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l. PRACTICAL CONSIDERATIONSIN DEALINGWITH INTELLECTUAL
CAPITAL

All too often, employer s ask their in-house counsel or outside lawyers to dr aft
a standard covenant not to compete for their employees. With those instructions in
hand, lawyers present their clients with an agreement. If the attorney is an
employment lawyer, the form ag reement sometimes contains cutting-edge language
based on the most recent appellate decisions. Handed the “perf ect” agreement,
employers, sometimes mistakenly, believe that they have solv ed their intellectual
capital problem.

Form agreements that contain every imagi nable prote ction for an employer
bring with them a number of pr actical problems. First, the agreement itself may lead
to a round of negotiations with a prospective employee. Few employees, particularly
those who truly merit a covenant not to compete, sign agreements without ques tions.
Is it really worth management’s time to continually negotiate o0  ver a covenant nott o
compete? Does an employer really want to start an employment relationship with a
valuable employee by haggling over a document that by its nature deals with
termination of employment? In larger companies, | ine managers sometimes “forget”
to get an employee to sign an covenant notto compete rather than deal with the hassle
of negotiating with a resisting employee.

Second, broad agreements inevit ably lead to selective enforcement. In the
abstract, the broadest possible agreement appears to satisfy an employe r's desire to
anticipate every way that they might be harmed by departing employee. When faced
with reali ty, however, few employers are willing to act ually enforce covenants not to
compete to their fullest extent. In a slowing economy, many emplo yers are more
understanding (or compassionate) when a laid-off employee goes to work for a
competitor. Some employers tak e the view that as long as the former emplo yee doesn’t
solicit “his” customers, they can work for a competitor. Others only care about the use
of confidential infor mation. Some only want to prosecute t he high-profile de fector.
Given the belt-tighteni ng that all companies have gone through recently, you can’t
blame a company for avoiding expensive litigation when the breach of a covenant not
to compete doesn’t matter.

Selective enforcement, while equitable, has its problems. If you believe that the
real value in a covenant not to compete i s that the very doc ument det ers violations,
then selective enforcement diminishes that deterrent effect. While the employer may
have an actual strategy driving its selective enforcement, it is difficult for employees
to glean that strategy when they learn that one of their former colleague is working for
a competitor with no apparent repercussi ons.



Another problem with selective enforcementis that it can affect the outcome of
an actual case. Let's face it, if a ju dge hears that the employer never enforces its
covenants not to compete, she may be less inclined to enforce one in a close case.
Smart lawyers can argue that the employer’s selec tive enforcementis evidence that the
covenant is not necessary to protect a legitimate interest. If it was so necessary, why
wasn’t it enforced in the past? In the case of trade secrets and confidential
information, the fact that an employee has failed to take s teps to protect the
information is actually part of the legal test for determining whether the information
is a trade secret or confidential.

A. Know What You Need to Protect and Only Protect What You Need

In order to avoid the probl ems associated with kitchen-sink covena nts not to
compete, an employer has to identify what intel lectual property is really worth
protecting and narrowly tailor an agreement to protect those interests. Eas ier said
than done. Fartoo often, emp loyers and their la wyers want to protec t against the case
that they can’t anticipate. Business involves taking risks. Lawyers can’t eliminate all
risks, all we can do is help our clients understand the real ris ks in a given course of
action.

1. Is it Competition or the Use of Information That is the Real
Problem?

Far too often, employers attempt to protect confidential information through a
blanket covenant not to compete. If an employer really isn’t worried about a former
employee competing but is instead worried that the employee will use confidential
information unfairly, a broad covenant may not be necessary. If an employer wan ts
to protect confidential information, the following techniques may be more effective:

. Use a confidentiali ty/non-disclosure a greement;

. Make sure you protect your “confidential” information from disclosure by
taking visible steps such as using passwords, confidential stamp s, and
document control logs to ensure that you have access to common law
protection of trade secrets; and

. Use a non-solicitation agreement that is limited to customers that the
employee serviced or learned about through her employmentif customer
lists are the inform ation you are tryi ng to protect.

Each of these techniques is easier to defend in court, cheaper to enforce, and less
likely to draw objections from a potential employee. If information is easy to protect
through other means, why bother with a covenant not to compete?



2. Are you Worried about Employee Raiding?

If an employee is truly the employer’'s int ellectual capital, then employee
raiding, by competitors and former employees, is a real concern. Once again, don't
reflexively assume that to be the case. A sales person is an important asset. That does
not mean that the sales person is the intellectual capital that needs protection. Losing
a sales person is manageable so long as confidential information and other employees
don't follow suit. E ven losing a grou p of sales people is manageable, in some cases.

On the other hand, so ftware companies and other similar industriesreally  have
employees who are the company’s intellectual capi tal. A group of sof tware engineers
working on the latest release of a s oftware product can leave to work for a non-
competitor and still cause damage. Here, a covenant not to compete won't al ways help.
You can include one to keep the employee from going to a competitor, but what you
really need is good management and strong c onfident iality and non-solicitation of
employee agreements to prevent one de fection from leadin g to a mass exodus.

There is no clear way to prevent employee solicitation or employee raiding. All
an employer can do is take prophylactic measures to protect itself and pursue legal
remedies when those measures fail. Some protective measures include:

C Confidentiality a greements;
C Employee non-solicitation agreement s; and
C Covenants not to compete.
3. How Broad Should A Covenant Not to Compete Be?

Finally the covenant not to compete itself shoul d be tailored to an employer’s
reasons for asking for one. Management level employees probably deserve a covenant
not to compete because a customer non-solicitation agreement doesn’t solve the
problems of the person leaving. Management level employees are privy to sensitive
information and strategies that may only be protected by a covenant not to compete.
Even so, should the covenant bar competiti on locally or nati onally? It doesn’t make
senseto overreach if it doesn’t hurt the company for a management level employee to
work for a competitor in another city. If an employer nee ds a covenant nott o compete
for a sales person, does it really matter if they work for a competitor as an accountant?
If not, then limit the covenant to performing  similar duties as the former employee did
for the employer.



1. COVENANTS NOT TO COMPETE AND OTHER RESTRAINTS ON
COMPETITION

Covenants not to compete are restraints on trade and thus generally prohibited

by the Texas Fee Enterprise and Antitrust Act of 1983 (the “A ntitrust Act”). T Ex.Bus.
& Com.CobDE §15.01,et. seq; APRM, Inc.v. Regis F. Har tnett, Jr. , No. 01-01-00831-CV
(Tex. App.—Houston [1* Dist.] July 3, 2002), 2 002 WL 1435995, (“A covenant not t o
competeis in restraint of trade and is unenforceable as a matter of public policy unless
it is reasonable.”). Depending on the fa ct pattern, a coven ant not to compete could
violate two different provisions of the Antitrust Act.  The first is the provision wh ich
makes every “contract, combination, or conspiracy in restraint of trade or commerce”
unlawful. Tex.Bus. & Com.CobDE ANN. 8§ 15.05(a) (Vernon 2002). The second is the
provision against monopolies and attempts to monopol ize. Tex. Bus. & Com. CoDE §
15.05(b).

The Antitrust Act provides alimited exception to its enforcement f or covenants
not to compete that meet the standard s set forth in Section 15.50(a) of the Texas
Business and Commerce Code. The relevant provisions re ad:

Notwithstanding Section 15.05 of this code, and subject to any applicable
provision of Subsection (b)," a covenant not to compete is enforceable if it
is ancillary to or pa rt of an otherwise enforceable agreement at the t ime
the agreement is made to the extent that it con tains limitations a s to
time, geographical area, and scope of activity to b e restrained that a re
reasonable and do not impose a greater restraint on trade than is
necessary to protect the goodwill or other business interest of the
promisee.

Tex. Bus. & Com. Cope § 15.50(a).

The Antitrust Act's prohibitions are not limited to traditio nal covenants
prohibiting an employee from working for or eng aging in a competi ng business. Any
provision that has the pract ical effect of restraining compet ition will be anal yzed as a
covenant notto compete. See,e.g., Peat Marwick M ain & Co. v. Haass , 818 S.W.2d 381
(Tex. 1991) (agreement which provided liquidated damages for employer if former
employee performed services for former customers analyzed as covenantnotto compete
because practical effect was to restrict competition). Thus, agreements that prohibit
solicitation of customers are regularly analyzed as covenants not to compete. Id .; See
also John R. Ray & Son s, Inc. v. Stroman , 923 S.W.2d 80 (Tex. App. — Houston[14th

! Section 15.50(b) contains special requirements for cov enants not to compete for persons licensed asa
physician by the Texas State Board of Medical Examiners.
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Dist.] 1996, writ denied) (treating a non-solic itation agreement as a covenant not to
compete).

The leading case on covenants not to compete is Light v. Centel Cellular Co. of
Texas, 883 S.W.2d 642 (Tex. 1994). In it, the Texas Supreme Court set out the
requirements for an enforceable covenant not to compete:

(1) The covenant must “be ancillary to or part of an otherwise
enforceable agreement at the time the agreement is made”; and

(2)  The covenant must contain reasonable re strict ions that are not
greater than what is neces sary to protect the goodwill or other business
interests of the promisee.

Id. at 644. The enforceabili ty of a covenant n ot to compete is a question of law for the
court. Id.

A. The Covenant Not to Compete Must Be Ancillary to or Part of an
Otherwise Enforceable Agreement

1. Is there an Otherwise Enforceable Agreement?

The first inquiry into the enforceability of acovenantnot  to compete under Light
is whether thereisan enforceable agreement separate and apart from the covenant not
to compete itself. 1d. (“Section 15.50 requires us to make two initial inquiries oD
is there an otherwise enforceable agreement, to which (2) the covenant n ot to compete
is ancillary to . . . at the time the agr eement is made”). Because the statute requires
the Court to determine the validity of a covenant “at the time the agree ment is made,”
the question of whether there is an otherwise enforceable agreement is analyzed as  of
the time that the agreementis made. As will be discussed below, this has important
implications in at- will employment sit uations.

The requirement of an “otherwise enforceable agreement” does not mea n that
there need to be separate documents with separate agreements. Instead, it means that
there must be a set of promises between an employer and an employee other than the
promise not to compete. Tom James v. Cobb, 109 S.W.3d 877, 886 (Tex.App.—Dallas
2003, no pet.) (“the issue is whether, ‘at the time the ag reement is made,’ th ere exists
other mutually binding promises to which the covenant not to compete is ancillary or
part and parcel”). The example thatis most often used is a promise by an employer to
give an employee confidential informatio n and a return promise by the employee to
keep the information co nfidential. See, eg. Id. at 647 n. 14 (explaining why a
confidentiality agreement is an agreement to which a covenant not to compete would
be ancillary).



Generally, all oftherelevant agreements will be contained in asingle docume nt,
whether it is an employment agreement or a non-disclosure agreement. In certain
circumstances, multiple agreemen ts between the emplo yee and the employee can be
considered jointly for purpos es of determining wh ether there is an otherwise
enforceable agreement. See lkon Office Solutions, Inc. v. Eit ert, 2 S.W.3d 688, 693
(Tex. App.—Houston [14 ™ Dist.] 1999, no pet .) (treating separa te agreements as one
when both were signed at the same time and one expressly incorporates the other by
reference); Rako v. Tifco Indus ., Inc., No. 14-02-00017-CV (Tex. App.—Houston [14 ™
Dist.] July 18, 200 2 (not designated f or publication), 20 02 WL 1608625 (same).

The central holdings of Light is that at-will emp loyment is n ot an otherwise
enforceable agreement that will support a covenant not to compete. Light , 883 S.W.2d
at 645. The Light court relied on simple contract principals to  reach its conclusion.
Like any other contrac t, the “otherwise enfo rceable agreement” must be supported by
consideration. Ifthe considerationisillusory, thenthe agreementlacks consideration.
In at-will employment situations, a promi se by an employer to do something that is
dependant on future employment is illusory because the employer can terminate the
employee’s employment at any time to avoid the employer’s obligation. > According to
the Light court, actual perfo rmance by the empl oyer is irrelevant because the validity
of the “otherwise enforceable agreement” must be determined “at the time” that the
contract is made. Id. at 645 n. 6.

That is not to say that a covenant not to compete is not enforceable in an at-will
situation. Whatis necessary is an agreement between the employer and employee that
does not depend on illu sory consideration such as the employer’s promi se to provide
something to the employee if the emplo yee is still employed i n the future. Id. (“In
short, we hold that ‘othe rwise enforceable agreements’ can emanate from at-wi Il
employment so long as the consideration for any promise is not ill usory.”). T hus,
contracts that promise to provide an employe e confidential information “during
employment” have been heldto beillusoryina t-will employmentrelationsh ips because
the promise is dependent on the illusory right to future employ = ment. See, e.g., Tom

2 Thus, an agreement to provide ¢ onfidential information in the future will be
considered illusory in an at-will em ployment setting. Light makes clear that an
employer cannot argue, after the fact, thatthe empl oyer did provide th e employee with
confidential information. Inst ead, the promise to provide such information must
require the employer to provide that information  and must exist and be enforceable at
the time the agreement is signed. Id. at 645 n. 6. If the employe r can fire the
employee and avoid providing the consideration to the employee, the consideration will
be considered illusor y. The court will ask whether at the time the agreement was
signed was there an enforc eable promise by the employer to provide confidential
information to the employee.



James v. Cobb, 109 S.W.3d 877, 886-87 (Tex.App.—Dallas 2003, no pet.) (holding that
contractual provis ion to provide trai ning during emplo yment was illusory ).

An illusory promise cannot be cured by future performance. In a footnote, the
Light court addressed the situation of a unilateral contra ct. Id. at645n. 6. The court
recognized that an illusory promise, essentially an offer, that is accepted and later
performed can normally giv e rise to a binding unilateral contract. Id. the court used
an example of an empl oyer’sillusory pro mise to provide confidential information to an
employee in return for a promise by the employee to keep such infor mation
confidential. Id. If the employer performed by providing confidential infor mation to
the employee, a valid contract would be c reated. Id. The contract woul d not, however,
be an “enforceable agreement” under Section 15.50 because it was n ot an agreement
“at the time it was m ade” but instead be came one at a later date. Id.

2. Is the Covenant not to Compete Ancillary to that
Agreement?

The next step is determining whether the covenant is “ancillary” to that
otherwise enforceable agreement.®* The Texas Supreme Court has adopted the
“designed-to-enforce-a-contractua |-obligation” standard for determ ining whether a
covenant is ancillary to an otherwise enforceable agreement. Id. at 647 (adopting the
dissent in Business Electroni cs v. Sharp Electronics, 485 U.S. 717 (1988)). Under that
standard, there must be a sep arate agreementthatth e covenantisinte nded to enforce
and that agreement must give rise to an “interes t worthy of protecti on.” Id. (citations
omitted). Thus, the Texas Supreme Court set out a two- prong test for determining
whether a covenant not t o compete is “ancillary” to an otherwise enforceable
agreement. They are:

(1) the consideration given by the employer in the otherwise
enforceable agreement must give rise to the employer’s interest in
restraining the employee from competing; and

(2) the covenant must be designed to enforce the employee’s
consideration or return promise in the otherwise enforceable agreement.

Id. Both parts of the test must be met. Id.

The first prong of the t est focuseson the consideration that the employer gives
in the otherwise enfor ceable agreement. The key question is whether the employer has

% For all pract ical purposes, the Texas Supreme Court has col lapsed the languag e of the statute that
requires that the covenant be “ancillary to or part of” an otherwise enforceable agreement into th e
“ancillar y” test.



provided the employee some consideration that is worthy of protection. The Texas
Supreme Court indicated th at business goodwill and confidential or propri etary
information are examples of interests worthy of protection. Id. at 647 (citing DeSantis
v. Weekenhut Corp., 793 S.W.2d 670, 683 (Tex. 1990)). See also RESTATEMENT
(SEconD) oF CONTRACTS 8188 cmt. b, g (1981); Light, 883 S.W.2d at 647 n. 14
(acknowledging that if an employer gives an employee confidential and prop rietary
information in return for a promise not to disclose the information,  then the covenant
not to compete would be ancillary to t hat agreement).

The second prong of the test focuses on the return promise of the employee and
whether the covenant is actually desig ned to enforce that return promise. This is an
essential element that many employers fail to consider. In order for a covenant to be
ancillary, it must be designed to enforce a return promise by the em ployer that is
linked to the consideratio n worthy of protection. In Light , the employer promi sed to
train the employee. The Court assumed that ther e would be an exchange of
confidential information. Because there was no ret urn pr omise in the agreement by
the employee to keep the information confidential, the Court held that the covenant not
to compete was not designed to enforce the any of the employ ee’s return promises .
Light , 883 S.W.2d at 647.

3. Key Cases on Ancillary Agreements

Because the question of wh ether a covenant is ancillary to an otherwise
enforceable agreement is such a fact intensive inquiry, each case will be decided
differently.

a. Confidentiality Agreements

The Light decision and subsequent cases decided after it make clear th at a
confidentiality agreement, if properly worded, is an otherwise enforceable agreement
to which a covenant not to compete is ancillary. SeeLight, 883 S.W.2d at 647 n.14. In
an at-will employment setting, it  is advisable for an employer to use language such as
“will provide confidential information” or “shal | provi de confidential in formation” to
avoid the argument tha t the pro mise by the employer to provide confidential
information is depe ndent on future emp loyment.

Where the promise by the employer to provide an employee with confid ential
information is not illusory courts have routin ely found the cove nant not to compete to
be ancillary to such a non disclosure agreement. Rako v. Tifco Indus ., Inc., No. 14-02-
00017-CV (Tex. App.—Houston [14 " Dist.] July 18, 2002 (not designated for
publication), 2002 WL 1608625 (same) (enforcing a covenant not to complete in an at-
will  employment situation where employer promised employee  with specific
confidential information and sp ecified training); Curtis v. Ziff Energy Group, Ltd. , 12
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S.W.3d 114, 118 (Tex. App.—Houston [14 " Dist.] 1999, n o pet.) (Promise to provid e
confidenti al information suppor ts acovenantnott o canpete); Evan’s World Travel, Inc.
v. Adams, 978 S.W.2d 225, 232 (Tex. App.— Texarkan a 1998, no pet.) (Employer gives
employee accessto customer files and clie ntinformationine xchange for non-di sclosure
agreement. Covenant not to compete is ancillary to the otherwise enforceable non-
disclosure agreement); Totino v. Alexander & Associat es, Inc., No. 01-97001204-CV
(Tex. App.—Houston [1 * Dist.] 1998) (not designated for publication), 1998 WL 552818
(Court enforces covenant not to compete where at-will employee was promised
confidential informatio n because employee received the confidential information
immediately); Ireland v. Franklin ,950 S.W.2d 155, 158 (Tex. App.—San Antonio 1997,
pet. denied) (Covenant not to compete is ancillary to agreement to share trade secr ets
in exchange for non-disclosure agreement); Donahue v. Bowles, Troy, Donahue,
Johnson, Inc., 949 S.W.2d 746 (Tex. App.—Dallas 1997, pet. denied) (Recognizing that
a covenant not to compete wou Id be ancill ary to an agreement by an employer t o
provide confidential information in exchange for a non-disclosure agr eement); America
Express Financial Advisors, Inc. v. Scott , 955 F.Supp. 688, 691-92 (N.D. Tex. 1996)
(Employee training, confide ntial information and trad e secrets are protectable
interests).

It is important to note, however, t hat some courts look beyond the language of
the confidentiality agreement to determine whether or not the employer has actually
provided new confidential information to the employee. In cases where an employee
has worked for the employer before signing the covenant not to compete or had access
to the so-called confidential information before signing the confidentiality a greement,
courts have found the employer’s promise to provide confidential information to be
illusory. Tom James, 109 S.W.3d at 887 (holding that contractual recitation that
employee had confidential information prior to signing agreement ren  dered the
covenant not to compete unenforceable “because past consideration, such as the
sharin g of trade secrets in the past, will not su pport a subsequent promise.”); CRC-
Evans Pipeline Internv. Myers, 927 S.W.2d 259, 263 n.3 (Tex. App.—Houston [1* Dist.]
1996, no writ) (Covenant not to compete unenforceable when employee had worked at
company for some time and already had the confidential information before he signed
a covenant notto compete). Rimkus Consulting Group, Inc.v. Dupre , No. 14-99-01338-
CV (Tex. App. — Houston [14 ™ Dist.] Sept. 6, 2001 ) (not designated for pu blicat ion),
2001 WL 1013834 (finding no consideration for an agreement because employer had
prior accessto confidential informati on); Security Telecom Corp. and Law Enforcement
Technologies, Inc. v. Meziere, No. 05-98-00059-CV (Tex. App.—Dallas March 22, 2000)
(not designated for pub lication), 2000 WL 295098 (findi ng no consideration where
employee had access to confidential information pri or to entering int o confidentiality
agreement); Terminex International Co.v. Denton, No. 04-99-00563-CV (Tex. App.—San
Antonio, Jan. 26, 2000) (not designated for publication), 2000 WL 84888 (Contract
provides for at-will employee to receive confidential informatio n thro ughout
employment. Contract illusory and employee had information before he signed the
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contract); Ad Com, Inc. v. Helms, No. 05-96-01706-CV (Tex. App.—Dallas, Jan. 21, 2000)
(not designated for publicatio n), 2000 WL 45880 (Contract provides for at-will
employee to receive confidential information throughout employ ment. Contra ct
illusory and emplo yee had informatio n before she signed the contract).

b. Cash Payments and Other Consideration

Some lawyers mistakenly assume that you can pay an employee for a covenant
not to compete. Under t he logic of Light , such a promise by the employer would not
give rise to an in terest worthy of pro tection.

In American Fracmaster Ltd. v. Richardson , 71 S.W.3d 381 (Tex. App.—Tyler
2001), the Tyler Court of Appeals analyzed whether several promises by an employer
would give rise to an em ployer’s int erest in restraining competition. The court held
that a promise to give notice of termination, and a promise by the employer to pay
$182,083.00 too the employee did not give rise to an inte rest worthy of protection.
Richardson, 71 S.W.3d at 387-88. Other cases have reached simila r results.
Strickland v. Medtronic, 97 S.W.3d 835, 839 (Tex. App.—Dallas 2003) (90-day notice of
termination provision does not give rise to any legitimate business interest requiring
protection); Id. (provision requiring employer to pay employee duri ng non-compete
period does not give rise to any legi timate business int erest requiring pro tection):

B. The Restraint Must be Reasonable

1. The Covenant Not to Compete Must Contain Reasonable
Restrictions as to Time and Geographic Area

Covenants not to compete that contain no geographical limita tions are
unreasonable and unenforceable. Juliette Fowler Hom es, Inc. v. Welch Assciates, Inc.,
793 S.W.2d 660, 663 (Tex. 1990) (an agreement that contained no limit on geographic
area or scope of activity was “an unreasonable restraint of trade and unenforceable on
grounds of public policy”). Generally, areasonable area of restraint consists only of the
territory in which the emplo yer worked while e mployed by the form er employer.
Diversified Human Resources Group, Inc. v. Levinson-Polakoff , 752 S.W.2d 8, 12 (Tex.
App. — Dallas 1998, no writ). Courts have refused to enforce agreements with
nationwide applicability when the employee did not truly have nationwide
responsibilities for the former emplo yer. Allan J. Richardson & Assoc iates, Inc. v.
Andrews, 718 S.W.2d 833, 835-36 (Tex. App.—Houston [14 " Dist.] 1986, no writ). See
also Posey v. Monier Resouces, Inc., 768 S.W.2d 915, 919 (Tex. App. — San Anton io
1989, writ denied) (reform ing nationwide restriction to the area of work of the former
employee).

10



With respect to time limitations, court s have upheld time limitations of two
years or less and sometimes up to fiv e years. AMF Tuboscope v. McBride , 618 S.W.2d
105, 108 (Tex. Civ. App.—Corpus Christi 1 981); Electronic Data Systems Corp. v.
Powell, 508 S.W.2d 137 (Tex. Civ. App.—Dall as 1974, writ ref'd n.r.e.); Chandler v.
Master Craft Dental Corp. of Texas,Inc., 739 S.W.2d 460 (Tex. App.—Fort Wort h 1987,
writ denied).

Examples of other cases analyzing these limitations include:

. Butler v. Arrow Mirror & Glass, Inc. , 51 S.W.3d 787 (Tex. App.—Houston
[1% Dist] 2001, no pet.) (reforming a covenant not to compete by
narrowing the geo graphic area and s cope of activity);

. Stone v. Griffin Communica tions and Security Systems, Inc., 53 S.W.3d
687 (Tex. App.—Tyler 2001, no pet.) (enforcing broad covenant covering 22
counties in Texas with a five year du ration);

. Curtis v. Ziff Energy Grou p, Ltd., 12 S.W.3d 114 (Tex. App.—Houston [14 ™"
Dist.] 1999, no pet.) (enforcing a covenant not to compete for all of the
United States and C anada);

. Evans v. World Travel, Inc . v. Adams, 978 S.W.2d 225 (Tex.
App.—Texarkana 1998, no pet.) (geographic restriction tie d to employer
locations where emp loyee did not work w as unreasonable);

. Oliver v. Rogers, 976 S.W.2d 792 (Tex. App.—Houston [1 *' Dist.] 1998, no
pet.) (covenant not to compete in a sale of a business was not
unreasonable even though it lacked a time restriction) *; and

. Emercare Systems Corp. v. Bourden, 942 S.W.2d 201 (Tex. App.—Eastland
1997, no pet.) (geographic restriction tied to empl oyer locations where
employee did not work was unreasonable) (time restriction thatwas tied
to employer’s contract with a cu stomer as opposed to the employee’s
employment was unreasonable because it was identified and not related
to employee’s termination)

* This is an extraordinary case given that Section 15.50 express| y requires a time limitation. The court
appeared to limit its elf to covenants a rising ou t of the sa le of a business. Oliver, 976 SW.2d at 801.
Given that the court relied on cases that pre- dated the passage of Section 15.50, it was m ost likely
wrongly decided.
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2. The Covenant Not to Compete Must be Reasonable as to the
Scope of Activity Restrained

Covenants not to compete must contain a reasonable limitation on the scope of
activity to be restrained. Juliette Fowler Home, 793 S.W.2d at 663. To be enforceable,
a covenant not to compete must rest rain no more activ ity than is necessa ry to protect
the legitimate busine ss interest of the em ployer. |n the context of the agr eements
prohibiting solicitation of cu stomers or clients, T exas courts have insisted that su ch
covenants be narrowly designed to negate the competitive advantage and knowledge
the former employee mig ht have gained about the clients because of his former
employment. Peat Marwick Main & Co.v .Haass, 818 S.W.2d 381 (Tex. 1991) (finding
non-solicitation agreement unreasonabl e where it prohibited former employee from
soliciting client with whom former emplo yee had no contract through employer );
Juliette Fowler Homes, 793 S.W.2d at 663. See also Wrightv. Sport Supply Group, | nc.,
No. 09-03-538CV (Tex.App.—Beaumont, April 29, 2004), 2004 WL 944003 (holding that
“a covenant not to compete that exten ds to clients with whom a salesman had no
dealings during his employment is unenforcea ble”); John R. Ray & Sons, I nc. v.
Stroman, 923 S.W.2d 80 (Tex. App.—Houston [14 ™ Dist.] 1996, writ denied) (In a
personal services occupation a restraint on so licitation can onl y extend to client s with
whom the employee actually had deali ngs during his emp loyment).

In Haass, the court stated thatt he “fundamental le gitimate business that may
be protected by such covenants is in prev enting employees . .. from using the ¢ ontacts
and rapport established during the relati onship . . . to take the firm’s customers with
him.” Haass, 818 S.W.2d at 387. Accordingly, the only customers to whom the non -
solicitation agreement could reason ably apply would bethose with whom the defendant
was “personally invol ved.” Id. (“[T]he restrictiv e covenant must bear some relation to
the activi ties of the employe e. It must no restra in his activities i nto a territory int o
which his former work has not taken him or given him the opportunit y to enjoy some
undue advantages in later competition with his employer.” ) (Internal quotat ion marks
omitted).

Texas courts have refused to enforce agreements that vaguely prohibit all
competitive activity or prohibit employment in any capacity for a com  petit ive entity.
See,e.g., APRM, Inc. v. Regis F. Hartnett Jr. And Philip Corr osion Services, Inc., No.
01-01-00831-CV (Tex. App.—Houston [1* Dist.] July 3, 2002) (not designated for
publication) 2002 WL 1435995; Posey v. Monier Resources, Inc., 768 S.W.2d 915, 918
(Tex. App.— San Antonio 1989, writ denied) ; McNeilus Companies, In c.v. Sams, 971
S.W.2d 507 (Tex. App.—Dallas 1997, no pet.). Texas courts have also refused to enforce
agreements th at prohibit activity unrelated to the work the employee performed for the
former employer. Bertotti v. C.E. S hepherd Co., 752 S.W.2d 648, 656 (Tex.
App.—Houston [14™ Dist.] 1988, no writ) (language “selling or offering to sell goods or
materials of any kind” was overbroad and reforming agreement to allow employee to
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sell non-competing prod ucts); Diversified Human Res ources Group, Inc. v. Levinson-
Polakoff, 752 S.W.2d 8, 11 (Tex. App.—Dallas 1988, no writ) (holding that agreement
prohibiting recrui ter from placing an y type of employee was overbroad).

C. Enforcement of A Covenant Not To Compete

Section 15.51 of the Texas Business and Commerce Code sets out a
comprehensive schemefor enforcing covenants not to compete. It also sets forth what
remedies are available in a dispute. Section 15.51(a) provides that a court may award
both damages and injunctive relief for breach of the covenant.

Section 15.51(b) establishes which party has the burden of proof in establishing
the enforceability of the covenant. For covenantstha tare ancillaryto agreements with
a primary purpose of obligating the employee to render personal services, whether for
a term or at-will, the employer has the burden  of establishing that the covenant meets
the criteria set forth i n Section 15.50. Tex. Bus. & Cowm.. Cope § 15.51(b). If the
agreement has a different purpose, the employee bears the burden of establishing that
the covenant does not meet those crite ria. 1d.

Section 15.52 states that Section 15.50 and 15.51 are the exclusive criteria and
enforceability of the covenant not to compete and preempt any actions under the
common law. TEx.Bus. & Cowm.. CobE § 15.52.

1. Reformation of an Invalid Covenant Not To Compete

Section 15.51 provides that a court shall reform a covena nt that contains
limitations to the time, geographical area, or scope of adivity to be restra ined that are
not reasonable and impose a greater restraint than is necessary to protect the good will
or other business interest o f the employer. Tex.Bus. & Com.. Cobpe § 15.51(c). When
a covenant is reformed, however, a court may not award the employer damages for a
breach of the covenant before its reformatio n and the only rel ief an employer may
receive is injunct ive relief. 1d.

In a personal services contract, an employee can recover reasonable attorney
fees in defending a reformed covenant not to compete if the employee shows that the
employer knew that the covenant’s restrictions were overly broad and the employer
sought to enforce those overly broad restrictions. Id.

Although the language on reformation is man datory, at least one court has held
that a party can waive reformation on appeal ifit  does not ask the tri al court to reform
the covenant. APRM, Inc. v. Regis F. Hartnett, Jr. , 01-01-00831-CV (Tex.
App.—Houston [1 * Dist] July 3, 2002 ), 2002 WL 1435995.
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2. Temporary Injunctions

Becauseof the preemption clause contained in Secti on 15.52, a number of courts
have recently grappled with how to apply temporary injunction standards in a context
of covenants not to compete. These cases turn on the interpretation of Section  15.51
which appears to set forth the remed ies available for an enforcing party and the
preemption clause contained in Sectio n 15.52.

In the case of temporary injunctions, appellate courts have overruled prior
decisions and have found that Section 15.52 does not preempt the equita ble standards
for securing a temporary injunction. Th us, as in all other cases, a party seeking a
temporary injunction must pl ead and prove a cause of action, a probable rightto relief
sought, and a probable, imminent, and irreparable injury in the i nteri m. Cardinal
Health Staffing Network, Inc. v. Boeing , 106 S.W.3d 230 (Tex. App.—Houston [1 * Dist.]
2003, no pet.) (overruling Norlyn Enterprises, Inc. v. APDP, Inc., 95 S.W.3d 578 (Tex.
App.—Houston [1* Dist.] no pet.)); see also NMTC Corp. v. Conarroe, 99 S.W.3d 865,
867-68 (Tex. App.—Beaumont 2003).

In temporary injunct ion cases, an employee’s breach of a mvenant not to
compete creates a rebuttab le presumption that the employer will suffer irreparable
injury.  Wright , 2004 WL 944003, *3; Unit el Corp. V. Decker, 731 S.W.2d 636, 641
(Tex.App.—Houston [14™ Dist.] 1987, no writ) (finding prima facie proof of probable
injury through evidence of employee’s continued breach of covenant not to compet e).
One court has found that a contractual provision providing that an employee will not
contest that the employer does not have an adequate remedy at law is sufficient, for
appellate purposes, to support an inju nction. Wright , 2004 WL 944003, *2.

3. Attorney’s Fees

At this time the question of whether or not a prevailing party can recover
attorney’s fees under Texas Civil Practice and Remed ies Code Section 38.001 is
unclear. In a case decided before Sections 15.51 and 15.52 were enacted, the Houston
Court of Appeals affirmed an award of attorney’s fees under Section 38.001 under the
theory that attorney’s fees were in the nature of cost but not dama ges. Williams v.
Compressor Engineering Corp. , 704 S.W.2d 469, 471 (Tex. App.—Houston [14 ™ Dist.]
1986, writ ref'd n.r.e.). In another case out of the Houston Court of Appeals, the court
affirmed anaward of attorney’s fees without discussing theissue of preempt ion. Butler
v. Aero Mirror & Glass, Inc., 51 S.W.3d 787, 796 (Tex. App.—Houston [1* Dist.] 2001,
no pet.)).

The San Antonio Court of Appeals has rul ed that attorney’s fees are not
available under the Texas Civil Practice an d Remedies Code in a covenant not to
compete case. Perez v. Texas Disposal Sys., Inc., 103 S.W.3d 591 (Tex. App.—San
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Antonio 2003, pet. denied). The San Antonio Court of Appeals strictly construed the
preemption language of Section 15.52 and held that attorney’s fees are not available
to a prevailing part y under Section 38 .001 of the Civil Practice and Remedies code. Id.

4. Tortious Interference Claims

When a former employee h as gone to work for a competitor, employer may seek
a remedy by asserting a tortious interference claim against that third party. The
elements of a tortious interference claim are (1) the existence of a contract, (2) an act
of willful interference, (3) causation, (4) and actual damage s. Victoria Bank & Tru st
Co. v. Brady, 811 S.w.2d 931 (Tex. 1991).

An employer can bring a claim for tortious interference against a competitor if
the competitor causes the former employee to breach a contract with the employer. A
breach is necessary. If an employee merely exercises a contractual right, such as a
right to terminate after a notice period, than a tortious interference claims does not
exist. Juliette Fowler Hom esv. Welch Associates, Inc., 793 S.W.2d 660, 667 (Tex. 1990).

In Texas, a claim for tortious interferen ce with contract may lie for interfe rence
with an at-will employm ent agreement. Sterner v. Marathon Oil Co., 767 S.W.2d 686
(Tex. 1989). In order for such inferences to be actionable, the third party must exceed
to bounds of permissible competition. See, e.g.,Times Herald Printin g Co. v.A.H. Belo
Corp., 820 S.W.2d 206, 215 (Tex. App.—Houston [14 ™ Dist.] 199 1, no writ). See
RESTATEMENT (SECOND) OF TORTS § 768(1) (setting forth the privilege of competition
for termination of a contract terminable at-will). Under the Restat ement, some
“wrongful means,” such as physical violence, fraudulent misrepresentations, and  the
threat of civil or crim inal litigat ion is necessary for a competitor to be held liable for
tortious interference with a contract terminabl e at-will. R ESTATEMENT (SECOND) OF
TorTs 8§ 768(1) cmt. e. This heightened req uirement of wrongful conduct does not
apply outside of contracts terminable at-will.

In addition, tortious interference claim may lie for a breach of a covenant not to
compete. However, if the covenant not to compete is void, a claim for tortious
interference is not available. Travel Masters, Inc. v. Star Tours , Inc., 827 S.W.2d 830
(Tex. 1991). See also Juliette Fowler Homes, Inc. v. Welch Associates, Inc., 793 S.W.2d
660, 667 (Tex. 1990).

If a new employer uses a former employee to solicit other employees in violation
of a non-solicitation agreement or use confidential inform ation in viol ation of a
confidentiality agreement, a tortious interfer ence claim is also possible. Since these
contracts are not terminabl e at-will, the heig htened requirement of wrongful conduc t
does not apply.
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I11. CONFIDENTIALITY AGREEMENTS

One method of protecting confidential information and  trade secrets is through
a non-disclosure agreement. As opposed to covenants not to compete, non-disclosure
agreements covering confidential information and trade secrets are easily enforceable.
SeeZep Manufacturing Co., v. Harthcock, 824 S.W.2d 654, 663 (Tex. App.—Dallas 1992,
no writ). Even if the non-disclosure agreementis in the same agreement as an invalid
covenant not to compete, some courts have agreed to enforce a valid non-di sclosure
agreement. Miller Paper Co. v. Ro berts Paper Co., 901 S.W.2d 593, 603 (Tex.
App.—Amarillo 1995, no writ) (noting that a bar on the use of  confidential information
to solicitis notare striction on solici tation); Rugenv. Interact ive Business Systems,Inc.
864 S.W.2d 548, 551 (Tex. App.—Dalla s 1993, no writ).

The advantage of a written non-disclosure agreement is that an employer  may
be able to secure greater protection for confidential information than the common law
affords to “trade secrets.” To the extent the employee’s use of confidential information
— whether or not an actual “trade secret” — is in violation of the employee’s
confidentiality agreement, the employ er is enforcing a contractual right an d not a
common law duty. Although the re is limi ted authority on the enforceability of non-
disclosure agreements that impos e duties that are more restrictive than the duties
imposed under the c ommon law, there is a good basis for arguing that courts should
award a remedy in the ev ent of a breach, at least where the non-disclosure agreement
does not prohibit the e mployee from using his general knowle dge. See Zep
Manufacturing Co. v. Harthcock, 824 S.W.2d 654, 663 (Tex. App.—Dallas 1992, no writ)
(holding that non-disclosure agreements are not restraints of trade, at least where they
do not restrict the employee’s use of the “ general knowledge, skill, and experie nce
acquired in former employme nt”). But see ReESTATEMENT (THIRD) OF UNFAIR
CoMPETITION 8§ 41 cmt. d (1995) (noting that non-d isclosure agreements that protect
more than actual trade secrets “may be unenforceable as an unreasonable restrain of
trade”). Some court decisions do imply or suggest, however, that an injunction will be
awarded only to the extent necessary to protec t the employer’s trad e secrets. See
Miller Paper Co. v. Roberts Paper Co., 901 S.W.2d 593, 603-604 (Tex. App. — Amarillo
1995, no writ).

IV. PROTECTING TRADE SECRETS

A. What is a Trade Secret?

A trade secret may consist of any formula, pattern, device, or compilation of
information which is used in one’s business and which gi ves him an opportuni ty to
obtain an advantage over competitors who do not know or use it. Computer Associates
Int’l, Inc. v. Altai, Inc. , 918 S.W.2d 453, 455 (Tex. 1996). See alSORESTATEMENT OF
TorTs § 757 cmt. b (1939). The criteria for determining  whether a trade sec ret exists
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include: (1) the extent t o which the information is known outside of the business; (2)
the extent to which it is known by employees and others involved in the business; (3)
the extent of measures taken to guard the secrecy of the information; (4) the value of
the information to the business and to competitors; (5) the amount of effort or money
expended in developing the information; (6) th e ease or difficulty with wh ich the
infor mation could be properly acquired or duplica ted by others. RESTATEMENT OF
ToRTs 8 757 cmt. b (1939).

Not all valuable con fidential informati on qualifies as a trade secret. According
to the Restatement of Torts, “A trade secret . . . is not simply information  as to single
or ephemeral events in the conduct of the business, as, for example, the amou nt or
other terms of a secr et bid for a contract...” Id.

Customers lists ar e a common subject of tr ade secret litigati on. Whether a
customer listis a trade secret depends on multiple factors: (1) the extent to which the
information is known outside th e business; (2) the extent to which it is known by
employees and others involved inthe business; (3) the extent of measures taken by the
employer to guard the secrecy of the information; (4) the value of the information to the
employer; (5) the amount of ef fort or mo ney expended by the employer in developing
the information; and (6) the ease or difficulty with which the information could be
properly acquired or duplic ated by others. American Derringer Corp. v. Bond , 924
S.w.2d 773, 777 n. 2 (Tex. App.—Waco 1996, no writ).

B. Common Law Protection of Trade Secrets

The common-law tort duty not to disclose is, according to some courts, “breached
only when the informati on disclosed can be properly classified as a trade secret.”
ZoeconIndustries v. American Stockman Tag Co., 713 F.2d 1174, 1179 (5" Cir. 1983);
T-N-T Motorsports, Inc. Hennessey Motorsports, Inc., 965 S.W.2d 18, 21-24 (Tex.
App.—Houston [14™ Dist.] 1998, no pet.) (enjoining the use of trade secrets in the
absenceof a confidentiality agreement). Nonetheless, even if the information is not a
“trade secret” and even if there is no contractual duty not to disclose the information,
disclosure of the information may violate a dut y arising out of a confidential
relationship. One who receives infor mation in a confidential relation or discovers it
through improper means may be under a duty not to dis close or useit, regardless of
whether the informa tion is a tra de secret. RESTATEMENT OF TORTS § 757, cmt. b.

1. Elements of the Claim
The tort claim of misappropriation  of trade secrets requires a showing that: (1)
a trade secret existed; (2) the t rade secret was acquired thr ough a breach of a
confidential relationship or discovered by improper means, and (3) the trade secretwas
used or disclosed without authoriza tion from its owner. See, e.g.,Phillips v. Frey , 20
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F.3d 623, 627 (5™ Cir. 1994); Murrco Agency, Inc. v. Ryan, 800 S.W.2d 600, 605 (Tex.
App.—Dallas 1990, no writ).

Anyone who discloses or uses another’s trad e secret without a p rivilege to do so
is liable if he: (1) discovered the secret by improper means; (2) disclosed or used the
information in violation of a confidence reposed in him by another; (3) learned a secret
from a third person with notice that  the third person discovered it by improper means
or disclosed it in vio lation of a breach of duty to another; or (4) learned the secret with
notice of the fact that it was a secret and that its disclosure was made to him by
mistake. Computer Associates, Int’l v. Altai, In c¢., 918 S.W.2d 453 (Tex. 1996).

The most common misappropriation case involves the confidential relationship
between an employer and an e mployee and the subsequent use or disclosure by the
former employee.

The new employer of a former employee can also be held liable for
misappropriation of trade secrets. Under Computer Assoc., one who discloses or uses
another’s trade secret after d iscoveringitby“ improper means” or after learning it with
notice that it is being d isclosed in violation of a confidence may be held liable for
misappropriation. A company that benefits from a wrongfully = misappropriated trade
secret can therefore be liable for the misappropriation if the company was aware that
the trade secret was wro ngfully appropr iated. The company must, however, engage
in commercial use of the trade secret to be liable. “Commercial use” has been broadly
defined to include any mi sappropriation followed by an exercise of control or
domination. Garthv. Staktek C orp., 876 S.W.2d 545, 548 (Tex. App.—Austin 1994, writ
dism’d w.o.}.). Still, some courts indicate that the company mustat least seek to profit
from use of the informat ion. Atlantic Richfield Co. v.Misty Products, I nc., 820 S.W.2d
414, 422 (Tex. App.—Houston [14 ™ Dist.] 1991, writ de nied).

2. Employee’s General Knowledge, Skills and Experience

A former employee is permitted to use his general knowledge, skills and
experience acquired during his prior em ployment, even to compete with his former
employer and do business with the employer’ s customers. Miller Paper Co. v. Roberts
Paper Co., 901 S.W.2d 593, 600-01 (Tex. App. — Amarillo 1995 , no writ); American
Derringer Corp.v.Bond, 924 S.\W.2d 773 (Tex. App. — Waco 1996, no writ). Such skill,
knowledge and experience are not trad e secrets, but belong to the employee. If the
subject matter of the allege d trade secret is created through the initiative of the
employee, the employee may then have an interest in the subject matter at least equal
to that of his employer or in any event, such knowledge is part of the employee’s skill
and experience and is not misappropriation . Thus, an employee who takes nothing
from his former employer other than his memory will be in a better position to defend
against a claim of misappropriation o f trade secrets.
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3. “Inevitable Disclosure”

In limited circumstan ces, a court will dis pense with a showin g that there has
been an actual disclosure of a trade secret. These inevitable disclosure cases involve
situations where the former employee’s new job is so similar to the former job that the
former employee cannot prevent his knowledge of his “former employer’s confidential
methods from showing up in his work.” Electronic Data Systems Corp. v. Powell, 524
S.W.2d 393, 398 (Tex. Civ. App.—Dallas 1 975, writref'd n.r.e .). See also Conleyv. DSC
Communications Corp., No. 05-98-01051 (Tex. App. — Dallas Feb. 24, 1999) (not
designated for publication), 1999 WL 89955 (enjoining former employee based on
inevitable disclosure); Williams v. Compressor Engineering Corp., 704 S.W.2d 469, 472
(Tex. App.—Houston [14 " Dist.] 1986, writ ref'd n.r.e.) (citing  Electronic Data Sys tems,
524 S.W.2d at 397-98, for the s ame proposition). But see Conley, 1999 WL 89955
(James, J., dissenting) (arguing that the inev itable disclosure doctrine should not be
recognized under T exas law).

C. State Statutory Protection of Trade Secrets

Theft of a trade secret is crime under the Texas Penal Code. Specifically, the
penal code provides that:

(b) A person commits an offense if, without the owner’s effective consent, he
knowingly:
(1) steals a trade secret;
(2) makes a copy of an article representing a trade secret; or
(3) communicates or tra nsmits a trade secre t.

TexAs PENAL CobpE § 31.05.

The Texas Civil Practice and Remedies Code provides for a private right of
action for thefts of trade secrets that are actionable un der the Texas Penal Code. Tex.
Civ. PRAC. & Rem. CobpE § 134.001 et seq A prevailing party is entitled to recove r
attorneys’ fees and costs. Tex. Civ. PrRAc. & ReEm. Cope § 134.005(b).

D. Federal Statutory Protection of Trade Secrets

The Economic Espionage Act of 1996 provid es for criminal penalties for
misappropriation of trade secrets. 18 U.S.C. § 1831 et. seq. The Act does not provide

for civil causes of action.

The definition of trade secrets under the Economic Espionage Act is generally
consistent with the definition of a trade secret under the Un iform Trade Secrets Act.
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Schaffer, Frederick P. and Robert C. Welsh, Corporate Raiding 2000 48 Practicing Law
Institute (2000).

The Act makes it afelony to sell, d isseminate or other wise deal in trade secrets,
or attempt to do so, withoutthe owner’s consent. United Statesv. Lange , 312 F.3d 263,
264 (7" Cir. 2002). Like other criminal statutes that criminalize an “attempt,” criminal
liability attaches when a party takes a substan tial step toward com pletion of the
offense. Consequently, im possibility is not a defense to prosecution under th e Act.
United States v. Ho . 982 F. Supp. 1022, 1027-28 (E.D. Penn. 1997).

Penalties under the Act incl ude fines up to $10,000,000 and prison terms of up
to 15 years.

V. NON-SOLICITATION AGREEMENTS

Another common method to prevent employee raiding, and one that is effective
against employers who do not compete, is a contractual provision t hat prohibits
existing employees from soliciting o ther employees after the termination of their
employment. To be even more effective, the agreement should prohibit the employee
from assisting another in soliciting an employee.  The prohibitions should apply both
during and after th e employee’s employment.*®

Itis unclear whether a Texas court will evaluate a non-solicitation agreement
as a covenant notto compete. Texas courts have analyzed agreements prohibiting the
solicitation of customers as covenants not to compete because the practical effect of the
non-solicitation agreement is a restrain on co mpetition. See, e.g., Peat Marwick Main
& Co. v. Haass, 818 S.W.2d 381 (Tex. 1991). In Miller Paper , the court analyzed an
agreement prohibiting solic itation of both cus tomers and employees as a covenant not
to compete. In that case, however, the court’s analysis was focused entirely on the
language prohibi ting solicitation of customers. Miller Paper , 901 S.W.2d at 599.

Despite the decision in Miller Pap er, there is a strong argument that an
agreement prohibiting solicitation of employees should not  be analyzed as a covenant
not to compete. The practical impact of the agreement is not to prevent an employee
from competing against his former employer. Absentthat practical effect, the rationale
in Haass should not apply.

Becauseth e issue is unsettled in Texas case law, an employer drafting a non-
solicitation agreement should follow the same step s that th ey would in drafting a

® Imagine a situation where a current employee gives a competitor the names and phone num bers of key
employees and then quits to go work for the competitor. A provision that only appl ies post-termination
is worthless.
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covenant not to compete. By addressing each of the elements set out in Light , an
employer can avoid the risk that a fut ure court may find that a non-solicitation
agreement is subject to the same restrictions as covenants not to compete.

Someemployers attemptto argue thata former employee’s knowledge of her co-
workers is a protectable tr ade secret. There is some authority for that propositio n. See
Rugen v. Interactive B usiness Systems, Inc., 864 S.W.2d 548, 552 (Tex. App.—Dallas
1993, no writ). That case, however, involved a former employee who was soliciting
consultants of a staffing company. In that c ase, the former employee wasn'’t really
soliciting co-workers but instead was using information she learned about her former
employee’s end product, the consultant s.

V1. CHOICE OF LAW

If an employer has national operation s or is hir ing a former employ ee of a
competitor with national ope rations, then the e mployer will ultimately face issues
involving the enforcement of covenants not to compete drafted or enforced in different
jurisdictions. In deciding wheth er to hire an employee or enforcing a covenant not to
competein aforeign jurisdiction, the threshold question willbe what  law is applicable?

The normal rule in employment cases is that the law of the stat e were services,
or a major port ion of services, are rendered will gove rn. Maxus Exploration C o. v.
Moran Bros. Inc., 817 S.W.2d 50, 53 (Tex. 1991); DeSantis v. Wackenhut Corp., 793
S.W.2d 670, 679 (Tex. 1990).

If a contract has a choice of law provision, many jurisdictions will respect that
choiceof law provision. How courts outside of Texas will decide the issue is outside the
scope of this paper, but as a general rule, a choic e of law provision will be enforced
unless (1) another state has a materially greater interest in the issue and (2) the
chosen law would vi olate a fundamenta | policy of the state with the grea ter interest.
RESTATEMENT (SECOND) OF CONFLICTS OF LAws 8§ 187.

Texas courts will genera lly apply Texas | aw despite a choice of law provision to
the contrary. In DeSantis, the Court applied Texas law to a dispute betwee n a Florida
employer and a Texas resident employee whe re the parties had chosen Florida law.
Despite the fact that the employee sometimes flew to his employer’s headquarters in
Florida, the Texas court applied Texas law because Texas’ interest in employment
activities in Texas outweighed any generalized interest Florida might have.

In the context of covenants not to compete, a Texas court might find t hat
enforcement of a different state’s non-compete laws would violate Tex as’ public policy
against such covenants. In DeSantis, the Texas Supreme Court noted that holdin g to
the contrary would encourage employers “to invo ke the most favorable state law
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available to govern their relationship with their employees in Texas.” DeSantis, 793
S.W.2d at 680.

VIlI. CONCLUSION
Employers seeking to protect the ir intellectual ca pital from raiding have two
important stepsto take. First isthe business of decision, guided by Texas law on what

is permissible, of what assets to protect and how. The second is to fashion the
agreements that co mply with the someti mes strict standards of Texas law.
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