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The United States Court of Appeals for the Fourth Circuit has held that a district court abused its discretion
when it dismissed an insurer's declaratory judgment action to determine coverage under a professional
liability policy. Minn. Lawyers Mut. Ins. Co. v. Antonelli, Terry, Stout & Kraus, LLP, 2009 WL 4506462 (4th Cir.
Dec. 4, 2009). In doing so, the appellate court emphasized that the declaratory judgment proceeding did not
create an unnecessary entanglement with an ongoing state court proceeding, the state court did not have a
strong interest in deciding the coverage issues, and the district court could resolve the coverage issues more
efficiently than the state court.

The insurer issued a professional liability insurance policy to a Virginia law firm. A complaint alleging the law
firm conspired to defraud a client of patents and technology rights was filed against the law firm in Florida
state court. The law firm gave notice of the Florida state court suit to the insurer, and the insurer provided a
defense for the law firm. The insurer then filed a declaratory judgment action in the United States District
Court for the Eastern District of Virginia and requested that the court determine whether the state court lawsuit
was covered by the terms of the policy. The district court dismissed the insurer's declaratory judgment action,
determining that: (1) the merits would be necessarily entangled with fact issues being litigated in the state
court action, (2) the state court had a strong interest in deciding the coverage issue, and (3) the state court
could more efficiently resolve the coverage dispute.

The Fourth Circuit reversed the district court's dismissal of the insurer's declaratory judgment action. The court
held that the declaratory judgment action would not create an unnecessary entanglement with the Florida
state court action because the coverage issue could be decided without finding facts being litigated in state
court. The district court would only need to determine whether the allegations in the state court complaint
were covered by the terms of the policy and would not need to establish any facts being litigated in state
court. Furthermore, the appellate court concluded that the state court did not have a strong interest in the
coverage action and could not decide those issues more efficiently than the district court sitting in Virginia.
The Florida court had a minimal interest in the coverage dispute, according to the Fourth Circuit, because
Virginia, and not Florida, law would be applied. Moreover, the coverage issue was distinct from the fraud
claims alleged in the state court action, and a district court sitting in Virginia could more efficiently resolve an
issue of Virginia law than a Florida state court.
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