IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

EMERGENCY CARE RESEARCH ) ClVIL ACTI ON
| NSTI TUTE )
V.
GUI DANT CORPORATI ON, et al. : NO. 06-1898
VEMORANDUM
Bartle, C. J. Decenber 5, 2006

Plaintiff Energency Care Research Institute ("ECRI"), a
non-profit health services research agency, instituted this
di versity action seeking a declaratory judgnent that it may
continue to acquire and publish certain information it receives
fromhospitals regarding the prices they pay for nedical devices
made and sol d by defendants CGui dant Corporation, Guidant Sal es
Corporation ("GSC'), and Cardi ac Pacemakers, Inc. ("CPI")
(collectively, "Guidant"). ECRlI also seeks a declaration that it
has not tortiously interfered with any of QGuidant's sales
contracts with hospitals and other health care providers.

In its answer to ECRI's conpl aint, Guidant raises two
counterclainms. It first asserts that ECRI has tortiously
interfered with the contracts between Guidant and its customers.
Gui dant al so brings a clai munder the Pennsylvania Uniform Trade
Secrets Act ("PUTSA"), 12 Pa. Cons. Stat. Ann. 8 5301, et seq.,
all eging that ECRI has m sappropriated its trade secrets by

obtai ning confidential pricing information from hospitals.



Now before the court are: (1) the notion of ECRI for
partial summary judgnent on CGuidant's counterclai munder PUTSA;
(2) the notion of Guidant for |leave to anend its answer and
counterclains; and (3) the notion of ECRI for |leave to anend its
reply and affirmati ve defenses to Guidant's counterclai ns.

l.

Summary judgnent is appropriate only where there is no

genui ne i ssue of material fact and the noving party is entitled

to judgnment as a matter of law. Celotex Corp. v. Catrett, 477

U S 317, 323 (1986); see Fed. R Cv. P. 56(c). A dispute is
genuine if the evidence is such that a reasonable jury could

return a verdict for the non-noving party. Anderson v. Liberty

Lobby, Inc., 477 U S. 242, 254 (1986). After review ng the

evi dence, the court nmke all reasonable inferences fromthe

evidence in the light nost favorable to the non-novant. |In re

Flat dass Antitrust Litig., 385 F.3d 350, 357 (3d Gr. 2004).
1.

The followi ng facts are either undisputed or viewed in
the light nost favorable to the Guidant, the non-novant.

Gui dant manuf actures cardi ac rhyt hm nmanagenent devi ces
("CRM5"), including pacenmakers and defibrillators, that it sells
i n Pennsyl vani a and t hroughout the United States. Quidant
negoti ates individualized sales contracts with each of its
hospital and heal thcare custoners, such that different custoners
pay different prices for the sane CRM Qui dant uses what it

calls a strategic pricing systemwhich anal yzes a variety of
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factors to determne the price point at which a particular CRM
will be sold to a particular custonmer. Cuidant regards and
treats its pricing analysis and the resultant contract prices as
trade secrets, and all Guidant sales contracts include a
confidentiality provision prohibiting its CRMs custoners from

di sclosing the ternms of their respective contracts.

Since 1996, ECRI has provided a service called
"PriceCuide,"” which consists of a searchabl e database of the
average and | owest prices paid for a wi de range of different
medi cal products throughout the country. Approximtely 400
different hospitals, health systens, manufacturers, and
gover nment agenci es, anong ot hers, subscribe to PriceCuide.
These subscribers pay for the right to search the database and
obtain information about what prices are being charged to other
purchasers of the sane and conpeting itens. Sone Qui dant
custoners have furnished ECRI with specific purchase price
i nformation which ECRI has included in the PriceCui de dat abase.
The availability on PriceGuide of price information about these
CPl -manufactured CRMs is at the center of the dispute between the
parties.

GQui dant first |earned about ECRI's publication of
Gui dant contract prices in PriceCGuide in May 2004. Cui dant
pronptly sent a cease-and-desist letter to ECRI regarding the
price informati on ECRI disclosed on its website. Prelimnary
negoti ati ons between the parties to resolve the disputed

publication of Guidant prices were not successful.

-3-



At around that sane time, CPl and GSC, two of the three
defendants here, filed suit in the United States District Court
for the District of Mnnesota agai nst Aspen Heal thcare Metrics

("Aspen”). See Cardiac Pacenmakers, Inc. & Guidant Sales Corp. v.

Aspen Il Holding Co., Cv. A No. 04-4048 ("Aspen" case). CP
and GSC al |l eged that Aspen, a healthcare consulting firm
unrelated to ECRI, was coll ecting non-public pricing information
fromexisting Guidant contracts that it then used to assist its
own clients in negotiating nore favorable terns with Guidant for
future CRM contracts. CPl and GSC asserted four causes of action
agai nst Aspen: (1) tortious interference with confidentiality
agreenents; (2) tortious interference with contracts; (3)
tortious interference with prospective contractual relations; and
(4) msappropriation of trade secrets.

Wil e the Aspen action was pendi ng, discussions between
ECRI and CGuidant continued, and Cuidant's counsel sent ECRI a
second cease-and-desist letter in Novenber 2005. Shortly
thereafter, in February 2006, the District Court hearing the
Aspen case granted partial summary judgnent in favor of CPlI and
GSC on the issue of whether Aspen tortiously interfered with

CPl's and GSC s confidentiality agreenments. See Cardiac

Pacenakers, Inc. v. Aspen Il Holding Co., 413 F. Supp. 2d 1016

(D. Mnn. 2006). The court determ ned that Aspen had
intentionally procured the breach of these confidentiality
agreenents and that Aspen failed to sustain its burden of

asserting any valid legal justification for such conduct. 1d. at
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1024-26. I n May 2006, Aspen, CPlI and GSC apparently reached a
settlenent of the |awsuit.

In the neantinme, in March 2006, Cuidant sent ECRI a
copy of the February 2006 Aspen opinion along with a repeated
cease-and-desi st demand. It does not appear the parties engaged
in any further negotiations prior to the filing of ECRI's
conplaint in this court on May 4, 2006.

L1l

ECRI first asserts that the court should grant summary
j udgnment on Guidant's counterclai munder PUTSA on the ground that
Qui dant shoul d be judicially estopped from prosecuting its trade
secrets clai munder PUTSA. ECR bases this contention on
statenents made by Guidant during the Aspen litigation in the
United States District Court in Mnnesota. |In its nenorandumin
opposition to Aspen's notion for summary judgnent, QGuidant
asserted trade secret protection for three aspects of its
pricing: (1) its strategic pricing process; (2) its contracts;
and (3) each hospital's price and contract ternms. Quidant's Mem
in Opp'n to Aspen's Mot. for Summ J. at 7. Cuidant also stated
that "two types of limted pricing information are not included
in the trade secrets claimat issue here: 1) discrete price
points paid by a particular hospital for CRM devices; and 2)
average sales prices of Guidant's CRM devices across nultiple
hospitals.” 1d. at 7-8. ECRI now clains that because discrete
prices and average prices are the only types of price information

it receives and publishes, Guidant should be bound by the
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definition it used in the Aspen litigation and judicially
estopped frompursuing its m sappropriation of trade secrets
cl ai m agai nst ECRI.

The doctrine of judicial estoppel exists to protect the

integrity of the judicial process. New Hanpshire v. Miine, 532

US. 742, 750 (2001) (citation omtted). It "prevents a party
fromasserting a claimin a | egal proceeding that is inconsistent
with a claimtaken by that party in a previous proceeding."” |d.
(quoting 18 C. Wight, A MIller & E. Cooper, Federal Practice
and Procedure 8§ 4477, p. 782 (1981)). The Suprene Court has
articulated the factors a | ower court shoul d consider when
deci di ng whether to apply the doctrine:

First, a party's later position nust be

clearly inconsistent with its earlier

position. Second, courts regularly inquire

whet her the party has succeeded i n persuadi ng

a court to accept that party's earlier

position, so that judicial acceptance of an

I nconsi stent position in a |ater proceeding

woul d create the perception that either the

first or the second court was msled. ... A

third consideration is whether the party

seeking to assert an inconsistent position

woul d derive an unfair advantage or inpose an

unfair detrinment on the opposing party if not

est opped.
Id. at 750-51 (internal citations and quotation marks omtted).
Qur Court of Appeals has |imted the application of the doctrine
to those circunstances of intentional wongdoing. It has
expl ai ned that "[judicial estoppel] is designed to prevent
litigants fromplaying fast and | oose with the courts. ... [T]he

doctrine will not apply where inconsistent positions are asserted



in good faith ... [or] unless intentional self-contradiction is

used as a neans of obtaining unfair advantage.” [In re Chanbers

Devel opnent Co., 148 F.3d 214, 229 (3d Cr. 1998).

We believe that the key factor in this case is the

second one enunerated by the Suprene Court in New Hanpshire. The
Aspen court never held that the prices obtained from Gui dant were
anyt hing other than trade secrets. |In fact, the definition of
trade secrets that the court used included each hospital's price
and contract terns. |d. at 1020. |If anything, it conforms to
Quidant's clains here — that ECRI has m sappropriated hospital

pur chasi ng records which, like the hospitals' contracts, contain
i nformati on about the purchasing hospital and the hospital's

pur chasi ng vol unme, vendor usage and product m x. Although the
Aspen court accepted Guidant's position that "two types of
l[imted pricing information are not included in the trade secrets

claimat issue here,” this in no way constitutes a finding that
that information was not protected as a trade secret. Aspen, 413
F. Supp. 2d at 1020. The Aspen court made no finding that would
support the invocation of judicial estoppel here.

In addition, the other two factors articulated by the
Suprene Court suggest that the application of judicial estoppel
woul d be inappropriate in this case. W do not see any way that
Quidant's position in this litigation will cause it to gain an
unfair advantage or inpose an unfair detrinent on ECRI. Nor does

it seemthat Guidant's positions are clearly and inconpatibly

i nconsi stent with each other.



In sum judicial estoppel does not bar Guidant's PUTSA

count ercl ai m
| V.

ECRI al so seeks partial summary judgnment on the ground
that PUTSA, by its express terns, does not apply to the conduct
at issue because the conduct began |long before the effective date
of the statute. The Pennsylvania General Assenbly provided that
PUTSA "shall not apply to mi sappropriation occurring prior to the
effective date of this act, including a continuing
m sappropriation that began prior to the effective date of this
act and which continues to occur after the effective date of this
act." 2004 Pa. Laws 14 § 4. The Act became effective on
April 19, 2004, sixty days after it was enacted. |d. at 8§ 5.

ECRI asserts that it began collecting price and ot her
information fromhospitals for the PriceCui de database as early
as 1996. It urges the court to viewthe entire course of its
information collection fromhospitals as one uninterrupted chain
of activity. |If ECRI's conduct is characterized as a continuing
m sappropriation, QGuidant's PUTSA counterclai mwould be barred.?

ECRI anal ogi zes its conduct to a series of tortious
acts which are treated as a single, continuing tort. In such
cases, it is the cunmulative effect that is actionable rather than

each individual incident of wongful conduct. E.g. Roemm ch v.

1. Although ECRI asserts that its conduct anobunts to a single
action and thus would not be actionable under PUTSA, it does not
concede that its acquisition of pricing and other information
from hospitals constitutes m sappropriation.
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Eagle Eye Dev., LLC, 386 F. Supp. 2d 1089 (D.N. D. 2005); Chudzik

v. Wl mngton, 809 F. Supp. 1142 (D.Del. 1992). Cuidant counters

that ECRI's actions do not constitute a continuing
m sappropriation and that ECRI commts a new m sappropriation of
trade secrets each tine it acquires confidential CRM pricing
information froma hospital. Thus, according to Guidant, ECR
has comm tted acti onabl e m sappropriations of Guidant trade
secrets on or after the effective date of PUTSA

The term "continuing m sappropriation” under PUTSA is
not defined in the statute or, as far as we know, by any
appel l ate decision in Pennsylvania. The California Suprene
Court, in a discussion of a simlar statute, described a
continuing m sappropriation as: "[T]he continuing use or
di sclosure of a trade secret after that secret was acquired by

i nproper neans ... ." Cadence Design Systens, Inc. v. AvantA

Corp., 29 Cal.4th 215, 222 (Cal. 2002). Thus, to commt a
continuing m sappropriation, a party nmust wongfully

m sappropriate a single trade secret and then proceed to utilize
that same inproperly obtained information over and over again.
This is the fact pattern of each case ECRI cites. See, e.

Doebl ers' Pennsyl vani a Hybrids, Inc. v. Doebler, 442 F.3d 812,

829 n. 20 (3d G r. 2006); BP Chemi cals Ltd. v. Jiangsu Sopo Corp.

429 F. Supp. 2d 1179 (E.D. M. 2006).
In Jiangsu, for exanple, the plaintiff alleged that the
def endant copi ed the specifications for a chem cal plant the

plaintiff had designed to manufacture a type of acid through a
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special, licensed process. After the defendant built a plant for
itself, it sold the plant design to other conpanies. The court
concl uded that regardl ess of whether defendants had built one or
twenty plants with use of the trade secrets, all of the

di scl osures stemmed fromthe one single m sappropriation of the
technol ogy and constituted a single claimunder the M ssour

Uni form Trade Secrets Act.

The facts presented here, however, do not fit this
pattern. ECRI is obtaining different bits of information froma
variety of hospitals at different tinmes. It is this nedley that
is contained in the PriceCGuide, and it is ever changing. Since
different trade secrets and conbi nations of trade secrets are
bei ng obtai ned and di scl osed, each event is separate so as to
constitute an independent m sappropriation.

Because each of ECRI's m sappropriations consists of a
di screte act, rather than the continued use of the sane
information, we will deny ECRI's notion for partial summary
judgment. We will permit Guidant to pursue its counterclaim
under PUTSA to the extent that any m sappropriation occurred on
or after April 19, 2004, the effective date of the Act.

V.

In addition to ECRI's notion for partial sunmmary
j udgnment, two other notions remain pending before the court: (1)
the notion of Cuidant for |leave to anend its answer and
counterclains; and (2) the notion of ECRI for |leave to anend its

reply and affirmati ve defenses to countercl ai ns.
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The lawsuit is in a very early stage. No party will be
prejudi ced by any anmendnent. Under the circunmstances |eave to
anend should be granted liberally. Fed. R Cv. P. 15(a); Bensel
v. Allied Pilots Ass'n, 387 F.3d 298, 310 (3d Cr. 2004), cert.

deni ed 554 U.S. 1018 (2005). We will grant Guidant's notion to
anend its answer to include a counterclaimfor trade secret
m sappropriation under the conmon law, and we will grant ECRI's

notion for leave to anmend its reply and affirmative defenses.
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

EMERGENCY CARE RESEARCH ) ClVIL ACTI ON
| NSTI TUTE )
V.
GUI DANT CORPORATI ON, et al. : NO. 06-1898
ORDER

AND NOW this 5th day of Decenber, 2006, for the
reasons set forth in the foregoing nmenorandum it is hereby
ORDERED t hat :

(1) the notion of Energency Care Research Institute
("ECRI") for partial sumrmary judgnent on the counterclai m of
Qui dant Corporation, Guidant Sal es Corporation, and Cardiac
Pacenmakers, Inc. (collectively, "Guidant") under the Pennsylvani a
Uni form Trade Secrets Act is DENIED as to any acts of
m sappropriation occurring on or after April 19, 2004, and is
ot herwi se GRANTED,

(2) the notion of Guidant for |eave to anmend its
answer and counterclains is GRANTED. Quidant, within 10 days of
this Order, shall file and serve its anmended answer and
counterclaim and

(3) the notion of ECRI for leave to anend its reply
and affirmative defenses to Guidant's counterclainms is GRANTED

ECRI, within 10 days after Guidant files and serves its anended



answer and counterclains, shall file and serve its anmended reply
and affirmative defenses.

BY THE COURT:

[s/ Harvey Bartle III

C. J.



