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INTHE UNITED STATESDISTRICT COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

UNITED STATESOF AMERICA exrel.
LORRAINE NOTORFRANSESCO

Plaintiff-Rdator,

CIVIL ACTION
V.
NO. 09-1703
SURGICAL MONITORING ASSOC,,
INC. AND SPECIALTYCARE, INC., et al.
Defendants.
MEMORANDUM
TUCKER, C.J. December 12, 2014

Defendant/Counterclaimant Surgical Monitoring Associates, LLC (“3MAings claims
against Relato@ounter-defendant Lorraine Notorfransesco for breach of contract, implied
contract, and promissory estoppel on the basis of Notorfransesco’s allegesutés of
confidential SMA materials. Notorfransesco moved to dismiss SMA’s cousitesclinder
Feder&Rule of Civil Procedure (“Rule”) 12(b)(6). For the following reasons, Notosiaco’s
motion will be DENIED.

. FACTUAL AND PROCEDURAL BACKGROUND

From 2006 to 2008, Notorfransesco was an SMA employee. She worked as a Billing and
Collections Specialist and, after a promotion, as a Billing Manager.’§[@xduntercl. 4, Doc.
53.) On June 5, 2008, Notorfransesco entered into a written confidentiality agreernent wit
SMA. (Id. 1 6) The agreement stated, “Employee shall hold all such confidential or proprietar
information in the strictest confidence and not disclose it to any person oranigg it except
as necessary in carrying out employees [sic] work for Corporation.” g§3@blntercl. Ex. A.,

Doc. 53-2.) In defining “ConfidentialProtected Health Information,” the agreement
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enumerated various items of information, including names, any dates exaepelhone
numbers, medical record numbers, and account numbdrs.The agreement also defined
“Confidential — Business Information” as “[ijnformation that must be protefrten access by
anyone other than those specifically authorized to have access based uprkmeadto
perform one’s job.”Id.) Finally, “Private Information” was defined as “[ijnformation that is
internal to the organization which is available to workforce members within theizagan.”
(Id.) One example of “Private Information” was “client listsIt.}

On June 19, 2008, Notorfransesco also executed a “Receipt of Employee Handbook and
EmploymentAt-Will Statement” acknowledging that she agreed “that it is [her] responsibility to
read the Employee Handbook and to abide by all the rules, policies and standards set forth b
[SMA].” (Def.’s Countercl. Ex. B, Doc. 53-3.) The Employee Handbook included, in a section
titled “Standards of Conduct / Ethics,” the policy that “[e]mployees shall gratetmaintain
the confidentiality of private information pertaining to the company and ipgogres.” (d.)

SMA alleges that at some time during Notorfransesco’s employ, she reéfnone
SMA'’s premises a variety of confidential information for purposes not in connedtio@mfor
the benefit of SMA’s business. (Def.’s Countercl. 1 9.) On December 1, 2008, Not@t@nse
allegedly contacted Mr. Brian Lux, an employee of SMA, and indicated her ontentdisclose
confidential information to SMA’s direct competitordd.(f 12.) After Lux reported this
incident, SMA took legal action against Notorfransesco and, on December 22, 2008, the
Delaware County Court of Common Pleas ordered a Preliminary Injunction égdinst
Notorfransesco prohibiting her from communicating with SMA’s employees, pateamd
customers, among othersSeeDef.’s Countercl. Ex. D. 1 1, Doc. 53-5.) The PI also prohibited

Notorfransesco from taking any other action that could “impair, limit, restriciinder [SMA’s]



contracts, current business operations or prospective business operatiotsgK. D 1 2.) The
P1 Order, however, did not prohibit or prevent “any other legal remedies or ridgtith, w
[Notorfransesco] has or wishes to pursue agasstd.]” (Id. Ex. D T 3.)

On April 22, 2009, Notorfransesco filed under seal a qui tam complaint against SMA
under the False Claims Act (“FCA”), 31 U.S.C. 88 3729-3731, for allegedly submitting
fraudulent claims for federal healthcare reimbursements. After nealydars, on March 18,
2014, the U.S. Government declined to intervene as plaintiff. (U.S. and States’ Joint Notice
Doc. 18.) On April 3, 2014, Notorfransesco filed an Amended Complaint and SMA filed its
Answer and Counterclaims on October 1, 2014.

SMA contends that, by sharing confidential information with her attorneys arnithigy f
her Complaint and Amended Complaint in the instant action, Notorfransesco violated her
obligations and duties owed to SMA. (Def.’s Countercl. { 14-17.) More specifisMKx
alleges that Notorfransesco’s filing of an Amended Complaint “placed in the peddicd”
confidential and proprietary information including patient records, invoicesgikicords, and
customer billing rates.ld. 1 19.) SMA asserts that such disclosure of “commereialyable
information” can lead to irreparable harm to its busineks.{(22.)

Based on these allegations, SMA pleads three counterclaims: breach of conjriaad,
contract, and promissory estoppel. As relief, SMA seeks: 1) to bar Notorraissese of
confidential information in prosecuting the instant case; 2) an injunctioningsyra
Notorfransesco from using SMA’s confidential information and from engaging intgchat
violates her contractual obligation to protect such information; 3) an injunction ayderin

Notorfransesco to return all property belonging to SMA; 4) an award of amoudt® pai



Notorfransesco as employment compensation from and after the time stsdisted
confidential information; and 6) compensatory damages.
. STANDARD OF REVIEW

Rule 8(a)(2) requires that “[a] pleading that stedeclaim for relief must contain . . . a
short and plain statement of the claim showing that the pleader is entitled to retiefurvive a
motion to dismiss under Rule 12(b)(6), “a complaint must contain sufficient factttakma
accepted as true, tetate a claim to relief that is plausible on its faceAshcroft v. Iqgbal 556
U.S. 662, 678 (2009kiting Bell Atlantic Corp. v. TwombJy650 U.S. 554, 571 (2007)JA
claim has facial plausibility when the plaintiff pleads factual content thatsitloe court to
draw the reasonable inference that the defendant is liable for the misconduct’alldggsiting
Twombly 550 U.S. at 556). A court must accept as true all allegations contained in a complaint,
but need not consider legal conclusions contained thelekinA court ruling on a motion to
dismiss a counterclaim under Rule 12(b)(6) is to apply the same standard asat does f
complaint. Batoff v. CharbonnealCiv. A. No. 12-5397, 2013 WL 1124497, at *3 (E.D. Pa.
Mar. 19, 2013).

TheThird Circuit established a threstep analysis for assessing the sufficiency of a
complaint. Bistrian v. Levj 696 F.3d 352, 365 (3d Cir. 2012). First, the court determines the
elements a claimant must plead to state a cl&in.Second, the court identifies and strikes
allegations in the complaint that are mere conclusions and thus not entitled to thetiassoin
truth. Id. These include “unadorned, the-defendant-unlawfadlgmedme accusation[s], labels
and conclusions, ®rmulaic recitation of the elements of a cause of action, or naked
assertion[s].” Argueta v. U.S. Immigration and Customs Enforcen@f F.3d 60, 72 (3d Cir.

2011) (quotindgbal, 556 U.S. at 678) (internal quotation marks omitteshd third, the cort



should assess the plausibility of the remaining factual allegations to comdtetiger they give
rise to an entitlement for relieBistrian, 696 F.3d at 365. The plausibility requirement,
however, “is not akin to a probability requiremenftguetg 643 F.3d at 74 (quotinigbal, 556
U.S. at 678) (internal quotation marks omitted).
[11.  DISCUSSION

In her motion to dismiss, Notorfransesco contends that SMA did not plead factestffici
to state a claim and SMA’s counterclaim should be dismissed pursuant to Rule 12(b)@&). Und
Pennsylvania law, an employee’s duty to maintain an employer’s confidgnteahitarise from
an express contract or be implied from the confidential employer-empldg&ernship. See
William M. Hendrickson, Inc. v. Nat'l R.R. Passenger Cdim. 00CV-3711, 2002 WL
398641, at *17 (E.D. Pa. Mar. 13, 2002) (discussing whether Amtrak owed a duty to maintain a
contractor’s trade secrets when no confidentiality agreement existacheth-Evans Glass Co.
v. SchnelbachB6 A. 688, 691 (Pa. 1913) (“The duty of the servant not to disclose the secrets of
the master may arise from an express contract, or it may be implied from thelentaf
relations?). A breach of contract claim requires proof of (1) the existence of a conpat, (
breach of a duty imposed by the contract, and (3) dam&geschner v. K & L Gates LLP46
A.3d 737, 755 (Pa. Super. Ct. 2012). In her motion to dismiss, Notorfransesco appears to take
issue with whether SMA'’s counterclaim sufficiently pleads breach and damidgesfransesco
also raises an argument that public policy precludes counterclaims sucii&s SM

First, Notorfransesco disputes the allegations that the information and docuhneents s
used in preparing and filing her FCA claim were confidential. Without thishbidshowing,
the argument goes, SMA is unable to prove breach of her confidentiality agreesivbit

responds that the confidentiality agreement, which was attached dsilaih texits



Counterclaims, clearly and adequategscribes the types of information and documents
classified as confidential and private. The Court agr8esfeD. R.Civ. P. 10(c) (“Acopy of a
written instrument that is an exhibit to a pleading is a part of the pleading for alkpsipo
Moreover, the Counterclaim explicitly states that “[tlhe patient IONbbrds, invoices, and
hospital billing information attached to [the] Amended Complaint fall within the definifion o
‘Confidential Information’ in the Confidentiality Agreement that Plain&lator signed.”
(Def.’s Countercl. 1 20.) Indeed, courts have recognized such information to dxetquidtade
secrets.See Bohler-Uddeholm Am., Inc. v. Ellwood Grp., 847 F.3d 79, 107 (3d Cir. 2001)
(stating that Pennsylvania law is clear that information like client lists, profies)@
information, and shipping information can be trade secrets). Thus, the Court finds t#asebec
the disclosures made by Notorfransesco were of confidential material, Gitdestly pled
contractual breach.

Second, Notorfransesco argues that SMA'’s claims of damages are “balglatder
assertions” that fail to satisfy the pleading standard of Rule 8. (Pls.” Motshaig3i Countercl.
at 8, Doc. 54.) The Court disagrees. In proving damages, a partyshawsia causal
connection between the breach and the loBsvenuta v. Bilcare, In¢.Civ. A. No. 09-3657,
2011 WL 1196703, at *7 (E.D. Pa. Mar. 30, 2011) (quokiagan v. Mirror Printing Co. of
Altoona, Pa,. 600 A.2d 225, 226 (Pa. Super. Ct. 1991)he Tounterclaim states that
information disclosed by Notorfransesco “could be used by competitors and otthgatties to
identify and seek out [SMA’s] customers, undercut pricing, seek to damage [SMgushtien,
or otherwise act to the competitivesadvantage of [SMA].”Def.’s Countercl. § 20.) The Court
finds that this allegation, taken as true, suggests the required element of slaBeegEhillips v.

Cnty. of Allegheny515 F.3d 224, 234 (3d Cir. 2008) (“The Supreme Colwtambly



formulationof the pleading standard can be summed up tbtagirg ... a claim requires a
complaint with enough factual matter (taken as true) to sugbesteequired elementhis. . .
‘simply calls for enough facts to raise a reasonable expectation that dysediveeveal
evidence dfthe necessary eleméifinternal citations omitted))see alsdJ.S. ex rel. Mossey v.
Pal-Tech, Inc.231 F. Supp. 2d 94, 99 (D.D.C. 2002) (finding that qui tam defendant’s
counterclaim for breach of contract sufficiently alleglamages under Rule 8(a)(2Bven if
proving damages is unlikely, as Notorfransesco argues, the Court requisbilifg, not
probability, for a pleading to stan&ee Arguetab43 F.3d at 74.

Finally, Notorfransesco invokes public policy to argue that the purposes of the FCA
would be undermined if SMA is allowed to proceed on its counterclaims. Though the Third
Circuit has not ruled on the issue, it is true that other courts have rejected daiumseoy qui
tam defendants that would have had the effect of indemnity and contrib8eene.g., U.S. v.
Campbel] Civ. A. No. 08-1951, 2011 WL 43013, at *10 (D.N.J. Jan. 4, 2011) (“FCA defendants
cannot pursue claims for indemnification and contribution that are based on thiiy lsdoier
the FCAor have the same efft as offsetting FCA liability.”)tJ.S. ex rel. Miller v. Bill Harbert
Int’l Constr., Inc, 505 F. Supp. 2d. 20, 26 (D.D.C. 2007) (“The unavailability of contribution
and indemnification for a defendant under the False Claims Acsaems beyond
peradventure.”). Courts recognize that allowing such counterclaims would dgeaniGrmers
from bringing actions under the FCAee Mortgages, Inc. v. U.S. Dist. Ct. for the Dist. of NV
(Las Vegas)934 F.2d 209, 213-14 (9th Cir. 199Mjiller, 505 F. Supp. 2d at 28.S. ex rel.
Rodriquez v. WeekRublications 74 F. Supp. 763, 769 (S.D.N.Y. 1947). However,
counterclaims for “independent damages” are permissibi8. ex rel. Madden v. General

Dynamics Corp.4 F.3d 827, 831 (9th Cir. 199tiller, 505 F. Supp. 2d at 26-27. “[C]laims by



an FCA defendant have been properly permitted where the success of the FCA defeladian
does notequirea finding that the defendant is liable in the FCA cadéifler, 505 F. Supp. 2d
at 27.

Several courts have considered whether a counterclaim for breach of a caadftgenti
agreement should be barred on public policy ground€afasso, U.S. ex rel. v. General
Dynamics C4 Systems, Inthe Ninth Circuit declined to adopt a blanket public policy exception
to the enforcement of confidentiality agreements in FCA actions. 637 F.3d 1047, 1062 (9th Cir.
2011);but see U.S. v. Cancer Treatment Ctrs. of, 850 F. Supp. 2d 765, 773 (N.D. lll. Nov.

10, 2004) (finding that, after the defendant conceded the issue, “Relator could haseditdué
documents to the government under any circumstances, without breaching the dalifydent
agreement”). Th€afassacourt noted that if a relator were to assert such a publicypol
exception, she “would need to justify why removal of the documents was reasonablamnecess
to pursue an FCA claim.1d., 637 F.3d at 1062. At times, courts have adopted the exception to
prevent qui tam defendants from enforcing obligations that would require relatetsrtothe
documents that form the basis of an FCA actiBee, e.g., Seibert v. Gene Sec. Network, Inc.
No. 11-CV-1987, 2013 WL 5645309, at *8 (N.D. Cal. Oct. 16, 20t3Ihe Court agrees that

any alleged obligation by Siebert rnotretain or disclose the confidential documents that form
the basis of this action is unenforceable as a matter of public policy becausealifrusinbte
Congresspurpose in enacting the False Claims-Aaamely, the public policy in favor of
providing incentives for whistleblowers to come forward, file FCA suits, andhaiddvernment

in its investigation effort¥); U.S. ex rel. Ruhe v. Masimo Cqrf29 F. Supp. 2d 1033, 1039
(C.D. Cal. 2012) (“Relators sought to expose a fraud against the govemomddirhited their

taking to documents relevant to the alleged fraud. Thus, this taking and publication was not



wrongful, even in light of nondisclosure agreements, given ‘the strong public poleyandf
protecting whistleblowers who report fraud against the governth@nternal citations
omitted));U.S. ex rel. Head v. Kane C668 F. Supp. 2d 146, 152 (D.D.C. 2009) (“Enforcing a
private agreement that requires a qui tam plaintiff to turn over his or her cagjoctiment,
which is likely to be needed as evidence at trial, to the defendant who is under ineastigat
would unduly frustrate the purpose of [the FCA].").

Notorfransesco argues that SMA’s counterclaims are “thinly disguisedg}don
indemnification,” which would be prohibited under the FCA. (Pls.” Mot. to Dismiss Colinterc
at 9, Doc. 54.) The Court disagrees. SMA'’s claim for breach of contract is ataim
independent damages because its success does not rely on a finding that SMAusdiebthe
FCA. See Walsh v. Amerigice Bergen CorpCiv. A. No. 11-7584, 2014 WL 2738215, at *7
(E.D. Pa. June 17, 2014) (ruling, in a factually-similar FCA action, that defendanéaded
Counterclaim alleging breach of contract, breach of fiduciary duty, impliedaotrénd
promissory estoppel was not predicated on a finding of FCA liability and thus shievivetion
to dismiss). SMA'’s requested compensatory relief does not have the effectrohificktion or
contribution in violation of the FCACf. Mortgages, In¢.934 F.2d at 214 Because there is no
basis in the FCA or federal common law to provide a right to contribution or indemnity iA a FC
action, we conclude that there can be no right to assert state law countelwajnfiptevailed
on, would end in the same result.”). In other words, SMA would have viable claims for breach
of contract, implied contract, and promissory estoppel regardless of the outcom&©Athe
action.

As for SMA'’s requested injunctive relief, the Court notes that prohibiting

Notorfransesco’s usaf any confidential materials and demanding their return to SMA may be



improper if such materials are “reasonably necessary” to pursuing Becl&i@. See Cafasso,
U.S. ex rel.637 F.3d at 1062. In such cases, “confidentiality policies must give wiag to
needs of FCA litigation for the public’s interest[.ld. It is possible, however, that
Notorfransesco is in possession of information that is not related to proving her claimghn w
case SMA's requested injunctive relief would be approprige Walsh2014 WL 2738215, at
*7; Seibert 2013 WL 5645309, at *8Because it is too early for the Court to make such
determinations, it cannot conclude that the counterclaim in its entirety should lesdion
public policy grounds.
V. CONCLUSION

For the foregoing reasons, the Court concludes that SMA has pled sufficisribfatzdte
a plausible claim for relief anidelator/Counter-defendant Notorfransesco’s Motion to Dismiss

(Doc. 54) is DENIED. An appropriate order follows.
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