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The strength of U.S. patents has been called
into question recently. In the 1980s and
1990s, the value of patents was

considered to be very high, due in large part to
the establishment in 1982 of the Court of
Appeals for the Federal Circuit, which has
exclusive jurisdiction over patent appeals from
all of the U.S. district courts.

Before the Federal Circuit was
established, there was some degree of forum
shopping in patent cases – some circuits were
considered to be “pro patent,” while one was
even known as the graveyard of patents. As it
turned out, the Federal Circuit fell into the “pro
patent” camp and gained a reputation as
upholding the validity of patents.

However, the tide has now begun to
turn. In the past few years, certain types of
patents and patent owners have come under
increased scrutiny. The pejorative name “Patent
Troll” was coined to describe patent owners who
are not in business themselves, but rather seek
only to obtain patents and license their patents to
others for money.

High tech companies such as those in
the software and electronics industries were
particularly hard hit by Patent Trolls. Although
the label “Patent Troll” has been largely replaced
today with the less inflammatory name “Non-
Practicing Entity,” there remains a strong
sentiment in many industries that patent rights
should be scaled back.

The U.S. Supreme Court recently dealt
a blow to patent owners in its 2006 eBay v.
MercExchange decision, which wiped out
longstanding precedent that automatically gave
patent owners a permanent injunction if their
patents were found to be infringed. In the eBay
case, the Supreme Court held that a patent owner

may not be entitled to a permanent injunction
and may instead only collect a reasonable
royalty from an infringer based upon the equities
of the particular case. As a result, patent owners
are no longer guaranteed a permanent injunction
if their patents are found to be infringed,
particularly if the patent owner is a Non-
Practicing Entity.

In a setback to business method patents,
an en banc panel of the Federal Circuit recently
restricted the scope of such patents. In its 2008
In re Bilski decision, the Federal Circuit held that
an inventor’s claimed method of hedging risk in
commodities trading was ineligible for
patenting.

Prior to the Bilski case, the Federal
Circuit maintained a line of cases dating back to
the 1998 State Street Bank case which endorsed
the validity of business method patents. Many
business method patents were issued after the
State Street decision and, not surprisingly,
litigation followed.

A school of thought soon emerged that
too many questionable business method patents
were being asserted against established
companies. Again, whether right or wrong,
Patent Trolls or Non-Practicing Entities were
blamed for taking unfair advantage of the patent
system by asserting their business method
patents. While the Federal Circuit’s October
2008 Bilski decision does not eliminate business
method patents altogether, it does make it more
difficult to obtain and enforce them.

In another erosion of patent rights, the
Supreme Court in its 2007 KSR International v.
Teleflex decision gave the United States Patent
and Trademark Office (“USPTO”) more power
to reject patent applications as being “obvious.”
The Supreme Court indicated that the Examiners
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PRACTICE SPOTLIGHT:
INTELLECTUAL PROPERTY GROUP

Pietragallo’s Intellectual Property group is dedicated to providing quality full-service protection of
intellectual property rights in wide-ranging technologies and disciplines. Members of the Intellectual
Property group have extensive experience, including:

• Patentability evaluations

• Preparation and prosecution of domestic and foreign patent applications

• Patent validity, infringement opinions, and right-to-use opinions

• Patent litigation, including enforcement of patents and defense against claims of patent
infringement

• Trademark and service mark screening and clearances

• Preparation and prosecution of domestic and foreign trademark and service mark applications

• Trademark litigation, including enforcement of trademarks and defense against claims of
trademark infringement

• Unfair competition matters, including trade dress, false designation of origin and false advertising
issues

• Trademark opposition and cancellation proceedings

• Protection of copyrights, including registration and enforcement

• Protection of trade secret rights

• Negotiation and preparation of agreements, including non-disclosure, license, assignment,
software and employment agreements

• Evaluation and transfer of intellectual property assets in mergers, acquisitions and divestitures

• Preparation of and counseling regarding research and development contracts, including
government and university contracts

• General intellectual property counseling

The members of our Intellectual Property group are registered to practice before the US Patent and
Trademark Office, and utilize a network of foreign associates to handle IP matters throughout the world.
Our IP attorneys team with members of our Commercial Litigation group to handle patent litigation and
other types of IP litigation in various US District Courts and the Court of Appeals for the Federal Circuit.

For more information, please contact Alan Towner at 412-263-2000 or via e-mail at
AGT@PIETRAGALLO.com
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THE LEGAL AND PRACTICAL IMPLICATIONS OF DOING BUSINESS
IN CHINA

by Richard F. Moroco, Esq.

As a result of the financial crisis, the
U.S. and global economies are
suffering one of the worst

economic meltdowns in history. While the
condition of the economy proves
challenging in the daily operation of many
companies, this period is a perfect time to
review your company’s domestic and
global marketing strategy so that when the
economy begins to recover, your company
will be in a position to capitalize on many
of the opportunities that will present
themselves.

One country in the world that can
not be ignored, particularly for those
companies serving multi-national original
equipment manufacturers or selling
consumer goods, is China. For the first
time in its history, China sold more
automobiles in January than those sold in
the United States and its middle-class
continues to grow, now accounting for
approximately 35 percent of that country’s
economy in 2008.

Improved international relations,
government reforms, an expanding
economy and increased foreign investment
make doing business in China an attractive
business opportunity. As in any country in
which you are seeking to establish
business, it is important to familiarize
yourself with the manner in which business
is conducted and, while there is a new
generation of workers in China that follow
modern business practices, there are two
very important social concepts that remain
central to business activities in China:
“Guanxi” (relationship) and “Mianzi”
(face).

The Chinese have a deeply rooted
Confucian culture in which harmonious
relationships play an important role in their
society. When doing business in China or
establishing an enterprise in China, you
will be required to establish many
relationships, including those with
government bodies, investors, partners,
customers, suppliers and the staff within
your own facility or office in China.

Relationship, when properly
applied, will enable you to develop close
ties with individuals with whom you
intend to conduct business and assist in the
facilitation of your business activities in
China. Because this aspect of doing
business is so important to your early
success, whether seeking to conduct

sourcing activities or making a foreign
direct investment, it would be wise to seek
help from an organization or consultant
that is familiar with the ways of doing
business in China.

Mianzi (face) is very similar to
the notion of one’s reputation in the U.S.
The social codes of China require that you
acknowledge the status or reputation of the
person with whom you are seeking to
conduct business. If you fail to give face or
do not live up to the promises and
commitments you have made to those with
whom you intend to conduct business, you
can lose face and the opportunity to
develop a mutually beneficial business
relationship.

This is one of the reasons when
doing business in China that you will rarely
hear the word “no” when engaging in
business discussions and attempting to
qualify a particular sourcing or
manufacturing partner. There is an
inherent desire not to lose face or cause
you to lose face during business
discussions; accordingly, one must always
attempt to conduct discussions that do not
require “yes” or “no” answers.
Selection of Entity

To the extent you choose to
formally conduct business in China beyond
sourcing activities, there are three different
types of incorporation vehicles that can be
utilized:
1. Representative Office
2. Joint Venture (Equity Joint Venture or
Contractual Joint Venture)
3. Wholly Foreign-Owned Enterprise

A representative office is
essentially a subsidiary of a foreign
company in China. It is not a legal entity
under Chinese law, and is unable to
conduct business. The office provides a
low-cost vehicle to establish a local
presence to manage services, coordinate
outsourcing business activities, or research
the developing Chinese market. It can be
utilized to conduct market research,
monitor purchasing activities and engage
in marketing and sales administration for
sales conducted between China and your
parent company.

A representative office may not
bill for services or sales to their customers
in China, and is most often utilized as a
liaison for ordering product, coordinating
its shipment, and collecting money.

A joint venture (equity joint
venture or contractual joint venture) is a
business in which a foreign firm goes into
business with local Chinese partners. The
utilization of a joint venture is often times
utilized to exploit the market knowledge,
preferential market treatment, and
manufacturing capability of the Chinese
side, along with the technology,
manufacturing know-how, and marketing
experience of the foreign partner. It is
important when considering this type of
enterprise to take into consideration the
protection of one’s intellectual property,
technology and brand due to the fact that
China’s protection of these intangible
assets continues to evolve.

A Wholly Foreign-Owned
Enterprise (WFOE) is a 100 percent
foreign-owned company and has become
the investment vehicle of choice for many
companies that desire to manufacture,
process or assemble in China. It negates
the need for the Chinese partner and does
not require large amounts of registered
capital to fund. WFOEs have most often
been used by companies looking to
establish production facilities, although
service industries have also begun to utilize
this vehicle as a means of establishing
operations in China, albeit with some
restrictions being placed upon them with
regard to location.

A WFOE is a limited liability
company established under China
Company Law with 100 percent of its
shareholders being foreign. Limited
liability is recognized to the extent of the
amount of registered capital injected into
the business. Registered capital can be a
combination of the cash invested into the
enterprise and the capital equipment
contributed by the foreign shareholders and
represents the extent of the WFOE’s
liability.
Practical Considerations

Once you have identified the
entity in which you desire to conduct your
business activities in China, there are a
number of practical issues that should be
considered including location, personnel,
and the potential for tax incentives.

When reviewing potential
locations for your business operation in
China, it is important to consider whether
the location has the appropriate logistical
support for the shipment of product and
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SUBGUARD INSURANCE - A GENERAL CONTRACTOR’S
RISK MANAGEMENT OPTION FOR DEFAULTS BY SUBCONTRACTORS

by Joseph J. Bosick, Esq.

Subcontractor defaults often cause
major problems for construction
projects which, in turn, cause

problems for the general contractor vis-à-
vis the owner. A potential solution comes
in the form of Subguard insurance. It
provides the general contractor a way to
cover a subcontractor default without the
need for the general contractor to finance
the default from the contractor’s own
funds, which is the norm in a
project involving a
performance bond. And so, if
a general contractor wants
insurance coverage for the
costs associated with a default
by a subcontractor on an
enrolled project, there is an
alternative to subcontractor
surety bonds.

Subguard insurance is an
insurance policy that indemnifies the
general contractor for direct and indirect
costs incurred as a result of a default of
performance by a subcontractor. In the
Subguard policy, a “default of
performance” means a failure of the
subcontractor to fulfill the terms and
conditions of the construction subcontract,
which results in a loss to the general
contractor. This is broad language that can
afford broad protection.

The direct costs that are covered
under the Subguard policy are the costs of
completing a subcontractor’s obligations,
sums a subcontractor is required to pay to
third parties, and the cost of correcting
defective or nonconforming work. Direct
costs also include fees of attorneys and
consultants, as well as expenses associated
with the investigation, adjustment and
defense of disputes. The indirect costs that
are covered under the Subguard policy
include extended overhead, job
acceleration, delay costs, liquidated
damages and other expenses associated
with a default of performance.

Consider an illustration of the
type of coverage that a Subguard policy
could conceivably provide to a general
contractor who expends money to maintain
the schedule and complete/correct the

defaulted subcontractor’s work. Suppose a
pile driving subcontractor defaults after
1,000 of 2,000 piles are driven. In this
case, Subguard would indemnify the
general contractor for the cost overrun to
finish the remaining 1,000 piles, for the
cost of re-work, for payment to unpaid
sub-subcontractors and suppliers, for the
cost to accelerate the project with respect
to other trades, and for extended overhead

due to inefficiencies caused by the
subcontractor’s default.

This type of coverage sounds
expensive. Fortunately, the general
contractor has two options to consider
when purchasing a Subguard policy. The
general contractor can either enter into a
retrospective premium agreement or
purchase a policy with a high deductible.
If the contractor manages risk well and
does not experience a high frequency or
severity of subcontractor defaults, there is
an opportunity for the premium to be
returned to the general contractor with a
retrospective premium agreement. If the
general contractor chooses to carry a high
deductible on its Subguard policy, the cost
of Subguard insurance is less than the cost
of subcontractor performance and payment
bonds. Additional advantages of Subguard
insurance versus surety bonds for a general
contractor are that: the insurer is
contractually obligated to pay within 30
days of receipt of a proof of loss; there is
no dispute resolution process required to
trigger coverage; and indirect costs are
covered, all of which increase the
likelihood of completing projects in a
timely manner and within budget.

In addition to the advantages for
the general contractor that purchases
Subguard insurance instead of requiring
surety bonds from its subcontractors, there

are corresponding advantages for
subcontractors.

The most obvious is that
Subguard insurance eliminates the need for
a surety bond from a subcontractor,
potentially preserving the subcontractor’s
surety capacity for other projects. It also
eliminates the need for an indemnity
agreement or personal guarantee from the
subcontractor. It allows the general

contractor to default the
subcontractor without terminating
the subcontract, thus allowing the
subcontractor to continue to work
on the project. It is interesting to
note that the general contractor has
complete control of the default
process. The insurer cannot
request the general contractor to

withhold funds owed to the subcontractor
to cover the costs of the default. This
allows the general contractor, if it is to the
general contractor’s benefit, to continue
paying the subcontractor to prevent the
subcontractor from stopping its work on
the project. Because there is no surety
bond, it gives the subcontractor control of
its claim defense without the surety’s
involvement in the project.

Note that, at first blush, Subguard
insurance appears to eliminate the
competitive advantage of a subcontractor
with a favorable surety program (price and
capacity). While it is true that a worthy but
unbondable subcontractor can be selected
by the general contractor to do work on the
project, the general contractor would be
wise to select a subcontractor with a
favorable surety program, good financial
strength, and a reputation for operational
excellence because a default by a
subcontractor will affect the Subguard
policy premium during the term of a rolling
retrospective premium program.

A project owner also receives
some advantages when the general
contractor purchases a Subguard policy.
One such advantage is that Subguard
insurance is looked upon favorably by
lending institutions that finance large
projects. Another advantage is that the
project owner is less concerned with

It provides the general contractor a
way to cover a subcontractor default
without the need to finance it from its

own funds.
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EVERYTHING YOUWANTED TO KNOW ABOUT PENNSYLVANIA’S
NEW RIGHT-TO-KNOW LAW (BUT WERE AFRAID TO ASK)

by Gaetan J. Alfano, Esq. and Amy C. Lachowicz, Esq.

Pennsylvania’s new Right-to-Know
Law (“RTKL”) represents a
dramatic policy shift in favor of

liberal access to records of public agencies.
Under the new RTKL, which took effect
on January 1, 2009, the party requesting
the information no longer bears the burden
of establishing why a record should be
released. Rather, the burden has shifted to
the agency withholding the record to show
why the record should not be released.

In other words, all agency records
are presumed to be public records unless
disclosure is barred by: 1) state or federal
law or regulation, or judicial order; 2) an
applicable privilege; or, 3) one
of the exceptions set forth in the
RTKL. The new RTKL also
establishes an “Office of Open
Records” which, according to its
Mission Statement, exists to “enforce the
RTKL and to serve as a resource for
citizens, public officials and members of
the media in obtaining public records of
their government.”

The RTKL applies to “all
agencies,” which encompasses
Commonwealth agencies, local agencies,
judicial agencies and/or legislative
agencies. The term “record” is broadly
defined to include “documents, papers,
letters, maps, books, photographs, tapes,
film or sound recordings” and information
stored electronically. The RTKL contains
30 exceptions to disclosure, which permit
an agency to deny access to records in
certain circumstances.

These exceptions address
situations involving confidential personal
information or public safety issues.
Examples of exceptions include records
pertaining or referring to medical records;
Social Security and drivers’ license
numbers; performance evaluations;
criminal and non-criminal investigations;
and the internal, predecisional
deliberations of an agency. In some
situations, redaction of records may be
appropriate.

Obligations Under the New RTKL
Appoint a Right-to-Know Officer
The RTKL requires each agency to appoint
an “Open Records Officer.” The Open
Records Officer receives requests
submitted to the agency pursuant to the
RTKL (“RTK requests”), directs those
requests to the appropriate persons within
the agency, and issues responses under the
RTKL. Given the RTKL’s rapid
turnaround time in which to respond to
requests (in most instances, five business
days), the Open Records Officer must be
familiar with the RTKL and have the
ability to respond to RTK requests on a
time-sensitive basis.

Analyze Records and Implement
Necessary Recordkeeping Requirements

Agencies should analyze their
records to determine which records are and
are not subject to public access under the
RTKL. Further, the Office of Open
Records anticipates that many news
organizations (as part of their year-end
reviews in December 2009) will file
requests with agencies, seeking copies of
all RTK requests handled during 2009.
These reviews will assess how each agency
has complied with the RTKL. It is
important, therefore, that agencies
maintain accurate and complete records
regarding each RTK request, as well as any
response thereto.
Establish Written Policies and Conduct
Staff Training

Likewise, agencies should
establish a written policy outlining the
procedure for handling a RTK request and
identifying the Open Records Officer; and,
conduct staff training for the procedure.
Update Agency Websites

The RTKL requires an agency to
post information on the agency’s website
(if applicable) containing: 1) contact
information for the agency’s Open Records
Officer and the Office of Open Records; 2)

a form that may be used to file a request
(the Office of Open Records website
contains uniform request forms and sample
response letters as resources for agencies);
and, 3) policies and procedures of the
agency relating to the RTKL.
Procedure for Obtaining Records Under
the New RTKL

A party requesting information
under the RTKL should make a request, in
writing, to an agency’s Open Records
Officer. Although an agency may honor a
verbal request for records, the request must
be written if the requester wishes to pursue
an appeal under the RTKL. The written
request must identify or describe the

records sought with sufficient
specificity to enable the agency
to appropriately respond, and
must also include the requester’s

contact information.
When an RTK request is

submitted, the agency must respond, in
writing, within five business days,
exclusive of the date of receipt. The
response must either 1) grant the request;
2) deny the request, citing the basis for
denial; or 3) invoke a 30-day extension. A
30-day extension may be invoked in
certain situations specified under the
RTKL, such as those involving redaction
or a legal review of the request. If an
agency fails to respond within the allotted
time, the request is deemed denied.

If a requester does not agree with
the agency’s decision, he or she may file a
written appeal with the Office of Open
Records within 15 business days of the
mailing date of the agency’s response. The
appeal must state the grounds upon which
the requester believes he or she is entitled
to access of the record, and should include
a copy of relevant correspondence with the
agency. The Office of Open Records has
30 days in which to issue a Final
Determination. A Final Determination is
binding on the agency. An appeal from a
Final Determination must be filed with the
appropriate court within 30 days of mailing
of the Final Determination.

The RTKL applies to “all agencies.”

Continued on page 9
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THE LILLY LEDBETTER FAIR PAY ACT: WHAT IT IS AND WHAT
EMPLOYERS NEED TO DO TO PREPARE

by Kathryn M. Kenyon, Esq. and Jennifer R. Russell, Esq.

Title VII of the Civil Rights Act of
1964 makes it an unlawful
employment practice to discriminate

against any individual with respect to
compensation. To timely assert pay
discrimination under Title VII, an
employee must file a charge with the Equal
Employment Opportunity Commission
(EEOC) within the applicable statute of
limitation, either 180 or 300 days after the
alleged unlawful employment practice
occurred, depending upon the state where
the charge is filed.

After working 19 years as a
supervisor at a Goodyear Tire and Rubber
plant in Alabama, Lilly Ledbetter received
an anonymous note informing her that she
was being paid considerably less than three
of her male counterparts. Days later, in
March 1998, Ms. Ledbetter submitted a
questionnaire and, in July 1998, filed a
formal charge with the EEOC. She filed
suit and a jury awarded her $3.8 million,
which was reduced to the $300,000
statutory cap and $60,000 in back pay.
Goodyear appealed to the Eleventh Circuit
and argued that the claim was time-barred
because the EEOC questionnaire was not
filed within 180 days of the first
discriminatory paycheck. The court agreed
and reversed the jury’s award. Ms.
Ledbetter was granted review by the U.S.
Supreme Court.

On May 29, 2007, in Ledbetter v.
Goodyear Tire and Rubber Co., Inc., 550
U.S. 618 (2007), the Supreme Court
affirmed, holding that “the later effects of
past discrimination do not restart the clock
for filing an EEOC charge,” and that the
statute of limitations runs from the day the
rate of compensation is first set, not the
date of the most recent paycheck. This
decision was contrary to decisions of nine
of the 10 federal appellate courts to
consider the issue, including the Third and
Fourth Circuits, who applied the “paycheck
accrual” rule that provides that each
discriminatory paycheck re-starts the clock
for filing pay discrimination claims.

On January 29, 2009, President
Obama signed into law the Lilly Ledbetter
Fair Pay Act of 2009 (S. 181), the first law

passed by the new Congress and the first
law signed by Obama. The Act amends
Title VII, the Age Discrimination in
Employment Act of 1967 (ADEA),
Americans with Disabilities Act (ADA)
and Rehabilitation Act, and applies to all
Title VII pay claims, including those
alleging discrimination on account of race
and national origin, as well as to those for
alleged age and disability discrimination
under the ADEA, ADA and
Rehabilitation Act.

The Act reinstates the “paycheck
accrual” rule, and provides that unlawful
employment practices occurs when 1) a
discriminatory compensation decision or
other practice is adopted; 2) an individual
becomes subject to the decision or practice;
or 3) an individual is affected by
application of the decision or practice,
including each time there is a payment of
compensation. Thus, employees may now
file pay discrimination charges with the
issuance of each paycheck received,
regardless of when the discriminatory pay
decision was made. The Act also
conceivably applies to retirement and
pension benefits paid to former employees.

The Act is retroactive to the date
Ledbetter was decided, May 28, 2007,
which effectively revives all claims
pending since that date. Employees may
recover compensatory and punitive
damages for violations of the Act.
Consistent with prior law, the Act caps the
recovery of back pay at two years before
the filing of the charge, but contains no
punitive damages cap, which may
encourage disgruntled employees to wait to
file suit knowing that the next paid benefit
will trigger another filing period allowing
employees to exploit the new limitations
period.

Employers’ current efforts to
ensure that their practices and the
accompanying recordkeeping practices are
most likely insufficient to counter the
distressing loopholes present in the Act and
the currently pending Paycheck Fairness
Act. Employers will likely find themselves
having to defend pay discrimination claims
well after a disputed pay decision. Those

involved in the original decision may have
moved on and the paperwork may have
been routinely destroyed.

More disturbing is the vague
description of who can sue under the Act,
which contains language allowing not just
the employee to sue but those “affected” by
alleged discriminatory pay practices. Does
this include family members or the bank
that holds the mortgage that was not paid?

Employers also need to be aware
of the proposed Paycheck Fairness Act.
The Act seeks to amend the Equal Pay Act
portion of the Fair Labor Standards Act of
1938 to increase the nature and extent of
damages (compensatory and punitive) for
gender-based pay discrimination. It would
add more teeth to the retaliation provision,
which would open the door for additional
claims that employees were retaliated
against for inquiring about, let alone
discussing, wages.

Moving forward, the proverbial
ounce of protection will be worth a pound
of cure for employers who implement
better recordkeeping practices. Records
surrounding pay decisions should be
condensed to allow for indefinite retention.
Employers should take steps to
confidentially evaluate their internal
policies on pay decisions, written and
otherwise, to guarantee safeguards are in
place. Ideally, this internal evaluation
stays confidential and steps should be taken
to keep the process privileged. Any
inconsistencies or red flags discovered in
this internal review should be addressed
immediately and confidentially. Regular
training should be provided so that
decision-makers receive suitable guidance
on implementing pay decisions and how to
document legitimate differences and
outcomes with such decisions, especially in
these trying economic times.

For more information, please
contact Kathryn M. Kenyon at 412-
263-2000 or via e-mail at
KMK@PIETRAGALLO.com or Jennifer
R. Russell at 412-263-2000 or via e-mail at
JRR@PIETRAGALLO.com.
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STARK SELF-REFERRAL REGULATION DEADLINE LOOMS

by Paul K. Vey, Esq.

Due to recent Centers for Medicare
and Medicaid Services (CMS)
rules revisions, certain contracts

between physician groups and hospitals
that are currently legal will become illegal.
These revisions were included in the CMS
Inpatient Prospective Payment System
final rules adopted on August 19, 2008.

Hospitals and physician practices
must review their current contractual
arrangements to be sure that they are
compliant with these new regulations
before the October 1, 2009 deadline.

Since phases I and II of the Stark
regulations have been in effect for a
sufficient period of time, CMS has come to
identify what it perceives to be
shortcomings in the regulatory framework
prohibiting self-referral.
Importantly, CMS has revised
the physician “stand in the
shoes” provisions, so that more
financial arrangements between
physician organizations and a
designated health service (DHS)
entity are considered direct
compensation arrangements and
the more stringent direct compensation
exceptions need to apply. Further, CMS
has significanlty altered the criteria by
which “under arrangements” transactions
are evaluated in order to be compliant with
Stark.

There are nine changes of
significance in the recent CMS revisions,
some of which CMS suggests may require
providers to “unwind” financial
arrangements previously thought to be
compliant.

The 2009 IPPS Final Rule makes
several of the following noteworthy
changes:
• Revisions to the physician “standing in
the shoes” provisions. Owners (other than
titular owners) are considered now to stand
in the shoes of the practice, closing a
loophole identified by CMS. Non-owner
physicians (and titular owners) are
permitted to stand in the shoes of their
physician organizations. Many financial
relationships that previously would have

been considered indirect compensation
arrangements will now be denied direct
compensation arrangements. Accordingly,
for these financial relationships to be
compliant with Stark, the more stringent
exceptions to direct compensation
arrangements must be met. The
regulations also address the application of
the rules to the academic medical center
(AMC) exception. This provision is
effective October 1, 2009.
• Percentage-based compensation formulae
were identified as a loophole under existing
regu la t ions . Pe rcen tage -based
compensation for office space and
equipment lease arrangements will be
prohibited. This provision has an October
1, 2009 effective date.

• Per unit/per click rent for leases of space
or equipment is prohibited to the extent the
rent reflects services provided to patients
referred by the lessor to the lessee. This
provision is effective October 1, 2009.
• The regulations expand the definition of
“entity.” This results in significantly
limiting and perhaps eliminating any
“under arrangements” joint ventures owned
by referring physicians. This provision is
effective October 1, 2009.
• Provide an exception for obstetrical
malpractice insurance subsidies.
• Finalizes the rules for the “period of
disallowance” dictating the timeframe
within which claims may or may not be
submitted by an entity for services
provided by a physician who has a non-
permitted financial relationship with the
claiming entity.
• Includes provisions relating to the
alternative method of compliance with
certain exceptions, ownership or
investment interest in retirement plans,

and, finally, the burden of proof in
connection with enforcement proceedings.

The regulations contain 90 pages
of commentary from the healthcare
community and responses from CMS in
connection with the proposed rulemaking.
A great deal of commentary and, in turn,
the responses from CMS, dealt with
concerns over percentage-based
compensation formulae.

No doubt CMS intends to
continue to look extremely carefully at
indirect compensation arrangements. It
would appear that compensation for
services may continue to utilize
percentage-based, fee for service, or other
unit of service compensation constructs so

long as the rate of payment is
based on fair market value and
does not change based upon the
number or value of the referrals.
However, CMS warns that it will
continue to study this issue.
Further rules may be
forthcoming.

Notably, the 2009 rules
specifically declare that rental payments
for equipment or space may not be based
upon revenue collected or otherwise
attributable to services performed or
business generated in the space or with the
equipment. As noted above, per unit rent
for services provided to patients referred by
the lessor to the lessee will not pass
scrutiny.

Some legal commentators have
suggested that one potential restructuring
option allows an “under-arrangements”
provider to change its business model by
converting to become a leasing and/or
management services joint venture.
Nonetheless, compliance would be
required with the new restrictions on
percentage or per unit/per click rental
payments as of October 1, 2009. Care must
be taken, however, to avoid any new
arrangements that are simply window
dressing for the prior practice of having

Due to recent CMS rules revisions,
certain contracts between physician

groups and hospitals that are
currently legal will become illegal.

Continued on page 9
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United States Patents continued from page 1

at the USPTO were not being aggressive
enough when considering whether to reject
inventions described in patent applications.
The perceived lack of aggressiveness came
from a line of Federal Circuit cases which
established a rigid test that Examiners were
required to follow before they could reject
an invention – the teaching, suggestion or
motivation (“TSM”) test.

Every patent application has at
least one “claim” which defines the legal
boundaries within which the patent owner
can claim exclusive rights, much like a
fence around one’s property. The USPTO
Examiners compare the claims in a patent
application with the “prior art” (such as
prior patents and other printed
publications) to make sure that a claimed
invention is not too similar to the prior art,
and hence obvious. Under the Federal
Circuit’s TSM test, if an Examiner could

not point to some teaching, suggestion or
motivation explicitly spelled out
somewhere in the prior art that would lead
one to arrive at an applicant’s claimed
invention, the Examiner could not maintain
an obviousness rejection of a patent application.

The Supreme Court in its KSR
decision gave USPTO Examiners more
tools to reject inventions by adding a level
of common sense to the process. Not only
can Examiners use the longtime TSM test
to reject a patent application as being
obvious, they can now add their own
technical reasoning as to why a particular
claim is obvious when compared to the prior art.

A result of the KSR decision is
that fewer patents may be issued because it
can now be more difficult to convince a
USPTO Examiner that a claimed invention
is not obvious. Another effect of the KSR
decision is that patents that were previously

granted under the TSM test are being
subjected to higher levels of scrutiny when
they are litigated. Although this change in
the law may not represent a death sentence
for most U.S. patents, an alleged infringer
may now have stronger arguments when
seeking to invalidate a patent it has been
accused of infringing.

Although the courts have recently
taken more of a hard-line stance, the vast
majority of U.S. patents continue to have
significant value. The key for inventors
and patent owners is to stay ahead of the
trends in the law, and tailor their patent
portfolios accordingly.

Alan G. Towner is Chair of
Pietragallo’s Intellectual Property
practice group. He can be reached at 412-
263-2000 or via e-mail at
AGT@PIETRAGALLO.com.

Doing Business in China continued from page 3

supplies in and out of China; whether the
location has the appropriate personnel to
man your operation, especially a
production operation that requires that the
employees possess the skills and abilities to
appropriately manufacture the goods you
desire to sell directly in China or export to
other markets; and whether a specific
location may be able to provide tax
incentives for locating in a particular
region.
Tax Considerations

On January 1, 2008, China
adopted the new Chinese Enterprise
Income Tax. The effect of this law ended
nearly three decades of preferential tax
treatment for foreign invested enterprises,
bringing all enterprises operating in China
under the same tax code. The result was
the elimination of regionalized tax
incentives to locate in a particular area and
a focus on tax incentives being provided to
investment in technology and high value
capabilities. The purpose is to focus tax
incentives on particular industries that
promote technology, energy savings and
environmental protection.
Additional Legal Consideration - China
Employment Law

Another important legal
consideration when doing business in
China is to understand the relationship
between employer and employee. On
January 1, 2008, China also introduced the

China Employment Law. This law governs
the establishment of employment
relationships between employers and
workers in China.

As with any new law introduced
in China, there are several considerations
that must be taken into account when
considering how the new employment law
will be implemented and interpreted. This
is consistent with the state of flux that laws
and regulations regularly undergo in China
and the potential for different
interpretations. Changes to the laws of
China will regularly be encountered and
the inconsistency of their interpretation and
uniform implementation would be in line
with the transformation of the country from
the “rule of man” to the “rule of law.”
More practically speaking, however, when
doing business in China, the requirements
of the China Employment Law and its
interpretation and implementation in the
province, municipality or industrial park in
which you may conduct business, should
be reviewed.

This is an important consideration
due to the fact that its interpretation and
implementation may impact the manner in
which you develop a workforce
(outsourcing the hiring of personnel to a
service company), and the direct
manufacturing costs incurred at the
location in which you may conduct
business.

Best Practices
The following are five key legal

and practical considerations when doing
business in China:
1. Always research applicable China law
and proposed law when considering or
doing business in China as Chinese law is
rapidly changing and may impact your
commercial activities;
2. When negotiating contracts with
Chinese business counterparts, always
consider a format that minimizes the risk of
intellectual property rights violations;
3. Contracts and business transactions
should be drafted in a manner that
minimizes disputes with Chinese joint
venture partners and suppliers;
4. Chinese and U.S. cultural norms are
different, and all agreements should be
confirmed to be commonly understood
between the parties;
5. Always consider U.S. trade laws as they
may contain restrictions which may affect
current and future commercial activities in
China, as well as export laws which affect
the export of goods and services and
“know-how” to China.

Richard F. Moroco is a Partner in
Pietragallo’s Sharon office and an expert
on international business, with a particular
emphasis on China. He may be reached at
724-981-1397 or via e-mail at
RFM@PIETRAGALLO.com.
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Subguard Insurance continued from page 4

Right-to-Know Law continued from page 5

Penalties for Violating the RTKL
The RTKL provides civil

penalties of up to $1,500 if an agency
denies access to records in bad faith, and up
to $500 per day when an agency does not
promptly comply with a court order
requiring disclosure of records, until the
records are produced. The RTKL also
contains a provision for an award of

attorney’s fees for situations where an
agency denies records based on an
unreasonable interpretation of the law or in
bad faith. Likewise, attorney’s fees can be
awarded when a requester pursues a
frivolous RTK request.

Information about the RTKL, as
well as guidelines, sample forms and
decisions, can be found on the

Pennsylvania Office of Open Records
website at: http://openrecords.state.pa.us.

Gaetan J. Alfano is a name
Partner of Pietragallo and Amy C.
Lachowicz is an associate. They can be
reached via phone at 215-320-6200 or via
e-mail at GJA@PIETRAGALLO.com or
ACL@PIETRAGALLO.com.

physician-owned joint ventures
performing the services that now will be
billed by the hospital.

Physician groups should be
certain to understand the application of the
new regulations to their practices and
should be mindful of the fact that when
payment for designated health services is
denied on the basis that the service was
furnished pursuant to a prohibited referral,
the burden of proof at each level is on the
entity submitting the claim.

Following the fiscal year 2009
IPPS proposed rule, CMS also has

finalized the Disclosure of Financial
Relationships Report (DFRR), a
questionnaire that will be sent to
approximately 500 hospitals requiring that
they report information concerning
ownership/investment and compensation
arrangements between hospitals and
physicians. The hospital scheduled to
receive the report shall have 60 days within
which to respond.

There is little doubt that the
information provided by hospitals in
response to this questionnaire will serve as
the basis for additional rulemaking and will

allow CMS to develop a better
understanding of the extent of Stark
regulation compliance in current
relationships and financial arrangements
between physicians, their practice groups,
their related organizations and hospitals.

For more information, please
contact Paul K. Vey or Kevin E. Raphael,
Co-Chairs of Pietragallo’s Health Care
Litigation Practice. Mr. Vey can be
reached at 412-263-2000 or via e-mail at
PKV@PIETRAGALLO.com; Mr. Raphael
at 215-320-6200 or via e-mail at
KER@PIETRAGALLO.com.

Stark Self-Referral continued from page 7

defaulting subcontractors because the
Subguard policy provides funding in the
event of a subcontractor default. A third
advantage is that the Subguard insurance
policy provides cash for curing the
subcontractor default which has the
salutary effect of keeping the project on
time and on budget. A fourth advantage is
that the Subguard policy provides coverage
for latent defects caused by a defaulting
contractor for 10 years after substantial
completion of the project. Finally, the
project owner benefits by the fact that a
general contractor can often secure a
performance bond under favorable terms if
the Subguard policy is in place.

Subguard insurance is not for
every general contractor. The general
contractor must be a substantial
commercial or industrial general contractor
to qualify for the insurance coverage. The
general contractor must be a contractor
who understands, accepts and manages risk

as part of the normal course of its business,
and must have a revenue base that includes
a high volume of subcontracted values.
Typically, $75 million of enrolled
subcontractors’ values annually would be
the norm.

Subguard insurance is a first-party
insurance policy. As such, it does not
cover third party injury claims.
Accordingly, the general contractor needs a
general liability insurance policy and other
traditional coverages. Additionally, the
Subguard policy excludes professional
services provided by the general
contractor. It is not an Errors and
Omissions policy. Subguard insurance is
written on an “occurrence” basis (risk
attaching) and not a “claims made” basis.
A proof of loss must be made at the earlier
of the expiration of any applicable statute
of limitations, expiration of any contract
limitations period, or 10 years after
substantial completion of the subcontract.

In conclusion, Subguard
insurance offers a cost-effective alternative
to requiring the purchase of surety bonds
by the subcontractors on the construction
project. It increases profitability so long as
losses are controlled. It promotes on time
and on budget projects. Finally, in the
event of a subcontractor default, control of
the project continues to remain with the
general contractor.

Joseph J. Bosick is a name
Partner and Chair of Pietragallo’s
Construction Practice Consortium. He can
be reached at 412- 263-2000 or via e-mail at
JJB@PIETRAGALLO.com.

http://openrecords.state.pa.us
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Recent Successes

Medical Malpractice Defense: Tyler J. Smith
successfully won a jury trial in Allegheny County Common Pleas
Court on behalf of a chiropractor in a malpractice case. The
plaintiff had been under the treatment of the defendant for lower
back pain for which he had received medical and chiropractic
treatment. In July 2005, the plaintiff visited the chiropractor
complaining of right leg pain in addition to the existing back pain.
The chiropractor did not take an x-ray and adjusted the patient as
he previously had. When the plaintiff said the pain remained, the
chiropractor offered a new adjustment, which occurred on a
collapsible table. During the adjustment, the patient said he felt
very uncomfortable, but the chiropractor continued the treatment
and the patient immediately developed an intense pain in his lower
back and left leg. The pain worsened, and the plaintiff went to the
hospital emergency room the next day, at which point he was
admitted to the hospital for five days. Several months later, he
underwent surgery. Following a four-day trial, the jury returned its
verdict for the defendant.

Summary Judgment: Mark T. Caloyer obtained a
summary judgment for a client in a case where the plaintiff lost her
hand in a punch press at a manufacturing facility. The client had
sold the machine along with other plant assets to the woman’s employer.

Dismissal of Claims: Shannon Poliziani successfully
represented a chiropractor in a licensing investigation. Ms.
Poliziani met with an investigator from the Pennsylvania Bureau
of Enforcement & Investigations to discuss claims made against
the chiropractor by a former employee. Ms. Poliziani received a
letter from the Senior Prosecutor with the Commonwealth of
Pennsylvania advising that no formal charges would be filed.

Product Liability Action: Bryan S. Neft and Ronald
D. Morelli were successful in obtaining a compressive opinion in
favor of a client from the U.S. District Court for the Western
District of Pennsylvania. The Court issued the opinion in favor of
our client, who removed a product liability action on the basis of
the federal officer defense for products it supplied under contract
to the U.S. Navy.

Motion to Dismiss Upheld: Robert J. D’Anniballe, Jr.
obtained a verdict before the West Virginia Supreme Court of
Appeals to uphold a motion to dismiss a medical malpractice
claim on the basis of a statute of limitations defense. The state
Supreme Court examined the continuous medical treatment and
continuous tort doctrines in upholding the dismissal by the trial
court. The case involved a portion of a scalpel allegedly being left
in the plaintiff’s hand following carpal tunnel surgery.

Dismissal: Michael A. Morse and Amy C. Lachowicz
were successful in the dismissal of Community Behavioral Health
from a case involving the death of a juvenile at a facility in
Tennessee. CBH is a non-profit organization that funds behavioral
health services for Medicaid-eligible residents of the City of
Philadelphia. The plaintiff – the mother of the deceased – sued
CBH and the City of Philadelphia under Section 1983’s state-
created danger theory, alleging that the two entities were
responsible for her son’s transfer to Chad Youth Enhancement Center
in Tennessee, where he died as a result of the improper use of physical
restraints by a Chad staff member. The case was particularly
noteworthy as the juvenile was under Philadelphia’s Department of
Health Services care at the time he was sent to the facility.

Sale of Stock Transaction: David P. Franklin,
Richard F. Moroco, James E. Abraham and Robert J.
Monahan assisted R.B. Watkins, Inc. in the sale of its stock to
Areva T&D, Inc., a subsidiary of Areva, world energy expert,
which offers its customers technological solutions for highly
reliable, nuclear power generation, transmission and distribution.

Settlement Negotiation: Kevin E. Raphael and Amy C.
Lachowicz negotiated a significant settlement on behalf of their
client, a national demolition company, which was the plaintiff in a
multi-million-dollar lawsuit for breach of contract concerning
demolition work.

Pietragallo has added three associates and a patent agent in its Pittsburgh office. Robert A. Diaz, Emily J. Hicks and Grant
H. Hackley have joined Pietragallo as associates, and Suzanne Kikel has joined the firm as a patent agent.

Mr. Diaz is a member of the Intellectual Property Practice Group. He joins Pietragallo from the intellectual property department
of a global leader in the coatings industry.

Ms. Hicks is a member of the Commercial Litigation Practice Group. She is a civil litigator with expertise in product liability,
negligence and commercial litigation. Ms. Hicks rejoins Pietragallo after five years practicing product liability litigation in California.

Mr. Hackley is a member of the Risk Management Practice Group. He has experience in toxic torts, product liability defense,
professional malpractice, personal injury and civil rights. He had been a law clerk for Commonwealth Court Judge Bernard L. McGinley.

Ms. Kikel is a patent agent in the Intellectual Property Practice Group. She has worked in both industry and private practice,
with extensive experience in the chemical and minerals industry and in the mechanical sector. She is registered to practice before the
U.S. Patent and Trademark Office.

Pietragallo Adds Three Associates and Patent Agent
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Mark Gordon was selected as a BTI Client Service All-
Star for 2009, a designation afforded to only 176 lawyers in the
United States. The award was issued by the BTI Consulting Group
after surveying corporate counsel at Fortune 1000 companies to
identify lawyers who provide superior client service.

William Pietragallo, II was appointed Chairman of the
Disciplinary Board of the Supreme Court of Pennsylvania, on
which he previously served as Vice Chair.

Marc S. Raspanti spoke on “Defending White Collar
Cases - The Ultimate Heavyweight Fight” for the Pennsylvania
Bar Institute.

Tyler J. Smith presented on “Safe Informed Consent: A
Cost-Effective Systems Approach” at the Pennsylvania Bar
Institute’s 15th Annual Health Law Institute.

Marc S. Raspanti and Michael A. Morse made a
presentation on “Qui Tam Litigation” at the Civil Legal Education
Seminar at the Delaware County Bar Association.

Kevin E. Raphael spoke on “We PREEMPT Our
Regularly Scheduled Program to Bring You this Special
Event...Duty To Warn and Preemption,” and “Self-Disclosure and
the Ethical Duties of a Health Lawyer,” at the Pennsylvania Bar
Institute’s 15th Annual Health Law Institute.

Douglas K. Rosenblum presented on “A Judge with a
Grudge” to the J. Willard O’Brien American Inn of Court.

Andrea M. Bartko co-presented the “Year in Review”
portion of the Pennsylvania Bar Institute’s “Day on Real Estate”
seminar.

Kathryn M. Kenyon sat on a panel at the Allegheny
County Bar Association’s Young Lawyer’s Division on “Trial
Techniques.”

Richard J. Parks presented on “Bankruptcy Preference
Litigation: Navigating the System in 2009” at a National
Constitution Center Audio Conference.

Marc S. Raspanti and Divya Wallace authored an
article in The Champion titled, “Will an Independent Internal
Investigation Always Make a Difference to a Corporation?”

Francis E. Pipak, Jr. spoke on “Understanding the
Workers Compensation Litigation System” at the Pennsylvania
Chamber of Business and Industry Seminar.

Alexandra C. Gaugler will serve as co-chair of the Mid-
Atlantic Chapter of the ABA’s Criminal Justice Section White
Collar Crime Young Lawyer’s Division.

Shannon Poliziani was recently elected to the Board of
Directors of Pittsburgh AIDS Task Force.

Anthony J. Giaramita has been appointed to the
Advisory Board of the Haller Enterprise Institute at Thiel College
in Greenville, PA.

Attorneys in the News

Upcoming Events
April 22, 2009, Malvern, PA- Joseph D. Mancano will speak on “Financial Prosecutions: Be Aware of the Trends,” at the 2009
Treasury Initiatives Conference.

April 23, 2009, Atlantic City, NJ- Marc S. Raspanti will present on “New Jersey False Claims Act,” at the Seminar for NJ Judiciary.

April 24, 2009, Washington, DC- Marc S. Raspanti will speak at the American Health Lawyers Association’s “Convener on Stark Law.”

April 28, 2009, Las Vegas, NV- Michael A. Morse will speak on “Apologies and Reporting of Medical Errors,” at the Health Care
Compliance Association’s Compliance Institute.

April 29, 2009, Las Vegas, NV- Marc S. Raspanti will speak on “Negotiating False Claims Act Settlements” at the Health Care
Compliance Association’s Compliance Institute.

May 6, 2009, Pittsburgh, PA- William Pietragallo, II, will speak at The Third Circuit Conference on “Demonstrative Video Evidence.”

May 8, 2009, Washington, DC- Marc S. Raspanti will present on “Whistleblowers and Subtle Retribution - Is the Concept of
Whistleblower Illusory?” at the First Annual National Institute on Internal Corporate Investigations and In-House Counsel Program.

May 15, 2009, Phoenix, AZ- Marc S. Raspanti will speak on “Alternative Dispute Resolution in Fraud Cases,” at the ABA Fraud
Conference.

May 18, 2009, Pittsburgh, PA- Mark Gordon will sponsor a golf outing as a member of the Executive Committee of the American
Cancer Society.

June 2-3, 2009, Pittsburgh, PA- William Pietragallo, II, will speak at the Pennsylvania Bar Institute’s seminar on “Developing and
Presenting Your Case: A Case Study of A Few Good Men.”

June 3, 2009, Philadelphia, PA- Marc S. Raspanti will present on “Anatomy 101 of a False Claims Act Case,” at the PICPA Healthcare
Conference.

June 11-14, 2009, St. Paul, MN- Marc S. Raspanti will present on “Industry Spotlight: Drugs, Devices, and the False Claims Act,” at
Hamline University School of Law.
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