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Advertising Injury
Insurance

Advertising is ubiquitous in US
culture. The recent high tech “rev-
olution” has substantially multi-
plied the number and types of ads.
TV bombards us all with dotcom
ads, and commercial modes of
accessing the Internet are full of
ads. The character of advertising
has also changed. In the 1950s, it
was uncivil, if not uncivilized, to
refer to a competitor. Now it’s
done all the time—sometimes not
only explicitly but acidly.

Liability insurers responded
with coverage for “advertising
injury.” Initially, this coverage
included “piracy.” A number of
courts held, however, that the
concept of “piracy” might include
patent infringement, trade secret
misappropriation, and various
types of unjust enrichment.
Piracy coverage disappeared from
policy forms.

Insurance coverage is now pro-
vided for various offenses com-
mitted in the course of an
insureds advertising its goods,
products, or services. The word
“offenses” refers to various types
of torts, and these include
infringement of copyright, title,
or slogan; misappropriation of
advertising ideas; misappropria-
tion of a style of doing business;
publications invading a person’s
right of privacy; and defamation
of a person, products, or services.

Obviously, if an advertisement
mischaracterizes a competing
product in a defamatory way and
causes the loss of sales, that would
be a covered injury, excluded only
if the falsehood were consciously
willed by the offending party. Sim-
ilarly, if an advertiserment involves
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a picture or a statement about a
person violating the person’s right
of privacy, that would be a covered
injury. The statement or picture
must actually be used in an adver-
tisement. (Organizations probably
do not have a right of privacy, and
if they did it would not be covered
by an insurance policy.)

Several years ago, one restau-
rant wrongfully appropriated
another’s style of doing business.
The second restaurant uniformly
painted its restaurant exteriors an
exotic color. When the first restau-
rant did so as well, it triggered a
lawsuit. There was some coverage
for the injury.

Similarly, misappropriation of
advertising ideas occurs when one
advertisement too closely resem-
bles another. Parodies and satires
do not result in an award of dam-
ages, but they might trigger a
defense under advertising liability
coverage. {In most states, an
insurers duty to defend is trig-
gered by what is said in the plead-
ings and not by what is true.)

There is coverage for copyright
infringement, if that offense
occurs in the context of advertis-
ing. The same is true when the
name of one company infringes
on the name of another (say, if
two companies were both named
“Touch of Class”}, or when one
company tries to utilize another’s
slogan or a too-close variation
{consider, “You're in great hands
with State Farm”). Sometimes, a
title and a slogan are the same, as
when the name of a company is
actually a descriptive phrase
(such as “Coyole Ugly” for a bar
or “Magnificat” for a store for
feline pets).

Coverage for advertising injury
is quite narrow, and it is not gen-

eral coverage for business tort liti-
gation. This is true for a number
of reasons.

First, not every promotional
activity undertaken on behalf of a
business constitutes advertising, Tt
must be devoted to selling goods
or services. Not all publicity is
advertising.

Second, although copyright
infringement may be covered,
patent infringement seldom is.
Advertisemnents are not patentable
and therefore cannot constitute
the object of patent infringement.
Advertising a good that infringes
on the patent of another good
does not constitute advertising
infury. Sometimes, however, an
advertisement does the copyright
infringing.Similarly, merely adver-
tising a product that infringeson a
tradernark is not covered.

Third, to be covered as an adver-
tising injury, damages must result
from the advertising activity.
Damages from patent infringe-
ment, however, generally result
from the use of a object or techno-
system, and not from iis mere
advertising. Hence, coverage is
not likely for patent infringement
under the current version of cov-
erage for advertising injury. (The-
oretically, patent infringement can
result from an offer to sell, and
some commentators feel this fact
might sometimes trigger advertis-
ing liability coverage. That is mere
speculation, however, but it raises
an interesting pleading point.)

Fourth, neither trade dress
infringement nor service mark
infringement outside the context
of advertising is covered. Both,
however, are covered if they occur
within the context of advertising.

Fifth, the misappropriation of
trade secrets is almost never a
form of advertising injury. If
something is advertised, it cannot
be a trade secret; it is of the
essence of trade secrets to be
secret. A product may be adver-
tised, and the product may
include a trade secret—a fact
which may be advertised. The
frade secret, however, will not be
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advertised, precisely because it
must be kept secret.

Sixth, illicitly developing a prod-
uct is not advertising Injury.
Advertising an illicitly developed
product isn't either. In order for
there to be coverage, the advertis-
ing activity—-as opposed to the
product—must be the source of
damages.

Seventh, the tort of trade secrei
misappropriation almost never
can be characterized as misappro-
priating a style of doing business
or misappropriating advertising
ideas. Trade secrets are secrei; a
style of doing business is quite
public, as are advertising ideas.
This claim about advertising ideas
is true whether the ideas are
apparent from the face of the

advertisement or whether they are
ideas about where to place adver-
tisements. In either situation,
these matters are public.

A number of lawyers who repre-
sent businesses keep hoping that
coverage for advertising injury
can be expanded to cover
whichever tort is alleged against
their clients. Generally, this will
not be reality. Perhaps insureds do
have something to complain
about. Perhaps this coverage is s0
narrow that is not really very help-
ful. That is not a matter for the
courts, however, for the coverage
is not illusory. It is a matter for the
market.

Really adventuresome business
litigators representing defendants
try to prevail on lawyers repre-

senting plaintiff businesses to
recast pleadings so as to trigger a
duty to defend under the advertis-
ing injury coverage. Is there any-
thing wrong with this conduct?
Many lawyers are queasy about
this approach. Some even think it
may be tortious interference or a
violation of federal Rule 11 type
norms. So the practical question
is: How good are your nerves?

Michael Sean Quiinn is a shave-
holder with Sheinfeld, Maley &
Kay in Austin, TX. He is a Visit-
ing Professor of Law at the Uni-
versity of Texas at Austin. He is
the current Chair of the Insur-
ance Section, State Bar of Texas
(2000-2001).

Premium and
Promotional Rights

This column is part of a series
exploring various aspects of mer-
chandising license agreements as
viewed from the licensee’s perspec-
tive. This installment examines pre-
mium and promotional rights as
they relate to a typical merchandis-
ing license arrangement.

The standard product rights
granted to a licensee under a mer-
chandising license agreement typ-
ically encompass the types of
products that can be manufac-
tured and the retail channels of
distribution in which the licensee
may sell. Premium and promo-
tional use of the licensed products
is considered to be outside of the
scope of rights granted by the
agreement and is usually specifi-
cally excluded.

Definition

Basically, premium or promo-
tional use means that the licensed
product is being used or sold in a
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manner that promotes the sale of
another; nonlicensed product or
service. Examples are giving away
a licensed character figurine with
the purchase of a kids meal at a
fast food outlet, or giving away, or
selling at a bargain price, a
NASCAR racing car model with
the purchase of an oil change.
Another example might be selling
a licensed character stuffed doll
prepackaged with a container of
jellybeans that the stuffed doll is
holding.

In years past, licensees argued
that they should only pay the
licensor the standard royalty rate
based on their sale of the licensed
product to the fast food chain,
auto shop, or candy repackager.
However, licensors soon recog-
nized that this did not compen-
sate them for the value added by
the promotional use of the
licensed character. The fast food
chains sold far more kids meals
than usual as a result of the “free”
figurines, and the addition of the

stuffed doll allowed the candy
repackager to sell those generic
jelly beans at a much higher price
and greater profit than would
have been possible without the
licensed character holding that
container of jellybeans.

As a result, licensors have typi-
cally included provisions in their
license agreements that prohibit
the licensee from making sales to
customers who will then utilize
the products for premium or pro-
motional use, unless the licensor’s
written permission is obtained in
advance of such sale. The primary
underlying purpose for this prior
licensor approval is to allow the
licensor to require the third-party
customer to enter into a promo-
tional license agreement with the
licensor. The licensor will thus be
in a position to obtain a royalty on
that promotional customer’s sub-
sequent sale or use of the licensed
product.

Double Royalty

The issue that the original
licensee should keep in mind in
this scenario is whether or not the
licensor will be entitled to a “dou-
ble” royalty. In other words, will
the original licensee pay a royalty
to the licensor on the sale to the
promotional customer, and then
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