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I. INTRODUCTION

A. In the Onformation age Othe ability to protect a businessO
compditive podure isincreasingly important. Restrictive covenants
are oneof the primary meansto doso. Yet they are disfavored in
many jurisdictions See, e.g., Arndl Ins Agency, Inc. v. Arndl, 196
Ga App.414,416,396 S.E.2d 257, 259(1990 (CCovenants agangt
competition contained in employment contracts are consdered in
patia restraint of tradeand are to betolerated only if strictly limited
in time and territoria effect and otherwise reasoneble conddering the
busnessinterest of theemployer soughtto be protected and the effect
onthe employee.Q) Amex Distrib. Co. v. Mascari, 150Ariz. 510,514,
724P.2d596,600(App.1986) Semonsv. Caine& Estes Insurance
Agency, Inc., 275S.C. 506 273S.E. 2d 338(1980; Kelsey-Hayes v
Malecki, 765F. Supp 402 (ED Mich., 1991)vacated pursuant to
settlement, 889F. Suppl1583;Ohio Urology, Inc. v. Poll, 72 Ohio
App.3d 446,594 N.E.2d 1027(1991Valley Medical Speialistsv
Farber, 194 Ariz. 363 982P.2d 1277(1999)(disfavored, even in
agreements between partners, where thereis notunequd barganing
strength); Murfreesboro Medical Clinic, P.A. v. Udom166 SW.3d 674
(Tenn,2005) Technical Aid Corporationv Allen, 134NH 1,591 A2d
262(1991)

B. Non-Competes are decided onthe basis of
1. Common law
2. Rule of reasonableness
3. Equitable condderations

4. Therefore, decisionsare rendaed on the basis of whaever the
individud judgedeemsimportant, and the equities of each case.

C. Accordingly, Worklaw * Network has drawn upa its 3501abor
and employment attorneys throughoutNorth America, to assemble the
coneepts that judges across the continent congder important.

II. REQUISITES OF ENFORCEABLE NON-COMPETES

A. Basics of Contract formation

1. Offer, Acceptance



Condderation

a) Frequently, oneof thepreliminary issuesis whether
the agreement was part of theinitial conditionsof hire, so
tha the employment itself forms the consderation, or
whether it was presented later, so asto arguably lack
condderation. When thelatter occurs, many courts hold
that continued employment may suffice to provide
condderation. Robeat Half v Van Sieenis, 784F Supp1263
(ED Mich., 1993); QIS Inc. v. Indugrial Quality Control,
Inc., 262Mich.App. 592 686N.W.2d 788(2004) Ranmsey
v Mutual Suppy Co., 58 Tenn App 164,427 SW 2d 849
(1968) Lake LandEmployment Groupof Akron,LLC v.
Columber, 101 Ohio St.3d 242 804NE2d 27 (20Q2)
(Continued at-will employment conditutes sufficient
congderation for acovenant notto compete.) Other Courts
require some significant period of employment after the
agreement issigned. Applied Micro v S Fulfillment; 941
F Supp750(ND 111, 1996 (GContinued employment for a
subgantial peiodEhas congstently been desmed sufficient
condderation Obut seven months of employment has been
deemed inwufficient congderation, citing Mid-Town
Petroleum, Inc. v Gowen, 24311l . App. 3d63,70,611
NE2d 1221,1227(1993)

b) Some states hold that at-will employment does not
provide sufficient congderation to suppot a non-compete
agreement. Lightv. Centel Cellular Co. of Texas 883
S.W.2d 642 (Tex.,1994) thoughboundupin Texas
statutory provisionstha covenants be Gandllary to or part
of an otherwise enforceable agreement at thetime the
agreement is made Oholdstha promises to provide
confidential informationin an at-will employment contract
isan OllusoryOcontract tha does not suppot anon-
compete provision. However, once theemployer rendea's
performance by providing theinformation, the henceforth
illusory contract may berendeed enforceable. 1d, fn 6.
Alex Shehunof Managenent Sevices, L.P. v. Johnson, ---
S.W.3d----, 2006 WL 2997287(Tex.,2006 refined the
Gootote 60Cargument further, notingthat once the
employer (performsOthe executory contract by providing
theinformation or relationghips promised (and protected by
the agreement) the agreement is enforcesble, thoudh the
employment relationship isat will. Asmay beobvious the

rationde in Sheshunof should now permit mog Texas
employers to widdy enforce non-competes, even in at-will
relationships

c) Statutory provisionsalowing modification of
contracts in signed writingswithou consderation can
overcome the need for condgderationin a noncompete
agreement. Hayes-Albion Corp. v Kubeski, 108 Mich App
642,650(1981)affirmed in part andreversed in part on
other grounds 421 Mich 170; Snall v. Chemlawn Corp.,
584F.Supp 690(WD Mich,1984)aff@ withoutopinion,
756F2d 146

3. Written contract- A practical necessity, but see: The Phone
Connnetionv Harbg, 494NW2d 445 (lowa, 199), where the
incorporator/officer was boundby the agreement executed by the
other incorporators of thebusness, thoughhenever actudly

signed the agreement. Assent may be manifested by acts. See also:
ADIA v Sanene 793SW 2d 643 (Missouri, 1990) Though
cugomer of temporary employment agency did nat sign formal
contract providing for payment of fee uponhire of temporary
employee, signing/approving time cardswith such provisionsmade
for an enforceable contract.

In addition, see thediscussion of theinevitable disclosure
dodrine beow, which can result in an injundionagang
competitive employment even in the absence of anon-compete
provision where an inevitable disclosure of trade secrets would
occur.

What contracts are subject to non-compete law?

1. Restrictionson competitive employment by employees,
nauraly. However, thesame law is applied to agreements
between patners, Valley Medical Speialistsv Farber, 194 Ariz.
363 982P.2d 1277(1999) and indgpendent contractors.
Se/mour v Buckley, 679 So02d220(Ala, 1996) Bristol Windowv
Hoogengyn, 250Mich App 478(2002)

2. No-solicitation (of cusomers) agreements. Suppaot Systems
Assodates, Inc. v. Tawlacci, 135A.D.2d 704, 522N.Y .S.2d 604
(1987).

3. No-solicitation (of employees) agreements



4. (No employment with cusomersOagreements
5. Non-disclosure agreements

6. Contractstha require oneto pay afeefor clients taken from
theemployer. BDO Sedman v Hirschbeg, 93NY2d 382;712
NE2d 1220;690NY S2d 854 (1999; Follmer, Rudzewicz & Co. v
Kosco, 420Mich 394,362N.W.2d 676(1984; Rehman Robson
& Co.vMcMahon 187Mich App 36 (1991)

7. No-hire agreements between corporations Eichor v AT&T
Corp. 248F3d 131(200]) (andogizing plan were selling
corporation precluded employeesin entity being GpunoffOfrom
trangerring elsewhere within the corporation to the usud non
compete provision uponsale of a busness tha insures that the
buye isobtaining aviable entity.)

C. UnigueElemental Requirements For Non-Compete Agreements

1. Some states and courts require tha a covenant notto compete
beandllary to avalid employment agreement. Applied Micro v
SJ Fulfillment; 941F Supp750(ND 1., 1996; Kadm Contract
v Kelly Sevices, 38 F Supp2d 489 (Texas 1998) Lightv. Centel
Cedllular Co. of Texas 883S.W.2d 642 (Tex.,1994.

2. Some states and courts refuse to enforce acovenant if it is
Qnjuriousto thepublic interest.O Technical Aid Corporationv
Allen, 134NH 1, 591A2d 262(1991)

D.  Three Aspects of Reasonableness

1. In determining whether arestrictive covenant is reasonable, the
courts often apply "[a] three-element test of duration, territorial
coverage and scopeof activity ...." Habif, Arogei & Wynnev.
Bagget, 498 S.E.2d 346, 350-51 (Ga. App. 1998) Supeior
Conaulting Cormpany; Inc. v Walling, 851 F. Supp839 (ED Mich,
1994)(Qluration, geographic area, and the type of employment or
line of busnessOsoughtto berestrained)

E. Dealingwith Unreasonale Agreements
Mog states follow oneof three rules for evaluaing overly-broad

restrictive covenants: (8) the BluePendl Rule; (b) the
Reasonableness Rule; and (c) the All-or-Nothing Rule.

In some states, such as Georgia, if oneaspect of anoncompee
agreement is fourd unenforceable, all such provisionscontained
within the agreement (non-compete provisions and non
solicitation provisions butnot nondisclosure provisiong will fail.
American Gen. Life & Accident Ins Co., 208 Ga App. 282,284,
430S.E.2d 166,168 (1993)(Qf any oneof thenon-competition
clauses is unenforceable because of inddiniteness, over breadth, or
unreasonableness, then thewhole agreement must fail.Q

. Reasonable Duration.

1. Typicaly, Ganon-competition agreement is enforceable to the
extent that it is reasoneble as to duration, geographic area, andthe
type of employment or line of busnessOsoughtto berestrained.
Supeior Conaulting Conpany; Inc. v Walling, 851F. Supp839
(ED Mich., 1994 (emphasis added.)

2. Some courts require theduration to be expressed in the
agreement, or it will fail. Unde Georgialaw, (a] non-disclosure
agreement which containsno time limitation is unreasonable and
unenforceable.O Stahl Heade's, Inc. v. MacDonak, 214 Ga. App.
323,324, 447S.E.2d 320,322(1994), cert. denied, No. S94C1807,
1994Ga LEXIS 1173(Ga. Dec. 2, 1994. See also Howard
Sdultz & Assocs. of the Souhead v. Broniec, 239Ga. 181,188,
236 S.E.2d 265,270(1977)(Orhe nondisclosure covenant here
containsno time limitation and hence it is unenforceable.Q); Enron
Capital & TradeResources Corp. v. Pokalsky, 227 Ga. App. 727,
730,490S.E.2d 136,139(1997)(QT]he non-disclosure covenant
is unenforceable in Georgia because it containsnotime
limitation.Q), cert. denied, No. S97C1952 1998 Ga. LEXIS 224
(Feb. 6, 1999.

3. Eveninastate tha reluctantly enforces non-compete
agreements, eighteen monthswas not urreasonable, especially
Qvhen there is an dternae supplier whoisthe beneficiary of pre-
existing goodwill of th[€] client.O Technical Aid Corporationv
Allen, 134NH 1, 591A2d 262(1991)

4. Two year paiodsareroutindy enforced. Habif, Arogei &
Wynnev. Bagget, 498S.E.2d 346,351 (Ga. App. 1998)("A two
year durationis often consgdered reasonéble even unde thestrict
scrutiny for employment covenants notto compete."); Overholt



CropIns Sev. Co. v Bredeson, 437 NW2d 698 (Minn., 1989; All
Stinless, Inc. v Colby, 364Mass. 773,398 NE2d 481 (1974)

5. Some states enforce three year covenants: Raimondev. Van
Vlerah, 42 Ohio St. 2d21,325NE2d 544 (1975) Proctor &
Ganrble Co. v. Sbnéham 140 Ohio App.3d 260, 747 NE2d 268
(Ohio App.2000)

6. Inrareingances, courts have sustained five year non-competes.
In Re Robat Cecil Spradlin, Sr. v Lakestates Workplace, 284BR
830;2002US Dist LEX1S 19672(2002) In the Matter of the
Arbitration between Mary Spiinzen asVP of Local 1115 46 NY
2d 623(1979; Neocare Health Systems, Inc. v Teodoro, 2006
WL 198329(Mich App); Briggsv. Butler, 140 Ohio St. 499,45
NE2d 757 (1942) Ransey v. Mutual Suppy Co., 58 Tenn App.
164,427 S.W.2d 849(1968) Farr Assodates, Inc. v Baskin, 138
NC App 276,530 SE 2d 878(2000)(five yearsiis the Guter
boundayOconsdered reasonable, butthey are notfavored.)

7.Some courts hold, however, tha the duration of the covenant is
unreasonable if it is Qonge than necessary for theemployer to
putanew man onthejob and for the new employee to have a
reasonable oppotunity to demongrate his effectiveness to the
customers.O Valley Medical Speialists v Farber, 194 Ariz. 363,
982P.2d 1277(1999)

8. Some courts hold: the narrower the geographic area protected,
thelonge theduration of the covenant may be Farr Assodates,
Inc. v Baskin, 138NC App 276 530 SE 2d 878 (2000).

G. Reasonable Geographic Limitations

1.Typically, Ganon-competition agreement is enforceable to the
extent tha it is reasonable as to duration, geographic area, and
thetype of employment or lineof busnessOsoughtto be
restrained. Supeior Conallting Conpany, Inc. v Walling, 851F.
Supp839(ED Mich, 1994)

2. Amongthefactorstha mightbe conddered in assessing
reasonableness are: (1) thearea or scopeof theredtriction; (2) the
area assigned to theemployee; (3) thearea where theemployee
actudly worked; (4) theareain which the employer opeated; (5)
thenature of the busness involved; and (6) the naure of the
employee's duty and his knowledgeof the employer's busness

opeaation. Farr Assodates, Inc. v Baskin, 138NC App 276,530
SE 2d 878(2000)

3.A physcal geographic territorid limit isirrelevant when the
agreement simply restricts the employee from soliciting the
employer@ client base. Farr Assodates, Inc. v Baskin, 138NC
App 276,530SE 2d 878(2000; UZ Engineered Produds Co. v.
Midwest Motor Suppy Co., 147 Ohio App.3d 382 770NE2d
1068(Ohio App. 2007), app.denied, 95 Ohio St.3d 1437(2002.

4. Thesignificance of ageographic limitationis becoming
questionable in the electronic age, where companies market via
webstes, and communication with cusomers occurs ingantly
and electronically on aworldwidebasis. O\ non-comptition
agreement lacking a geographic limitation can bereasonable if
the employer has legitimate busness interests throughoutthe
world.O Supeior Conaulting Co. v Walling, 851F. Supp839
(ED Mich, 1994) Sigma Chemical Co. v Harris, 586 F. Supp
704,710(ED Mo., 1998) Proctor & Garrble Co. v. Sbneham
140 0hio App.3d 260,747 NE2d 268 (Ohio App. 2000) app
dismissed, 91 Ohio St.3d 1478(2001)

5. Theterritorial scopeof a noncompete may be reasonale,
thoughit indudes territory notcovered by theemployes, if it
was reasonably anticipated tha the employee might cover the
territory at sometime. Rarrsey v Mutual Suppy Co., 58 Tenn
App 164,477 SW2d 849 (1968.

6.However, courts may refuse to enforce non-competes outside
of theareawhere the employee actudly conduded busness.
Robet Half v Van Steenis, 784 F Supp1263(ED Mich., 1991)
Courtswill usudly consder thegeographica scopeto

be reasonale when the agreement only prohibitsthe
employee from competing in theterritory for which he had
respongbility. Puritan/Churchill Chem. Co. v. McDaniel, 286
S.E.2d 297, 298(Ga. 1982)(enforcing agreement in which
employee "was restricted from attempting to capture or divert
any of [plaintiff's] busnessin theterritory (or territories)
wherein he had been employed during atwo-year period.”).

H. Reasonableness as to Employment, Line of Business or Scopeof
Activity



1."[N]on-compete covenants restricting an employee from
rendeing the same or subgantially similar services heor she
rendeed at theformer employer are generally reasonable.”
Habif, Arogei & Wynnev. Bagget, 498S.E.2d 346, 352 (Ga.
App.1998)

2.Non-compete agreements attempting to prohibit employees
from engagingin activities broader than the actud duties they
performed "hg ve] repeatedly been hed to be overbroad,
unreasonable, and prohibited by the Georgia congitution.O Wolff
v. ProtZgZSys., Inc, 234 Ga. App. 251,252,506 S.E.2d 429,
432(1998)

3.Assertion of non-competes are often resisted on the basis that
the newly-assumed postion does notinvolve the use or
disclosure of secrets or progpect of invasion of goadwill. One
well-known case says, Gervice as ajanitor cannotbe proscribed
even in the employ of onés greatest competitor.O Telxon Corp. v
Hoffman, 720F. Supp657(ND 1ll, 1989. Themorerealistic
view istha the assignment of theemployee is controlled by the
new employer, andthat absent an injundion, theformer
employer cannotcountuponthe new employer to protect its
interests. Supeior Conaulting Company; Inc. v Walling, 851F.
Supp839(ED Mich, 1994)

I. Protection of the Employer(® Qb egitimate BusinessOor
(Reasonable ProtectibleOlnterest.

1.0An] ovewhdming mgjority [of our sister states] require[€],
a aminimum, tha [non-compete] contracts bereasonaly
related to the protection of @ legitimate busness interestCor
Grotectible interestOof the employerE [T]heemployer mugt
establish its legitimate busness interest to be protected. O
Hapney v Central Garage 579 So.2d 127, 130fn2 (1991)
(citing 37 cases from other states.)

2. A number of states state that the Qerms of the agreement
[mug be] reasonzble and necessary to protect alegitimate
busnessinterest of the employer.O Outsource Internat® v
Barton, 192F3d 662(7th Cir., 1999; Scmersahl v McHugh,
28 SW 3d 345 (Missouri 2000) Follmer, Rudzwicz, & Co.v.
Kosco, 362N.W.2d676,683n.18 (Mich. 1989; Arthur Murray
Dance Sudios 105N.E.2d at 694-95; Gateway 200Q 9 F.

Supp2d 790 (ED Mich, 1998; Patio Endosures v Herbg, 39
Fed Appx 964 (6™ Cir., 2002)

J. Identifying the Employer(3 Reasonable Protectable I nterest
1. Trade Secrets and Confidentia information

a) Uniform trade secret act definition: OnformationEi ndudinga
compilation thaEde rives indegpendent econonic value from not
beingEr eadily ascertainable by prope meansby other personsEO

b) Statelaw tradesecret definition: O\ secret formula or process
not patented but known only to certain individudsusngit in
compoundig some article of tradehaving a commercial valueE a
plan or process, tool, mechanism or compoundknown only to its
owner and those of his employees to whomit is necessary to
confideit. OKubik, Inc. v Hull, 56 Mich App 335 346(1974)

¢) Restatement of Torts, & 757, Comment B, factors:

(1) Theextenttowhich it isknown outside of the
busness;

(2) Theextentto which it is known by employees and
othersinvolved in [the] busness;

(3) Theextent of measures takenE. to guad the secrecy
of theinformation;

(4) Thevaueof theinformation to [the employer] and
the compdtitors;

(5) Theamountof effort or money expendedEi n
developing theinformation;

(6) Theease or difficulty with which theinformation
could be propely acquired or duplicated by others.

d) Typesof informationthat can be protectible, confidentia or
trade secret information:

(1) Cugomer identity and cusomer contact information
(see bdow)

10



(2) Cog structures, bidding strategies, pricing
information and profit margins The Packaging House,
Inc. v Hoffman, 70111 App 3d 284 448NE2d 947(1983)
Suppot Systems Assodates, Inc. v. Tawlacci,
135A.D.2d 704,522N.Y.S.2d 604 (1987).

(3) Billingratesto cusomers. Courtesy Temporary
Savice, Inc. v Camacho, 222 Cal App3d 1278 272 Cal
Reptr 352(1990.

(4) Negative Research: the employer@ determinaion of
which potential cusomers are likely or notlikely to
subgcribeto the services is valuable, because a competitor
saves themselves the comparable effort. Courtesy
Temporary Sevice, Inc. v Camacho, 222Ca App 3d
1278,272Cal Reptr 352(1990) Robet Half
International v Van Steenis, 784F. Supp 1263(ED MI,
1991)

(5) Thenames of candidates for executive placement.
Fisher Organization, Inc. v Ryan, 122Misc 2d 305 470
NY'S 2d 968(1983) FortunePersonne Agency v
Livinggon, 102 Misc.2d 369, 423N.Y.S.2d 360(1979)
(noting tha while plaintiff was notthe only agency with
which the candidates placed their resumes, theidentity of
the candidates was not Qeadily ascertaineble.Q

(6) Employer® determination of which suppliers
supplied the best produd (chemicals). Sigma Chemical
Co. v Harris, 605F. Supp1253(Ed Mo, 1985.

(7) Recipes. PeggyLawton Kitchensv Hogan 466
NE2d 138 (Mass, 1984) Mason v Jack Daniel Didtillery,
518S02d130(Ala, 1987)

(8) A uniquebunding or combinaion of otherwise
well-known concepts. Cybertek Conputer Produds, Inc.
v Whitfield, 203USPQ 102Q 1977WL 22730(Cal.
Supe., 1977) Q-Co Indugries, Inc. v Hoffman, 625 F.
Supp608(SD NY, 1985)

(9) Manufacturing processes. Spery RandCorp. v
Rothlein, 241F. Supp.549(DC Conn, 1964) Allen
Manuf Co. v Loika, 145Conn509,144A2d 306(1958)

11

(10) Information concerning employer® employees,
addresses, job skills, past employment history and
employment. Courtesy Temporary Sevice, Inc. v
Camacho, 222Cal App 3d1278,272Cal Reptr 352
(1990)

2. Onevitable DisclosureOof trade secrets. In PepsCo, Inc. v
Rednmond, 54 F.3d 1262(7‘h Cir., 1995)the Seventh Circuit
uphdd an injundion agang an executive® employment with a
direct competitor of his former employer in the sports drink
market, because the employee Grould nothep butrelyOon the
confidentia information previoudy learned while performing
theduties of thenew postion and the employment would thus
inevitably lead to the disclosure of the employer@ trade secrets.

a) A few courts have embraced thedodrine Barilla America,
Inc. v. Wright 2002U.S. Dist. LEXIS 12773(S.D.lowaduly 5,
2002)(Can employer must prove notonly tha theemployee
had access to or knowledgeof trade secrets and tha the duties
of hisor her next job overlap with theduties of hisor her
previousjob, but tha he or shewould be able to remember the
trade secret informationin a ussble form.Q; Hyman Cos v.
Erwin Pearl, Inc., 119F.Supp2d 499 (E.D.Pa. 20) applied
thedodrinein a case where the attorney for onecompany
became general counsl for acompetitor); Proctor & Ganble
Co. v. Sonéham 1400hio App.3d 260, 747NE2d 268
(Hamilton Cty. 2000) app dismissed, 91 Ohio St.3d 1478
(2001)(adoping the Onevitable disclosureOdodring where
theformer employee has knowledgeof the employer trade
secrets and/or confidential busness information and has
commenced employment with a competitor in a position that
issubgantially similar to thepostion hdd during the former
employment); Merck & Co. v Lyon, 941F. Supp 1443
(MDNC, 1996)hdd tha North Carolinawould enjoin a
threatened misappropriation of atrade secret based uponan
inevitable disclosure theory, but thetrade secret would have to
beclearly defined and of significant value

b) Other courts have refused to accept the dodrine
Bayer Corp. v Roche Modular Systems, 72 F. Supp 2d 1111
(ND Cd. 1999; Whytev. SclagelLock Co., 101
Cal.App4th 1443 125Cal .Rptr.2d 277(2002) Del Monte
Fresh Produc Co. v Dole Food Co., 148F. Supp2d 1326
(SD Fla, 2001) Leach v Ford Motor Co., 299F. Supp.2d

12



763 (ED Mich., 2004) or have set a high standad for use of
thedodrine EarthWeb, Inc. v Schlack, 71 F. Supp2d 299
(SD NY, 1999) Government Technology Sevices, Inc. v
Intellisys Technology Corp., 51 Va. Cir. 55, 1999WL
1499548 1999.

3. Cugomer identity, done and cusomer information.

a) Cugomer lists are the hdlmark trade secret, and
will generally prompt acourt to enforce an injundion. Velo-
Bind v Sceck, 485 F Supp102(SDNY 1979)(Enjoining
solicitation of cusomers even thoughno noncompete had
been signed); Consumer Direct, Inc. v. Limbad, 62 Ohio
St.3d 180 580NE2d 1073(1991)

b) Whether [customer] information was embodied in
written lists or committed to memory isEof nosignificance;
in either case thedaa are entitled to protection.O United Ins
Conpanyof America v Dienng, 248F. Supp553(ED Pa.,
1965) Velo-Bindv Scheck, 485F Supp102(SDNY 1979)
Armour and Corpany, 37 11l App3d 132 345NE2d 795
(1976) But see Michad Shoe & Co. v. Greenwald, 1985
Ohio App. LEXIS 10447(CuyahogaCty. App. April 1,
1985)(list of cusomers compiled from memory isnotatrade
secret); Albert B. Cord Co,, Inc. v. S& P Managenent
Savices, Inc,, 2 Ohio App.2d 148 207 NE2d 247 (Hamilton
Cty. App.1965)(same).

c) But Qvhere the employer® past or prospective
customer names are readily ascertaineble from sources
outsideits busness,Othere is no protection. Gaynor &
Conpany, Inc. v Sevens, 61 AD2d 775;402NY S2d 398
(1978) Lawley v. A & M Logistix, Inc.,1998WL 34182467
(E.D.Mich.,1998; Cary Corp. v. Linde, 20020hio App.
LEXIS 6375(CuyshogaCty. App. Nov. 27, 2002. Thos
seeking to overcome non-compete agreements, often assert
tha theidentity of customers can be discerned from phone
booksor other common directories. Mog courts have
rejected theideathat informationis notconfidentia simply
because an employaé cugomer or candidaes coud be
gleaned from other sources with significant effort, keying on
thelanguaye tha theinformation mus be Geadily
ascertainable.O Fisher Organization, Inc.,, v Ryan, supra, 102
Misc. 2d at 370;FortunePersonnd Agency, Inc. v

Livinggon, 102Misc. 2d369,423NY S 2d 360(1979);, See
also Courtesy Temporary Sevice, Inc. v Camacho, 222 Cal
App3d1278,1287;272Cal Reptr 352(1990; Velo-Bind,
Inc., v Scheck, 485F. Supp102(SDNY, 1979; Town &
County Hous & H.S.v Newberry, 3NY 2d554,170NY S
2d328,147NE 2d 724(1958; PlatinumManagenent, Inc.
v Dahrrs, 285NJ Supe 274;666A2d 1028 10389 (1995;
DeGiorgio v Megabyte Intern. Inc., 266 Ga 539,468 SE 2d
367(1996)

d) In mog cases, the employer can showthe
employee@ knowledgeof the specific cugomer contacts,
who has responsbility for making purchase decisionsand
information regarding wants, needsand preferences of the
customer, which information rises abovemere knowledgeof
the cusomer@ identity. Robe't Half Internationalv Van
Steenis, 784F. Supp 1263 1271(ED MI, 1991) Follmer,
Rudzwicz & Co. v Kosco, 420Mich 394, 362N.W.2d 676
(1984)

4. Cugomer relationships, and goodwill.

a) (rheessential pupos of the pog-employment
covenantEi sEt o prevent the competitive use, for atime, of
information or relationshipswhich pertain peculiarly to the
employer and which theemployee acquired in the course of
employment.O Labor-Ready, Inc. v Abis, 137Md. App. 116;
767A2d 936(2001) Briggsv. Butler, 1400hio . 499, 45
NE2d 757(1942) Qn shott, thefamiliarity with cugomers and
ther accounsis a protectable interest for the employer
regardless of whether he or she had access to confidential
information.O Id (emph. Added); Seealso: BlueRidge
Anesthesia and CriticalCare, Inc. v Gidick, 239Va. 369,389
SE 2d 469(1990)(Qt is not necessary tha the employees
actualyEa cquired specific information that could belegdly
defined as confidentid Ew here the employee comesinto
persond contact with his employer® cusomersQ); Packaging
Hous, Inc. v Hoffman, 114111 App 3d 284 448NE2d 947
(1983)(QT]he protection of an established clientele from
takeoverEi salegitimate interestET hus ndther the existence
or misuse of atrade secret isrequiredEQ)
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b) Some states require Ganear permanent relationshipOwith
the cusomer to enforce the agreement. Outsource Internat®v
Barton, 192F3d 662 (7" Cir., 1999

¢) When an employeeis putin a postioninvolving client
contact, it isnatural that some of thegoodwill emanaing from
theclientis directed to the employee rather than the employer.
Technical Aid Corporationv Allen, 134NH 1, 591A2d 262
(1991 Theemployer has alegitimate interest in preventing its
employees from appropriating this goodwill to its detriment.
All Stinless, Inc. v Colby, 364 Mass. 773,398 NE2d 481
(1974)

d) O\ prohibition againg doing busness with any of an
employer's cusomers, whether or not arelationship existed
between the customer and theformer employee, is overbroad.'O
American Sofware USAv. Moore, 264 Ga. 480,483, 448
S.E.2d 206 209(1994) see also W.R. Grace & Co. v. Mouyal,
262Ga. 464 46667,422S.E.2d 529 532(1992 (JT]he
prohibition againg pog-employment solicitation of any
cugomer of theemployer located in a specific geographical
areais an unreasonéble and overbroad attempt to protect the
employer'sinterest in preventing the employee from exploiting
the persond relationship the employee has enjoyed with the
employer's cusomers.Q; Wolff v. Protege Syatems, Inc., 234
GaApp. 251, 506 S.E.2d 429,432(1998)(findingnon
solicitation provision overbroad and unenforceable when it
Qpumports to prohibit [defendant] from ‘calling on'any of
[plaintiff's] cusomers, regardless of whether hehad abusness
relationship with those cusomers while employed at [plaintiff],
s0 longas he 'became acquanted with' them while at
[plaintiff].O

e) St Clair Medical, P.C. v Borgiel, 2006WL 14174 (Mich.
Ct. App, Jan. 26,2006)(QA] restrictive covenant can protect
agang unfair competition by preventing theloss of paientsto
departing physciansEor protecting an employer( confidential
busnessinformation or patient lists.Q

f) Technical Aid Corporationv Allen, 134NH 1,591 A2d
262(1991)OWVhen an employee is putin a postioninvolving
client contact, it is naural tha some of thegoadwill emanating
fromtheclient is directed to the employee rathe then the
employer.O

g) Farr Assodates, Inc. v Baskin, 138NC App 276 530 SE
2d878(2000. (Theprotection of cusomer relationsagans
misappropriation by adeparting employee iswell recognized
as alegitimate interest of an employer.Q

h) (Restrictive covenants of agents, salesmen, ddiverymen
and other employees who, in opeating aregular route or in
serving the same cusomers condantly, come into persond
contact with the cusomers of theemployer, usudly come
within theclassEof cases in which justification[for the non
compete] exists.O Siver v Goldbeger, 231Md. 1; 188A2d
155(1963) Source Sevices Corp.v Bogdan 1995U.S. App.
LEXI1S3352(4" Cir., 1995)(Same, but Employer Qid not
offer evidence tha Bogdan® dutiesEi nvolved the
development of goodwill throughpersond contacts and
continuousbusness relationshipswith clients who were more
likely to follow him than to remain with source.Q

i) Some courts hold, however, tha the duration of the
covenant is unreasonable if it is Gonge than necessary for the
employer to putanew man onthejob andfor thenew
employee to have areasonéble oppotunity to demondrate his
effectiveness to the customers.O Valley Medical Secialists v
Farber, 194 Ariz. 363 982P.2d 1277(1999)

5. Information regarding the cusomer@® wants, needsand
preferences.

a) CBpecificinformation regarding resolution of the problems
of particular cusomersisatrade secretEO Hayes-Albion
Corp. v Kubeski, 421Mich 170,184(1984

b) Information concerning a cusomer® special needs and
desires, induding the expiration dates of insurance policiesis
protectable confidential information. Follmer, 420Mich 394,
at 405,1984; Masden v TravelersOins Co., 52F2d 75,77 (8"
Cir., 1931)

¢) Orheessential pumpose of the pog-employment
covenantEi sEt o prevent the comptitive use, for atime, of
information or relationshipswhich pertain peculiarly to the
employer and which theemployee acquired in the course of
employment.O Labor-Ready, Inc. v Abis, 137Md. App. 116;
767A2d936(2001)
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d) OA prohibition againg doing busness with any of an
employer's cusomers, whether or not arelationship existed
between the customer and theformer employee, is overbroad.'O
American Sofware USA v. Moore, 264 Ga. 480,483, 448
S.E.2d 206 209(1994) see also W.R. Grace & Co. v. Mouyal,
262Ga. 464, 46667,422S.E.2d 529 532(1992 (JT]he
prohibition agang pog-employment solicitation of any
cusomer of theemployer located in a specific geographical
areais an unreasonable and overbroad attempt to protect the
employer'sinterest in preventing the employee from exploiting
the persond relationship the employee has enjoyed with the
employer's cugomers.Q; Wolff v. ProtZgZSs., Inc, 234Ga.
App. 251,252,506 S.E.2d 429,432(1998)(finding non
solicitation provision overbroad and unenforceable when it
Qrumports to prohibit [defendant] from 'calling on'any of
[plaintiff's] cugomers, regardless of whether hehad abusness
relationship with those cusomers while employed at [plaintiff],
s0 long as he 'became acquanted with' them while at
[plaintiff].Q.

6. UniqueServices. Colombia Ribbon& CarbonMfg. Co. Inc,,
42 NY S25496,369NE2d 4, 398 NY S2d 1004(1977) (Gl ]f the

employee@ services are truly Gpecial, uniqueor extraordinary, O
and not merely of Gigh valueto his employer,@restraint may be
possible, even if notrade secrets are invaved).

7. Traning. Hapne v Central Garage 579 So. 2d 127 (1991)
(Mug be more than what is acquired by smply doing the tasks);
Dyer v Pioneer Conaepts, Inc., 667 So. 2d 961 (Fla. App. 1996)
(Training must be GextraordinaryOto be a protectible busness
interest); but see: Balasco v RIS Inc., 707 So. 2d 858 (Fla, 1998)
(Broad statement that losng experienced, ie: QrainedOpersonnéd
has a negative effect on produdivity, which diminishes staff
compensation and morale);' Roge'sv Runfola & Assodates, 57
Ohio St. 3d 5, 565NE2d 540(1991) Trainingindividuds to be
court reporters sufficed to suppot non-compete.) Central
Adjugment Bureau v Ingram Assodates, Inc., 622SW 2d 681 (Ky.
App., 1981 (QA\bsent thetraining afforded by CAB, its employees
would hardly bein apostion to compete.Q

But, as noted bdow, Cgmed knowledge skill, or facility
acquired throughtraining or experience while working with an
employer appetain exclusvely to theemployee. Thefact tha
they were acquired or developed during theemployment does not,
by itself, give theemploye a sufficient interest to suppot a
restraining covenant, even thoughthe on-the-job training has been
extensive and cogtly.O Follmer, Rudzwicz & Co.v Kosco, 420
Mich 394 at 402(1984) citing Blake, Employment Agreements
Not to Conpete, 73 Harv. L. Rev. 625(1960) Ram Produds Co.,
v Chaurcey, 967 F. Supp 1071, 1092(N.D. IIl., 1997). Hapne/ v
Central Garage 579S0.2d 127(1991) Labor-Ready, Inc. v
Abis, 137Md. App. 116;767A2d 936(2001)"A personwho
|eaves the employment of another has therightto take with him
all theskill hehas acquired, all the knowledgehe has obtained,
and dl theinformation tha hehas received, so long as nothingis
taken that isthe propety of theemployer." Souheast
Conailtants, Inc,, 246 Ga. at 505 273S.E.2d at 115; see also
Wolff v. ProtZgZSys., Inc, 234 Ga. App. 251,252,506 SE.2d
429,433(1998)(similar).

8. isintermediationCor cutting out the middleman in the case
of leased staff. Volt Sevices Groupv Adecco Employment
Sevices, Inc, 1780r. App.121;35P.3d 329(2001); Consultants
& Designess, Inc. v Butler Sevice Group, Inc, 720 F2d 1553
(11" Cir., 1983)Both cases are premised onthetheory that a
staffing company has a Qpropaty interestOin its employees which
are the @ommodityOin which the staffing company deals, quant
notionsthoughtto be extinguished by the Emand pation
Prodamation and the Thirteenth Amendment. See: Pilchak,
Pounding Squae PegsInto RoundHoles: Non Conpete
Agreements for Temporary Employees Sand Existing Law On Its
Head, 21 TheLabor Lawyer, Vol 2,199 (2009; Borg-Warner
Protective Sevices Corp. v Guardamark, Inc., 946 F. Supp495
(ED Ky, 1996)follows Conaultants.

K. What is Not a Legitimate Busness Interest:

1. Protecting theworkforce agang tumove. Hagy v Rent-a-
Driver, Inc., 671SW2d 471, 474 (1984 (Q.oss of employeesto
competitorsisthetypeof injury tha results form ordinary
competition and which cannotberestrained by contract.Q;
National Employment Sevice Corp. v Olsen Stffing, Sevice,
Inc., 145NH 158 761A2d 401 (2000)(Rejectingthe need to

* Since thiswould occur at the time of any resignation, one wonders how enforcing a non-compete protects retain employees for a sufficient time to recouprecruiting and
the interest identified, except that it forces individuals to remain in the position.
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placement costs, as Gl busnessesEi nour expenses recruiting and

hiring employees.Q

2. Recouping Cogs Assodated With Recruiting And Assigning

Employees. National Employment Service Corporation v Olsten

Saffing Sevice, Inc,, 145NH 158 761A2d 401(2000)
(QR]etention of employees for a sufficient period to enzble
[employer] to recoupcods assocated with recruiting,
interviewing, checking references, qudifying,insuring and
placing [contract staff] employeesOdid not suffice, as Gl
busnessesinaur expenses in recruitng and hiring employess.Q

3. Removing Competition. Arthur Murray Dance Sudios of
ClevelandInc. v Witter, 105NE 2d 685(1952)(0Ohio); Valley
Medical Sgecialists v Farber, 194Ariz. 363,982P.2d 1277
(1999)

4. Preventing the Employee From Quitting. Arthur Murray
Danae Sudiosof Clevelandv Witter, 105NE 2d 685 (1952)
(Ohio)

I11. EQUITABLE RELIEF

A. Standadsfor aPreliminay Injundion

While apreliminary injundionis an extraordinary remedy, it is
appropriate when the moving party establishesthat: "(1) it hasa
subgantial likelihoodof success onthe merits; (2) irreparable injury
will be suffered unless theinjundionissues; (3) the threatened injury
to the movant outweighswhaever damage the proposd injundion
may cause theopposng party; and (4) if issued, the injundion would
notbeadverse to thepublic interest.” Delta Airlines, Inc. v. Air Line
Pilots Assn Intl, 238F.3d 1300,1308n.18 (11th Cir. 2001)(citation

omitted). Whether to grant a preliminary injundion is a matter within

thediscretion of thedistrict court. Ferrero v. Assodated Materials,
Inc., 923F.2d 1441, 1444(11th Cir. 1991)

B. Immediate, irreparable harm

1. Harm is notirreparableif the plaintiff-employer hes aready
log thegoodwill it seeksto protect. Chem-Trend v McCarthy,
780F Supp458(ED Mich., 1991)

2. Even athreatened disclosure of trade secrets or confidential
information suppotsafinding of irreparable harm. Superior
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Conaulting Cormpany; Inc. v Walling, 851 F. Supp 839,847 (ED
Mich, 1994) See also: Supeior Conailting Cormpany; Inc. v
Bailey, 2000WL 1279161(ED Mich, 2000} Proctor & Ganble
Co. v. Sonéham 1400hio App.3d 260, 747 NE2d 268 (Hamilton
Cty. 2000, app dismissed, 91 Ohio St.3d 1478(2001) (adoping
the Gnevitable disclosureOdodrine, unde which athreat of
irreparable harm warrantinginjundive relief exists where the
former employee has knowledgeof the employer( trade secrets
and/or confidential busness information and has commenced
employment with acompetitor in apostiontha is subgantialy
similar to the postion hed during theformer employment).

3. Loss of goodwill and fair competition can suppot a finding of
irreparable harm, because the resulting damages are difficult to
calculate. Supeior Conailting Conpany, Inc. v Walling, 851F.
Supp839(ED Mich, 1994)

4. Loss of competitive podure Gwould beof incalculable quantity
and duration.O Supeior Conaulting Corrpany; Inc. v Walling, 851
F. Supp839(ED Mich, 1994)

5. "Irreparable harm is defined as thetype of harm that cannotbe
remedied merely by moneary or other legd damages butingead
only can be prevented by the exercise of the court's equitable
powers." Tillmanv. Miller, 917F. Supp.799,801(N.D. Ga.
1995) Whiletheloss of profits, in and of itself, may not suffice,
"theloss of cugomers and goodwill is an 'irreparable’ injury.”
Ferrero v. Assodated Materials Inc.923F.2d 1441

(11" Cir.,1991) (citing Spegd v. City of Houson, 636 F.2d 997
(5th Cir. Unit A 1981). Seeaso Merrill Lynch, Pierce, Fenne
& Smithv. Sthwartz, 991F. Supp.1480,148182 (M.D. Ga.
1998)("[I]n therush to solicit clients, ... even afew days can
suffice to cause irreparable injury in theway of log clients and
reputation in the community."); Digitel Corp. v. Deltacom, Inc.,
953F. Supp.1486,1498(M.D. Ala. 1996)(holding tha "theloss
of cusomers and goodwill isan ‘irreparable’ injury” because it
"would beimpossible to calculate mondarily ...."); Poe & Brown
of Ga,, Inc. v. Gill, 492S.E.2d 864,865 (Ga. App. 1997)("[I]t
would bedifficult, if notimpossible, to quantify the damages
stemming fromtheloss of acustomer ....").

C. Not compensable in money damages
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1.QA finding of irreparable harm is appropriate when Qosses are
difficult to compute.O Bascomputer v Swmtt, 973F2d 507,
5116" Cir., 1992) Gateway 2000v Livak, 19 F. Supp 748 (ED
Mich, 1998)

2 Harmisnotirreparableif it can becompensated in money
damages. Basiconputer v Sott, 973F2d 507, 511(6™ Cir.,
1992) A.L. Investment v Staff Builders, 118F Supp 2d 781(ED
Mich., 2000) Thermatool Corp. v Borzym, 227 Mich App 366,
575NW2d 334(1998)

D. Reasoneble probability of success. Thisistheprong of thetest,
unde which the subgantive merits of the partiesOrespective postions
(as discussed are applied.

E. Contrary to Public Interest. Some courts state that Qt isin the
public interest to enforce E restrictive covenants by means of
pemanentinjundive relief. .0 Robert Half International v Van
Seenis, 784F. Supp 1263 1271(ED MI, 1991) Seeaso: Orbac v
Merrill Lynch, Pierce, Fennea & Snith, 1994US Dist. LEXIS 21225
(ED MI, 1994)(Ohereis aclear publicinterest in honoing and
enforcing non-compete agreements valid unde Michigan law.Q) On
occasion, courts find tha enforcement of anon-compete would violate
public policy.

Physcians In Valley Medical Speialistsv Farber, 194 Ariz. 363,982
P.2d 1277(1999) the court noted tha the AMA discourages restrictive
covenants agang physcians as contrary to thepubic interest, and
foundthat thedodor-patient privilegeis entitled to uniqueprotection
because of public policy interests. Murfreesboro Medical Clinic, P.A.
v. Udom 166 SW.3d 674 (Tenn,2005), citing Farber andthe AMA
guiddines, hdd tha non-competes for physciansare Qnimical to
public policy and unenforceable.OSee aso: Ohio Urology, Inc. v. Poll,
72 Ohio App.3d 446,594 N.E.2d 1027(1997); Iredd| Digestive
Disease Clinic v Petrozza, 92 N.C. App 21,373SE2d 449(1988)Ellis
v McDaniel, 95Nev. 455,596 P.2d 222 (1979; Statesville Med.
Groupv Dickey, 106 NC App. 669;418 SE 2d 256(1992) Three
states have enacted statutes that prohibit non-compete clausesin
physcian® contracts: Colo. Rev. Stat. Ann. o 8-2-113(@3) (2003) Del
CodeAnn. Tit. 6,82707(1993; Mass. Gen. Laws Ann.Ch 112 a 12X
(1991) See, however, Neocare Health Systems, Inc. v Teodoro, 2006
WL 198329(Mich App) rejecting the patient@ right to choos as
predominating over anoncompete with aphyscian, despite the
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argument that 42 USC 1395@) endows a patient with therightto a
physcian of his’her choice.

Attorneys- Farber and Poll, abowe, both andogize the situation with
regard to physciansto thelaw with regard to attorneys, where non
competes are generally not enforced as intruding on thethird party®
rightto counsl of her choice. See: Dwyer v Jung, 133NJ Supe. 343
336A.2d 498 501 (1979 aff@ 137NJ Supe 135,348 A2d 208 (App.
Div., 1975) Cohenv Lord, Day & Lord, 75NY2d95,551NY S2d
157,550NE2d 410(1989. In 1969 the American Bar Assodation
adopted a codeof professiond condud tha contained a disciplinary
rule prohibiting restrictive covenants between attomeys.

F. Extensonof Term For Breach. Theterm of theinjundioncanin
appropriate cases be extended by theterm of the breach, even in the
absence of languaye providing for that. Thermatool Corp. v Borzym,
227Mich App 366,575NW2d 334(1998 Some courts have
conduded tha such relief is permissible because theinjury froma
company'sloss of goodwill can bedifficult, if notimpossible, to
determine mondarily. See, eg: Basconputer Corp. v Sott, 973F2d
507,511-12 (6th Cir., 199); Overholt Crop.Ins v Travis, 941F2d
1361,1371(8" Cir., 1991) Ferrero v Assoc. Materials Inc., 923 F2d
1441,1449(11" Cir., 1991) Other courts reason that the additiond
restraint time is necessary to give oneparty an opportunity to regan
the cusomersthat it los when the other party breached the
agreement. See, e.g., Levitt Corp. v Levitt, 593F2d 463,469 (2™
Cir., 1979) Presto-X-Co., 442NW2d 85, 90 (lowa, 1989) At least
onecourt has noted tha failing to extend the term would reward the
breach of thecontract. Roanoale Engineering Saks Co., Inc. v
Rosenbaum 223Va 548 290SE2d 882(1982)

G. Some courts, however, have refused to prolonganoncmmpetition
agreement beyondits expiration date. The predominant rationde has
been that the parties did not expressly providefor it in theorigind
agreement. See, e.g., Morainelndusrial Suppy, Inc. v Serling
Rubbe Produds, Co., 891F2d 133 136(6lh Cir., 1989) Olin Water
Sevices v Midland Research Laboratories, Inc., 774 F2d 303 (8th
Cir., 1985) Gaylord Broadaging Co. v CosmosBroadaging Corp.,
746F2d 251, 253n. 1 (5" Cir., 1984)

1V. PROCEDURAL OR QUASI-PROCEDURAL ATTACKS ON THE NON-
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A. TheAgreement containsan arbitration clause, andthe parties are
impropely in court.

1. However, theaward of an arbitrator granting an injundion may
beenforced in court. American Express Finandal Advisors, Inc.
v Scott, 955F. Supp688(ND Tex., 1996) Merrill, Lynch Fenne
& Snith, Inc. v Salvang 999F2d 211(7th Cir., 1993); Inthe
Matter of the Arbitration between Mary Sgrinzen as VP of Local
1115 46 NY 2d623(1979

B. TheAgreement iswith a predecessor; Assignability.

1. Persond service contracts are not assigneble without conent.
Northwestern Coopeage& Lumber Co. v Byers, 133Mich 534
(1903) Assuch, some courts have hdd tha noncompete
agreements are not assignable. Reynoldsand Reynolds Co. v.
Hardee, 932F.Supp 149(E.D.Va,1996; UARCO Inc.v. Lam 18
F.Supp2d 1116(D.C HI,1998) Snith, Bell & Hauck, Inc. v.
Cullinsg 123Vt. 96, 183A.2d528(1962. However, some courts
have hdd tha express conent is not necessary and condud of the
individuds can indicate acquiescence to the assignment. Logical
Networks, Inc. v. Murdodk, 2002WL 31187877Mich.App.2002)
Other courts go farther and state that non-compete agreements are
asfreely assignable as other agreements. Managel Health Care
Assodates, Inc. v Kethan 209F3d 923 (6™ Cir., 2000) (overruling
theargument tha a parol assignment violated the modification
clause, because it was notin writing); TheFitness Experience, Inc.
v. TFC Fitness Equipment, Inc., 355F. Supp2d 877 (N.D. Ohio
2004)(non®@mpete covenant can be assigneble absent express
languaye dedling with assignability and withoutemployee consent;
whether the agreement is assignable mug be determined from
examining partiesQintent).

2. Theeffect of asuccessorsand assignsclause. Providesthe
Q@onentOto assignment that is required to assign persond service
agreements.

3. Enforceabilty of Non-Competes after mergers. (T]he
enforceability of acovenant notto compete differsin the contexts
of mergers and assignments. A covenant not to compete is not
assignable because it is essentially a persond services contract.
Statutory and case law are clear, however, tha, following a
merger, the successor corporation possesses al obligaionsand
rights of the predecessor corporationOUARCO Inc. v. Lam, 18

F.Supp2d1116(D.C HI,1998) Alexande & Alexande, Inc. v.
Kodz 722S.W.2d 311(Mo. App. 1986)(A merge does not
involve the prohibited assignment of a persond service contract.).

C. The Agreement is with a Business Entity That Is Defund. A
busness entity tha no longe exists, does not have areasonale
busnessinterest in enforcing a noncompete agreement. FranKin
Eye Conalltants, P.C. v. Malinowski, 2003WL 21464587
(Mich.App.2003.

D. TheAgreementis Null and Void.

1. It hasbeen supaseded by alater agreement containing pog-
employment covenants. CMI v Intermet, 2002Mich App LEXIS
650(2002) Northern Michigan Title v Bartlett, 2005 WL 599867
(Mich App 2005)

2. It has been released by amutud release agreement.

E. Theemployeeis subject to a collective bargaining agreement.
ThoughQ.l.S, Inc. v. Indudrial Quality Control, Inc., 2002WL
31012733Mich.App) (IS IQ hdd tha gn]otwithsanding a
collective bargaining agreement, an employee may negotiate
additiond agreements with theemployer,Oinduding a non-compete
agreement, aslongas such are notinconsstent with thecba, QIS
Inc. v. Indusgrial Quality Control, Inc., 262 Mich.App.592,686
N.W.2d 788(2004)(QRIS 11§ hdd that forcing members of a
collective bargaining unit to execute a noncompete unde threat of
dischargeis not suppoted by adequae condderation, because the
employer required jug cause to discharge, and refusing to execute the
contract when theunionistheofficial barganing agent does not
congitute cause.

F. Theemployer ddayed seeking an injundion urtil the court
conduded tha if any disclosure was going to occur, it already had,
and thusdenied injundiverelief. Consumer Sagllite v Howland,
1994WL 669673(WD Mich 1994.

G. Theemployer failed to mitigate its damages by seeking injundive

relief, and, therefore, is notentitled to damages for violation of the
nonompete. TheRelizon Co. v. Shély J. Corp., 2004 Ohio App.
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LEXIS6390(Lucas Cty. App. Dec. 17, 2004)(upholding trial court®
submission of thisissueto thejury).

V. SUBSTANTIVE ATTACKS ON YOUR NON-COMPETE AGREEMENT

A. Theagreement restrainsordinary competition

1. GBeneral Knowledge skill, or facility acquired through
training or experience while working with an employer appetain
exclusvely to theemployee. Thefact tha they were acquired or
developed during the employment does not, by itself, give the
employer asufficient interest to suppot arestraining covenant, even
thoughthe on-the-job training has been extensive and costly.O
Follmer, Rudzwicz & Co. v Kosco, 420Mich 394at 402 (1989,
citing Blake, Employment Agreements not to Conrpete, 73 Harv. L.
Rev. 625,652 (1960; RamProduds Co., v.Chauney, 967 F. Supp
1071,1092(N.D. Ill., 1997. Hapne v Central Garage 579 So. 2d
127(1991) Labor-Ready, Inc. v Abis, 137 Md. App. 116;767A2d
936(2001)("A person who leaves the employment of another has the
rightto take with him all the skill he has acquired, al theknowledge
hehas obtained, and all theinformationtha hehas received, so long
as nothing is taken that is the propaty of theemployer."); HCCT, Inc.
v. Walters, 99 Ohio App.3d 472, 651 NE2d 25 (Lucas Cty. 1994;
Souheag Conaultants, Inc.,, 246 Ga. at 505,273 S.E.2d at 115;see
also Wolff v. ProtZgZSys,, Inc., 234 Ga. App. 251, 252,506 S.E.2d
429,433(1998)(similar).

B. A simplistic variation: thepostionis nat deserving of protection.
(Slervice as ajanitor cannotbe proscribed even in the employ of
onés greatest competitor.O Telxon Corp. v Hoffman, 720F. Supp657
(ND 111, 1989; Hill v Mobile Auto Trim, Inc., 725SW2d 168(198%)
(Refudng to restrain an employee skilled in auto trim repair); lowa
Glass Depot v Jundrich, 338 NW 2d 376 (lowa 1983) (Glassindaller
does not have close persond relationship with cusomers to suppot
non-compete); National Employment Sevice Corp. v Olsen Siaffing,
Sevice, Inc,, 145NH 158 761A2d 401 (2000)(Seeking to restrain
Qightindusrial Iaborers who were notin a postion to appropriate the
company® goodvill and were withoutaccess to sendtive
information); Becker v Bailey, 268Md 93, 299A2d 835(1973
(because Maryland follows the general rule that restrictive covenants
may beapplied and enforced only agans employees who provide
uniqueservices, or to prevent misuse of trade secrets, routes, client
lists or solicitation of cusomers, employer could not restrain

employee from setting up competing auto title facilitation cusomers,
where all auto dealersin the phonebookwere solicited.)

But see: Holder v Snith Security Corporation, 199 Mich App LEXIS
2199(1999) (enforcing non-compete agang security guads).

C. TheAgreement Does Not Protect Confidential Information

1. Thesuppogdly confidential information has been disclosed in:

a) Tradejoumd articles. Jogens Inc. v National Conmputer
Systems, Inc. 318 NW2d 691 (Minn., 1982)

b) Patents, Copyrights- Hickory Speialties, Inc. v Forest Flavors
International, Inc., 2000U.S. App.LEXIS11786(6™ Cir., 2000
(Orhelaw is clear that informationin the public domain by way of a
patent can no longe beatrade secret.; Schammer v Carrollton
Mfg. Co., 525F2d 9599 (6" Cir., 1975; but see: Conmpuware Corp
v Seena Sotware, Intd, Inc., 77 F. Supp816 (ED Mich 1999)
(copyright did not necessarily destroy confidential status, asthereis
limited public access to copyrightoffice files.)

c) Litigaion

d) 10k or other SECfilings

€) Webste prodamationsof Gur cusomersO

f) Commission statements provided to employees for ther files
2.Theinformationisnat so confidential:

a) Theemployer has nottaken reasonable efforts to maintain the
secrecy of theinformation. Jogtens Inc. v Nationd Conputer
Systems, Inc. 318 NW2d 691 (Minn., 1982) (Thowgh secrecy need
notbetotal, and can be patia or qudified, plaintiff failed to have
employees sign non-disclosure agreements and allowed cusomers

and progects to tour their facility.)

b) Theinformation can beculled from phonebooks directories,
busnesslists;

(1) (Readily accessibleOisthekey. Fisher Organization,
Inc., v Ryan, 122Misc. 2d 305 470NY S2d 968(1983),
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FortunePersonnd Agency, Inc. v Livinggon, 102Misc. 2d
369,423NYS 2d360(1979; Courtesy Temporary
Sevice, Inc. v Camacho, 222 Cal App3d 1278 1287;272
Cal Reptr 352(1990;Velo-Bind, Inc., v Sdeck, 485 F.
Supp102(SDNY, 1979 (Whileit was truetha
information could be obtained from sources such as the
Martindde Hubbé law directory, the employer&list was
comprised of companies tha were aready interested.)
Town & County Hous & H.S v Newbery, 3NY 2d 554,
170NYS2d 328,147 NE 2d 724 (1958 (Where thelist of
customers congsted of those indined to use employer@
services). PlatinumManagenent, Inc. v Dahrrs, 285NJ
Supe 274,666 A2d 1028 10389 (1995) (Fact that
customer information may have been GavailableOfrom
periodicals does not matter when such would notreveal
that they were cugomers of employer( services. This
informationis not Geadily available.) Where thelist
contains specific information on cusomers tha was not
otherwise obtainable, clearly thelist is protected.
DeGiorgio v Megabyte Intern. Inc., 266 Ga 539,468 SE 2d
367(1996) Courtesy Temporary Sevice, Inc. v Camacho,
222Cal App3d1278,272Cal Reptr 352(1990 (Even if
the cusomers names could befoundin adirectory, such
public sources would not disclose who made up employer3
customers.)

¢) It hasbeen standad practice of thecompany to alow, even
encourage cusomers to call employees onther pesond cell
phones. Accordingly, every employee has every customer(® contact
information stored in hisher persond device

d) TheEmploye provides the employee with acommission
statement that it intendsto be kept by theemployee, and the
commission statement identifies the cusomer information soughtto
be protected.

€) Other employees have |€ft, and theinformationis aready n
thestreetO

f) Highe-upsare notboundby the non-compete, and can leave the
Employer for competitors, taking with them even more advanced
information than possessed by theemployee. Malecki v Kelsey
Hayes, 765F. Supp402(ED MI, 1991)
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g) Employees have been encouraged to work from home, and as
such, have the company@ confidential informationin their home
computer, via

(1) E-mail;
(2) Removable disc drives;
(3) Theemployee® own cell phonéSIM chip;

h) Theinformation has been disposed of in thetrash and retrieved
by competitors

i) Thetechnologyis commercially available.
j) Theinformation can beculled fromreadily available sources.

3. A violation of the agreement does not cause the employer ham
or damages. Labor-Ready, Inc. v Abis, 137Md. App. 116;767
A2d 936(2001) (Proof of aviolationwithoutprodf tha plaintiff
suffered harm isinaufficient.)

4. Theemployee does not have thetype of cusomer relationsip
that deserves protection.

a) lowa Glass Depot, Inc. v Jindrich, 338 NW2d 376(1983)
(@Proximity to customersis only oneaspectOthat bears upona
protectible interest. GAccessibility to information peculiar to the
employer@ busnessEm ugt be conddered.O Here, thoughglass
shopmanager@ duties placed him in proximity to cusomers, hedid
not solicit cusomers or have thekind of close contact with them
tha judifiesanoncompee.) Hagy v Rent-a-Driver, Inc., 671
SW2d 471,474 (1989 (Leased truck driver had contact with the
customer, but no sway over which company would supply leased
driversto cusomer.); Kroeger v The Sbp & ShopConpanies, 13
Mass App Ct 310(Mass 1982) (Vice President did not have the
typeof cusomer relationshipstha would jugify anon-compete.);
FolsomFuneal Sevice v Rodges, 8 Mass App Ct. 843;372NE2d
532(1978)(funea home did nothave thekind of repeat busness
relationshipstha judified noncompete.)

b) Kroeger v The Sbp & ShopConpanies, 13Mass App Ct 310

(Mass 1982) (VP did not have cusomer relationshipstha would
judify non-compete.)
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¢) Theagreement extendsbeyond cusomers tha theemployee
served. BDO Sedmanv Hirschbe'g, 93NY2d 382; 712NE2d
1220;690NY S2d 854(1999)

d) Theemployee broughtthe cusomer to theemployer at the
commencement of employment. BDO Sedmanv Hirshberg, 93
NY2d382,712NE2d 1220;690NY S2d 854 (199) is the semind
case across the county on theissue of whether prior contacts
should bewithin anon-compete. (l]t would be unreasonable to
extend the covenant to pesond clients of defendant who came to
thefirm solely to avail themselves of his servicesand only asa
result of his own indgoendent recruitment efforts, which BDO
neither subsdized nor otherwise finandaly suppoted as part of a
program of client development.O Id at 559 (emphasis added).

See als0: SG. Cowen Seeurities Corp. v Messih, 2000U.S. Dist.
LEXIS6697(SDNY, 2000)(Employer@ interest in restraining
employee fromrelationshipshe had before becoming employed is
Qlubiousat best.Q); Willis of New York, Inc. v DeFelice, 299AD 2d,
750NY S2d 39 (2002) John®n Controls, Inc. v. A.P.T. Critical
Systems, Inc., 323F.Supp2d 525,535(S.D.N.Y., 2004)((T]he
majority, if notall, of theclients which Moonclaims as his own
were clients of JCI prior to Moon®employment at JCI, and there is
no compdling evidence tha any clients who came to JCI during
Moon®tenure were obtained throughMoon®independent
recruitment efforts.Q); Deloitte & Touche USA LLP v. Lanela, 2005
WL 2810719Del.Ch., 2009 (Qherecord indicates tha these clients
aready used Arthur Andesonfor tax purposes when Lamela joined
that companyQ; Lawley v. A& M Logistix, Inc., 1998 WL 3418267
(E.D.Mich.,19998 (employee had developed the customer contacts
before employer was even formed as a busness entity); Valley
Medical Speialistsv Farber, 194 Ariz. 363,982P.2d 1277(1999).

But see: Deloitte & Touche USA LLP v. Lamela, 2005WL
281079 (Del.Ch., 2009 (refusing to recognize the argument
where Plaintiff, Deloitte (purchased OArthur Anderson@® rel ease of
its covenants for employees leaving Arthur Ande'son, who then
broughtQheirOcugomers to Deloitte) and Merrill Lynch, Pierce,
Fenneg & Snith Inc. v. Dunn 191F.Supp2d 1346(M.D.Fla,
2002)(applying New Y ork law and declining to follow Sedmanin
the absence of GvidenceEt ha DefendantE  obtained any of his
clients solely as aresult of his own indgpendent recruitment efforts
which Plaintiff neither subsdized norfinandally suppotedQ.
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5. Thecugomers followed theemployee withoutsolicitation.
EvansLaboratories, Inc. v Melder, 262 Ark 868,562 SW2d 62
(1978)(Observing that cugomers defected to defendant® new
busness because of thar satisfaction with his prior service.) But
see: Follmer, Rudzwicz & Co. v Kosco, 420Mich 394,362
N.W.2d 676 n 17 (1984)obsrving tha thedistinction of
solicitation and nonsolicitationis artificial and subjective.

6. TheCugomer Relationsip and Gooduwill Is Not Protectable:

a) Theemploye has abandonel thistypeof busness. L.G.
Balfour v McGinnis, 759F Supp840,846(DC DC, 1991) (Where
employer decides to emphasize large corporate orders rather than
the small govanment orders that made up the employee(® busness,
theemployer did not have areasonable interest in restraining
employee from soliciting the small orders. (Balfour cannothave it
both waysEB alfour has already rejected the cusomer goodwill that
it invokes as a basis for enforcing the non-competeEQ)

b) Theemployer has goneout of busness;

¢) Theemployer woud notbedoingthebusness, even if the
employee were restrained. Godlan, Inc. v Whiteford, 2003WL
1094114(Mich, 2003 (Employer has nointerest in keeping
employee fromfilling a postion with a cusomer, since the
corporation would not bedoing tha work anyway.), But see: VED
Sofware Sevices, Inc. v Gopalan, 2005WL 14917 (Mich App,
2005) (enforcing non-compete tha prevents employee from
working for a cusomer); Hagy v Rent-a-Driver, Inc., 671SW2d
471,474(1984)

d) Thecugomer nolonge does busness with the employer.
Ramsey v Guardsmark, Inc., 1994U.S.App. LEXIS 13457(10"
Cir., 1994)(Q!]nsufficient weightwas given to thefact that
defendant had aready los theEa ccountwhen it attempted to
enforce the nor-compete agreement.Q

e) Thecustomer choice of vendors should notbetrumped by the
agreement. Hayes-Albionv Kubeski, 421 Mich 170; 364N.W.2d
609(1984) Loma Portal Civic Clubv. American Airlines, Inc., 61
Cal.2d 582,588,394 P.2d 548 39 Cal.Rptr. 708(1964); Diazv.
Kay-Dix Ranch, 9 Cal.App.3d 588,88 Cal.Rptr. 443 (1970)
Hugginsv. Wake County Bd. of Ed., 272N.C. 33, 157 S.E.2d 703
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(1967)(quoing with approvd Jonesv. Lassiter, 169 N.C. 750,86
S.E. 710[1915]). See also Lucy Webb Hayes Nat'l Training School
v. Gogghegan, 281 F.Supp.116(D.D.C.1967) 4 Restatement Torts,
2d,o0 933 936, 942

7. Enforcement of theagreement is notreasonably necessary for
protection of the company. Follmer, Rudzwicz & Co. v Kosco, 420
Mich 394 at 408(1984)(Qo the extent tha [the agreement] goes
beyondwha is reasonably necessary for the protection of
confidential information, itis unenforceable.Q; Bristol Windowand
Door, Inc. v Hoogengyn, 250Mich App 478 495(2002) Technical
Aid Corporationv Allen, 134NH 1, 591A2d 262(1991)
Raimondev. Van Vlerah, 42 Ohio St. 2d 21, 325NE2d 544 (1975)

8. Theexistence of more recent, less restrictive covenants
indicates that the employer only needs protection of that naure, so
tha any attempt to enforce grester restrictionsis unreasonable.
Gateway 2000, Inc. v Kelley, 9 F. Supp.2d 790(ED Mich, 1998)

9. Thenew employer is nota Gcompetitor,0so that enforcement
of the agreement, is notreasonably necessary, and will not prevent
irrepaableinjury:

a) Different plants, departments, of the same customer;

b) Different marketing methods Patio Endosures v Herbg, 39
Fed Appx 964 (6" Cir., 2002)(Home improvement company tha
generates leadsby television advertising is not a competitor to
company that advertisesin print media and home shows.);

c) Different types of similar produds Malecki v Kelsey Hayes, 765
F. Supp402(ED MI, 1991)(Technology learned in postion
involving ABS brakes for autos lighttrucks, was notuseful in
competitor@ postion involving ABS brakes for heavy vehicles);

d) New employer sells produd, service to theformer employer.
Livak

V1. Affirmative Defenses.

A. Employer istheFirst Party in Breach

L.G. Balfour v McGinnis, 759F Supp840(DC DC, 1991)
(Employer@ decision to moveaway fromthebusness that sales
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person cultivated can bea breach of the obligationto coopeate
with the salesperson@ efforts to sell the employer@ produd.)

B. Inequitable condud

1. Thevast majority of cases discussing Qundean handQin the
context of non-compete cases reject the application of thedodrine
unde thecircumstances presented. See, e.g.. Sugerior Conallting
Company;, Inc. v Walling, 851F. Supp839(ED Mich, 1994)(The
failure to pay commissionsallegedly duedoes notconditute
Qundean handsOso asto bar injundive relief agang the
employee, as the employee Qs entitled to pursue his legd
remediesOagang the employer. ) Some cases, however declineto
award equitable relief. Federal Folding Wall Corp. v. National
FoldingWall Corp., 340F.Supp 141(D.C.N.Y., 1971) (Plaintiff
company, set up by former employee of defendantin violation of
noncompete, has Qundean hand<Oin trademark dispute with
defendant.); Medtronic, Inc. v. Wohifeld, 2002WL 523873
(DC.Minn, 2002) (Employer seeking to exercise uy-backO
clause of stock option plan, triggered by departed officer®
employment with competitor was guilty of undean handsby
ignoiing employee@ inquiry for information, and proceeding to
litigation 20 monthslater.)

C. Evidentiary Issues

1. Complaints of cusomers of former employee® contacts with
them were propealy admitted over hearsay objections DeGeorgio
v Megabyte Intd, Inc., 266 Ga 539, 468 SE2d 367 (1996)(without
andysis).

LEGAL REMEDIES

A. Damages. Inrare cases, damages will suffice as aremedy, so
tha an injundionis notthe primary focusof thelitigaion.
Thermatool Corp. v Borzym, 227 Mich App 366,575 NW2d 334
(1998)(single breach of noncompete by selling a single machine
compensable in damages). While profitslog by the wronged
employer istheusud measure of damages, profits enjoyed by the
employer in breach of the agreement is an appropriate measure of
damages. ArabesqueSudios Inc. v. Acadamy of FineArts, Intern.,
Inc., 529 SW.2d 564 (1975) National Merchandsing Corp. v
Leyden, 370Mass. 425,348NE2d 771(1976) Zippertubing Co. v.
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Teleflex Inc., 757F.2d 1401(3rd Cir., 1985) Platinum Management,
Inc. v. Dahrrs, 285N.J.Super. 274,666 A.2d 1028(1995)

Moreover, where aparty has caused damage by abreach of an
injundion, it is not necessary for the Plaintiff to showtha the
Plaintiff would have madethe sale, because theurjust enrichment
enjoyed by the party violating theinjundionis a prope measure of
damages. National Merchandsing Corp. v Leyden, 370Mass. 425,
348NE2d 771(1976 (Gin intending tortfeasor should not be
prompted to speculate that his profits might exceed theinjured party's
Ioms@; PlatinumManagenent, Inc. v. Dahns, 285 N.J.Supe. 274
666A.2d 1028 1044(1995

B. Attoney Fees. Generaly, attorney fees are notrecoverablein an
action as afundion of the American Rule.O However, an exception
existswhere there is an attorney fee provisionin the contract.
Seymour v Budkley, 679 S02d220(Ala, 1996) All Pro Maids Inc. v
Layton, 2004WL 188784(Del. Ch.) (noting tha any conaerns
regarding inequitable barganing power are notimplicated where the
employer isasmall, family busness) Generally, onemug bea
prevailing party to obtain attorney fees. An employer@ successin
obtaining an injundion suppots an award of attorney fees, evenin
the absence of damages, because an injundionis athing of value
Renendata Corp. v Sickler, 2006 WL 504998(Tex. App,) citing
Butler v Arrow Mirror & Glass, Inc,, 51 SW3d 787 (2001) Burk v
HeritageFood Sevice Equip., Inc. 737NE2d 803 (Ind. App. 2000)
Neve, Inc. v Jerkovich, 2001WL 1530904(Minn. App). Where the
employer gets neither an injundion nor damages, but only declaratory
relief, some courts hold it was notthe successful party, so tha
attorney fees are notwarranted. Venture Express, Inc. v Raeford
Trucking Co., 1997WL 71813(Tenn.Ct. App.) Other courts,
however, hold tha obtaining a declaratory ruling tha an opponat®@
proposd action violated a noncompete clause does merit an award
of attorney fees. Kohlmeier v Diversified Drilling Corp., 898 So.2d
994 (Fla Dist. Ct. App., 2005) It may bean abus of discretionto
deny attomney fees unde thetheory of Gundean handOand Girst
party in breach,Owhere the parties merely litigated an issueunde the
contract. Jerkovich. Moreover, some courts have hdd tha the
petition for fees may goforward, even thoughthe Complaint does not
providefor fees. Omicron Systems, Inc. v Weiner, 2003WL
22862173 Pa. Com. Pl.). Similarly, courts have held tha attorney
fees may be awarded, even if evidence of thefeeswas notintroducd
at trial, because evidence on thefees would have been premature,
where thefee provision contemplated fees incurred on appeal. Knox

Kershaw, Inc. v Kershaw, 552S0.2d 126 (Ala., 1989). Inany case,
thereasonableness of thefeesis generaly left to the sounddiscretion
of the Court. Burk, supra.

VIII. RESTRICTIVE COVENANTSIN EMPLOYMENT CONTRACTS: AN
OVERVIEW OF CANADIAN LAW

A. Introdudion:

All employees in Canada have an employment contract of some kind, even if it@ based
only onahandshake. Most employment contracts are more complex than tha, however,
congsting of variousterms and conditionsof employment, some implied, othe's express.

Implied terms may arise from the patiesf)undestanding, or may be implied by law.
Examples of the latter indude employeesOcommon law duty of loydty, and fidudary
duties.

Restrictive covenants, on the other hand, are to express terms in an employment contract
which seek to protect an employer® Qrade connestiongOwith its cusomers, suppliers and
clients, and the employer® confidential information and trade secrets, aganst
exploitation on thepart of its current or former employees. 2

This paper summarizes Canadian jurisprudence (with a focus on the Province of Ontario)
with respect to certain implied obligaionsof employees, and restrictive covenants in an
employment context.

Implied Termsin Canadian Employment Contrads:

Canadian employees have obligaionstha are implied into ther contracts of employment.
The important distinction in determining which terms are implied, is whether or not the
employeeisafidudary.

Fidudaries

The judgnent of the Supreme Court of Canadain Canadian Aero Sevice Ltd. v.
OMMalley® (GCanagoQ is the leading case with respect to determining, &ho is a
fidudary® Canaeo was a case involving the expropriation of a busness oppotunity by
two senior executives of the plaintiff company. The executives resigned before a

2 Geoffrey England, I. Christieand M. Christie, Employment Law in Canada, looseleaf Vol. 2, 3d ed
(Narhlan: Butterworths, 1998) at para.11.27.
3[1974] SC.R. 592
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lucrative contract was awarded to ther employer, formed their own company and then
obtained the contract for themselves.

The Court held tha fidudary duties attach to senior employees (i.e. directors and
senior officers), but do not attach to Gnere employeesO The employee@ job title is not
condusve; rather, it is the subgance of the postion and the power exercised that will
determinewhether an employeeisafidudary.

In its decision, the Supreme Court of Canada conduded that the two executives
were fidudaries, and therefore, were subject to a Gitrict ethicOwhich Qlisqudified a
director or senior officer from usurping or diverting to another E a maturing busness
oppotunityQ

In another important decision of the Supreme Court of Canada International
CoronaResources Ltd. v. LAC Minerals Ltd *, the Court held that thefollowing, three (3)
factors are relevant to the determinaion of whether an employee is a fidudary, and that
thethird (i.e. vulnerability) isthekey:

afidudary generaly has scopefor the exercise of discretion or power;

afidudary can unilaterally exercise that discretion or power to affect the
beneficiary@legd or practica interests; and

abendiciary isvulnerable to, or at themercy of the fidudary holding the
discretion or power.

Fidudary employees are not only boundby theimplied obligaionsthat attach to
mere employees, they are subject to a stricter ethic, Qutmos good faithO In Felker v.
Cunningham [2000] O.J. No. 3177 (Ont. C.A.), fidudary duties are summarized as
follows:

Qhe employee must act honestly, in goodfaith, and with aview to
advendng the employer® best interestEf idudary employees
cannot enter into engagements in which they have a persond
interest that conflict with anything the employer does, or
redistically may do, without first making full disclosure and
obtaining the employer® consntEf idudary employees are not
relieved of ther fidudary dutiesif the busness opportunity sought
to further their own endsis one tha the employer would have been
unwilling or incapeble of exploiting.O

411989] 2 SC.R. 574.

In short, a fidudary cannot directly solicit customers of his or her former
employer for a reasonable period of time following his depature. Subject to tha
restriction (and any restrictive covenants), a fidudary is able to compete with his former
employer. Cugomers may choaose their busness contacts, but a fidudary may not
attempt to solicit cusomers of ther former employer.

Fidudary duties are conddered to last for a reasonéble period of time pog-
employment. Wha is GeasonableO is dependent on the employersO degree of
vulnerability, and the control exerted by thefidudary.

Non-Fidudaries

Employees who are not top management (i.e. Onere employees() are subject to
implied terms to act honestly and faithfully in the course of ther employment, and to
respect ther employer( busnessinterests. Some features of these implied duties which
opeate during employment, indudethe employee® duty not to compete, and duty notto
misuse trade secrets or confidential information.

The obligationsimplied for mere employees following employment indude the
duty notto make unfair use of information obtained in the course of employment, and the
duty not to use confidentia information or trade secrets acquired during the course of
employment for profit againg aformer employer.

Provided tha a former employee is not bound by an enforceable restrictive

covenant, and does not use highe former employer® confidential information or trade
secrets, he'sheis able to compete with their former employer, and may solicit cusomers.

Restrictive Covenants

Basics of Confract Formation:

Offer and Acceptance
Congderation
The issue of consderation usudly does not arise in circumstances in which the
restrictive covenant is part of the origind hiring doaument. Problems typically arise

when the employer pumports to have an employee sign an agreement tha contains
restrictive covenants after employment has commenced.
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Until the Ontario Court of Appeal@ decision in the Techform Produds v. Woldz®,
the law was that continued employment alonewas not adequae consderation for a new
agreement, or for an amendment to an existing contract that is adverse to the employee.
In Techform, Mr. Wolda was asked to sign an inventions assignment agreement which
contained a confidentiaity and non-solicitation clause. Wolda® origind employment
agreement stipulated that he could be terminated with 60 daysOnotice, and his employer
intended to dismiss him, with the requisite notice, if he refused to sign the new contract.
The Court of Appedl hdd tha the employe® forebearance from exercising its
contractud rightto terminae Mr. Woldawas sufficient consderation.

Apart from these Gorebearance of dismissalOsituations employers musgt provide
appropriate condgderation if arestrictive covenant is to be foundenforceable. Typicaly,
employerswill offer acash, incentives (e.g. stock options, or perhaps a promotion.

Types of Contracts
Intellectud Propety /InventionsAgreements;
Non-solicitation clauses (cusomers and/or employees);
Non-compdtitive clauses;
Non-disclosure agreements; and,
No hire/poach agreements between corporations
Jurisprudence:
Canadian Courts do not like restrictive covenants, particularly, non-competition

clauses. They proceed from the prindple tha such covenants are a restraint of
trade, againg public policy and, therefore, unenforceable (i.e. prima fadie void).

For a restrictive covenant to be enforceable, the party seeking to uphold the
covenant mug satisfy athree-part test:

Thecovenantmugt protect a legitimate proprietary interest;

The covenantmug be reasonabke as between the parties, fromthe perspectives of
breadth of activities restrained, geographic scope andduration; and

®(2001), 56 O.R. (3d) 1 (Ont. C.A.), leave to appeal to SCC refused (June 11, 2002)
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The covenant must not be contrary to the public interest, insofar as it mug not
prohibit conpetition generally and should be limited to protecting the
employer( |egitimate proprietary interests.®

Q egitimate proprietary interestO has been found to indude confidential information,
trade secrets, busgness connectionsand goodwill.

Jurisprudence regarding GilurationOis not condstent.  The basic rule is that the time
restriction should reflect the interval needed to adequaely protect the employer®
interests. There are cases in which Canadian Courts have foundone(1) or two (2) years
duration to be acceptable, or even longe, depending on thefacts. Obvioudy, the shorter
the duration, the more likely a Court will condude tha the restriction (at least from a
temporal perspective) isreasonale.

The same consderations apply to Qyeographic scoped The geographic scope of the
intended restriction should not exceed tha which is necessary to protect the employer®
proprietary interest. For example, it would be rare for a non-competition covenant to be
uphdd if it purported to cover a geographic area broader than the area in which the
employee had contact with cusomers of the employer.

Thecriterion of (public interestOisillustrated by the case of Lyonsv. Multari.” Thefacts
aretha Dr. Lyons adentist for many yearsin Windsor, Ontario, was searching for anew
assodiate, and met Dr. Multari. They entered into a brief, handwritten agreement that
contained a covenant that read, GProtective covenant B3 yrs D5 mi.O Subsequently, Dr.
Multari left to establish his own oral surgery practice, 3.7 miles from Dr. Lyon<office.

Althoughthe Ontario Court of Appeal conduded that the non-competition clause
was valid and reasonable from the perspectives of the proprietary interest, duration and
geographic scope it hdd tha the clause was unenforceable because it was agang the
public interest. More specificaly, the Court of Appeal conduded tha only in exceptiond
cases would a non-competition clause be enforced when a non-solicitation clause would
have been sufficient to protect the employer proprietary interests.

Clarity and Severance

When drafting a restrictive covenant, an employer mug give heed to the rules
regarding clarity and severance.

° Elsley v. J.G. Collins Insurance Agencies Limited, [1978] 2 S.C.R. 916
76 (2000), 3 C.C.E.L. 34, leave to appeal to SCC refused, [2003] S.C.C.A. No 567
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Basically stated, theclarity rule stipulates tha a restrictive covenant must be clear
and unanbiguous The rules of severance require tha a portion of a restrictive covenant
is capable of beng severed by a Court if doing so would notrende the remaining aspects
undear. After striking out the offending parts, if the remaining covenant is undear, the
entire covenant will not be enforceable.

Canadian Courts have dso struck down an entire clause if the cause contains

more than one restriction. For example, if a non-competitive provision is in the same
paragraph as nonsolicitation clause, a Court may strike outtheentire clause.

Remedies:

There are two (2) genera types of relief availablein the event that a common law
duty or restrictive covenant is breached: injundion and damages.

Injundions

The generd criteria to be met by a Plaintiff seeking an interim injundion are set
outin American Cyananid Co. v. Ethicon Ltd., [1995]1 All E.R. 504 (H.C.), as adopid
by the Supreme Court of Canadain RJ.R. MacDonald v. Attorney General of Canada
[1994]1S.C.R. 311at 344

Themoving party mugt show:

Thereisaseriousissueto betried;
It would suffer irreparable ham if theinjundion were not granted; and
Thebdance of convenience favoursit.

Recent developments in jurisprudence, in an employment context, have modified
the standard used for step #1 of the American Cyananid test. Reather then requiring an
employer to show Ga ser|0u3|ssue to be triedQ courts now require that a Gtrong prima
facie caseObe shown 8

In Kohler, the Court explained its reasoning for imposng the highe standads
when conddering a non-competition clause:

GGiven the importance of the prindples involved, and the impact on an
employee if a noncompetition clause is enforced prior to trid, it is

8 Kohler Canada Co. v. Porter, [2002] O.J. No. 2418 (Ont. Sup. Ct. J) (KohlerQ
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undestandable tha a body of case law has evolved as an exception to the
genea rule tha would permit an interlocutory injundion to be granted
based only on a Geriousissueto betried0O

Injundions are considered extraordinary remedies because they interfere in the
rights of paties before a find determination of the real matters in dispute. Therefore,
Canadian Courts grant this remedy sparingly.’

Thelaw places a heavy burden on a plaintiff who seeks an injundion tha would
restrain a defendant from carrying on his trade, because agreements in restraint of trade
arevoid.®

Furthermore, Canadian law recognizes that there is no propeaty in a cugomer.
Cusgtomers are free to deal with whomever they please, and that is consdered to bein the
pubiic® interest. However, in special circumstances, such as when a very senior
employee acquires an intimate knowledge of his employer® opeations rendeing the
employer vulnegrable to the employee® power, it is conddered an injudice if the
employee is not enjoined from soliciting his former employer@ clients.

Not surprisingly, many Canadian cases in which a moving party obtains an
injundion involve the activities of fidudaries. In a very recent case in the Province of
Manitoba however, Western Tank & Lining Ltd. v. Skobutan, [206] M.J. No. 357, it
would appeer that the bar has been lowered. (Key employeesOwho were not fidudaries,
and not boundby a restrictive covenant, were successfully enjoined by the court from
soliciting their former employer@® customers for one (1) year.

The defendants had been employed by Western Tank and Lining Ltd. as
sdlesmen. The motionsJudgeconduded, however, tha the former employees Qvere the
face of [the plaintiff@] operationsin Manitoba ET he plaintiff, for practical puposs,
had entrusted [the defendants] with its whole busness opeaation in ManitobaO®

Damages

The jurisprudence reveals two (2) methodsby which damages may be assessed:
Calculate the loss suffered by the employer, or caculate the gan acquired by the
employee. An employer can choo% themethod of calculation, but experience has shown
tha it isavery difficult exercise to quantify losses or gansby eithe party.

In addition to finanda evidence, factors influendng a Court in determining
damages indude: the subgance and dureation of the obligaion owed by the employes; the
seriousess of the breach; and, any mitigaion by theemployer.

N Columbia Packaging Corp. v. Caldwell (1992), 46 C.P.R. (3d) 289, at 393 (Ont. Gen. Div.)
1% pianeONatural NailsInc. v. Casar (1953), 50 C.P.R. (3d) 491 at 494 (Ont. Gen. Div.)
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Conclusions

A trend evident in Canadian jurisprudence in this area is tha enforcing restrictive
covenants, paticularly non-competition clauses, is growing increasingly difficult. At the
same time, the scope of individuds who may be subject to fidudary duties may be
expanding. This presents a chdlenge to employment lawyers drafting provisionsof this
kind, and rende's the process of prediction, an uncomfortable guessing game.

*° phytoderm Inc. v. Urwin (Feb. 5 1999) Low, J. at para. 14 (Ont. Gen. Div.)
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