
O
n Aug. 20, 2014, summary 
judgment was granted to the 
plaintiff insurance company, 
upholding its denial of cover-
age to indemnify judgments in 

two trademark counterfeiting cases. Unit-
ed States Fidelity & Guarantee v. Ashley 
Reed Trading,—F. Supp. 2d—, 2014 WL 
4160218 (SDNY). The opinion provides 
insight to trademark practitioners about 
insurance coverage and provides infor-
mation about strategies for trademark 
owners’ enforcement efforts.

The Facts

Ashley Reed Trading and its principals, 
Scott and James Ressler, are well-known 
to the trademark counterfeiting bar. They 
have been sued by a number of trade-
mark owners for counterfeiting activities 
(including Gucci,1 Tommy Hilfiger, Polo, 
and Fendi). The United States also sued 
them in a civil action for unlawful impor-
tation of counterfeit goods, and James 
Ressler was a defendant in two criminal 
cases brought in the Northern District 
of Georgia related to the importation of 
counterfeit goods, eventually pleading 
guilty to the charges in one of them.

Fendi’s suit, which commenced in 2006, 
concluded in 2013 with entry of a judg-
ment of treble Ashley Reed’s profits of 
nearly $30 million. Another Fendi suit 
involved Ashley Reed customers, Bur-
lington Coat Factory and Cohoes (col-
lectively BCF), who brought indemnity 
claims against Ashley Reed. That case 

resulted in an additional judgment of 
nearly $250,000 in favor of these retailers 
against Ashley Reed for profits they paid 
in settling with Fendi, as well as attorney 
fees and costs. 

Under three liability insurance poli-
cies for “advertising injury,” Ashley Reed 
sought indemnification from its insurance 
carrier for these judgments. The insur-
ance company then filed a declaratory 
judgment action against both Ashley 
Reed and Fendi seeking a declaration 
of no coverage; Ashley Reed and Fendi 
counterclaimed for coverage. (Burling-
ton Coat Factory intervened as a party 
defendant on the same grounds.)

The district court granted summary 
judgment to the insurer, finding no cov-
erage for any claim.

Legal Principles and Practices

The Ashley Reed decision implicates 
several principles of both insurance 
and trademark law and practice. Under-
standing these principles and how they 
interrelate is helpful in understanding 
the import of the case to practitioners.

Insurance Forms and Language. Most 
businesses carry a commercial general 
liability (CGL) policy. The coverage 
language used is standard across the 
insurance industry, and is drafted by a 

central organization, the Insurance Ser-
vices Office (ISO). While the ISO form 
is used by many insurance companies, 
that form has itself been updated several 
times, notably in 1986 and 1998. (Thus 
older case decisions interpreting older 
form language may not be controlling in 
interpreting later-revised language.) 

The portion that is frequently fought 
over in trademark-related insurance 
cases concerns coverage for “advertis-
ing injury.” The 1998 ISO form, which 
was before the Ashley Reed court (in 
slightly modified form2), defines adver-
tising injury as:

a. oral or written publication of 
material that slanders or libels a 
person or organization or dispar-
ages a person’s or organization’s 
goods, products or services; 
b. oral or written publication of 
material that violates a person’s 
right of privacy; 
c. the use of another’s advertising 
idea in your “advertising”; or
d. infringing upon another’s copy-
right, trade dress or slogan in 
your “advertising.”
Sub-part (c) was asserted by Ashley 

Reed and Fendi as providing coverage, 
a trademark assertedly being an “adver-
tising idea.” (The insurance company 
did not dispute this point.) That sub-
part, notably, contains the limitation “in 
your advertising.” That limitation was 
added by the ISO in 1998, and proved 
to be crucial to the decision.

Duty to Defend vs. Duty to Indemnify. 
Insurance policies generally include 
both coverage for legal costs to defend 
against suits within the policy cover-
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age (duty to defend), and coverage for 
damages payments that may be entered 
against the insured (duty to indemnify). 
It is commonplace law that the duty 
to defend is generally broader than 
the duty to indemnify in both scope 
and interpretation—any claim against 
the insured, no matter how frivolous, 
within the scope of the policy can trig-
ger the duty to defend. More impor-
tantly, in New York (as well as most 
jurisdictions), whether there is a duty 
to defend is determined solely by the 
allegations of the complaint, which 
are read liberally to determine if they 
even possibly implicate coverage. Most 
reported cases are duty-to-defend type 
cases, and unsurprisingly, coverage 
is often found.

Ashley Reed was different because 
the defendants were seeking indemni-
fication for a judgment entered after a 
full-blown determination on the merits. 
In such a situation, the law requires the 
court to scrutinize the basis of the award 
against the insured to determine if it was 
within the scope of coverage. As the 
Ashley Reed court noted, citing to the 
New York Court of Appeals, while “the 
duty to defend is measured against the 
allegations of the pleadings…the duty to 
pay is determined by the actual basis for 
the insured’s liability to a third person.” 
Servidone Const. v. Sec. Ins. of Hartford, 
64 N.Y.2d 419, 424 (1985). 

Trademark Remedies. The third legal 
area involved in the decision is trade-
mark remedies. To those unfamiliar with 
trademark practice, remedies in trade-
mark cases seem almost backwards to 
usual practice. Because trademark law 
has its roots in equity practice, the usual 
remedy in trademark cases is injunctive 
relief. Traditionally, money damages were 
not commonly granted.

Nevertheless, the Trademark Act con-
tains several provisions for monetary 
relief. For ordinary trademark infringe-
ment, Section 35(a) of the act provides 
for a prevailing trademark owner to 
recover “subject to the principles of 
equity…(1) defendant’s profits, (2) 
any damages sustained by the plain-
tiff, and (3) the costs of the action.” 15 
USC 1117(a). As a matter of practicality, 
however, trademark owners rarely seek 

their own damages, because they are 
very difficult to prove. Instead, trade-
mark owners generally seek disgorge-
ment of the defendant’s profits. Some 
courts view that as a rough proxy for 
plaintiff’s damages; others as disgorge-
ment of unjust enrichment. In any event, 
the focus is on the profit the defendant 
made by selling the infringing goods.

Some courts have required a showing 
of willful infringement before they will 
even allow consideration of a profits 
award. The U.S. Court of Appeals for the 
Second Circuit so held in George Basch v. 
Blue Coral, 968 F. 2d 1532 (2d Cir. 1992). 
Other courts, notably the U.S. Court of 
Appeals for the Third Circuit in Banjo 
Buddies v. Renosky, 399 F.3d 168 (3d Cir. 
2005), have held the George Basch hold-
ing was superseded by a 1999 amendment 
to the statute. District courts in the Sec-
ond Circuit are divided about whether 
George Basch is still good law.

The Trademark Act also contains two 
special monetary remedies for counter-
feiting cases. Section 1117(b) provides 
for mandatory treble damages or treble 
profits where the counterfeits were sold 
either knowingly or with willful blind-
ness. Section 1117(c) allows for election 
of statutory damages, up to $200,000 
“per counterfeit mark per type of goods 
or services,” going up to $2 million for 
“willful” infringement.

Ashley Reed Decision

The intersection of these three legal 
areas resulted in the denial of cover-
age. First, the district court noted that 
the basis for Ashley Reed’s liability was 
the sale—not advertising—of counter-
feit goods. Ashley Reed conceded in 
its papers that the sales by it and Burl-
ington Coat Factory were the basis for 
finding violations of the Trademark Act. 
Furthermore, the Fendi complaints con-
tained no allegations concerning adver-
tising (which is somewhat unusual in 

trademark cases). Finally, the monetary 
awards were based on profits made on 
sales of counterfeit Fendi goods—not 
from any advertising.

Defendants argued, however, based on 
prior cases (which, notably were duty-to-
defend cases), that since all trademark 
infringement involves misidentification 
of the source of goods, that perforce 
always involves advertising. In rejecting 
that argument, the district court noted 
the insurance policy language restricting 
coverage to liability that arises from use 
of an advertising idea “in your advertis-
ing.” Ashley Reed’s interpretation would 
render that limitation meaningless. Thus, 
using a counterfeit trademark in the sale 
of goods is not use “in your advertising.”

Other Decisions Compared

At first glance, the Ashley Reed deci-
sion seems to be in conflict with other 
insurance decisions. For example, in Cen-
tury 21 v. Diamond State Ins., 442 F.3d 
79 (2d Cir. 2006), another coverage case 
brought by an Ashley Reed retailer-cus-
tomer, for coverage of a counterfeiting 
suit brought by Gucci, the Second Circuit 
held that Gucci’s complaint allegation 
that Century 21 had been “marketing” 
Gucci counterfeits was sufficient to bring 
the claim within Century 21’s “advertis-
ing injury” policy. But, significantly, that 
was a duty-to-defend case, where the 
Second Circuit “liberally construed” the 
allegations of Gucci’s complaint to find 
them within the scope of Century 21’s 
policy. As noted, Ashley Reed involved 
a duty to indemnify, which operates by 
different parameters.

One case that does seem to be in 
conflict with Ashley Reed is Acuity v. 
Bagadia, 750 N.W.2d 817 (Wis. 2008). 
The Wisconsin Supreme Court held 
that an insurance policy covered an 
award of statutory damages in a sepa-
rate, federal case involving counterfeit 
software. It reasoned that the adver-
tising by the defendant need not have 
been the sole cause of the harm to the 
trademark owner; it was enough that it 
“contributed materially” to the harm. 
Since the advertising of the counterfeit 
goods both added to consumer confu-
sion and promoted sales of the counter-
feit goods, it “materially contributed” to 
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the trademark owner’s harm, and cov-
erage was found. The “materially con-
tributed” standard, however, does not 
seem to have been followed by courts in 
other jurisdictions.

Open Questions

After the Ashley Reed decision, it 
appears that obtaining insurance cover-
age for awards in trademark cases will be 
more difficult. Furthermore, there were 
additional issues the decision raised—
two explicitly, two implicitly—which 
were not resolved.

The insurer raised two additional 
arguments against coverage, which the 
Ashley Reed court declined to reach. 
First, it argued, since the counterfeit-
ing defendants had been found to be 
knowing counterfeiters (which led to the 
mandatory trebling of profits under Sec-
tion 1117(b)), a policy exclusion for pub-
lications of materials “done by or at the 
direction of the insured with knowledge 
of its falsity” applied. Second, the insurer 
argued that the policy’s promise to pay 
“as damages because of…‘advertising 
injury’” did not encompass an award 
of profits. The district court declined 
to reach either argument.

Two other arguments were implicat-
ed by the case. Although not directly 
argued in Ashley Reed, an award of tre-
ble profits in a trademark counterfeit-
ing case constitutes a form of punitive 
damages, which implicates the ex post 
facto clause. See Louis Vuitton v. Spencer 
Handbags, 765 F.2d 966, 971 (2d Cir. 1985) 
(reviewing legislative history of the 1984 
Act which adopted subsection (b), and 
concluding that “it is clear that Congress 
intended [subsection (b)]’s effect to be 
punitive rather than compensatory.”) It 
has long been the law in New York (and 
many other jurisdictions) that there is 
no insurance coverage for punitive dam-
ages. e.g., Soto v. State Farm, 83 N.Y.2d 
718, 722 (1994) (“[O]ur state’s public 
policy clearly precludes indemnification 
for punitive damages.”) 

Another, more subtle argument that the 
Ashley Reed court did not have to deal 
with concerns liability versus remedies. 
In examining the underlying award, that 
court noted three things: (a) Fendi’s com-
plaint did not allege infringement through 

advertising; (b) the basis for liability was 
sales of counterfeit Fendi items, not their 
advertising; (c) the basis of the treble 
profits award was profits gained from 
sales, not advertising. The first of these 
was somewhat unusual; trademark own-
ers often do allege advertising as a form 
of infringement in their complaints. 

But the latter two factors highlight 
another open issue: Does the “advertising 
injury” have to be the causative factor of 
the finding of liability or of the monetary 
remedy imposed? While this distinction 
makes little difference in most cases, it 
looms large in trademark cases. As the 
Ashley Reed court recognized, under 
the Trademark Act, unauthorized use 
of a trademark in either advertising or 
sales that causes confusion gives rise to 
liability. See 15 U.S.C. §1114(1). On the 
other hand, an award of profits will gener-
ally depend upon use of the trademark 
in sales of infringing goods, not their 
advertising. Thus while an infringer can 
be found liable for trademark infringe-
ment for either advertising or sales (or 
both), the remedy of profits is based on 
the infringer’s sales. 

Suppose, as happened in Ashley Reed, 
an infringer engaged in both advertis-
ing and sales of counterfeit goods, was 
found liable, and the court both issued 
an injunction and awarded profits. Even 
if the insurance policy term “damages” 
was held to encompass a disgorgement-
of-profits award, that would still leave 
open the question of whether the profits 
remedy was imposed “because of” adver-
tising injury. If the answer to this question 
is no, then there would almost never be 
duty-to-indemnify coverage in trademark 
cases, since the only monetary rem-

edy trademark plaintiffs almost always 
seek is profits.

Strategy 

Most trademark practitioners include 
allegations of infringement through adver-
tising in their complaint, since most defen-
dants do engage in advertising using 
the mark at issue, and advertising is a 
recognized form of infringement. If the 
defendant has a CGL policy, that will often 
trigger a duty to defend, and insurance 
counsel will become involved. That can be 
advantageous to the trademark owner—it 
is often easier to deal with counsel, and 
insurance companies may be willing to 
contribute to settlement to end litigation.

On the other hand, trademark owners 
should be aware that, in a “big case” that 
they expect to take to trial and seek large 
awards, there is a strong chance that the 
insurer will not have to cover any award. 
Many of the “big cases” involve blatantly 
willful infringers, whose bad faith looms 
large as a reason for an award. Conversely, 
however, bad faith makes insurance cover-
age less likely. So trademark owners should 
not expect an insurance policy to make 
good on large awards in trademark cases.

Fendi’s experience is illustrative of 
the mixed results that can be expected. 
It engaged in over six years of litigation 
against what it (and other luxury brands) 
considered a major thorn in its side. It end-
ed up with a judgment of over $30 million 
against the counterfeiters. That amount 
now appears to be uncollectible from 
either Ashley Reed and its principals, or 
their insurance carrier. Of course, a party 
like Fendi will still have strong reasons to 
pursue a major counterfeiter. But expecta-
tions of actual payment of a large damages 
award should not be one of them.

•••••••••••••••••••••••••••••

1. The authors were counsel for Gucci in two cases involv-
ing Ashley Reed. The Gucci cases are unconnected to the in-
surance case that is the subject of this article.

2. The ISO form uses “advertisement” in subsections (c) 
and (d); the policy in the Ashley Reed case used the term “ad-
vertising.” There does not appear to be any material difference 
between those terms.
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