relied upon the sane case | aw
when anal yzing infringenent clains dealing with both nethod and
product patents. Second, whether a patent infringenent claim
i nvol ves a net hod or product patent does not change the question
of whether that claimconstitutes a m sappropriation of an
advertising idea or a style of doing business. There is no
anal ytical reason to distinguish between product and net hod
patents.

Lastly, GVC offers the expert report of M. WIIliam
Warfel, a professor of insurance and risk managenent at |ndiana
Uni versity, who opines that the provision of the insurance
contract at issue is anbiguous. The Court will not consider this
expert report. Wether a contract provision is anbiguous is a
question of law for the court. Standard, 503 Pa. at 566, 469
A 2d at 304. Expert testinony that expresses a |egal concl usion

is inproper. See Hygh v. Jacobs, 961 F.2d 359, 363 (2d Gr.

1992); Marx & Co., Inc. v. Diners’ dub, Inc., 550 F.2d 505, 510-

12 (2d Gr.), cert. denied, 434 U S. 861, 98 S.Ct. 188 (1977);

Breezy Point Coop. v. Cigna Prop. & Cas. Co., 868 F. Supp. 33, 36

(E.D.N. Y. 1994); Haberern v. Kaupp Vascul ar Surgeons Ltd. Defined

Benefit Plan & Trust Agreenent, 812 F. Supp. 1376, 1378 (E.D. Pa.

1992). Thus, an expert is prohibited fromoffering his opinion
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as to the legal obligations of parties under a contract. See id.
Al t hough the Court does not reach the second coverage

i ssue — whether there is a causal connection between GV s

advertising activities and CH's alleged injuries, it does note

that courts have generally held that patent infringenent cannot

occur in the course of advertising activities. See Atlantic, 857

F. Supp. at 429; Gencor, 857 F.Supp. at 1564; Mez, 76 Cal . App.4th
at 865-66, 90 Cal.Rptr.2d at 727-28. |Inducenent of patent

i nfringenment, on the other hand, has been held to occur in the
course of advertising activities. See Mez, 76 Cal.App.4th at

867-72, 90 Cal .Rptr.2d at 728-33.

C. Bad Faith d ai ns

The Court will also grant summary judgnment with respect
to the bad faith clainms. Under Pennsylvania |aw, “bad faith
cl ai ms cannot survive a determ nation that there was no duty to
def end, because the court’s determ nation that there was no
potential coverage neans that the insurer had good cause to

refuse to defend.” Frog Switch, 193 F.3d at 751 n.9. Because

this Court has determ ned that there was no coverage, a bad faith

cl ai m cannot survive summary judgnent.

An appropriate order foll ows.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

GREEN MACHI NE CORP. , : ClVIL ACTI ON
Plaintiff, X
V.
ZURI CH AVERI CAN | NSURANCE
GROUP :
Def endant . : No. 99-3048
ORDER
AND NOW this day of August, 2001, upon

consideration of the Defendant's Mdtion for Sunmmary Judgnent
(Docket # 8), the Plaintiff’'s Cross-Mtion for Summary Judgnent
(Docket # 9), the responses and replies thereto, IT IS HEREBY
ORDERED t hat the defendant's notion is GRANTED and the
plaintiff’s notion is DENIED for the reasons stated in a

menor andum of today's date. Judgnent is hereby entered in favor

of the defendant and against the plaintiff.

BY THE COURT:

Mary A. McLaughlin, J.
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