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AND RELATED COUNTERCLAIMS AND
CROSSCLAIMS.
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National Union Fire Insurance Company of Pittsburg (“National Union”) stwelismiss

N
w

the amended complaint filed by Genesis Insurance Company (“Genesis”) sddhded

N
D

Crossclaim filed by Magma Design Automation, Inc. (“Magma”) pursuant to Ri(l&)(6) of the

N
8y

Federal Rules of Civil Procedure. ECF N#33, 237.Genesis moves for review tfe Clerk’s

N
(o))

taxation ofappellatecosts to National Union. ECF No. 221. Having considered the pleathegs|,

N
~l

briefing, the matters of which the Court may take judicial notice, and the ouahemfjpresented at

N
e’}

thehearingon August 16, 2013, the Court herajrgntsthe motions to dismiss with leave to
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amend, authorizes the parties to take limited discovery, andsdeaimotion for review of taxatio
of costs.
I. BACKGROUND

This action arises out of directors arfticers (“D & O”) liability insurance policies
covering Magmdor two distinct policy periodsWith respect tahefirst period, December 15,
2003 through December 15, 2004 (“the 03-04 PerideKgcutive Risk Indemnity, Inc. (“ERII”)
issued the primary policy (“ERII 03-04 Policy”) and Genesis issued the fiest éxgess policy
(“Genesis Excess Policy”)Am’d Compl. § 10, ECF No. 153. With respect to the second perid
December 15, 2004 through March 30, 2(0@6e 0406 Period”), ERIl again issuebld primary
policy (“ERII 04-06 Policy”) and National Union issued the first layer exgesicy (“National
Union Excess Policy”)ld. 11 1314. The policy limits on each of the ERII policies were $10
million and the policy limits on each of the first éayexcess policiesere$5 million. Id. {1 1014.

Relevant Policy Provisions

The policies issued by ERII, Genesis, and National Uarericlaims made” policies,
meaning that they provide coverage only for claims first made during thg peliod. Am’d
Compl.|1 1614, ECF No. 153Policies,Exs. A-D of Am’d Compl., ECF Nos. 153-1, 153-2.
However, the ERII policiesontain an expressotice of circumstancégrovision statinghat if
during the policy periotlagma(1) becomes aware of circumstasdbat could give rise to a clain
and(2) provides written notice of such circumstances to ERII, any claim subsegasgsitiyg from
those circumstances shall be deemed to have been first made during the piolicinpenich the
written noticeof circumstancefirst was provided to ERII. ERII 03-04 Policy § 15(b), Ex. B to
Am’d Compl., ECF No. 153-1ERII 0406 Policy 8§ 15(b), Ex. C to Am’d Compl., 153-As a
condition precedent to coverage under the notice of circumstances provision, Magmeguired
to provide specific informatioim its written notice to ER]Jlincluding “a description of the Claim,
circumstances, or Securityholder Derivative Demand, the nature of aggdWrongful Acts, the
nature of the alleged or potential damage, the namas aftual or potential claimants, the name
of all actual or potential defendants, and the manner in which such insured firselaagare of the

Claim, circumstances, or Securityholder Derivative Demand.” ERII 03-0dyP®M15(c), Ex. B to
2
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Am’d Compl., ECF No. 153-1; ERII 04-06 Policy § 15(c), Ex. C to Am'd Compl., 153-2. Both
Genesis Excess Policy and the National Union Excess Policy contain “folfow provisions
under which coverage under the excess policies conforms ¢tovkeageprovided under the

primary ERII policies. Genesis Excess Polcl, Ex. A to Am'd Compl., ECF No. 153-1;

National Union Excess Policy § V, Ex. D to Am'd Compl., ECF No. 153-2. Thus the notice of

circumstances provision contained in the ERII policies is incatpdrinto the Genesis Excess
Policy and the National Union Excess Policy.

Synopsys Action

In September 2004, during the 03-04 Period, Magma was sued for patent infringemer
action entitledSynopsys, Inc. v. Magma Design Automation, Incthatadion, Synopsysilleged
that itsformer employee, Lukas van Ginneken (“van Ginneken”) Sgftopsysand cefounded
Magma; that Magma subsequently obtained patents for inventions that van Ginnekendeizkd
and developed while &ynopsysand that thas patents legally belong 8ynopsys Synopsys
Compl. 11 6-12, Ex. A to Req. for Jud. N&GF No.234-1> Magmapromptlynotified ERII and

the

tin

Genesis of th&ynopsysction. Am’d Counterclaim and Crossclaim § 14, ECF No. 154. Althgqugh

the pleadingslo not address the insurers’ response to Magma'’s tender $ytiopsysction,it

appears from the briefing that bdERI1l and Genesis denied coverage for3yaopsysactionand

that Magma did not challenge those deni@seMot. for Rev. of Taxation of Costs at 4, ECF NQq.

221.
Shareholder Litigation
In the summer of 2005, during the 04-06 Period, shareholders brought a securities frg
action and ahareholdederivative action again8fagmaand certain of its directors and officers
(collectively, “shaeholder litigation”). Am’d Counterclaim and Crossclaifnl5, ECF No. 154.

The shareholders allegéeder alia that Magmaits directors, and its officers had failed to disclos

! The Court grants the requests for judicial notice filed by National Union agth#léSeeReqs.
for Jud. Not., ECF Nos. 234, 238, 24Vhose requests seek judicial noticeloEuments filed in thg
present lawsuit and e underlying lawsuits that gave rise to Magma’s insurance claims und
subject policies.“In deciding whetheto dismiss a claim under Fed. Civ. P. 12(b)(6), a court
may look beyond the plaintiff’s complaint to matters of public re€o&haw v. Hahn56 F.3d
1128, 1129 n.1 (9th Cir. 1995) (taking judicial notice of district court’s order).

3
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to the markethatMagmafaced a serious risk of infringing Synopsysitellectual property rights
because certain of Magma’s patersered inventions designed gn Ginnekernwhile he was
employed by Synopsydd. {1 16, 18.Magma notified its insurers of the shareholder litigatitth
19 17, 19. ERII concluded that Magmarior notice of the&Synopsyactionduring the 03-04 Perig
constituted a “notice of circumstances” and that the-fdeat shareholder litigation arose out of
those circumstancedd. I 21. Thus, although the shareholder litigation filed and reported
during the 04-06 Period, ERlleemed tht claimto be first made during the 03-04 Period, &®ril
advanced defense costs for sitrareholder litigatiomnder he ERII 03-04 Policy. Id. 120-21.

Genesiswhich issued the first layer excess pylior the 03-04 Period, slagreedvith
ERII's position Genesigoncludedhatalthough Magma hagiven notice othe Synopsysiction
within the 03-04 Period, that notice did not constitutedice of circumstancessufficient to bring
the laterfiled shareholder litigationwithin the 03-04 Periodld. I 22. Genesis thus denied cover
for the shareholder litigatioon the ground that it was a claim matiging the 04-06 Periodfter
the Genesis Excess Polibgd expired Id.

National Unionwhichissued the first layer excess policy for thed®Period, adopted
ERII's position that theoticeof the Synopsysction constituted “notice of circumstances”
sufficient tobring the shareholder litigation within the 03-04 Peritdl. | 23. National Unon thus
denied coverage for ¢éhshareholder litigatioan the ground that properly wasdeemed a claim
first made during the 03-04 Period, before the NationabkJfixcess Policy was in effedd.

Present Lawsuit

In 2006, Genesis filed the presaetion against Magma, seeking a judicial determinatiol
thatMagma’s notice of th&ynopsysactiondid not constitute “notice of circumstances” sufficien
trigger a risk of coverage for the shareholder litigation under the Genesis Patey. ECF No.1.
Magma filed a counterclaim against Genesis and crossjainst National Unioand ERII?
ECF Nos. 10-11As relevant here, Magma sought a declaratian one of thérst layerexcess

policies covers thehareholder litigationld.

2 Magma later viuntarily dismissed ERII from this actiorSeeECF No. 156.
4
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Settlement of Shareholder Litigation

In November 2007, Magma settled #tareholder litigation Am’d Counterclaim and
Crossclaim 5. ERII contributed its remaining limits under tB&Il 03-04 Policy.Id.  26.
Genesis contributetthe $5 million limits of its excess policynder a reservation of rightéd. T 25.

Judge Ware’s Summary Judgment Ruling and Ninth Circuit’s Reversal

In July 2008, District Judge James Ware (to whom the present casesthassigned)
granted partial summary judgment for iail Union, holding that Magmaisoticeof the Synopsys
actionsatisfied the “notice of circumstances” provision such @eitesisvasat risk for coverage g
thelaterfiled shareholder litigationECF No. 112. The Ninth Circuit reversed, concludireg the
notice of theSynopsysctionthat was providetb Genesislid not trigger coverage for the post-
periodshareholder litigationGenesis Ins. Co. v. Magma Design Automation(‘iGenesis 1),
386 F. App’x 728, 730 (9th Cir. 2010Df particular notethe Ninth Circuit held that “[t]he notice
did not contain any of the specific information called for in Section 15(c) of they@old falls
short of the types of notice we have upheld as sufficiently specific undéarsioiice provisions.”
Id.

Judge Ware’s Ruling on Remandand Ninth Circuit’'s Reversal

On remandGenesis filed the operative amended complaetking to recover the $5

million in policy limits that it paid toward settlement of the shareholder litigation underatitern

theoriesof: (1) restitutionagainstMagma and (2) equitable subrogation against National Unior).

ECF No. 153. In response, Magma filed the operative amended counterclaim and prpssclai

asserting claimfor: (1) declaratory relief against Genesis, (2) detdayaelief against National

Union, (3) breach of contract against National Union, and (4) breach of the implied cowgmast] a

National Union. ECF No. 154.

In December 201@udge Wargranted partial summary judgment for Gendgsigssence

—n

concludirg thatbecause the Ninth Circuit had determined that Genesis was not at risk for coverag

of the diareholder litigationthe shareholder litigation necessarily was covered under the Natig
Union Excess Policy. ECF No. 186. Judge Ware held3kaesis was entitled to recovisr

payment off5 million from National Union under an equitable subrogation thetaty. The Ninth
5
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Circuit again reversedGenesis Ins. Cq*Genesis 1I”) v. Magma Design Automation, In&06 F.
App’x 679, 680(9th Cir. 2013) The Court observed that coverage under the National Union E
Policy was contingent on exhaustion of the primary ERIlI 04-06 Policy, and conthai&enesis
had failed to establisexhaustion given ERII's treatment of the shareholder litigation sesredv
under the ERID3-04Policy. Id. ERII had stated that it would “adjust its records” to reflect
exhaustion of the ERII 04-06 Policytiiere was gudicial determination thahe shareholder
litigation properly was covered under the ERII 04-06 Policy rather than the ERIl 0806y Rd.
However, as of the time of the appeal, there had been no such determitthtidwacordingly, the
appellate court made clear that if Genesis’s claims against National Uniemetatismissed on
other grounds, the district court would be requirettitiermine whether ERII correctly treated th
[Synopsylscomplaint as notice of circumstances that could give rise to a covered claimtsinde
policy.” 1d.

Proceedings Following Remand

On remand, the case was ggaed to the undersigned. Shortly thereafter, National Un
filed a bill of costan this Court seeking $127,607.35appellatecosts: $127,000 in premiunfar
thesupersedeabond posted to secure National Union’s appeal; a $455 filing fee for tice 06
appeal; and a $152.35 fee for the reporter’s transcript of the district court haatimgsummary
judgment motion that resulted in the ruling that was appealed. Bill of Costs, ECF Na.H&lL1.
Clerk of the Court taxed costs to National Union in the full amount requested. ECF N®r220.
March 18, 2013, Genesis filed a motion for review of taxation of costs to National Union. EQ
221. National Union filed opposition and Genesis filed a reply. ECF Nos. 222, 224.

On May 24, 2013heCourt held a case management conferenagigcuss further
proceedings. The Court invited National Union to renew motions to dismiss that had beeth n
by Judge Ware’s last ruling and set those motions for hearing on August 16, 2013. Théheart
stipulated to set the motion for review of taxation of costs on the same date.

[I. MOTIONS TO DISMISS
A motion to dismiss brought under Federal Rule of Civil Procedure 12(b)(6) testgdhe

sufficiency of the plaintiff's claimsNavarro v. Block250 F.3d 729, 732 (9th Cir. 2001). When
6
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determining whether a claim has been stated, the court accepts as true@#aviglttual
allegations and construes them in the light most favorable to the plaiRéiése v. BP Exploration
(Alaska) Inc, 643 F.3d 681, 690 (9th Cir. 2011). However, the court need not “accept as trug
allegations that contradict matters properly subject to judicial notice or Idyitexi “allegations

that are merely conclusory, unwarranted deductions of fact, or unreasonaigle@sg In re

Gilead Scis. Sec. Litigs36 F.3d 1049, 1055 (9th Cir. 2008) (internal quotation marks and citations

omitted). While a complaint need not contain detailed factual allegations, it “muaircsufficient]
factual matter, accepted as true,dtate a claim to relief that is plausible on its facéShcroft v.
Igbal, 556 U.S. 662, 678 (2009) (quotiBegll Atl. Corp. v. Twomb\550 U.S. 544, 570 (2007)). A
claim is facially plausible when it “allows the court to draw the reasonaldeemfehat the
defendant is liable for the misconduct allegett!”

As noted above, Genesis assaiggle claim of equitable subrogation against National
Union. “Subrogation is the insurer’s right to be put in the position of the insured, in ordesver|
from third parties who are legally responsible to the insured for a loss paid ingubher.” Barnes
v. Indep. Auto. Dealers Ass’n of Cal. Health and Welfare Benefit BfaR.3d 1389, 1392 (9th Ci
1995). Thus Genesisay recover its $5 million ipolicy limits from National Uniorunder an
equitable subrogation theory only if Magma would be entitled to such a recdvagma is
entitled to recovery against National Union only if National Union had an obligatiprovide
coverage for the shareholder litigation under the National Union Excess Rdigma asserthat
National Union did have such an obligation and asserts claims ag&msdeclaratory relief,
breach of contract, arfsteach of the implied covenant.

As discussed abovéhe Nirth Circuithas made clear that “[c]overage under National
Union’s policy was contingent on exhaustion of the primary coverage provided by Exdtiskve
Indemnity, Inc. (“ERII”) for the 2004-06 policy periodGenesis 1506 F. App’x at 680National
Union points out that neither Genesis’s amended complaint nor Magma’s amended aionterd
and crossclaim allege exhaustion of the ERII 04-06 Policy. The Court concludes thaeadihgy
are subject to dismissal on this basis.

At the hearing, Genesist®unsel informed the Court that ERHEs reconsidered its initial
7
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coverage position and hadjusted its records to reflect that the shareholder litigation was covg
under theERII 0406 Policyrather than the ERIl 084 Policy as initially determined. National
Union’s counsel expressed the view that ERII lacks the authonhake &bookkeeping”
adjustmenthat might have $5 million impact on another partifter considering the comments
of all counsel, the Court concluded that (a) the pleadings should be amended to reftect rec
developments such as ERII's change of coverage position, and (b) the parties should texlfer
take limited discoverprior to such amendment. The Court requested that the parties submit
briefs as to the apprdptescope of such discovery.

Havingreviewed the joinbrief submitted by Genesis and Magma andhthef submitted by
National Union, the Court concludes that discovery should be limited to the issue of wihetber
was a material difference betweéie inotice of th&ynopsysaction providedo Genesiswhich the
Ninth Circuit has found to be inadequate to constitute a notice of circumstances, andéhefnot
the Synopsysction provided to ERII. The Court will adopt the proposal of Genesis and &agr
permittingNational Union to conduct one deposition of ERIl and one deposition of Magma’s
broker, Rian Jorgensen. National Union also may conduct limited document discovery focug
the notice provided to Genesis, the notice provided to ERII, anthaterial differences between
the two. Discovery otherwisshallremainstayed®

Although the Court ordinarily would not grant additional time to amend the pleadings
pending completion of discovery, the Court concludes that it makes sense to dasoasdlyiver
the case’sinique factual and procedural history. The Court requests that Genesis and Magn
include as much factual specificity as possible in their amended pleadiiigstidl complying
with Rule 8(a) of the Federal Rules of Civil Procetd(requiring “a short and plain statement” of
each claim for relief).

[ll. MOTION FOR REVIEW OF TAXATION OF COSTS

Taxation of costs in the district court is governed by Federal Rule of AgpBliatedure 39

3 Given the Court’s conclusions regarding the necessity for limited discoverylasebsient
amendment of the pleadings, the Court will not at this time adtiresglditional arguments
presentedn National Union’s motions to dismiss. National Union may reafisese argumenist
a later date if necessary.

8
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which provides in relevant part as follows:

(a) Against Whom Assessedrhe following rules apply unless the law provides or
the court orders otherwise:

(1) if an appeal is dismissed, costs are taxed against the appellant, unless the
parties agree otherwise;

(2) if a judgment is affirmed, costseataxed against the appellant;
(3) if a judgment is reversed, costs are taxed against the appellee

(4) if a judgment is affirmed in part, reversed in part, modified, or vacated, cost
are taxed only as the court orders.

Fed. R. App. P. 39(a) (bold original; italicsadded). In the present case, the judgment in favor

Genesis and against National Union was rever§aghesis || 506 F. App’x at 680. There is no
dispute that the categories of costs taxed to National Union — bond premiums, &langdfe
reporter’s fee- are taxable.SeeFed. R. App. P. 39(e). Accordingly, National Union is entitled

the subject costsnless this Court orders otherwise.

Genesis contends that the Court should order otherwise, or at least should debder dxat

the subject costs, arguing that National Union obtained only a partial victory on. appeaCourt
notes that this case does not fall within Rule 39(a)(4), which provides that if a juidgraéfirmed
in part, reversed in part, modified, or vacated, costs are taxed only as ordereddaythd his
case falls squarely within Rule 39(a)(3), which provides that when judgmewneised -as it was
here— costs “are taxed” against the appellee. While conceding (as it must) thataNbton
obtained aeversal of the judgment against it, Genesis argues that the Ninth '€irej@tion of
one of National Union’s substantive arguments provides a basis for denying Nalwomthe
appellate costs to which it otherwise would be entitled. The casentipom Genesis reliegxxon
Valdez v. Exxon Mohib68 F.3d 1077 (9th Cir. 2009), is inappositExxon Valdeaddressed the
propriety of awarding costs to the prevailing partyem@ule 39(a}®) when a punitive damages
award was upheld but substantiakluced.Id. at 1081.The case provides no support for denyi
costs to a prevailing party under Rule 3%a)(

Genesis also argues that National Union’s victory on appeal will belsteatt-as Genesis

expects to prevail on its subrogatidaim on emand. However, a prevailing party’s entitlement |
9
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taxed costs does not depend onuhienate outcome of the case on remasee Ninilchick
Traditional Council v. United State227 F.3d 1186, 1196 (9th Cir. 200@ppellant’s entitlement {o
costs on appeal is not dependent upon the outcome of subsequent procddyimgs);
Semiconductor, Inc. v. Rambus Ifdo. C-00-20905-RMW, 2012 WL 95417, at *3-4 (Jan. 11,
2012) (same).

Finally, Genesis urges the Court to deny costs based upon equitable considergtiors, g
that Genesis unlike National Union — put the insured’s interests ahead of its Gwemesis also
asserts thatlational Union obtained th&upersedeabond from aother subsidiary of its National
Union’s parentompany, and that as a resu#itional Union’s parent company will obtain a

“windfall” if the bond premiums are taxed. Genesis does not cite any authority supporting it

\"2

equitable argument, nor does it demonstrate that National Union did not actuaihe fond
premiums taa separatajistinct entity.

Accordingly, the Court concludes that Genesis has failed to establish groundsémraca
deferthe Clerk’s taxation of costa this case.

IV. ORDER

Good cause therefor appearing,

(1) National Union’s motions to dismiss are GRAND®/ITH LEAVE TO AMEND;

(2) National Union is granted ninety (90) days to conduct limited discovery, agddsc

herein;

(3) Genesis and Magma may defer amending their pleadings pending completich of S

limited discoveryand

(4) Genesis’s motion for review of taxation of costs to National Union is DENIED

Dated Decembeb, 2013 &Q_ﬁ%
EDWARD J. D A

United States District Judge
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