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SUMMARY

The Sixth Circuit affirmed summary judgment for Federal Insurance Company in a coverage dispute
involving mold and bacterial contamination at Universal Image Productions’ leased premises.
Applying Michigan law, the court held that Universal had not shown a direct physical loss or damage
because no insured property sustained tangible damage and the premises were not rendered
uninhabitable or substantially unusable.
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PROCEDURAL POSTURE After the district court granted Federal summary judgment in a
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QUESTIONS PRESENTED

1. Whether mold, bacterial contamination, odor, and related operational disruption constituted direct
physical loss or damage to insured property under the property insurance policy.

2. Whether the Evergreen building was rendered uninhabitable or substantially unusable so as to constitute
direct physical loss despite the absence of tangible structural damage.

3. Whether Universal presented a genuine issue of material fact sufficient to preclude summary judgment.

HOLDINGS

1. Universal did not suffer direct physical loss or damage because it presented no evidence of tangible
physical damage to insured property. Cleaning and moving expenses, lost undamaged improvements,
and lost business income were economic losses rather than tangible physical losses.

2. Universal did not establish that the Evergreen building was uninhabitable or substantially unusable
during remediation, and therefore could not establish direct physical loss under that alternative theory.

3. Universal did not establish that odor caused direct physical loss because the odor was localized, did not
persist, and did not damage or require replacement of insured property.

KEY QUOTATIONS

“Universal did not suffer any tangible damage to physical property, nor were the Evergreen premises
rendered uninhabitable or substantially unusable.” (475 F. App'x at 581)

FACTUAL BACKGROUND

Universal operated a television post-production business in leased commercial premises in Southfield, Michigan.
After heavy rain, water intrusion, mold, bacteria, and odor were detected in the building's ductwork and walls,
leading to HVAC shutdown, operational disruption, relocation of operations, and eventual vacatur during
remediation. Experts did not recommend evacuation, did not identify notable airborne contamination requiring
evacuation, and found no damage to Universal's physical property; remediation was completed by December
2002. Universal sought coverage for leasehold improvements, cleaning and moving expenses, lost business
income, and other alleged losses under its property policy.

PROCEDURAL HISTORY

Universal filed suit in Michigan state court in May 2006 after Federal denied its property-insurance claim.
Federal removed the action to the United States District Court for the Eastern District of Michigan based on
diversity jurisdiction. Following discovery, the district court granted Federal's motion for summary judgment,
concluding that Universal had not suffered direct physical loss. The Sixth Circuit affirmed.

DISPOSITION

affirmed
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