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CALIFORNIA SUPREME COURT MENDS CIRCUIT SPLIT: UIPA IS NOT A SHIELD 
AGAINST PRIVATE UNFAIR COMPETITION LAW CLAIMS 

On August 1, California’s Supreme Court held that insurance policyholders may bring a private cause 
of action under California’s Unfair Competition Law (“UCL”), even if the conduct alleged would also 
violate the state’s Unfair Insurance Practices Act (“UIPA”).  Prior to this ruling, insurance companies 
repeatedly argued (and occasionally convinced lower courts) that the California Supreme Court’s 
1988 decision in Moradi-Shalal v. Fireman’s Fund Insurance, which withdrew recognition of a private 
right of action under the UIPA, also precluded private UCL claims to the extent that their factual 
allegations overlapped with conduct prohibited by the UIPA.  The Supreme Court’s decision in Zhang 
v. Superior Court (August 1, 2013) finally resolved the conflicting case law in favor of policyholders. 

In Zhang, the plaintiff Yanting Zhang sued California Capital Insurance Company after it refused to 
pay for fire damage under her comprehensive general liability policy.  In addition to common law 
causes of action for breach of contract and bad faith, Zhang alleged false advertising and bad faith 
in violation of the UCL.  California Capital moved to dismiss, arguing that Zhang’s UCL claim was 
simply a back-door attempt to reassert a private right of action for conduct prohibited by the UIPA.  
The trial court agreed and dismissed the claim, the appellate court reversed, and the Supreme Court 
affirmed the appellate court without dissent. 

The Supreme Court’s five-member majority opinion rested on the understanding that “[t]he 
legislature did not intend the UIPA to operate as a shield against any civil liability.”  While Moradi-
Shalal prohibits private parties from pursuing claims directly under the UIPA, “when insurers engage 
in conduct that violates both the UIPA and obligations imposed by other statues or the common law, 
a UCL action may lie.”  In other words, insurers cannot escape liability under the UCL simply because 
the conduct at issue violates the UIPA in addition to another independent statute or common law 
doctrine.  In fact, the two-member concurrence penned by Justice Werdegar, while reaching the 
same conclusion, argued that the majority did not go far enough, and that a violation of the UIPA 
should be sufficient foundation for a UCL claim even in the absence of independent statutory or 
common law foundation. 

While Zhang is a significant legal victory for California policyholders, it is critical to recognize its 
limits.  Zhang does not reestablish a private right of action under the UIPA; it merely allows, in some 
circumstances, conduct that violates the UIPA to be litigated by private parties as a violation of the 
UCL.  The practical effect of this distinction is significant.  Under the UCL, remedies available to 
private parties are limited to restitution and injunctive relief, while the UIPA provides for damages.  
Given the UCL’s limited remedies, the most significant outcome of this decision may be, as the 
Supreme Court foreshadowed in a footnote, the possibility of attorney’s fee awards for successful 
UCL actions. (CCP § 1021.5).  While such awards are discretionary, Zhang raises the stakes for 
insurers alleged to have acted in bad faith—putting them at risk of both traditional remedies under 
the common law and the policyholder’s legal fees in the bad faith action by way of the UCL.  
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If you have any questions concerning the material discussed in this client alert, please contact the 
following members of our insurance practice group: 

David Goodwin 415.591.7074 dgoodwin@cov.com 
Ryan Buschell 415.591.7060 rbuschell@cov.com 
 

This information is not intended as legal advice.  Readers should seek specific legal advice before acting with regard to the subjects 
mentioned herein.  

Covington & Burling LLP, an international law firm, provides corporate, litigation and regulatory expertise to enable clients to achieve their 
goals.  This communication is intended to bring relevant developments to our clients and other interested colleagues.  Please send an 
email to unsubscribe@cov.com if you do not wish to receive future emails or electronic alerts.   

© 2013 Covington & Burling LLP, One Front Street, San Francisco, CA 94111-5356.  All rights reserved. 
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