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I. INTRODUCTION

“The secret to creativity is knowing how to hide your sources™!

The unpredictability of court decisions on covenants not to com-
pete is an attorney’s nightmare in Texas. The Texas Supreme
Court’s decision in Light v. Centel Cellular (Light II)* that trade
secrets may serve as independent consideration for a valid cove-
nant not to compete has only exacerbated the situation.* Cur-
rently, attorneys and clients alike are at the mercy of judicial
unpredictability—an unpredictability that is astounding when one
reviews the litany of unpublished, undefined, and inconsistent post-
Light II decisions.* Texas courts have managed to muddle their
own underlying public policy on covenants not to compete with
trade secrets. During the years preceding Light II, Texas courts
consistently struck a balance between the legitimate rights of em-
ployers to protect their trade secrets and the legitimate rights of
employees to market their skill and gain employment. Today, this
distinction has all but vanished. Although the issue has by far be-
come the most litigated one in Texas, present case law is ineffectual
and stands as an omnipresent threat to both employers and em-
ployees in Texas. Until the Texas Supreme Court adopts a clear
rule, even the most experienced and creative of legal practitioners
will continue the high stakes gamble on how best to zealously pro-
tect the interests of their clients.

This Article reviews the tormented history of trade secret laws in
the State of Texas and reflects on the fundamental problems cre-
ated by the hybrid of contract and tort causes of actions which have
fused trade secret misappropriation and breach of covenants not to
compete claims. In support of this Article, Part I lays out the foun-
dation for trade secrets misappropriation. Part II outlines the his-

1. Albert Einstein, http:/www.quotationspage.com/quote/482.html (last visited Feb. 6,
2005).

2. 883 S.W.2d 642 (Tex. 1994).

3. Light v. Centel Cellular Co. of Tex., 883 S.W.2d 642, 645-46 (Tex. 1994).

4. Appendix A to this Article. '
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tory of the contentious battle on the enforcement of covenants not
to compete that raged between the trial courts and appellate courts
on the one hand and the Texas Supreme Court and the legislature
on the other hand. This part pays special attention to the Light II
decision that is viewed today as the foundation for any cause of
action for breach of a covenant not to compete.> While the Light
II holding adopted the strict statutory requirements passed by the
Texas Legislature in 1993, creative practitioners, in an effort to en-
sure trade secret protection for their clients, built their arguments
on a loophole created by this case in footnote fourteen.® Although
citing footnote fourteen as the major holding in the case did not
pierce the veil of this now well established rule, it did add to the
already exiting confusion because it allowed businesses, in the ab-
sence of an enforceable covenant not to compete, to nonetheless
secure trade secret protection simply by qualifying their informa-
tion as confidential or a trade secret. Part III provides practical
advice for practitioners to consider when seeking equitable relief in
trade secret cases. Finally, because covenants not to compete have
been particularly disfavored in Texas, Part IV focuses on the doc-
trine of “inevitable disclosure” advanced by frustrated practition-
ers as yet another backdoor alternative to achieving trade secret
protection.

II. DETERMINING THE EXISTENCE OF A TRADE
SECRET IN TEXAS
A. Definition

Unlike the majority of states that have adopted the Uniform
Trade Secrets Act (UTSA),” Texas has long adhered to Section 757
of the Restatement (First) of Torts, which defines trade secrets as:

5. Light v. Centel Cellular Co. of Tex., 883 S.W.2d 642, 645 (Tex. 1994).

6. Id. at 647 n.14.

7. Unif. Trade Secrets Act §§ 1-12, 14 U.L.A. 437-67 (1979) (amended 1985) (UTSA).
The Uniform Trade Secrets Act was adopted by forty-three states and the District of Co-
lumbia. These states are: ArLAskA STAT. § 45.50.910 (1988); ARriz. REv. STAT. § 44-401
(1990); Ark. CoDE ANN. § 4-75-601 (1981); CaL. Ctv. CopE § 3426 (Deering 1981); Coro.
REv. STAT. § 7-74-101 (1986); ConN. GEN. STAT. § 35-50 (1983); DEL. CopE ANN. tit. 6,
§ 2001 (1982); D.C. CopE ANN. § 36-401(1989); FLA. STAT. ANN. § 688.001 (West 1988);
Ga. CopE ANN. § 10-1-760 (1990); Haw. REv. STAT. ANN. § 482B-1 (Michie 1989); Ipano
Copk § 48-801 (Michie 1981); 765 ILL. Comp. STaT. 1065/1 (1988); InD. CoDE § 24-2-3-1
(Michie 1982); 1990 Iowa Acts 1201; KaN. Stat. Ann. § 60-3320 (1981); Kv. Rev. StAT.
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[A]lny formula, pattern, device, or compilation of information which
is used in one’s business, and which gives him an opportunity to ob-
tain an advantage over competitors who do not know or use it. It
may be a formula for a chemical compound, a process of manufactur-
ing, treating or preserving materials, a pattern for a machine or other
device, or a list of customers. It differs from other secret information
in a business (see § 759) in that it is not simply information as to
single or ephemeral events in the conduct of the business, as, for
example, the amount of other terms of a secret bid for a contract or
the salary of certain employees, or the security investments made or
contemplated, or the date fixed for the announcement of a new pol-
icy or for bringing out a new model or the like. A trade secret is a
process or a device for continuous use in the operation of the busi-
ness. Generally it relates to the production of goods, as, for exam-
ple, a machine or formula for the production of an article.®

Because a precise definition is impracticable,” the Restatement
(First) of Torts identifies six factors for the courts to weigh when
deciding whether a process or device constitutes a trade secret.'®
First, the information must not be readily available to the public.!!
Second, the number of employees and those involved in the busi-
ness who have knowledge of the information must be limited.'
Third, the proprietor must take affirmative measures to protect the

ANN. § 365.880 (Michie 1990); La. Rev. STAT. ANN. § 51:1431 (West 1981); ME. REv.
StAT. ANN. tit. 10, §§ 1541-1548 (West 1987); Mp. Cope ANN. Com. Law I § 11-1201
(1989); MicH. Comp. Laws § 445.1901 (1998); MINN. STAT. ANN. § 325C.01 (West 1981);
Mo. REv. STAT. § 417.450 (1995); Miss. Cope ANN. §75-26-1 (1990); MonT. CODE ANN.
§ 30-14-401(1985); NEB. REV. STAT. § 87-501 (1988); NEV. REV. STAT. § 600A.010 (1987);
N.H. REv. STAT. AnN. § 350-B:1 (1990); N.M. STAT. ANN. § 57-3A-1 (Michie 1989); N.C.
GEN. STAT. § 66-152 (1981); N.D. CenT. CoDE § 47-25.1-01 (1983); Onro Rev. CODE ANN.
§ 1333.61 (West 1994); OkLA. StaT. ANN. tit. 78, § 85 (West 1986); Or. REv. StAT.
§ 646.461 (1986); R.I. GEN. Laws § 6-41-1 (1986); S.C. Cope AnN. § 39-8-1 (Law. Co-op.
1992); S.D. CODIFIED Laws § 37-29-1 (1988); Tenn. Cope ANN. § 47-25-1701-1709 (2000);
UrtaH CoDE ANN! § 13-24- 1(1989); VT. STAT. ANN. tit. 9, § 4601 (1996); Va. CoDE ANN.
§ 59.1-336 (Michie 1986); WasH. Rev. Cope AnN. § 19.108.010 (West 1982); W. Va. CopE
ANN. § 47-22-1 (1986); Wis. STAT. AnN. § 134,90 (West 1986). The following states have
trade secret statutes that are not modeled after the Uniform Trade Secrets Act: Ara.
CopeE § 8-27-1 (1986); Mass. ANN. Laws ch. 93, § 42 (Law. Co-op. 1967). Finally, In addi-
tion to Texas, the following states protect trade secrets under the common law: New
Jersey, New York, Pennsylvania, and Wyoming.

8. Restatement (First) oF Torts § 757 cmt. b (1939).

9. Lear Siegler, Inc. v. Ark-Ell Springs, Inc., 569 F.2d 286, 288 (5th Cir. 1978).

10. Restatement (FIrsT) oF TorTs § 757 cmt. b (1939).

11. Id.

12. Id.
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secrecy of the information.’> Fourth, the proprietor must believe
the information is of great value.'* Fifth, the proprietor must in-
vest time, effort and money in developing the information.'* Fi-
nally, the last factor a court will consider is whether the
information is difficult to duplicate.'¢

To qualify as a trade secret, information need not be new or pat-
entable; it need only contain a “substantial element” of secrecy.!’
More importantly, the Restatement (First) of Torts affords trade
secret protection to valuable non-trade secret information dis-
closed in confidential relationships or gained through improper or
illegal means.'® In Hyde Corp. v. Huffines'® and K & G Oil Tool &
Service Co. v. G & G Fishing Tool Service,* two cases decided on
the same day, the Texas Supreme Court reaffirmed this definition,
holding that “[t]he generally accepted definition of a ‘trade secret’
is that contained in the Restatement of Torts.”?! Here, as in the
Restatement (First) of Torts, the definition adopted is less expan-
sive than the UTSA’s.?*> Typically, the UTSA focuses more on the
information than on its commercial use;?3 the enumerated exam-
ples are not exhaustive and the information need not be of a busi-

13. 7d.

14. Id.

15. ResTaTEMENT (FIrsT) oF ToRTs § 757 cmt. b (1939).

16. Id.

17. Id

18. Id.

19. 158 Tex. 566, 314 S.W.2d 763 (1958). The court quoted Section 757 of the Restate-
ment (First) of Torts and held a trade secret existed because the parties entered into a
confidential agreement before the patent was issued. Hyde Corp. v. Huffiness, 158 Tex.
566, 314 S.W.2d 763, 776 (1958).

20. 158 Tex. 594, 314 S.W.2d 782 (1958). This court was also quoting Section 757 of
the Restatement (First) of Torts. K & G Oil Tool & Serv. Co. v. G & G Fishing Tool Serv.,
158 Tex. 594, 314 S.W.2d 782, 789 (1958).

21. Huffines, 314 S.W.2d at 776. '

22. Unif. Trade Secrets Act § 1(4), 14 U.L.A. 438 (1979) (amended 1985). The UTSA
defines trade secrets as:

[Ilnformation, including a formula, pattern, compilation, program, dev1ce method,
technique, or process, that:

derives independent economic value, actual or potential, from not being generally
known to, and not being readily ascertainable by proper means by, other persons who
can obtain economic value from its disclosure or use, and

is the subject of efforts that are reasonable under the circumstances to maintain its
secrecy.

ld.
23. Id.
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ness nature or require continuous use in order to qualify as a trade
secret.”

B. Deciding Whether a Misappropriation Claim Has Merit

Traditionally, before granting trade secret protection, the court
examining the misappropriation claim began by identifying the
trade secret, and then decided whether a confidential relationship
existed between the parties.”® This is precisely what Justice
Holmes held in E. I. duPont de Nemours Powder Co. v. Masland ?®
in which he announced that the foundation of a trade secret claim
rests not with “[w]hether the plaintiffs have any valuable secret . . .
but that the defendant stood in confidential relations with the
plaintiffs, or one of them.”?” This holding was resurrected in Hyde,
which also held that “the gravamen” of a trade secret suit “is the
breach of confidence.”?®

Six years later, the focus shifted from the confidential relation-
ship back to the original factors established by the Restatement
(First) of Torts.?® From a long, unbroken line of Texas cases, two
legal principals were adduced. The first consisted of determining
whether a device or process fell within the parameter identified by
the Restatement (First) of Torts.3® The second required courts to

24. ReSTATEMENT (FirsT) OF TorTs § 757 cmt. b (1939).

25. Hyde Corp. v. Huffines, 158 Tex. 566, 314 S.W.2d. 763, 770 (1958).

26. 244 U.S. 100 (1917).

27. E. 1. duPont de Nemours Powder Co. v. Masland, 244 U.S. 100, 102 (1917).

28. Huffines, 314 S.W.2d. at 770.

29. ResTATEMENT (First) oF Torts § 757 cmt. a, b (1939).

30. See Luccous v. J.C. Kinley Co., 376 S.W.2d 336, 340 (Tex. 1964) (refusing to pre-
vent the defendant from using information in a patent that had expired because its con-
tents became public); see also Zoecon Indus. v. Am. Stockman Tag Co., 713 F.2d 1174,
1179 (5th Cir. 1983) (holding a customer list to be a trade secret); Weightman v. State, 975
S.W.2d 621, 624 (Tex. Crim. App. 1998) (en banc) (determining that employee non-disclo-
sure agreements, plant security, and restricted access by third parties to drawings, support
a finding that the manufacturer maintained substantial secrecy); John Paul Mitchell Sys. v.
Randalls Food Mkts., 17 S.W.3d 721, 738 (Tex. App.—Austin 2000, pet. denied) (holding
that a defendant’s list of suppliers did not qualify as a trade secret); Birnbaum v. Alliance
of Am. Insurers, 994 S.W.2d 766, 783 (Tex. App.—Austin 1999, pet. denied) (concluding
that market report information disclosing insurance sales by zip code was a trade secret);
H.E. Butt Grocery Co. v. Moody’s Quality Meats, 951 S.W.2d 33, 39 (Tex.- App.—Corpus
Christi 1997, writ denied) (holding that the process for marinating fajitas was commonly
known, had been published, was widely distributed in the industry, and therefore not a
trade secret); Stewart & Stevenson v. Serv-Tech, Inc., 879 S.W.2d 89, 95-96, 104 (Tex.
App.—Houston [14th Dist.] 1994, writ denied) (explaining that there must be an instruc-
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establish whether the defendant misappropriated and used the in-
formation that had been identified as a trade secret.’!

After a careful examination of these earlier decisions, the Fifth
Circuit made clear that liability for misappropriation of trade
secrets settles on “(1) the existence of a trade secret, (2) the breach
of a confidential relationship or the improper discovery of a trade
secret, (3) the use of the trade secret, and (4) the award of appro-
priate damages.”* Thus, in construing a misappropriation claim,
Texas courts have held, among other things, that equipment,*
processes,>* software,*> tapes,* drawings,?” customer lists,*® forms,

tion to support a jury verdict that the alleged confidential information must be secret);
Schalk v. State, 823 S.W.2d 633, 636 (Tex. Crim. App. 1991) (en banc) (finding that secrecy
maintained by employment agreements, strict plant security, restricted computer access,
non-authorization of disclosure, were adequate to maintain trade secret status); Am. Preci-
sion Vibrator Co. v. Nat'l Air Vibrator Co., 764 S.W.2d 274, 276 (Tex. App.—Houston [1st
Dist.] 1988, no writ) (holding that customer cards, blueprints and drawings were trade
secrets); Numed, Inc. v. McNutt, 724 S.W.2d 432, 435 (Tex. App.—Fort Worth 1987, no
writ) (stating that the information was not a trade secret because it was contained in con-
tracts distributed to the plaintiff’s customers); Thermotics, Inc. v. Bat-Jac Tool Co., Inc.,
541 S.W.2d 255, 260 (Tex. Civ. App.—Houston [1st Dist] 1976, no writ) (concluding that
improvements made to a-drilling tool after it was patented were still secret and entitled to
protection); Arrow Chem. Corp. v. Anderson, 386 S.W.2d 309, 312 (Tex. Civ. App.—Dallas
1965, writ ref’d n.r.e.) (observing that the formula was developed by a third party long
before plaintiff’s use and was generally known to those in the business); Furr’s, Inc. v.
United Specialty Adver. Co., 385 S.W.2d 456, 459 (Tex. Civ. App.—El Paso 1964, writ ref’d
n.r.e.) (holding that a trade secret was involved, because a confidential relationship did not
exist between the parties for information to be improperly obtained through breach of
confidence).

31. See Ventura Mfg. Co. v. Locke, 454 S.W.2d 431, 433 (Tex. Civ. App.—San
Antonio 1970, no writ) (holding the plaintiff is entitled to discovery to determine whether
the defendant used the alleged process); see also Kewanee Oil Co. v. Bicron Corp., 416
U.S. 470, 476 (1974) (declaring the holder of a trade secret is protected from those who
obtain knowledge through “improper means”); Atl. Richfield Co. v. Misty Prods., 820
S.W.2d 414, 422 (Tex. App.—Houston [14th Dist.] 1991, writ denied) (finding the plaintiff
did not prove the defendant’s use or disclosure of soap formula, confidential financial data
or customer data).

32. See Hurst v. Hughes Tool Co., 634 F.2d 895, 896 (5th Cir. 1981) (holding that
Hurst did not take steps to protect his trade secret and that Hughes did not breach confi-
dentiality or acquire the information through improper means).

33. K & G Oil Tool & Serv. Co. v. G & G Fishing Tool Serv., 158 Tex. 594, 314 S.w.2d
782, 790 (1958).

34. See E. I. duPont de Nemours & Co. v. Christopher, 431 F.2d 1012, 1015-16 (5th
Cir. 1970) (declaring that obtaining “knowledge of a process without spending the time and
money to discover it independently is improper unless the holder voluntarily discloses it or
fails to take reasonable precautions to ensure its secrecy”).

35. See Schalk v. State, 823 S.W.2d 633, 636 (Tex. Crim. App. 1991) (affirming that
computer programs are trade secrets).
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and procedures qualify as trade secrets.*® Furthermore, confiden-
tial relationships may be expressly affirmed in such instruments as
licenses, employment agreements, nondisclosures, and covenant
not to compete agreements.*® It is possible, however, to infer the
existence of confidentiality by “viewing the picture as a whole”;*
in other words, by scrutinizing the words and actions of the parties
that may have given rise to a protected confidential relationship.**

Courts also examine whether the means used to misappropriate
trade secrets “fall below the generally accepted standards of com-
mercial morality and reasonable conduct.”* To this effect, Section
757, comment f, of the Restatement (First) of Torts provides an
evolving, non-exhaustive list of wrongful acts that give rise to liabil-
ity. They include breaking into a business or physically assaulting
an individual to steal a formula and “fraudulent misrepresentations
to induce disclosure, tapping of telephone wires, eavesdropping or
other espionage.”* It is important to note that while “black hat”
or wrongful acts give rise to liability, “white hat” acts do not.*
“White hat” acts consist of instances where an individual acquires

36. Id. at 635.

37. See Am. Precision Vibrator Co. v. Nat’l Air Vibrator Co., 764 S.W.2d 274, 276
(Tex. App.—Houston [1st Dist.] 1988, no writ) (holding that drawings qualify as trade
secrets); see also Taco Cabana Int’l, Inc. v. Two Pesos, Inc., 932 F.2d 1113, 1123 (5th Cir.
1991) (finding drawings and an architectural plan constitute trade secrets).

38. See Am. Precision Vibrator Co., 764 SW.2d at 276 (finding customer cards to be
trade secrets); Numed Inc. v. McNutt, 724 S.W.2d 432, 435 (Tex. App.—Fort Worth 1987,
no writ) (refusing to grant trade secret protection to customers lists that are made public);
Collins v. Ryon’s Saddle & Ranch Supplies, Inc., 576 S.W.2d 914, 915 (Tex. Civ. App.—
Fort Worth 1979, no writ) (affirming the grant of an injunction to prevent a former em-
ployee from using a customer list obtained from a former employer).

39. See Gonzales v. Zamora, 791 S.W.2d 258, 266 (Tex. App.—Corpus Christi 1990, no
writ) (finding that forms and procedures are trade secrets).

40. See RESTATEMENT (FIrsT) oF TorTs § 757 cmt. j (1939) (offering situations in
which there is a breach of confidence); RESTATEMENT OF AGENCY §§ 395-96 (1958).

41. See Hyde Corp. v. Huffines, 158 Tex. 566, 314 S.W.2d 763, 777 (1958) (noting that
an express confidentiality agreement is not required for a finding of trade secret
misappropriation).

42, Id.

43. RESTATEMENT (FirsT) OF TorTs § 757 cmt. f (1939); see also E. I. duPont
de Nemours & Co. v. Christopher, 431 F.2d 1012, 1017 (5th Cir. 1970) (stating that “thou
shall not appropriate a trade secret through deviousness under circumstances in which
countervailing defenses are not reasonably available”).

44. RESTATEMENT (FIrsT) OF TorTs § 757 cmt. f (1939); see also Christopher, 431
F.2d at 1017 (holding that “‘[ilmproper’ will always be a word of many nuances, deter-
mined by time, place, and circumstances”).

45. RESTATEMENT (FIrsT) oF Torts § 757 cmt. £, g (1939).
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the information through independent discovery, public disclosure,
reverse engineering, or in situations where the owner failed to take
adequate steps to protect the trade secret.*s Moreover, a person
who knowingly misappropriates a trade secret may not be liable
unless he or she puts that information to commercial use.*” “Com-
mercial use” has been defined broadly as the exercise of dominion
and control over the misappropriated trade secret,*® and, more re-
strictively, as profiting by using a trade secret for the purpose for
which it was designed.*® Finally, once a finding is made as to the
first three elements, the courts usually make a determination as to
the appropriate pecuniary or equitable remedy.*

C. Auvailable Remedies
1. Pecuniary Relief
a. Plaintiff’s Losses

Having lost profits due to the wrongdoer’s misappropriation and
use of a trade secret, a plaintiff may be able to recover actual dam-
ages.> Because the plaintiff may have already lost the exclusive
competitive edge in the market, Texas courts have also allowed for
the recovery of costs associated with the research and development

46. Christopher, 431 F.2d at 1015-16. The court explained:

[Olne may use his competitor’s secret process if he discovers the process by reverse
engineering applied to the finished product; one may use a competitor’s process if he
discovers it by his own independent research; but one may not avoid these labors by
taking the process from the discoverer without his permission at a time when he is
taking reasonable precautions to maintain its secrecy. To obtain knowledge of a pro-
cess without spending the time and money to discover it independently is improper
unless the holder voluntarily discloses it or fails to take reasonable precautions to
ensure its secrecy.
Id

47. See Metallurgical Indus., Inc. v. Fourtek, Inc., 790 F.2d 1195, 1205 (5th Cir. 1986)
(holding that if misappropriated trade secrets are not put into commercial operation as a
product it can then use, “then no commercial use has occurred”).

48. Metallurgical Indus., Inc., 790 F.2d at 1205; Univ. Computing Co. v. Lykes-
Youngstown Corp., 504 F.2d 518, 542 (5th Cir. 1974).

49. See Metallurgical Indus., Inc., 790 F.2d at 1205 (finding directed Verdlct appropri-
ate because plaintiff failed to prove defendant gained from misappropriation).

50. See ResTATEMENT (FIRsT) OF ToRTs § 757 cmt. e (1939) (explaining that an
owner of a trade secret is “entitled to a remedy or remedies appropriate under the
circumstances”).

51. See K & G Oil Tool & Serv. Co. v. G & G Fishing Tool Serv., 158 Tex. 594, 314
S.W.2d 782, 787 (1958) (finding that where there is a “violation of a confidence and the
breach of a contract . . . the injured party is entitled to full relief”).
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of a trade secret.”® The plaintiff, however, bears the burden of
proving with reasonable certainty that the losses incurred are a di-
rect result of the misappropriation or breach of a confidential rela-
tionship.™ The loss assessment “must be based on objective facts,
figures, or data” or else relief will be denied.>* In Elcor Chemical
Corp. v. Agri-Sul, Inc.,> the court reversed a damage award be-
cause the plaintiff had not provided an objective assessment of the
incurred losses.>®

b. Accounting of the Defendant’s Profits

Recognizing the evidentiary difficulties a plaintiff encounters
when trying to recover damages for actual losses, the Restatement
(First) of Torts and the Texas courts authorize an accounting of the
wrongdoer’s profits as a more efficient method of determining a
plaintiff’s damages.’” However, the courts may not be able to
award damages in cases where the wrongdoer failed to use and,
therefore, did not profit from the misappropriated trade secret.>

c. Reasonable Royalty Standard

Texas courts have adopted and favored the reasonable royalty
standard when neither the plaintiff’s losses nor the defendant’s
profits can be reasonably ascertained.”® The reasonable royalty
standard allows the courts to inquire as to “what the parties would
have agreed upon, if both were reasonably trying to reach [an]
agreement.”®® This situation creates a hypothetical licensing agree-

52. ResTATEMENT (FirsT) oF TorTs § 757 cmt. e (1939).

53. Houston Mercantile Exch. Corp. v. Dailey Petroleum Corp., 930 S.W.2d 242, 248
(Tex. App.—Houston [14th Dist.] 1996, no writ).

54, Id.

55. 494 S'W.2d 204 (Tex. Civ. App.—Dallas 1973, writ ref'd n.r.e.).

56. Elcor Chem. Corp. v. Agri-Sul, Inc., 494 S.W.2d 204, 214 (Tex. Civ. App.—Dallas
1973, writ ref’d n.r.e.).

57. Id. at 214; ResTATEMENT (FIrsT) OF TorTs § 757 cmt. e (1939).

58. See Paul M. Janicke, Commentary Issues in Patent Damages, 42 Am. U. L. Rev.
691, 717 (1993) (discussing the problems related to damage estimates in a patent context).

59. Metallurgical Indus., Inc. v. Fourtek, Inc., 790 F.2d 1195, 1208 (5th Cir. 1986);
Molex, Inc. v. Nolen, 759 F.2d 474, 479 (5th Cir. 1985); Sykes v. McGraw-Edison Co., 665
F.2d 731, 737 (5th Cir. 1982); Univ. Computing Corp. v. Lykes-Youngstown Corp., 504 F.2d
518, 537 (5th Cir. 1974); Elcor Chem. Corp., 494 SW.2d at 213-14.

60. See Univ. Computing Corp. v. Lykes-Youngstown Corp., 504 F.2d 518, 537 (5th
Cir. 1974) (quoting Egry Register Co. v. Standard Register Co., 23 F.2d 438, 443 (6th Cir.
1928)).
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ment in which reasonable royalty is measured not by a simple per-
centage of actual profits, but by four factors initially recognized by
the Sixth Circuit Court in Vitro Corp v. Hall Chemical Co.,** and
later adopted by the Fifth Circuit Court.®? In dealing with reasona-
ble royalty, the Fifth Circuit held that:

In calculating what a fair licensing price would have been had the
parties agreed, the trier of fact should consider such factors as the
resulting and foreseeable changes in the parties’ competitive posture;
the prices past purchasers or licensees may have paid; the total value
of the secret to the plaintiff, including the plaintiff’s development
costs and the importance of the secret to the plaintiff’s business; the
nature and extent of the use the defendant intended for the secret,
and finally whatever other unique factors in the particular case might
have affected by the parties’ agreement, such as the ready availabil-
ity of alternative process.®®

In other words, the reasonable royalty standard considers other
economic factors when lost revenues are not clearly
ascertainable.®*

d. Punitive Damages

In some cases, courts have recognized the need to go beyond
compensatory damages when “the defendant’s actions are fraudu-
lent or malicious.”®> Thus, proof of malice or willful fraudulent be-
havior is a prerequisite to an award of punitive damages.®® The
Waco court in U.S. Sporting Products, Inc. v. Johnny Stewart Game

61. 292 F.2d 678 (6th Cir. 1961).

62. Metallurgical Indus., Inc., 790 F.2d at 1208.

63. See id. (quoting Univ. Computing Corp. v. Lykes-Youngstown Corp., 504 F.2d 518,
539 (5th Cir. 1974)).

64. Univ. Computing Corp., 504 ¥.2d at 537, see also Thermotics, Inc. v. Bat-Jac Tool
Co., 541 8.W.2d 255, 258-59 (Tex. Civ. App.—Houston [1st Dist.] 1976, no writ) (explaining
that a plaintiff’s lost sales may be due to other economic factors).

65. See Zoecon Indus. v. Am. Stockman Tag Co., 713 F.2d 1174, 1180 (5th Cir. 1983)
(finding that when “key employees . . . violated the employer’s trust,” the court properly
awarded exemplary damages); U.S. Sporting Prods., Inc. v. Johnny Stewart Game Calls,
Inc., 865 S.W.2d 214, 219-20 (Tex. App.—Waco 1993, writ denied) (holding that “both
compensatory and exemplary damages are recoverable for misappropriation in addition to
injunctive relief”).

66. See RESTATEMENT (FIRsT) oF TorTs § 908 cmt. ¢ (1939) (stating that “the im-
proper motive of the tortfeasor is both a necessary element in the cause of action and a
reason for awarding punitive damages”).
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Calls, Inc.®” held that malice had to be either actual or implied in
order to support a punitive damage award.®® Generally, actual
malice is considered as “ill-will, spite, evil motive, or purposing the
injuring of another,”® while implied malice exists when the wrong-
doer “knowingly, willfully, and deliberately” misappropriates trade
secrets without just cause or excuse.” Still, the court concluded
that “implied or legal malice” rather than actual malice “is the ap-
propriate standard for assessing exemplary damages for misappro-
priation,””* thereby lowering the threshold for granting punitive
damages. The court reasoned that “to allow compensatory dam-
ages without exemplary damages would serve as no deterrent be-
cause a defendant would, in effect, be only made to return what
was not his in the first place.””?

2. Injunctive Relief

There are instances in which the only available remedy for
wrongful use and disclosure of a trade secret may be an injunc-
tion.”” This scenario presents itself in cases where courts are una-
ble to ascertain pecuniary damages due to the irreparable nature of
an injury” or the plaintiff’s failure to prove losses with reasonable
certainty.” Then again, a court may award both pecuniary and eq-

67. 865 S.W.2d 214 (Tex. App.—Waco 1993, writ denied).

68. U.S. Sporting Prods., Inc. v. Johnny Stewart Game Calls, Inc., 865 S.W.2d 214, 222
(Tex. App.—Waco 1993, writ denied).

69. Id. (quoting Clements v. Withers, 437 S.W.2d 818, 822 (Tex. 1969)).

70. Id. (citing Transfer Prods., Inc. v. Texpar Energy, Inc., 788 SW. 2d 713, 715 (Tex.
App.—Corpus Christ 1990, no writ); Horton v. Robinson, 776 S.W.2d 260, 265 (Tex.
App.—El Paso 1989, no writ)).

71. Id.

72. Id. at 219. ‘

73. See Hyde Corp. v. Huffines, 158 Tex. 566, 314 S.W.2d 763, 773 (1958) (noting that
an award of damages in a claim for patent infringement might be inadequate and courts
have a tendency to protect a recognized legal right, although an injunction will not always
provide adequate relief).

74. See Cardinal Health Staffing Network, Inc. v. Bowen, 106 S.W.3d. 230, 235 (Tex.
App.—Houston [1st Dist.] 2003, no pet.) (overruling Norlyn Enters., Inc. v. APDP, Inc., 95
S.W.3d 578 (Tex. App.—Houston [1st Dist.] 2002, no pet.)); Butler v. Arrow Mirror &
Glass, Inc., 51 S.W.3d 787, 795 (Tex. App.—Houston [1st Dist.] 2001, no pet.) (holding that
a plaintiff may not have to show irreparable harm if the enforcement of a covenant not to
compete is governed by state statute).

75. Huffines, 314 SW.2d at 773. The Texas Supreme Court explained that:

[The injunction should ordinarily operate as a corrective rather than a punitive mea-
sure, but when, through inadequacies in the processes and methods of the law, a
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uitable relief when damages alone do not put the plaintiff back in
the original position held before the misappropriation.”

In evaluating an injunctive request, courts look at the evidence
presented by the plaintiff for proof of injury because it will not
issue an injunction on a mere presumption of an injury.”” Indeed,
Rule 683 of the Texas Rules of Civil Procedure explains that
“[e]very order granting an injunction and every restraining order
shall set forth the reasons for its issuance; shall be specific in terms;
shall describe in reasonable detail and not by reference to the com-
plaint or other document, the act or acts sought to be restrained.””®
Typically, injunctions are issued in cases where a former employee
had access to confidential information, then left his employer to
work for a competitor and could inevitably disclose the confiden-
tial information or trade secret.” To prevent the former employee
from using, disclosing, or benefiting from trade secrets, a court has
the discretion to grant either a temporary or a permanent injunc-
tion.®> On the one hand, the protection afforded by a temporary

choice must be made between the possible punitive operation of the writ and the fail-
ure to provide adequate protection of a recognized legal right, the latter course seems
indicated and the undoubted tendency of the law has been to recognize and enforce
higher standards of commercial morality in the business world.

Id.; see also Williams v. Compressor Eng’g Corp., 704 S.W.2d 469, 471 (Tex. App.—Hous-
ton [14th Dist.], writ ref’d n.r.e.) (indicating that irreparable injury happens when an in-
jured party cannot be adequately compensated and injury cannot be measured by any
monetary standard).

76. See Metallurgical Indus., Inc. v. Fourtek, Inc., 790 S.W.2d 1195, 1208 (5th Cir.
1986) (allowing the plaintiff to prove its point on retrial to recover monetary and injunctive
relief); K & G Oil Tool & Serv. Co. v. G & G Fishing Tool Serv., 158 Tex. 594, 314 S.W.2d
782, 784 (1958) (reinstating the trial court’s award of monetary and injunctive relief); Huf-
fines, 314 SW.2d at 765 (affirming both a money judgment and equitable relief to plain-
tiff); Elcor Chem. Corp. v. Agri-Sul, Inc., 494 S.W.2d 204, 212 (Tex. Civ. App.—Dallas
1973, writ ref’d n.r.e.) (reiterating the “well established rule of law . . . equity will grant
relief in the form of monetary damages as well as injunction to restrain the use of such
secret”); Furr’s, Inc. v. United Specialty Adver. Co., 385 S.W.2d 456, 459 (Tex. Civ. App.—
El Paso 1964, writ ref’d n.r.e) (reversing the trial court’s judgment of monetary damages
and injunctive relief on other grounds).

77. See Camp v. Shannon, 162 Tex. 515, 348 §.W.2d 517, 519 (1961) (stating that “[t]he
applicant has, and in equity and good conscience ought to have, the burden of offering
some evidence which, under applicable rules of law, establishes a probable right of recov-
ery. ... If he cannot or does not discharge his burden he is not entitled to extraordinary
relief.”).

78. Tex. R. Crv. P. 683.

79. Sykes v. McGraw-Edison Co., 665 F.2d 731, 736-37 (S5th Cir. 1982).

80. See Elcor Chem. Corp., 494 SW.2d at 211 (determining that an injunction granted
by the trial court was “too limited in its scope” and instead the “injunction should have
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injunction can, for example, expire upon grant of a patent.®* On
the other hand, a permanent injunction serves as a punishing tool,
as it deprives the wrongdoer from using the trade secret even when
the information has been made public.®? A few Texas courts have
adopted the “head start” theory, which allows for the issuance of
an injunction to prevent the wrongdoer from misappropriating the
trade secret and using it to enhance his or her marketing advan-
tage.®* Many other courts, though, have granted injunctions to re-
move the marketing advantage of the “lead time” saved through
misappropriation; in other words, the time the wrongdoer would
have had to spend researching and developing the trade secret.®
The injunction should be limited in scope and be of sufficient dura-
tion as to remove any competitive advantage the wrongdoer gained
through misappropriation and use of a trade secret.** Once the
court is satisfied with the evidence presented by the plaintiff, the
burden shifts to the wrongdoer to show the unreasonableness of
the injunctive relief, especially in cases where the plaintiff is seek-
ing a permanent injunction.®

perpetually” enjoined the defendant); see also Scott D. Marrs, Trade Secrets— Preliminary
Relief in Trade Secret Cases, 61 Tex. B.J. 880, 884-87 (1998) (summarizing temporary
relief). ‘

81. Conmar Prods. Corp. v. Universal Slide Fastener Co., 172 F.2d 150, 156 (2d Cir.
1949).

82. Bryan v. Kershaw, 366 F.2d 497, 501 (5th Cir. 1966) (citing Hyde Corp. v. Huf-
fines, 314 S.W.2d 763, 778 (1958)); see also Atlas Bradford Co. v. Tuboscope Co., 378
S.W.2d 147, 149 (Tex. Civ. App.—Waco 1964, no writ) (noting that wrongful acts may
deprive a person of the ordinary rights he or she would have as a member of society). See
generally D. Kirk Jamieson, Just Deserts: A Model to Harmonize Trade Secret Injunctions,
72 NeB. L. Rgv. 515, 516-19 (1993) (describing the “two models [used] for calculating an
injunctive period”).

83. See Hyde Corp. v. Huffines, 158 Tex. 566, 314 S.W.2d. 763, 773-75 (1958) (allowing
for the issuance of an injunction despite disclosures to the public in patent applications).

84. Garth & RTB Tech., Inc. v. Staktek Corp., 876 S.W.2d 545, 549 (Tex. App.—Aus-
tin 1994, writ dism’d w.0.j.).

85. See Bryan, 366 F.2d at 499 (finding it wholly inappropriate for an injunction to run
for a period of time “necessary to remove the competitive advantage gained through the
illegally used trade secrets”).

86. See Huffines, 314 S.W.2d. at 776 (requiring “the opposing party to show by compe-
tent evidence that an order of less duration than a permanent order will afford the injured
party adequate protection”).
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III. RESTRICTING THE ENFORCEABILITY OF COVENANTS NOT
10 CompPETE: TEXAS’S TURBULENT HISTORY

A. Pre-Hill Decisions (1938-1987): Minor Restrictions

For over half a century, the Texas courts held covenants not to
compete to be enforceable.?” Still, in 1960, when the Texas Su-
preme Court heard its first covenant not to compete case in Wea-
therford Qil Tool Co. v. Campbell®® it acknowledged that a
covenant not to compete constituted a restraint on trade; yet it en-
forced the covenant’s terms which it deemed reasonable.?® Here,
because the Texas Supreme Court placed special importance on the
reasonableness of covenants not to compete, it enforced the cove-
nant without awarding damages to the plaintiff because the territo-
rial restrictions incorporated therein constituted an unreasonable
restraint on trade.*®

Following suit, the lower courts continued to enforce covenants
not to compete while striking down those that were unreasonably
broad, thereby affording protection to the employer’s business in-
terest.” In keeping with the Weatherford decision, these courts
also reformed unreasonable covenants not to compete to ensure

87. Weatherford Oil Tool Co. v. Campbell, 161 Tex. 310, 340 S.W.2d. 950, 952 (1960);
Spinks v. Riebold, 310 S.W.2d 668, 669 (Tex. Civ. App.—El Paso 1958, writ ref'd); Of-
sowitz v. Askin Stores, Inc., 306 S.W.2d 923, 924 (Tex. Civ. App.—Eastland 1958, writ
ref’d); Blaser v. Linen Serv. Corp. of Tex., 135 S.W.2d 509, 510 (Tex. Civ. App.—Dallas
1938, writ dism’d. judgm’t cor.); Parisian Live Dryers & Cleaners v. Springfield, 275 S.W.
1098, 1099 (Tex. Civ. App.—Galveston 1925, writ ref’d).

88. 161 Tex. 310, 340 S.W.2d 950 (1960).

89. Weatherford Oil Tool Co. v. Campbell, 161 Tex. 310, 340 S.W.2d. 950, 951 (1960).

90. See id. (stating that covenants not to compete “will not be enforced in accordance
with its terms unless the same are reasonable. . . . [T]he test . .. is whether it imposes upon
the employee any greater restraint than is reasonably necessary to protect the business and
good will of the employer.”).

91. See, e.g., Cardinal Pers., Inc. v. Schneider, 544 S.W.2d 845, 848 (Tex. Civ. App.—
Houston [14th Dist.] 1976, no writ) (determining that the agreement unreasonably re-
strained trade); Vaughan v. Kizer, 400 S.W.2d 586, 589 (Tex. Civ. App.—Waco 1966, writ
ref’d n.r.e.) (holding that the covenant was not reasonable and therefore unenforceable);
Traweek v. Shields, 380 S.W.2d 131, 133 (Tex. Civ. App.—Tyler 1964, no writ) (finding that
the agreement was reasonable).
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their enforceability.”> Reformation continues today despite Texas’s
contentious common-law and legislative history.”

In addition, the Texas Supreme Court in Justin Belt Co. v. Yost**
adopted a second enforcement condition which required covenants
not to compete to be “ancillary to and in support of another con-
tract.”?> Stated differently, a separate and valid employment con-
tract had to support the covenants not to compete.”® Thus, in a
number of cases the Texas Supreme Court held that covenants not
to compete were ancillary to a range of contractual relationships,
including settlement agreements,” leasing agreements,”® contracts
for the sale of a business,”?and partnership agreements.'®

92. See Campbell, 340 SW.2d at 952 (opining that “although the territory or period
stipulated by the parties may be unreasonable, a court of equity will nevertheless enforce
the contract by granting an injunction restraining the defendant from competing for a time
and within an area that [is] reasonable under the circumstances™); see also Justin Belt Co.
v. Yost, 502 S.W.2d 681, 685 (Tex. 1973) (affirming the trial court’s reformation of a
noncompete agreement that contained no limitation as to time or duration); Evan’s World
Travel, Inc. v. Adams, 978 S.W.2d. 225, 233 (Tex. App.—Texarkana 1998, no writ) (re-
forming a covenant not to compete because it imposed unreasonable geographic
restrictions).

93. See generally Adams, 978 S.W.2d at 233 (finding that the covenant not to compete
contained an unreasonable geographic restriction); McNeilus Cos., Inc. v. Sams, 971
S.W.2d 507, 511 (Tex. App.—Dallas 1997, no writ) (prohibiting the defendant from work-
ing in any capacity for a competitor was a restraint too broad in scope); John R. Ray &
Sons, Inc. v. Stroman, 923 S.W.2d 80, 85 (Tex. App.—Houston [14th Dist.] 1996, writ de-
nied) (concluding that there were unreasonable restrictions on the scope of activity and no
limitation on time); Zep Mfg. Co. v. Harthcock, 824 S.W.2d 654, 661 (Tex. App.—Dallas
1992, no writ) (holding a covenant unreasonable because of the broad geographic scope).

94, 502 S.W.2d 681 (Tex. 1973).

95. Justin Belt Co. v. Yost, 502 S.W.2d 681, 683 (Tex. 1973).

96. Id.

97. See id. (finding that the non-compete agreement was ancillary to a dispute settle-
ment agreement).

98. See City Prods. Corp. v. Berman, 610 S.W.2d 446, 450 (Tex. 1980) (detérmining
that a non-compete clause did prevent partners from leasing property to competitors of the
partnership).

99. See Hanks v. GAB Bus. Servs,, Inc., 644 S.W.2d 707, 708 (Tex. 1982) (recognizing
a covenant not to compete as an independent promise in a contract).

100. See Henshaw v. Kroenecke, 656 S.W.2d 416, 418 (Tex. 1983) (opining that a cove-
nant not to compete agreement was an integral part of the partnership agreement and
therefore enforceable by the plaintiff).
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B. Hill and Its Progeny (1987-1988): Major Restrictions and
Confusion**!

The common law concerning non-compete agreements in Texas
was fairly stable until 1982 when the Texas Supreme Court decided
Hill v. Mobile Auto Trim, Inc.'®® In this case, the non-compete
agreement restricted the former franchisee, Hill, from competing
in seven counties for three years.'®® Before enforcing a non-com-
pete agreement, the Texas Supreme Court applied a more restric-
tive, four-pronged test to the case.!® First, the promisee must have
a legitimate interest in protecting his business or trade secret.!%
Second, the non-compete agreement must not unreasonably bur-
den the promisor.!®® Third, the terms of the restrictive covenant
must not injure the public by preventing competition and depriving
the public of necessary goods.’?” Fourth, the Texas Supreme Court
for the first time held that a promisee must give consideration for
something of value from the promisor.'°® Hill failed to meet three
of the four requirements and, as a result, the Texas Supreme Court
refused to enforce the non-compete agreement.'®

Although the language in Hill favored the enforcement of re-
strictive non-compete agreements, the Texas Supreme Court man-
aged to nullify that effect through its adoption of the “common
callings” test.11® A person’s “aptitudes, his skill, his dexterity, his
manual or mental ability” are his own and not “his master’s prop-
erty.”''! Therefore, a non-compete agreement that restricts these

101. See generally Jeffrey W. Tayon, Covenants Not to Compete in Texas: Shifting the
Sands from Hill to Light, 3 Tex. INTELL. PropP. L.J. 143 (1995) (listing and detailing both
the Texas Supreme Court cases dealing with covenants not to compete and the legislature’s
responses to the decisions rendered in those cases).

102. 725 S.W.2d 168 (Tex. 1987).

103. Hill v. Mobile Auto Trim, Inc., 725 S.W.2d 168, 169-70 (Tex. 1987).

104. Id. at 170.

105. 1d. at 170-71.

106. Id. at 171 (citing Frankiewicz v. Nat’l Comp. Assoc., 633 S.W.2d 505, 507 (Tex.
1982)).

107. Id. at 171.

108. Hill, 725 S.W.2d at 171.

109. Id. at 172.

110. See id. (stating that “a man’s talents are his own” and “[a]bsent clear and con-
vincing proof to the contrary, there must be a presumption that he has not bargained away
the future use of those talents™).

111. Id. (quoting Samuel Williston, A TREATISE oN THE Law oF CoNTRACTS § 1646
(rev. ed. 1937)).
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personal “talents” or common callings is unenforceable.'> This di-
chotomy between the four-pronged test and the common callings
test created ambiguities which forced the lower courts in Texas to
continue enforcing non-compete agreements as they had done
prior to the Hill decision.''?

The common calling test was later applied successfully to Berg-
man v. Norris of Houston.'™ There, the Texas Supreme Court held
that hairstyling was a common calling and refused to enforce the
non-compete agreement even though the four former hairstylists
had signed the agreement, left en masse, and went to work for a
competitor.!® The Texas Supreme Court justified its holding by
pointing out that the stylists’ actions did not involve the sale of a
business nor specialized knowledge or information.!'® It further
pointed out that the stylists had “acquired new customers through
referrals and personal solicitations” and there “was little walk-in
business and no advertising to obtain new customers.”'!” The
Bergman decision, however, had little effect on the lower courts
which continued to routinely enforce covenants not to compete;!'®

112. See id. (refusing to enforce a covenant not to compete that bargains away the
promisor’s talents and abilities without clear and convincing evidence).

113. See Hill v. Mobile Auto Trim, Inc., 725 S.W.2d 168, 173 (Tex. 1987) (recognizing
this ambiguity, stating, “For reasons not pled, argued or briefed, the court ignores well
established Texas precedent and announces a new rule that puts into question the validity
of covenants not to compete in franchise agreements.”); DeSantis v. Wackenhut, 732
S.W.2d 29, 32-33 (Tex. App.—Houston [14th Dist.] 1987), aff'd in part, rev’d in part, 793
S.W.2d 670 (Tex. 1990) (upholding a covenant not to compete); Unitel Corp. v. Decker,
731 S.W.2d 636, 641 (Tex. App.—Houston [14th Dist.] 1987, no writ) (applying the Hill test
and upholding the agreement).

114. 734 S.W.2d 673 (Tex. 1987).

115. Bergman v. Norris of Houston, 734 S.W.2d 673, 674 (Tex. 1987).

116. Id.

117. Id.

118. See B. Cantrell Oil Co. v. Hino Gas Sales, Inc., 756 S.W.2d 781, 783 (Tex. App.—
Corpus Christi 1988, no writ) (finding an eighteen month covenant in one county enforcea-
ble against a management level salesperson); Bertotti v. C.E. Shepherd Co., 752 S.W.2d
648, 654 (Tex. App.—Houston [14th Dist.] 1988, no writ) (holding a two year covenant
against competition enforceable against the sales manager); M.R.S. Datascope, Inc. v.
Exch. Data Corp., 745 S.W.2d 542, 544, 546 (Tex. App.—Houston [1st Dist.] 1988, no writ)
(concluding that a three-year covenant in seven counties was enforceable against a sales-
person who sold the business and remained as a salesperson); Travel Masters, Inc. v. Star
Tours, Inc., 742 S.W.2d 837, 840 (Tex. App.—Dallas 1987, writ dism’d w.o.j.) (enforcing a
twenty-four month covenant against contacting customers); H.H. Chandler v. Mastercraft
Dental Corp. of Tex., 739 S.W.2d 460, 464 (Tex. App.—Fort Worth 1987, writ denied)
(holding a five-year covenant in two states enforceable against sellers of dental equipment
manufacturing, sales, and service business who remained as employees).
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that is, until the Texas Supreme Court decided DeSantis v. Wacken-
hut Corp.(DeSantis 1).}' In DeSantis I, the Texas Supreme Court
began its analysis by holding that DeSantis was not engaged in a
common calling because as a professional in the security business
he had access to confidential information.’® The Texas Supreme
Court then went on to apply Hill’s four-pronged test to the facts of
this case, concluding that the covenant not to compete was not sup-
ported by valuable consideration and was unenforceable.!?

Of similar effect was Martin v. Credit Protection Association, Inc.
(Martin I),'* decided the same day, wherein the Texas Supreme
Court held that a salesperson was engaged in a common calling.'*?
The court refused to enforce the covenant not to compete because
giving salespersons access to customer information was insufficient
consideration to support the covenant.’>* Following these twin de-
cisions, a majority of the subsequent appellate courts refused to
enforce non-compete agreements,'* while a minority of courts re-
stricted their application through reformation.'?¢

119. 31 Tex. Sup. Ct. J. 616 (July 13, 1988).

120. See DeSantis v. Wackenhut Corp., 31 Tex. Sup. Ct. J. 616, 620, 1988 Tex. LEXIS
97 (July 13, 1988) (explaining that because DeSantis was “a professional in the security
business,” and was responsible for “all operations, contracts, proposals and client develop-
ment for the Houston office,” he was not engaged in a common calling).

121. See id. (holding that “there is no evidence that DeSantis obtained any special
knowledge or training from Wackenhut. DeSantis had more than fourteen years as an
established professional in the security business before he joined Wackenhut, including two
years experience immediately before joining Wackenhut in the management of security for
a large corporation.”).

122, 793 S.W.2d 667 (Tex. 1990).

123. Martin v. Credit Protection Ass’n, 793 S.W.2d 667, 670 (Tex. 1990).

124. Id.

125. See Peat Marwick Main v. Haass, 775 S.W.2d 698, 710 (Tex. App.—San Antonio
1989), rev’d, 818 S.W.2d 381 (Tex. 1991) (refusing to enforce a liquidated damages provi-
sion which the court believed to be overbroad and unreasonable against former partner
and accountant); Cukjati v. Burkett, 772 S.W.2d 215, 218 (Tex. App.—Dallas 1989, no writ)
(affirming the prior summary judgment holding that a three-year covenant for twelve miles
against a veterinarian was unenforceable); Bland v. Henry & Peters, P.C., 763 SSW.2d 5, 8
(Tex. App.—Tyler 1988, writ denied) (reversing enforcement of a liquidated damages pro-
vision for breach of a two-year covenant by accountant extending services to former clients
of accounting firm).

126. See Posey v. Monier Res., Inc., 768 S.W.2d 915, 919 (Tex. App.—San Antonio
1989, writ denied) (affirming the-temporary injunction, but limiting the scope of the injunc-
tion to prior sales territory for one year against a salesman of concrete products); French v.
Cmty. Broad. of Coastal Bend, Inc., 766 S.W.2d 330, 336 (Tex. App.—Corpus Christi 1989,
writ dism’d w.0.j.) (modifying.and affirming the temporary injunction against a television
station manager enforcing a three year covenant in viewing area).
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C. The Texas Legislature Reacts (1989-1994): The Five-Year
“Pitched Battle” Between the Legislature and the
Judiciary

The Texas Legislature responded to the intense political, busi-
ness, and commercial pressures to rein in the Texas Supreme Court
by enacting the Covenants Not to Compete Act (Act).'*” The Act
overruled the common calling test and codified a more detailed
version of the pre-Hill common law.'® Under the Act, a covenant
not to compete is enforceable so long as it (1) is ancillary to an
otherwise enforceable agreement,' and (2) contains reasonable
and unburdensome limitations.'*°

That very same day, the Texas Supreme Court retaliated in three
opinions in which it (1) steadfastly refused to apply the substance
of the Act retroactively, (2) evaded the statute, and (3) continued
its assault on covenants not to compete.'3 Furthermore, seeking
to skirt the statutory requirements, the Texas Supreme Court aban-

127. Act of June 16, 1989, 71st Leg., R.S., ch. 1193, § 1, 1989 Tex. Gen. Laws 4852-53
(amended 1993) (codified at Tex. Bus. & Com. CoDE ANN. §§ 15.50-.52). The Act was
backed by the Intellectual Property Law Section of the State Bar of Texas along with the
Texas Business Law Foundation, the Texas Employment Council, and Senator Whitmire
who stated:

It is generally held that these covenants, in appropriate circumstances, encourage
greater investment in the development of trade secrets and goodwill employee train-
ing, provide contracting parties with a means to effectively and efficiently allocate
various risks, allow the freer transfer of property interests, and in certain circum-
stances, provide the only effective remedy for the protection of trade secrets and good
will.

Recent Texas Supreme Court cases (notably Hill v. Mobile Auto Trim, Inc., and De-
Santis v. Wackenhut Corp.), however, have severely restricted the enforceability of
these covenants in franchise and employment settings and raised questions about their
use in other previously acceptable circumstances.

Jeffrey W. Tayon, Covenants Not to Compete in Texas: Shifting the Sands from Hill to
Light, 3 Tex. INTELL. PrOP. L.J. 143, 179 (1995) (quoting Senator Whitmire, BiL.. ANALY-
s1s, Tex. S.B. 946, 71st Leg., R.S. (1989)).

128. Act of June 16, 1989, 71st Leg., R.S., ch. 1193, § 1, 1989 Tex. Gen. Laws 4852-53
(amended 1993) (codified at Tex. Bus. & Com. Code Ann. §§ 15.50-.54).

129. Tex. Bus. & Com. CopeE ANN. § 15.50 (West Supp. 1995).

130. 1d.

131, DeSantis v. Wackenhut Corp., 793 S.W.2d 670, 684-85 (Tex. 1990) (DeSantis 1I)
(declaring the covenant not to compete was unreasonable and therefore unenforceable and
failing to address whether the Act applied retroactively); Martin v. Credit Prot. Ass'n, 793
S.W.2d 667, 669 (Tex. 1990) (Martin II) (applying case law rather than the Act in a cove-
nant not to compete action); Juliette Fowler Homes, Inc. v. Welch Assoc., Inc., 793 S.W.2d
660, 662 (Tex. 1990) (looking to cases for applicable law instead of referencing the Act).
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doned the common calling test, holding instead that covenants not
to compete could not be enforced if they were ancillary to termina-
ble-at-will employment contracts.'* Taking their cue from these
Texas Supreme Court decisions, the appellate courts refused to en-
force covenants not to compete in five cases, all of which were de-
cided between 1990 and 1991.1%

The Texas Supreme Court continued to voice its contempt for
covenants not to compete in a number of subsequent cases. In Peat
Marwick Main & Co. v. Haass,'** instead of reforming the liqui-
dated damages provision contained in the covenant not to com-
pete, the court held that it was unreasonable and unenforceable.'*>
In Travel Masters, Inc. v. Star Tours,'® the court reaffirmed its po-
sition regarding at-will employment contracts and held once more
that they were not ancillary to covenants not to compete.'®” Inter-
estingly, the appellate courts took a different approach in subse-
quent cases; instead of not enforcing covenants not to compete,
these courts reaffirmed their enforceability.*®

132. Martin II, 793 S.W.2d 4t 670.

133. See Philip H. Hunke, D.D.S. v. Wilcox, 815 S.W.2d 855, 858 (Tex. App.—Corpus
Christi 1991, writ denied) (holding that the employer did not have a protectable business
interest and thus the covenant not to compete was an unreasonable restraint of trade);
W.C. Larock, D.C., P.C. v. Enabnit, D.C., 812 S.W.2d 670, 672 (Tex. App.—El Paso 1991,
no writ) (denying a chiropractic clinic’s request for a temporary injunction against a chiro-
practor to enforce a covenant not to compete); Gomez v. Zamora, 814 S.W.2d 114, 119
(Tex. App.—Corpus Christi 1991, no writ) (finding the covenant not to compete overbroad
and unenforceable as written); Daytona Group of Tex., Inc. v. Smith, 800 S.W.2d 285, 291
(Tex. App.—Corpus Christi 1990, writ denied) (holding that the non-competition agree-
ment the employer signed with its employee was unenforceable because it was not neces-
sary to protect the employer’s legitimate business interests); Recon Exploration, Inc. v.
Hodges, 798 S.W.2d 848, 854 (Tex. App.—Dallas 1990, no writ) (citing DeSantis IT and
denying an injunction on common law grounds).

134. 818 S.W.2d 381 (Tex. 1991).

135. Peat Marwick Main & Co. v. Haass, 818 S.W.2d 381, 388 (Tex. 1991).

136. 827 S.W.2d 830 (Tex. 1991).

137. Travel Masters, Inc. v. Star Tours, 827 S.W.2d 830, 833 (Tex. 1991).

138. See Hilb, Rogal & Hamilton Co. v. Wurzman, 861 S.W.2d 30, 35 (Tex. App.—
Dallas 1993, no writ) (affirming a denial of a temporary injunction); Car Wash Sys. of Tex.
v. Brigante, 856 S.W.2d 853, 858 (Tex. App.—Fort Worth 1993, no writ) (upholding the
enforcement of the covenant at issue); Butts Retail, Inc. v. Diversifoods, Inc., 840 S.W.2d
770, 773-74 (Tex. App.—Beaumont 1992, writ denied) (upholding a covenant that prohib-
ited a franchisee from competing in the same shopping mall); B.J. Software Sys., Inc. v.
Osina, 827 S.W.2d 543, 545-46 (Tex. App.—Houston [1st Dist.] 1992, no writ) (finding a
covenant enforceable because it was ancillary to another enforceable contract); Zep Mifg.
Co. v. Harthcock, 824 S.W.2d 654, 662-63 (Tex. App.—Dallas 1992, no writ) (stating that
nondisclosure covenants are not against public policy).
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Reacting to this litany of hostile Texas Supreme Court cases, the

legislature added Section 15.52,"*° and amended Sections 15.50'
and 15.51' of the Act in two respects. First, amended Section

139. Act of Sept. 1, 1993, 73d Leg., R.S,, ch. 965, § 1, 1993 Tex. Gen. Laws 4201-02

(codified at Tex. Bus. & Com. CopE ANN. § 15.52 (Vernon Supp. 2002)). The section
reads:

Id.

The criteria for enforceability of a covenant not to compete provided by Section 15.50
of this code and the procedures and remedies in an action to enforce a covenant not to
compete provided by Section 15.51 of this code are exclusive and preempt any other
criteria for enforceability of a covenant not to compete or procedures and remedies in
an action to enforce a covenant not to compete under common law or otherwise.

Id.

140. Act of Sept. 1, 1993, 73 Leg., R.S,, ch. 965, § 1, 1993 Tex. Gen. Laws 4201-02

(codified at Tex. Bus. & CoM. CoDE ANN. § 15.50 (Vernon Supp. 2002)). The section
states:

(a) Notwithstanding Section 15.05 of this code . . ., a covenant not to compete is en-

forceable if it is ancillary to or part of an otherwise enforceable agreement at the
time the agreement is made to the extent that it contains limitations as to time,
geographical area, and scope of activity to be restrained that are reasonable and
do not impose a greater restraint than is necessary to protect the goodwill or other
business interest of the promisee.

141. Act of Sept. 1, 1993, 73d Leg., R.S., ch. 965, § 2, 1993 Tex. Gen. Laws 4201-02

(codified at Tex. Bus. & CoM. Cope ANN. §15.51 (Vernon Supp. 2002)). The section

reads:

(a) Except as provided in Subsection (c) of this section, a court may award the prom-

isee under a covenant not to compete damages, injunctive relief, or both damages
and injunctive relief for a breach by the promisor of the covenant.

(b) If the primary purpose of the agreement to which the covenant is ancillary is to

obligate the promisor to render personal services, for a term or at will, the prom-
isee has the burden of establishing that the covenant meets the criteria specified
by Section 15.50 of this code. If the agreement has a different primary purpose,
the promisor has the burden of establishing that the covenant does not meet those
criteria. For the purposes of this subsection, the “burden of establishing” a fact
means the burden of persuading the triers of fact that the existence of the fact is
more probable than its nonexistence.

(c) If the covenant is found to be ancillary to or part of an otherwise enforceable

agreement but contains limitations as to time, geographical area, or scope of activ-
ity to be restrained that are not reasonable and impose a greater restraint than is
necessary to protect the goodwill or other business interest of the promisee, the
court shall reform the covenant to the extent necessary to cause the limitations
contained in the covenant as to time, geographical area, and scope of activity to be
restrained to be reasonable and to impose a restraint that is not greater than nec-
essary to protect the goodwill or other business interest of the promisee and en-
force the covenant as reformed, except that the coutt may not award the promisee
damages for a breach of the covenant before its reformation and the relief granted
to the promisee shall be limited to injunctive relief. If the primary purpose of the
agreement to which the covenant is ancillary is to obligate the promisor to render
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15.50(1) eliminated the requirement of independent valuable con-
sideration.’? Second, amended Section 15.51(b) recognized the
enforceability of reasonable at-will employment agreements.'*?
The new Section 15.52 specifically provided that Sections 15.50 and
15.51 exclusively preempt the common law.'*

The Texas Legislature’s regulatory scheme to resolve the conflict -
within the courts was again jeopardized by the Texas Supreme
Court in Light v. Centel Cellular Co. (Light I).*** Despite the stat-
ute’s clear language, the Texas Supreme Court refused to enforce
Centel’s reasonable at-will employment agreement, holding that it
was not sufficient consideration to support a covenant not to com-
pete.*® Although the Light I court recognized for first time that it
had to abide by the 1993 legislative amendments, it nonetheless
stated that it “need not determine in this case whether [S]ections
15.50 and 15.51 apply retroactively because [Slection 15.50(1)
would not require a result in this case different from the one . . .
reach[ed] today.”**’

D. Light II: Adding More Confusion

Reconsidering its earlier decision in Light I, the Texas Supreme
Court expressly applied the amended statute of 1994 in Light v.

personal services, the promisor establishes that the promisee knew at the time of
the execution of the agreement that the covenant did not contain limitations as to
time, geographical area, and scope of activity to be restrained that were reasona-
ble and the limitations imposed a greater restraint than necessary to protect the
goodwill or other business interest of the promisee, and the promisee sought to
enforce the covenant to a greater extent than was necessary to protect the good-
will or other business interest of the promisee, the court may award the promisor
the costs, including reasonable attorney’s fees, actually and reasonably incurred by
the promisor in defending the action to enforce the covenant.

Id.

142. Tex. Bus. & CoM. CopE ANN. § 15.50(1) (Vernon Supp. 2002).

143. Id. § 15.51(b).

144. See id. § 15.52 (stating that Sections 15.50 and 15.51 are “exclusive and preempt
any other criteria for enforceability of a covenant not to compete or procedures and reme-
dies in an action to enforce a covenant not to compete under common law or otherwise”).

145. See Light v. Centel Cellular Co., 37 Tex. Sup. Ct. J. 17, 1993 WL 392211 (Tex.
Oct. 6, 1993) (failing to discuss the legislative amendments that were enacted less than a
month prior to this court’s decision).

146. See id. (holding that because Light was an employee at will “the covenant not to
compete is not ancillary to an otherwise enforceable agreement and is an unreasonable
restraint of trade and unenforceable on grounds of public policy”).

147. Id. at 17 n.2.
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Centel Cellular Co. (Light I1).*® However, just as it rejected the
validity of the covenant not to compete in Light I because it
deemed an at-will employment contract an invalid ancillary con-
tract to a covenant not to compete, the action in Light II was dis-
missed on the grounds that the covenant not to compete was
supported by “illusory” consideration and could not be ancillary to
an at-will employment contract.*® The Texas Supreme Court ex-
plained that although Light and Centel did have an otherwise en-
forceable agreement between them, the covenant “[was] not
ancillary to or a part of the otherwise enforceable agreement be-
tween them.”?3°

As it analyzed the gist of Section 15.51(b) dealing with the valid-
ity of at-will employment contracts, the Texas Supreme Court
questioned its soundness, stating that “[a]s written, part (b) has no
meaning, because there cannot be an ‘[otherwise enforceable]
agreement’ which ‘obligate[s]’ a promisor ‘at-will.” Describing
something as an at-will obligation is nonsensical.”**? Accordingly,
the Texas Supreme Court took advantage of the absence of legisla-
tive guidance on what validates a covenant not to compete and cre-
ated two new criteria:

(1) the consideration given by the employer in the otherwise en-
forceable agreement must give rise to the employer’s interest in re-
straining the employee from competing; and

(2) the covenant must be designed to enforce the employee’s consid-
eration or return promise in the otherwise enforceable agreement.'>?

148. 883 S.W.2d 642 (Tex. 1994).

149. Light v. Centel Cellular Co., 883 S.W.2d 642, 645-46 (Tex. 1994).
150. Id. at 648.

151. Id. at 645 n.7.

152. Id. at 647. The court found that:

The covenant not to compete between Light and United is not ancillary to or a part of
the otherwise enforceable agreement between them. While United’s consideration
(the promise to train) might involve confidential or proprietary information, the cove-
nant not to compete is not designed to enforce any of Light’s return promises in the
otherwise enforceable agreement. Light did not promise in the otherwise enforceable
agreement not to disclose any of the confidential or proprietary information given to
her by United.

Thus, the covenant not to compete between Light and United is unenforceable be-
cause it is not ancillary to or a part of the otherwise enforceable agreement between
them.

Id. at 647-48.
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Although Light acknowledged that she had received confidential
information, that fact was not expressly reflected in the covenant
not to compete agreement.’>® The agreement only contained her
promise to provide her employer with fourteen days notice and in-
ventory upon termination, which the court declared insufficient
and illusory.!*

Two things stand out in the Light II decision. First, even though
the court applied Section 15.50 of the Act, the inquiry did not stop
there.’>> The Texas Supreme Court went on to weave the “non-
illusory promise” test into the simple fabric of the statutory re-
quirement with the ever-present goal of restricting the enforceabil-
ity of covenants not to compete.!” Second, footnote fourteen
dispenses with the Restatement (First) of Torts’s requirement that
a trade secret or confidential information be used or disclosed first
before a cause of action for the enforcement of a covenant not to
compete can be brought before a Texas court.'’

E. The New Trend—“Everything’s a Trade Secret”

Light 1 confused the fundamental principles of contract and tort
law by opening the back door to creative attorneys who, today,
continue to request trade secret protection for everything and any-
thing by way of covenants not to compete, and continue to evade
statutory restrictions established since 1939 by the Restatement

153. Id.

154. Light v. Centel Cellular Co., 883 S.W.2d 642, 647 n.15 (Tex. 1994).
155. Id. at 644-47.

156. Id. at 645-46.

157. Id. at 647 n.14. The court explained that:

[1]f an employer gives an employee confidential and proprietary information or trade
secrets in exchange for the employee’s promise not to disclose them, and the parties
enter into a covenant not to compete, the covenant is ancillary to an otherwise en-
forceable agreement because:

(1) the consideration given by the employer [the trade secrets] in the otherwise en-
forceable agreement [exchange of trade secrets for promise not to disclose] must
give rise to the employer’s interest in restraining the employee from competing
[employer has interest in restraining employee with knowledge of employer’s
trade secrets from competing] and

(2) the covenant must be designed to enforce the employee’s consideration or return
promise [the promise not to disclose the trade secrets] in the otherwise enforcea-
ble agreement.

Id.
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(First) of Torts which are supported by a sound body of Texas com-
mon law.®

Interestingly, this new trend has given rise to a debate which is
questioning Texas’s status as a “Restatement state,”’” suggesting,
instead, the adoption of either the UTSA,'® or Section 39 of the
Restatement (Third) of Unfair Competition.'®* Both of these al-
ternatives are broader in scope,¢? offer practical solutions for the
rapidly changing world of advanced technology,'®® and most impor-
tantly, have eliminated “use” and “disclosure” of information as a
pre-condition to a cause of action for trade secret misappropria-

158. See Beasley v. Hub City Tex., No. 01-03-00287-CV, 2003 Tex. App. LEXIS 8550,
at *20 (Tex. App.—Houston [1st Dist.] Sept. 29, 2003, no pet.) (not designated for publica-
tion) (noting that the former employer contended that everything was a trade secret in-
cluding pricing, margins, incentive programs, profit and loss performance, customer
contact, information discussed at meetings, plans and analysis). The First District Court of
Appeals held these trade secrets ancillary to an otherwise enforceable contract without
scrutinizing the trade secrets as required by the Restatement (First) of Torts. [d.; see aiso
Anderson Chem. Co. v. Green, 66 S.W.3d 434, 441 (Tex. App.—Amarillo 2001, no pet.)
(describing a situation where the former employer claimed that “customer lists, price infor-
mation, information on product application, and the information used to develop bids for
customers including calculation programs” were trade secrets). Again, the court did not
evaluate the trade secrets, but focused instead on the absence of an “non-illusory” promise
without which the covenant not to compete could not be enforced. Anderson Chem. Co.,
66 SW.3d at 441; see also Ireland v. Franklin, 950 S.W.2d 155, 157 (Tex. App.—San
Antonio 1997, no pet.) (applying the Light IT analysis and holding the trade secrets ancil-
lary to an otherwise enforceable contract, again without scrutinizing the validity of the
trade secrets).

159. Computer Assocs. Int’l v. Altai, 918 S.W.2d 453, 455 (Tex. 1994); In re Bass, 113
S.W.3d 735, 739 (Tex. 2003); Patricia A. Meier, Looking Back and Forth: The Restatement
(Third) of Unfair Competition and Potential Impact on Texas Trade Secret Law, 4 TEX.
INTELL. PrOP. L.J. 415, 418-19 (1996).

160. Unif. Trade Secrets Act § 1, 14 U.L.A. 438 (1979) (amended 1985)

161. RESTATEMENT (THIRD) OF UNFAIR CoMPETITION § 39 cmt. b (1993).

162. See Unif. Trade Secrets Act § 1(4)(i), 14 U.L.A. 438 (1979) (amended 1985) (not-
ing the broad definition given to a trade secret). The UTSA states that a trade secret must
“derive[ ] independent economic value . . . from not being generally known . . . [or] . . .
readily ascertainable.” Id.; see also RESTATEMENT (THIRD) OF UNFAIR COMPETITION § 39
cmt. £ (1993) (defining a trade secret). The Restatement defines a trade secret as:

To qualify as a trade secret, the information must be secret. The secrecy, however,
need not be absolute. The rule stated in this Section requires only secrecy sufficient to
confer an actual or potential economic advantage on one who possesses the informa-
tion. Thus, the requirement of secrecy is satisfied if it would be difficult or costly for
others who could exploit the information to acquire it without resort to the wrongful
conduct proscribed under § 40.

Id.
163. 4 Tex. INTELL. PrOP. L.J. at 454-55.
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tion.'®* However, in spite of the ongoing discussions and the crea-
tive legal maneuverings, a number of Texas courts continue to
apply the restrictive definition of trade secrets contained in Section
757 of the Restatement (First) of Torts.'®

F. The Post-Light 11 Legacy (1995-2004): A Litany of
Inconsistent Results®®

After the seven years war between the Texas Supreme Court and
the Texas Legislature and the final pronouncement in Light IT that
the Texas Supreme Court was applying the statute adopted by the
Texas Legislature, it would seem that the lower courts would begin
to reach consistent results based upon the same facts. Such is not
the case. This subsection Hlustrates the inconsistent results that
have been reached by the lower courts from the date of the Light 11
decision to the present. This illustration is more complete in the
table of cases given in Appendix A attached hereto.

1. Using Trade Secrets and Confidential Information As One
Basis to Enforce a Covenant Not to Compete

a. Beasley v. Hub City Texas, L.P.**

As part of a stock-purchase agreement, Beasley, the former
President of Hub, signed an employment contract with Hub, which
included a covenant not to compete.'®® After resigning, Beasley
established a competing business and filed a declaratory judgment

164. See Unif. Trade Secrets Act § 1(4)(i) cmts., 14 U.L.A. 438 (1979) (amended 1985)
(noting that the definition of a “trade secret” within the ULA is much broader than the
definition in the Restatement of Torts (First)); RESTATEMENT (THIRD) OF UNFAIR COMPE-
TITION § 39 cmt. e (1993) (renouncing requirement of use by trade secret owner stating
that “a ‘use’ requirement . . . imposes unjustified limitations on the scope of [a] trade
secret . ... The requirement . . . places in doubt protection for so-called ‘negative’ infor-
mation that teaches conduct to be avoided, such as knowledge that a particular process or
technique is unsuitable for commercial use.”).

165. See In re Bass, 113 S.W.2d 735, 739 (Tex. 2003) (applying the Restatement (First)
of Torts’ six factor test); Computer Assocs. Int’l v. Altai, 918 S.W.2d 453, 455 (Tex. 1994)
(noting that a trade secret is “any formula, pattern or device . . . which is used in one’s
business”) (emphasis added).

166. For a comprehensive list of post-Light Il non-compete cases involving trade
secrets, please see Appendix A to this Article.

167. No. 01-03-00287-CV, 2003 Tex. App. LEXIS 8550 (Tex. App.—Houston [lst
Dist.] Sept. 29, 2003, no pet.).

168. Beasley v. Hub City Tex., L.P., No. 01-03-00287-CV, 2003 Tex. App. LEXIS 8550,
at *2 (Tex. App.—Houston [1st Dist.] Sept. 29, 2003, no pet.).
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action that challenged the validity of the non-compete agree-
ment.’®® The First District Court of Appeals held that the non-
competition agreement was valid under Light II and Section 15.50
of the Texas Business and Commerce Code.'” The court pointed
out that Beasley had received new trade secret information upon
his promotion in exchange for signing the non-competition agree-
ment.'’! Therefore, Hub was entitled to the temporary injunction
issued by the trial court because the breach of a non-compete
agreement by a high level employee such as Beasley created a re-
buttable presumption that Hub had suffered irreparable injury.'”>

b. Evans Consoles, Inc. v. Hoffman Video Systems'”

While working for Evans Consoles, Hargus accepted an offer of
500 voting common shares, thereby becoming a management
shareholder.'” As a condition for the offer, Hargus signed a “par-
ticipation agreement” that contained a non-compete clause, in ad-
dition to confidentiality, non-disclosure, and non-solicitation
clauses.!” In 2001, Hargus resigned and started working for Ev-
ans’s competitor.’’® Evans moved for a preliminary injunction
against Hargus.'”” Using Light II as reference, the U.S. District
Court held that the “participation agreement” was ancillary to an
otherwise enforceable agreement.'”® The court found that Hargus,
as a management shareholder, had received stock and was given
access to confidential information in return for his promise not to
compete.!” Therefore, the court granted Evans’s preliminary in-
junction request; however, it also reformed the unreasonable geo-
graphic restrictions contained in the non-compete clause.'®

169. Id. at *10.

170. Id. at *14-22.

171. Id. at *17-18.

172. Id. at *26-27.

173. No. 3:01-CV-1333-P, 2001 U.S. Dist. LEXIS 20341 (N.D. Tex. Dec. 7, 2001).

174. Evans Consoles, Inc. v. Hoffman Video Sys., No. 3:01-CV-1333-P, 2001 U.S. Dist.
LEXIS 20341, at *5 (N.D. Tex. Dec. 7, 2001).

175. Id. at *5-6.

176. Id. at *8.

177. Id. at *10.

178. Id. at *18.

179. Evans, No. 3:01-CV-1333-P, 2001 U.S. Dist. LEXIS 20341, at *18.

180. Id. at *23, 30.
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c. Flake v. EGL Global Logistics, L.P.'*

Flake signed an at-will employment agreement with EGL that
contained a covenant not to compete, prohibiting him from work-
ing for a competitor and using or disclosing confidential informa-
tion or trade secrets EGL would provide during the course of his
employment.'®? Flake, however, quit and went to work for a com-
petitor, where he immediately began calling on his former em-
ployer’s customers.'®® The Fourteenth Court of Appeals held that
the trade secrets and confidential information EGL provided were
sufficiently ancillary to the at-will-employment contract and af-
firmed the trial court’s grant of a preliminary injunction.'®*

d. Friedman, Clark & Shapiro, Inc. v. Greenberg, Grant
& Richards, Inc%

The defendants were employees of a commercial debt collection
firm and as a condition of their continued employment they signed
non-competition agreements.’® The defendants left the coliection
firm and formed their own competing business.'*’ The collection
agency sued for breach of contract, breach of fiduciary duty, and
tortious interference with prospective contractual relationships.158
The court agreed, holding the covenant not to compete was en-
forceable under Section 15.50 of the Texas Business and Com-
merce Code because it was supported by consideration.'®® The
collection firm would not have shared its customer lists had the
defendants not signed the at-will employment contract which con-

181. No. 14-01-01069, 2002 Tex. App. LEXIS 6593 (Tex. App.—Houston [14th Dist.]
Sept. 5, 2002, no pet.) (not designated for publication).

182. Flake v. EGL Global Logistics, L.P., No. 14-01-01069-CV, 2002 Tex. App. LEXIS
6593, at *1-2 (Tex. App.—Houston [14th Dist.] Sept. 5, 2002, no pet.) (not designated for
publication).

183. Id. at *2.

184. Id. at *7-12.

185. No. 14-99-01218, 2001 Tex. App. LEXIS 6525 (Tex. App.—Houston [14th Dist.]
Sept. 27, 2001, pet. denjed) (not designated for publication).

186. Friedman, Clark & Shapiro, Inc. v. Greenberg, Grant & Richards, Inc., No. 14-
99-01218, 2001 Tex. App. LEXIS 6525, at *1 (Tex. App.—Houston [14th Dist.] Sept. 27,
2001, pet. denied) (not designated for publication).

187. Id. at ¥2-3.

188. Id. at *3

189. Id. at *6-13.
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tained the non-compete clause.’® As a result, the court affirmed
the trial court’s grant of a temporary injunction.'®

e. Ireland v. Franklin'®?

For six years, Ireland worked for Franklin under an employment
contract that included a covenant not to compete.’®® The contract
listed items it considered as trade secrets and conditioned their dis-
closure on Ireland’s promise to not reveal or use them following
termination of employment.’* Ireland then filed for declaratory
relief from the covenant not to compete and proceeded to set up
her own practice, sending announcements to patients she had
treated while employed with Franklin.'®> Franklin sued her for
breaching the covenant not to compete and moved for a temporary
injunction.’®® On appeal, the court, applying the analysis in foot-
note fourteen of Light 11, held that the at-will employment contract
was not illusory because it was ancillary to an enforceable covenant
not to compete and, therefore, the grant of temporary injunction
was more than justified.’’

2. Denying the Enforcement of Covenants Not to Compete
Despite the Existence of a Protectable Trade Secret

a. Anderson Chemical Co. v. Green'®

Anderson Chemical appealed the trial court’s denial of a tempo-
rary injunction to prohibit Green from violating the non-competi-
tion agreement.'® Green had left Anderson Chemical and went to
work for their competitor, whereby he solicited Anderson Chemi-
cal’s customers in an apparent violation of the non-competition
agreement.”*® The court held that the non-competition agreement
was illusory because Anderson Chemical had not promised to pro-

190. Id. at *13-14 n.8.

191. Friedman, Clark & Shapiro, No. 14-99-01218, 2001 Tex. App. LEXIS 6525, at *14.

192. 950 S.W.2d 155 (Tex. App.—San Antonio 1997, no pet.).

193. Ireland v. Franklin, 950 S.W.2d 155, 157 (Tex. App.—San Antonio 1997, no pet.).

194. Id.

195. Id.

196. 1d.

197. Id. at 158.

198. 66 S.W.3d 434 (Tex. App.—Amarillo 2001, no pet.).

199. Anderson Chem. Co. v. Green, 66 S.W.3d 434, 436-37 (Tex. App.—Amarillo
2001, no pet.).

200. Id. at 437.
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vide Green with confidential information in return for his promise
not to disclose.”®* Thus, the illusory non-competition agreement
was not ancillary to an otherwise enforceable employment contract
and the appellate court affirmed the trial court’s denial of the tem-
porary injunction.?%*

b. Cardinal Health Staffing Network, Inc. v. Bowen>*

On the first day of his employment with Cardinal, Bowen signed
an employment agreement that contained non-disclosure and non-
competition covenants.”** Thereafter, Bowen left Cardinal to work
for another company which then commenced the same type of
staffing service.?”> Cardinal sued, alleging breach of the covenants
in the agreement.?®® The trial court denied Cardinal’s request for a
temporary injunction and an appeal ensued.?” Because Cardinal
had failed to show that it would suffer an irreparable injury for
which it had no adequate legal remedy, its request for an injunction
was again denied.?®® Still citing Norlyn Enterprises, Inc. v. APDP,
Inc., Cardinal argued that it did not need to prove irreparable in-
jury to get a temporary injunction.?® The appellate court dis-
agreed again, overruled Norlyn, and refused to adopt the inevitable
disclosure doctrine.?'¢

c. CS.CS, Inc v. Carter?!

Carter signed a confidentiality and non-competition agreement
on July 17, 1997, and four days later sighed an employment agree-
ment.?'? Thereafter, Carter left C.S.C.S. and began working for a

201. Id. at 438.

202. Id. at 439.

203. 106 S.W.3d 230 (Tex. App.—Houston [1st Dist.] 2003, no pet.).

204. Cardinal Health Staffing Network, Inc. v. Bowen, 106 S.W.3d 230, 233 (Tex.
App.—Houston [1st Dist.] 2003, no pet.).

205. Id.

206. Id. at 234.

207. Id.

208. Id. at 236.

209. Bowen, 106 S.W.3d at 236-37.

210. Id. at 236-42; see also Norlyn Enters., Inc. v APDP, Inc., 95 S.W.3d 578, 583 (Tex.
App.—Houston [1st Dist.] 2002, no pet.) (noting that a movant must show a probable
injury before being entitled to injunctive relief).

211. 129 S.W.3d 584 (Tex. App.—Dallas 2003, no pet.).

212. CS.C.S., Inc. v. Carter, 129 S.W.3d 584, 587 (Tex. App.—Dallas 2003, no pet.).
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competitor.?® C.S.C.S. sued, the temporary testraining order re-
quest was denied, and C.S.C.S. appealed.*"* The appellate court
found that the non-competition agreement was signed prior to the
employment agreement; thus, according to Section 15.50 (a) of the
Texas Business and Commerce Code, it was not “ancillary to or
part of an [employment agreement].”*"*> The appellate court also
pointed out that the non-competition agreement gave C.S.C.S. the
option to reveal confidential information to Carter and that option
was considered illusory and could not support the employment
contract.

d. Guy Carpenter & Co. v. Provenzal?’

Provenzal’s employment agreement with Carpenter contained
non-disclosure and non-solicitation covenants.?*®* Provenzal volun-
tarily left his employment with Carpenter and found work with a
competitor.?’® Carpenter sued, alleging Provenzal had contacted
and solicited its clients and had disclosed its confidential informa-
tion in violation of the non-solicitation and non-disclosure cove-
nants.??® On appeal from the district court’s denial of the
corporation’s motion for a preliminary injunction, the appellate
court found that the non-solicitation covenant incorporated in the
employment agreement was enforceable under Section 15.50 of the
Texas Business and Commerce Code??' However, because Car-
penter’s customer list was not recognized as a trade secret, the
court surmised that the cause of action for misappropriation of
trade secret would not succeed.?”? As for the remaining twelve
trade secrets enumerated in the non-competition agreement,??* the
appellate court found that since Provenzal had not used them, a
misappropriation claim would not succeed.?**

213. Id. at 588.

214. Id.

215. Id. at 590.

216. Id. at 587-88.

217. 334 F.3d 459 (5th Cir. 2003).
218. Guy Carpenter & Co. v. Provenzale, 334 F.3d 459, 462 (5th Cir. 2003).
219. Id. at 463.

220. Id.

221. Id. at 465-66.

222. Id. at 465.

223. Provenzale, 334 F.3d at 467 n4.
224. Id. at 468-69.
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e. Olander v. Compass Bank, Inc.?*

Olander was an at-will employee for Compass.??* In return for
his stock option agreement, Olander executed a non-competition
agreement.”?’” However, the validity of the stock option agreement
depended entirely on the validity of the other contracts, which in-
cluded the non-competition agreement.*”® Consequently, if any
part of the agreement were held invalid, Olander would have to
return the profits earned from the stock option.?*®* Since Compass
did not provide Olander with any confidential information at the
time he signed his stock option agreement and because there was
no evidence to show that he had disclosed any confidential infor-
mation, the court found that the non-competition agreement was
illusory and could not support an otherwise enforceable at-will em-
ployment contract.?*® Thus, while Olander won the battle, he lost
the war when he was ordered to repay $224,980.00 worth of profits
earned from his stock option agreement.?!

f.  Strickland v. Medtronic, Inc.?*?

Strickland was a former employee of Medtronic who sought a
declaratory judgment that the non-compete covenant she signed
was unenforceable.?®* Medtronic counterclaimed, seeking damages
and a temporary injunction enforcing the covenant.>** The court
granted a temporary injunction and Strickland appealed.?** The
Fifth Court of Appeals held that the promise to provide a ninety-
day employment termination notice did not change the at-will na-
ture of the employment contract because it did not limit Med-
tronic’s ability to terminate Strickland’s employment.?3¢
Moreover, the court found that the promise to compensate a for-

225. 363 F.3d 560 (5th Cir. 2004).

226. Olander v. Compass Bank, Inc., 363 F.3d 560, 562 n.2 (5th Cir. 2004).

227. Id.

228. Id. at 562-63.

229. Id. at 563.

230. Id. at 564-68.

231. Olander, 363 F.3d. at 568.

232. 97 S.W.3d 835 (Tex. App.—Dallas 2003, no pet.).

233. Strickland v, Medtronic, Inc., 97 S.W.3d 835, 837 (Tex. App.—Dallas 2003, no
pet.).

234, Id.

235. Id.

236. Id. at 838.
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mer employee for economic hardship resulting from the non-com-
pete agreement was “illusory” and did not constitute a protectable
interest under the covenant.?’

g. Tom James of Dallas, Inc. v. Cobb>®

Tom James, the employer, sued its former salesmen, Cobb, for
breach of a non-compete agreement.?** The trial court denied the
application for a temporary injunction and the employer ap-
pealed.?*® Tom James contended that Cobb was given specialized
training and certain information that constituted trade secrets.?*!
The Fifth Court of Appeals pointed out that the evidence did not
support Tom James’s contention because the information in ques-
tion was not kept secret. In fact, the information was disclosed to
third parties, including potential sales recruits and competitors.?*
The court also found that the employment agreement was sup-
ported by past consideration and, thus, unenforceable.**?

IV. CovenNanTs NoT To COMPETE AND THE LITIGATION Risks
RELATING TO INJUNCTIONS

While “[t]he protection of a trade secret [through an injunction]
is a well-recognized objective of equity . . . ,”?* liability may ensue
if an employer proceeds with carelessness.?*> An injunction should
be narrowly tailored and must contain the proper evidentiary foun-
dation.?*® Given that a cause of action for misappropriation of a
trade secret is controlled by Section 15.50 (a) of the Act, an em-

237. Id. at 839.

238. 109 S.W.3d 877 (Tex. App.—Dallas 2003, no pet.).

239. Tom James of Dallas, Inc. v. Cobb, 109 S.W.3d 877, 882 (Tex. App.—Dallas 2003,
no pet.).

240. Id. at 882.

241. Id.

242. Id. at 888-89.

243. Id. at 886-87. -

244. K & G 0Oil Tool & Serv. Co. v. G & G Fishing Tool Serv., 158 Tex. 594, 314
S.W.2d 782, 790 (1958).

245. Tex. Bus. & CoM. CobE ANN. § 15.51(c) (Vernon Supp. 2002).

246. Tex. R. Crv. P. 683; see also Butnaru v. Ford Motor Co., 84 S.W.3d 198, 204 (Tex.
2002) (stating that “the applicant must plead and prove three specific elements: (1) a cause
of action against the defendant; (2) a probable right to the relief sought; and (3) a proba-
ble, imminent, and irreparable injury in the interim”); Larry D. Carlson, Enforcing a Non-
Compete, 4 TEX. INTELL. L.J. 149, 150-60 (1996) (providing a hypothetical example and the
appropriate steps which are necessary when applying for a temporary injunction).
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ployer must assert that the covenant not to compete is ancillary to
an otherwise enforceable agreement and that it contains reasona-
ble restrictions as to time, location, and activity.>*” This assertion
must not, however, be made in bad faith or the court could very
well reform the covenant not to compete.>*® The court will make a
finding of bad faith if, for example, the employer was aware at the
time the agreement was signed that (1) the covenant not to com-
pete was overreaching, (2) the limitations “impose a greater re-
straint than is necessary to protect” his “good will or other business
interest”, and (3) that he “sought to enforce the covenant to a
greater extent than was necessary to protect” his “good will or
other business interest . .. .”24

Though here a court may still grant injunctive relief, the em-
ployer may not recover costs, attorneys’ fees, or anything else for
that matter.> In fact, it is the former employee who benefits from
reformation because Section 15.51(c) grants Texas courts the dis-
cretion to award attorneys’ fees to those who find themselves “de-
fending the action to enforce the covenant.”®! 1In Rimkus
Consulting Group, Inc. v. Budinger,>? the court provides a useful
example of the negative outcome that result from an overbroad
covenant not to compete.?? After reforming the overly broad cov-
enant not to compete, the jury found for the employer and
awarded him $69,125 in damages and attorneys” fees.** Upon re-
view, however, the trial court disregarded this recommendation be-
cause, as it pointed out, the Act does permit the award of
attorneys’ fees following the reformation of a covenant not to com-

247. Tex. Bus. & Com. Cope AnN. § 15.50 (1) (Vernon Supp. 2002).

248. Id. § 15.51 (c).

249. Id.

250. Perez v. Tex. Disposal Sys., Inc., 53 S.W.3d 480, 482-83 (Tex. App.—San Antonio
2001), rev’d on other grounds, 80 S.W.3d 593 (2002) (citing Peat Mawick & Co. v. Haass,
818 S.w.2d 381, 388 (Tex. 1991)).

251. Tex. Bus. & Com. Cope ANN. § 15.51(c) (Vernon 2004); see also Rimkus Con-
sulting Group, Inc. v. Budinger, No. 14-98-011101-CV, 2001 Tex. App. LEXIS 5860, at *14
(Tex. App.—Houston [14th Dist.] Aug. 23, 2001, no pet.) (not designated for publication)
(prohibiting the employer to recover attorney’s fees).

252. No. 14-98-011101-CV, 2001 Tex. App. LEXIS: 5860 (Tex. App.—Houston [14th
Dist.] Aug. 23, 2001, no pet.)

253. See Rimkus Consulting Group, Inc. v. Budinger, No. 14-98-011101-CV, 2001 Tex.
App. LEXIS 5860, at *14 (Tex. App.—Houston [14th Dist.] Aug. 23, 2001, no pet.) (barring '
the recovery of attorney’s fees because of the overbroadness of the covenant).

254. Id. at *6.
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pete.?>> Instead, the trial court awarded $30,000 in attorneys’ fees
to the former employee even though he had violated the covenant
not to compete.”® The appellate court affirmed the trial court’s
judgment but reversed with respect to the award of attorneys’ fees
because the evidence presented by the former employee was insuf-
ficient to support the award of $30,000.%7

Resorting to Section 38.001(8) of the Texas Civil Practice and
Remedies Code,*® which permits a plaintiff to recover attorneys’
fees, will not be of any use, given that the Act preempts the award
of attorneys’ fees under any other statute.> In Perez, Justice
Marion specifically held “that the Act controls the award of attor-
neys’ fees, and section 15.52 preempts an award of fees under any
other law.”?*® In addition, courts will normally not issue a prelimi-

255. Id.

256. Id.

257. Id. at *18-19.

258. Tex. Civ. Prac. & ReM. Cope § 38.001 (Vernon 1997) (explaining under what
types of actions attorney’s fees are recoverable). The statute explains that:

A person may recover reasonable attorney’s fees from an individual or corporation, in
addition to the amount of a valid claim and costs, if the claim is for:

(1) rendered services;

(2) performed labor;

(3) furnished material;

(4) freight or express overcharges;

(5) lost or damaged freight or express;

(6) killed or injured stock;

(7) a sworn account; or

(8) an oral or written contract.

Id.

259. See Gage Van Horn & Assocs., Inc. v. Tatom, 26 S.W.3d 730, 733 (Tex. App.
Eastland 2000, pet. denied) (holding that “procedures and remedies set forth in the Cove-
nants Not to Compete Act have preemptive effect only in an action to enforce a covenant
not to compete”); CRC-Evans Pipeline Int’l, Inc. v. Myers, 927 S.W.2d 259, 263 (Tex.
App.—Houston [1st Dist.] 1996, no writ) (announcing that the Act governs the enforce-
ability of procedures and remedies for covenants not to compete).

260. Perez v. Tex. Disposal Sys., Inc., 103 S.W.3d 591, 593-94 (Tex. App.—San
Antonio 2003, pet. denied) (stating that “if the covenant not to compete does not meet the
section 15.50 criteria and the trial court reforms the covenant, a court may award an em-
ployer injunctive relief only”). The Perez court notes that Texas Business and Commerce
Code Section 15.52 preempts any other provision which may allow for the recovery of
attorney’s fees. Id. at 592. The effect of this holding is to render Williams v. Compressor
Eng’r Corp., 704 S.W.2d 469 (Tex. App.—Houston [14th Dist.] 1986, writ ref’d n.r.e.) inap-
plicable in situations where attorney’s fees are sought in covenant to compete situations.
Id. Furthermore, Butler v. Arrow Mirror & Glass, Inc., 51 S.W.3d 787 (Tex. App.—Hous-
ton [1st Dist.] 2001, no pet.) is distinguishable from Perez because the issue of whether the
Act preempts other areas of law awarding attorney’s fees was never raised. Id.
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nary or a temporary injunction before a bond is posted by the re-
questing party.?®' This is done primarily to protect the interests of
the defendant.?®> Thus, if an injunction is improperly granted, or
the plaintiff fails to prove the merits of the case at trial, the defen-
dant may, as a means of redress, petition the court to recover the
amount of the injunction bond.?¢

V. WHETHER TEXAS Is RESURRECTING THE DOCTRINE OF
INEVITABLE DISCLOSURE

A. Origin of the Doctrine of Inevitable Disclosure

Prompted by the industrialists’ concerns over increasing em-
ployee mobility at the turn of the nineteenth century, the Seventh
Circuit Court intervened in Harrison v. Glucose Sugar Refining
Co.?%* because of the lack of any adequate remedy. The court sus-
tained an injunction against a former employee’s disclosure of
secrets acquired during his employment.?*> Although the term “in-

261. Tex. R. Civ. P. 684. Texas Rules of Civil Procedure covering injunction bonds
states:

In the order granting any temporary restraining order or temporary injunction, the
court shall fix the amount of security to be given by the applicant. Before the issuance
of the temporary restraining order or temporary injunction the applicant shall execute
and file with the clerk a bond to the adverse party, with two or more good and suffi-
cient sureties, to be approved by the clerk, in the sum fixed by the judge, conditioned
that the applicant will abide the decision which may be made in the cause, and that he
will pay all sums of money and costs that may be adjudged against him if the re-
straining order or temporary injunction shall be dissolved in whole or in part. . . .
{Alnd the lability of the applicant shall be for its face amount if the restraining order
or temporary injunction shall be dissolved in whole or in part. The discretion of the
trial court in fixing the amount of the bond shall be subject to review. Provided that
under equitable circumstances and for good cause shown by affidavit or otherwise the
court rendering judgment on the bond may allow recovery for less than its full face
amount, the action of the court to be subject to review.

Id.

262. Id.

263. See DeSantis v. Wackenhut Corp., 793 S.W.2d 670, 685-86 (Tex. 1990) (holding
that “[a] person who obtains an injunction wrongfully is liable for damages caused by issu-
ance of the injunction” and the recoverable damages are limited to the bond amount);
Goodwin v. Goodwin, 456 S.W.2d 885, 885 (Tex. 1970) (stating that “under Rule 684 a
bond is specifically required as a condition precedent to the issuance of a temporary in-
junction, and the failure of the applicant to file such a bond renders the injunction void ab
initio™).

264. 116 F. 304 (7th Cir. 1902).

265. Harrison v. Glucose Sugar Ref. Co., 116 F. 304, 312 (7th Cir. 1902). The Harri-
son court explains:
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evitable disclosure” was not used at that time, the court recognized
that it would be practically impossible for a former employee to
avoid disclosing confidential information to a new employer en-
gaged in a competing business.**® The term and the doctrine of
“inevitable disclosure” remained in obscurity for decades whereby
courts, while recognizing the concept, avoided its official designa-
tion, preferring instead to use such terms as “impossible,” “poten-
tial,” and “probable.”?*’

The inevitable disclosure doctrine emerged from this relative ob-
scurity in PepsiCo v. Redmond.**® The Seventh Circuit Court sus-
tained the grant of an injunction in this situation where a plaintiff
demonstrated that the defendant, a former employee, would inevi-
tably disclose trade secrets to his competing new employer.?®®
Consequently, the court held that in order to prevail in an inevita-
ble disclosure claim, the employer must prove (1) the existence of a
trade secret; (2) the defendant had access to the secret; (3) the de-
fendant was hired by a competitor who would benefit from the dis-
closure of the trade secret; and (4) that there is a high degree of
probability that the defendant would disclose the trade secret to
the new employer.?’® Under this established principal, the applica-
tion of the inevitable disclosure doctrine is in no way contingent on
the existence of a covenant not to compete.?” In fact, some view it
as a “backdoor means of achieving a noncompete type restric-

There is no adequate remedy at law for-such violation. There are no-means to deter-
mine the extent of the damages which would be sustained by disclosure of such
secrets. To vacate the restraint imposed by the court below would practically decree
for the appellant upon the merits of the case, for a decree would be useless if the
secrets were once disclosed.

Id.

266. See id. at 311 (recognizing that an employee cannot in good faith serve two inter-
ests without breaching an owed duty to one party).

267. See Carborundum Co. v. Williams, 468 F. Supp. 38, 40-41 (E.D. Tenn. 1978) (em-
ploying the concept but using probable instead of “inevitable” disclosure); Allis-Chalmers
Mig. Co. v. Cont’l Aviation & Eng’g Corp., 255 F. Supp. 645, 654 (E.D. Mich. 1966) (using
the concept of impossibility of disclosure when a former employee is hired by a competi-
tor); Sybron Corp. v. Wetzel, 385 N.E.2d 1055, 1057 (N.Y. 1978) (referencing potential
trade secret disclosure).

268. 54 F.3d 1262, 1269 (7th Cir. 1995).

269. PepsiCo, Inc. v. Redmond, 54 F.3d 1262, 1268 (7th. Cir. 1995).

270. See id. (outlining the requirements to establish trade secret appropriation).

271. See id. at 1271 (explaining that misappropriation of trade secrets can occur in the
absence of a covenant not to compete).
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tion. . . .”?”2 Despite the court’s clear guidance on the application
of the inevitable disclosure doctrine, many jurisdictions have either
adopted a watered-down version or outright rejected its applica-
tion because of the unfair restraint it would impose on
employees.?”?

B. The Status of Inevitable Disclosure in Texas: The Absence of
an Express Adoption

Texas has long adhered to the principal established by the
United States Supreme Court in 1957 that a state should not pre-
vent a person from practicing his chosen occupation in an arbitrary
way.?’* The fact that Texas courts have skirted the doctrine of in-

272. M. Scott McDonald, Noncompete Contracts: Understanding the Cost of Unpre-
dictability, 10 TEx. WESLEYAN L. REev. 137, 145 (2003).

273. Connecticut, Jowa, Massachusetts, New York, North Carolina, and Texas have
adopted a somewhat limited version, while California, Florida, and Virginia have refused
to apply the doctrine of inevitable disclosure. See Danjaq, L.L.C. v. Sony Corp, No. CV
97-8414-ER, 1999 U.S. Dist. LEXIS 22486, at *7 n.1 (C.D. Cal. Mar. 11, 1999) (refusing to
allow reliance on the doctrine of inevitable disclosure and holding that “PepsiCo is not the
law of the State of California or the Ninth Circuit”); Branson Ultrasonics Corp. v. Strat-
man, 921 F. Supp. 909, 913-14 (D. Conn. 1996) (stating that, “When, as here, a high degree
of similarity between an employee’s former and current employment makes it likely that
the former employer’s trade secrets and other confidential information will be used and
disclosed by the employee in the course of his new work, enforcement of a covenant not to
compete is necessary to protect against such use and disclosure™); Uncle B’s Bakery, Inc. v.
O’Rourke, 920 F. Supp. 1405, 1435 (N.D. Iowa 1996) (enjoining the employee from work-
ing for the competitor because there was a “realistic threat of inadvertent disclosure of
trade secrets, and consequently a threat of irreparable harm to Uncle B’s Bakery.”); Mar-
cam Corp. v. Orchard, 885 F. Supp. 294, 297 (D. Mass. 1995) (holding that the former
employee will “inevitably, even if inadvertently, be influenced by the knowledge he pos-
sesses of all aspects of [the] development efforts”); Business Intelligence Servs., Inc. v.
Hudson, 580 F. Supp. 1068, 1072 (S.D.N.Y. 1984) (relying on the doctrine of inevitable
disclosure to enforce a non-compete agreement); Glaxo Inc. v. Novopharm Ltd., 931 F.
Supp. 1280, 1303 (E.D.N.C. 1996) (applying a narrower interpretation of the PepsiCo deci-
sion); Del Monte Fresh Produce Co. v. Dole Food Co., 148 F. Supp. 2d 1326, 1336 (S.D.
Fla. 2001)(restricting the application of PepsiCo to cases that did not involve covenants not
to compete); Elec. Data Sys. Corp. v. Powell, 524 S.W.2d 393, 398 (Tex. Civ. App.—Dallas
1975, writ ref’d n.r.e.) (enforcing a non-disclosure provision because “[e]ven in the best of
good faith, a former technical or ‘creative’ employee such as Powell working for a competi-
tor such as SRI can hardly prevent his knowledge or his former employer’s confidential
methods from showing up in his work™); Gov’t Tech. Servs., Inc. v. IntelliSys Tech. Corp.,
No. 160265, 1999 Va, Cir. LEXIS 502, at *2 (Va. Cir. Ct. Oct. 20, 1999) (holding that,
“Virginia does not recognize the inevitable disclosure doctrine.”).

274, See Schware v. Bd. of Bar Exam’rs, 353 U.S. 232, 249 (1957) (explaining that
arbitrary standards for refusal to allow one to join a profession offend the Due Process
Clause).
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evitable disclosure is indicative of its unwillingness to impose re-
strictions on employees. Although the term “inevitable” disclosure
was not generally recited by the Texas courts in the 70s, 80s, and
early 90s, courts did adopt a weakened version of the doctrine.?”
In Weed Eater, Inc. v. Dowling,?’¢ the appellate court recognized
the need for injunctive relief because “[e]ven in the best of good
faith,” a former employee “can hardly prevent his knowledge of his
former employer’s confidential methods from showing up in his
work.”?” In FMC Corp. v. Varco International, Inc.*’® the Fifth
Circuit granted a preliminary injunction to the former employer
because he had met the four requirements under PepsiCo.>” Fur-
thermore, in Rugen v. Interactive Business Systems,**° the appellate
court explained that an injunction was the “only effective” method
available to an employer who has disclosed confidential informa-
tion to a former employee because “it is probable that [an em-
ployee] will use the information for her benefit and to the
detriment of [her previous employer].”?%!

However, the Texas Supreme Court in Computer Associations
International v. Altai, Inc.*® categorically rejected the doctrine of
inevitable disclosure, reiterating instead the long-held view that a

275. See Union Carbide Corp. v. UGI Corp., 731 F.2d 1186, 1191 (5th Cir. 1984)
(pointing out, “Carbide’s strong showing that Sutton disclosed its disinterest price, and the
failure of appellants to exclude Sutton from a situation where disclosure of confidential
information would be difficult to avoid, persuaded the district court of the existence of a
substantial likelihood of disclosure.”); FMC Corp. v. Varco Int’l, Inc., 677 F.2d 500, 505
(5th Cir. 1982) (noting that there is a realistic fear of “irreparable injury” from the disclo-
sure of a trade secret); Rugen v. Interactive Bus. Sys., 864 S.W.2d 548, 552 (Tex. App.—
Dallas 1993, no writ) (explaining the probability that a newly hired employer will use infor-
mation to the detriment of the previous employer); Weed Eater, Inc. v. Dowling, 562
S.W.2d 898, 902 (Tex. Civ. App.—Houston [1st Dist.] 1978, writ ref’d n.r.e.) (declaring that
even when acting in good faith, an employer’s past knowledge will emerge as he performs
his new job); Elec. Data Sys. Corp. v. Powell, 524 S.W.2d 393, 397-99 (Tex. Civ. App.—
Dallas 1975, writ ref’d n.r.e.) (stating that former employees “cannot help but utilize infor-
mation from [employers’] health-care programs and data systems if permitted to continue
in the SRI-HIS systems development effort which parallels [employers’ systems]”).

276. 562 S.W.2d 898 (Tex. Civ. App.—Houston [1st Dist.] 1978, writ ref’'d n.r.e.).

277. Weed Eater, Inc. v. Dowling, 562 S.W.2d 898, 902 (Tex. Civ. App.—Houston [1st
Dist.] 1978, writ ref’d n.r.e.).

278. 677 F.2d 500 (Sth Cir. 1982).

279. FMC Corp. v. Varco Int’l, Inc., 677 F.2d 500, 503-05 (5th Cir. 1982).

280. 864 S.W.2d 548 (Tex. App.—Dallas 1993, no writ).

281. Rugen v. Interactive Bus. Sys., 864 S.W.2d 548, 552 (Tex. App.—Dallas 1993, no
writ).

282. 918 S.W.2d 453 (Tex. 1994).
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cause of action for misappropriation accrues only when a trade se-
cret is “used.””®* This underlying judgment merely reflected the
Texas courts’ dislike of covenants not to compete. Indeed, the
court was not about to allow plaintiffs to circumvent the statutory
requirements established by the legislature and Light II in order to
obtain non-compete types of restrictions through a backdoor left
open by the doctrine of inevitable disclosure.?®

The decision in Computer Associations International had a tre-
mendous impact on Texans. With this precedent, the majority of
cases that followed were unsuccessful in advancing the doctrine of
inevitable disclosure.?®> In a non-published case, the Fifth Court of
Appeals acknowledged that it “found no Texas case referring to a
‘doctrine of inevitable disclosure. .. .””%%¢ So, it created a test with
similar attributes, suggesting injunctions should issue in cases in
which there is a high probability that a former employee will not
just disclose but also “use” trade secrets for his or her own bene-
fit.?®” Stronger rejection followed in Cardinal Health Staffing Net-
work v. Bowen,?®® whereby the court flatly refused to apply either
the doctrine of inevitable disclosure or its weak progeny an-
nounced in Rugen and Conley.?® Finally, if there was any doubt
about where Texas stands, the court’s recent pronouncement in

283. See Computer Assocs. Int’I'v. Altai, Inc., 918 S.W.2d 453, 455 (Tex. 1994) (stating
that “[a] cause of action for misappropriation of trade secrets accrues when the trade secret
is actually used”).

284. M. Scott McDonald, Noncompete Contracts: Understanding the Cost of Unpre-
dictability, 10 TEx. WESLEYAN L. Rev. 137, 145 (2003).

285. See T-N-T Motorsports v. Hennessey Motorsports, 965 S.W.2d 18, 24 (Tex.
App.—Houston [1st Dist.] 1998, no pet.) (applying the inevitable disclosure doctrine only
after discovering from the evidence that the defendant has already utilized confidential
information and thus likely to pose an inherent threat to the disclosure and use of appel-
lee’s trade secrets); Totino v. Alexander & Assocs., 1998 Tex. App. LEXIS 2502, at *4-8
(Tex. App.—Houston [1st Dist.] Apr. 30, 1998, no pet.) (rejecting the inevitable disclosure
argument); Conley v. DSC Communs. Corp., 1999 Tex. App. LEXIS 1321, at *10-11 (Tex.
App.—Dallas Feb. 24, 1999, no pet.) (not designated for publication) (admitting it was not
endorsing the inevitable disclosure doctrine, but establishing protection based on probable
use).

286. Conley, 1999 Tex. App. LEXIS 1321, at *8.

287. See id. at *4-7 (explaining the factors that were analyzed to determine if the issu-
ance of an injunction was proper).

288. 106 S.W.3d 452 (Tex. App.—Austin 2004, pet. filed).

289. See Cardinal Health Staffing Network, Inc. v. Bowen, 106 S.W.3d 230, 242-43
(Tex. App.—Houston [1st Dist.] 2003, no pet.) (explaining that no Texas case has ever
expressly adopted the inevitable disclosure doctrine).
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Trilogy Software, Inc. v. Callidus Software, Inc.*° on this issue
should eliminate it. The Austin appellate court relied on the afore-
mentioned decisions to dismiss the application of the inevitable dis-
closure doctrine.??

VI. CoNcLusION

“Reality is merely an illusion, albeit a very persistent one.”*%?

After a fifty-year struggle, unless Texas courts recognize that just
as oil and water have never been successfully mixed, elements of
tort and contract laws will not fuse, confusion will continue to reign
in Texas. In the course of balancing the need to protect trade
secrets against the need to limit unreasonable restraint on trade,
Texas courts are urged to provide separate assessments of (1) tort
causes of action for trade secret misappropriation and (2) contract
causes of action for breach of a covenant not to compete. Fusion
only weakens their value; separation, conversely, strengthens their
effectiveness. Today, the only thing predictable about sustaining a
hybrid model is unpredictability itself. Economic growth and inno-
vation are unsustainable under such conditions. Companies should
be able to both minimize risk and be afforded the means to protect
legitimate business interests. Employees should be permitted to
practice a chosen occupation in a reasonable, non-arbitrary way.

290. 143 S.W.3d 452 (Tex. App.—Austin 2004, pet. filed).

291. See Trilogy Software, Inc. v. Callidus Software, Inc., 143 S.W.3d 452, 464 (Tex.
App.—Austin 2004, pet. filed) (relying on Cardinal Health Staffing Network, Inc. v.
Bowern, 106 S.W.3d 230 (Tex. App.—Houston [1st Dist.] 2003, no pet.) in its holding). The
Trilogy court expressly references the Cardinal court’s notation that courts “have found no
Texas cases expressly adopting the inevitable disclosure doctrine. . . .” Bowen, 106 S.W.3d
at 242,

292. Albert Einstein, http:/www.quotationspage.com/quote/482.html (last visited Feb.
6, 2005).
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