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ENFORCEMENT OF EMPLOYEE COVENANTSNOT TO COMPETE IN
TEXAS

Copyright 8 1998-1999 Paul C. Van Syke and Matthew G. Reeves

The use of non-competition agreements to prevent employees from directly competing
agang their former employersison theincrease. High profile lawsuits over employee non-compete
agreements, involving blue chip companies such as Aetna, Campbe | Soup, H. J. Heinz, Internationa
Paper and Louisiana-Pacific, have recently made headlines® Although long disfavored by judges as
restraints of trade or unfair oppresson of employees, Texas courts are now showing a greater
willingness to uphold non-compete agreements in employment contracts. There seem to be severd
ressons for this.

Fird, recent case law indicates that the enforceability of non-compete agreements is
becoming more predictable.  Higtoricdly, judicid hodility towards covenant not to compete
agreements, combined with the wide ranging factua and equitable Situations surrounding these cases,
lead to an erratic body of case law in Texas. In 1989, the legidature attempted to bring some
dability to this area of law by adding sections 15.50 though 15.51 to the Texas Business and
Commerce Code. These sections were amended, and section 15.52 added, in 1993 in an effort to

provide even further sability.

! Wall Street Journal, May 8, 1997, at B7, col. 1.
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While the traditiond judicia hodtility to covenants remains?, it is clear that carefully drafted
covenant not to compete agreements will be upheld in certain types of cases. This predictability has
enabled employersto draft covenant not to compete agreements which are much more likely to gand
up to judicid scrutiny. Employers have redized that, while over broad or oppressive non-competition
agreements will not be enforceable, narrowly tallored agreements will.  Thus, more and more
employment agreements are likely to contain a well drafted non-competition agreement, and an
employer will have more confidence with respect to enforcement. This encourages employers to
enforce covenant not to compete agreements on amore frequent basis.

Second, as atested by the explosion of the Internet, the proliferation of low-cost high
performance computers and ingtant accessability of enormous amounts of Aontline@ data,
information itsef is becoming an increesangly vauable asset for dmogt dl busnesses. In fact, we
frequently refer to oursaves as an Ainformation age@ society. Confidentid information often has
tremendous importance, and companies are willing to expend ever greater efforts to protect it.

Third, covenants not to compete are often the only way a business can protect itself from
certain types of hams. Covenants not to compete fill gapsin framework of Texas busnesslaw. For
example, a confidentia cusomer lig is often an important busness asset. A departing employee who

misgppropriates such acugomer lig, and usesit in a competing business, could sgnificantly harm the

2 In the first sentence of the semina case of Light v. Centel Cellular Co. of Texas, 883
S\W.2d 642 (Tex. 1994), the Texas Supreme Court characterizes the case as a Arestraint of
trade case.@
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goodwill of the former employer=s busness. The former employer could attempt to assert aclam
for misappropriation of trade secrets againgt the former employee. However, this would entail
proving thet the customer list was, in fact, protectable asatrade secret. This could be adifficult task.

Numerous cases go both ways on thisissue, and an employer would probably have little certainty
of the eventud outcome. By contrast, awell drafted covenant not to compete could immediately be
aserted by the employer in this Stuation and enforced by injunction.

As the use of non-competition agreements increases, dong with the willingness to assert
them, it islikely that attorneys practicing employment or business law will be required to advise an
increesng number of dlientsinthisarea This paper isintended to provide some smple, sep-by-sep
procedures for rapidly assessing the merits of a covenant not to compete and, if necessary, assarting

the covenant againg an ex-employee acting in violation of the agreement.

l. Determine Whether the Covenant Not to Compete is Enforceable.
A. Law Governing Covenants Not to Compete
The law governing the enforcement of covenants not to compete in Texas is now
datutory. Section 15.50 of the Texas Business & Commerce Code states as follows:

Notwithstanding Section 15.05 of this Code, [relaing to unlawful
practices in redtraint of trade] a covenant not to compete is
enforcegble if it isancillary to or part of an otherwise enforcegble
agreement a the time the agreement is made to the extent thet it
contains limitations as to time, geographica area, and scope of
activity to be restrained that are reasonable and do not impose a

3
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greater restraint than is necessary to protect the goodwill or other
business interest of the promisee®

All common law in Texas rdding to the criteria for enforcesbility of covenants not
to compete has been preempted by the Satute. To make this perfectly clear, in 1993 the Legidature
added Section 15.52 which states:

The criteria for enforceability of a covenant not to compete

provided by Section 15.50 of this Code and the procedures and the

remedies in an action to enforce a covenant not to compete

provided by Section 15.51 of this Code are exclusive and preempt

any other criteriafor enforcesbility of a covenant not to compete or

procedures and remedies in an action to enforce a covenant not to

compete under common law or otherwise.*

Even 0, the case law developed prior to the Satute is ill persuasive authority to the
extent it pertains to the criteria set forth in the statute as gpplied to specific facts. For example,
Section 15.50 requires a court to consider whether the geographical area contained in the covenant
not to compete is reasonable. If, in a particular case, the covenant restrains the employee from
competing within aten mile radius of the employer=sfadility, pre-datute case law involving andogous
factua Stuationswould still be persuasive authority as to whether thisis a reasonable geographical
area

Section 15.50 of the Texas Business in Commerce Code sats forth two essentia

requirements for enforceable covenants not to compete. The first requirement is that the covenant

% Tex. Bus. & Com. Code' 15.50 (Vernon 1993)

* Tex. Bus. & Com. Code' 15.52 (Vernon 1993)
4
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not to compete must be Aancillary to or part of an otherwise enforceable agreement a the time the
agreement is made.@ The second requirement is that the covenant must contain reasonable
limitations with respect to time, geographica area and scope of activity to be restrained. These
requirements will be discussed in greeter detall in sections B and C herein.
B. The Covenant Must be Ancillary to an Otherwise Enforceable
Agreement
The first gep in andyzing the enforceghility of a covenant not to compete is to
determine whether an otherwise enforceable agreement exists between the employee and the
employer. Typicd examples of Aotherwise enforceable agreements@ to which covenants not to
compete are ancillary are agreements for the sale of a business and employment agreements. This
aticle will focus on employment agreements.
Employment agreements can be characterized as being for afixed term or Aat-will.@
If the parties entered into an employment agreement which provided for afixed term of employment
and subgtantid redtrictions are imposed on the employer=s right to terminate the employee, then the
employment agreement may satisfy the requirement of an otherwise enforceable agreement. Most
employment agreements, however, areAa-will@ agreements. In fact A[tlhelong-standing Texasrule
is that employment relationships are terminable a any time by ather party, with or without cause,

unless there is an express agreement to the contrary.@ Federal Express Corp. v. Dutschmann®

5846 S\W.2d 282, 283 (Tex. 1993).
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The Texas Supreme Court has hdd that an at-will employee agreement, aone,
cannot constitute an otherwise enforceable agreement. Light v. Centel Cellular Co. Of Texas”.
Neverthel ess, otherwise enforceable agreements can emanate from at-will employment so
long as the congderation for any promiseis not Aillusory@. Only one non-illusory promise in the
employment agreament is required. Ireland v. Franklin’. Thus, when confronted by an Aat-will@
employment agreement, the attorney must carefully search the agresment for an exchange of promises
which do not depend on continued employment by the employee. For example, the promise of a
rase in wages to an employee is illusory because the employer can avoid this obligation by
terminating the employee® An employer=s promise to provide training, however, is anon-illusory
promiseif the training is actualy provided.’
Having identified the non-illusory promise, or promises, in the employment
agreement, the second step isto determine whether the covenant is Aancillary@ to them. For this
gep in the andysds, the focus is on the consderation behind the promises.  The Texas Supreme

Court has st forth the test for determining when a covenant not to compete is Aancdillay@ to an

®883 S\W. 2d 642, 645 (Tex. 1994).
7950 S.\W.2d 155, 158 (Tex. App. - San Antonio 1997, no writ).
® Light, 883 S.W.2d at 645, n.5.

° Light, 883 S.\W.2d at 645.
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otherwise agreement in Light. According to Light, a covenant not to compete is ancillary to an
otherwise enforcesable agreement if the following two requirements are met:
D The condderation given by the employer in the otherwise enforcegble
agreement mugt give rise to the employer=s interests 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 agresment.™

The first prong of the test requires a nexus between the consideration given by the
employer and some interest of the employer which is worthy of legd protection, such as business
goodwill, confidential or proprietary information.**  The second prong of the test requires that
enforcement of the employee=s return consderation will somehow serve to protect the employer=s
interest. Exactly how a particular congderation will Agivesrise@ to a protectable interest, the range
of interests that are protectable and how enforcement will serve to protect those interests will depend
on the specific facts of each case and the creativeness of the attorney involved. Certain fact patterns
have dready been considered by the courts which shed light on these questions.

If the consderation involves atrandfer of confidential and proprietary information or
trade secretsin exchange for the employee=s promise not to disclose them, then the consideration
is likely to be uphdd as giving rise to the employer=s interest in restraining the employee from

competing. For example, in Ireland the employee, Dr. Irdland worked for six years a Franklin

9] ight, 883 SW. 2d at 647.

" Light, 883 S\W. 2d at 647.

HOUSTON:001000/00000:192020v6



Chiropractic and Accident Clinics, Inc. During these six years, Dr. Irdand entered into two
employment contracts that lasted three years each. Each contract contained a covenant not to
compete. The covenant not to compete required Dr. Ireland not to provide chiropractic services
within twenty miles of any Franklin Clinic and to refrain from contacting any Franklin patients or
hiring any Franklin employees for a period of 18 months after the termination of employment. A
dispute arose between the parties and, in October, 1996 Dr. Ireland opened her own office within
three miles of aFranklin dinic.'?

Although the contract did not specificdly date it was Aa-will,@ the court
nevertheless found it to be an a-will contract in view of the fact that the specific term mentioned by
the contract was qudified by the language Aunless sooner terminated.@ The court noted, however,
that the contract was till not illusory because it contained a trade secret clause in which Franklin
promised to share certain listed trade secrets with Dr. Irdland, and Dr. Ireland, in return, promised
not to disclose or use the trade secrets during or after her employment.™®  The court Sated that the
covenant was ancillary to the trade secret clause because Franklin=s condderation gave rise to its
interest in restraining Dr. Irdland from competing, and the covenant not to compete was designed to

enforce Dr. Irdand=s consideration not to disclose or use the trade secrets. '

2 1rdand, 950 S.W.2d at 157.
33 |reland, 950 S.W. 2d at 158

“reland, 950 S.W. 2d at 158.
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Another example of consderation which islikdy to be uphdd as giving rise to the
employer=sinterest in resraining the employee from competing is training, particularly if thetraining
islengthy and expensive. For example, in American Express Financial Advisors, Inc. v. Scott™,
the defendant, Jack Scott, worked as afinancid advisor for the plaintiff, American Express Financid
Advisors, Inc. InMay of 1992, Scott entered into a contract with American Express regarding their
business rdationship. The contract set forth obligations on the part of both Scott and American
Express. The contract stated that Scott was an independent contractor, not an employee, athough
prior to the date of the contract, Scott trained at American Express= expense and was treated by
American Express asits employee.

The contract specified that Scott could not solicit plantiff=s customers for one year
in the territory in which he worked if he were to terminate his affiliation with American Express.
Further, Scott was prohibited from using any records and information about customers he served
while effiliated with American Express. Scott aso agreed that the identity of customers and potentia
customers was confidentia information and he would refrain from using any such information in
connection with any business in competition with American Express for one year after the contract
ended.

Two days before resgning from American Express, Scott sent aletter, on American

Express= |etterhead, to customers that he had served while &ffiliated with American Express. The

15955 F. Supp. 688, 692 (N.D. Tex. 1996).

9

HOUSTON:001000/00000:192020v6



letter stated that Scott was changing his affiliation to another brokerage group and solicited the
customers. American Express sued for, inter alia, injunctive rdief pursuant to the covenant not to
compete.

As an initid matter, the court held that the fact that Scott was an independent
contractor, not an employee, had no bearing on the enforceability of the contract, citing Keystone
Life Insurance Co. v. Marketing Management, Inc.'® Scott argued thet the at-will employment
agreement gave American Express the ability to terminate its relationship without cause while Scott
was forced to make al the promises. The court, however, found substantid condderation given by
American Express to Scott in exchange for Scott=s obligations under the covenant not to compete.

For example, the court noted that American Express had incurred large expenses in establishing
years of goodwill for the American Express name and trademarks which American Express dlowed
Scott to use. Also, American Express= established name gave Scott credibility that he would not
have otherwise enjoyed as one who was beginning anew career asafinancid planner. Additiondly,
American Express provided lengthy and expensive training to Scott who, according to the court, hed
no prior knowledge of the securities or financid planning busness. Still further, American Express
provided a substantial customer base of 120 referrals to Scott upon Scott=s &filiation.

In return, Scott promised not to solicit American Express clients, or to use American

Express= confidentid information for oneyear. Additiondly, Scott had promised to return American

16687 SW. 2d 89 (Tex. App.-Dallas 1985, no writ).

10
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Express= files, change his tdlephone number, and cease using the American Express name. Thus,
the court found that the promises were not illusory and an otherwise enforceable agreement existed
between American Express and Scott'”  The court aso stated that the training, confidential
information and trade secrets given by American Expressto Scott gave rise to American Express=
interest in restraining Scott from competing. The non-compete covenant in turn, enforced Scott=s
promise not to use or disclose the confidential information and trade secrets™®.

By contrast, an employer=s agreement to give the employee thirty (30) days notice
before terminating the employment agreement is likey not to be upheld as giving rise to the
employer=s interest in restraining the employee. See Donahue v. Bowles, Troy, Donahue,
Johnson, Inc®®. In Donahue, the court found two non-illusory promises, i.e., apromise by Donahue
to surrender to the employer al ligts, books of account and records relaing to the company=s
business, clients or prospective and dl of the company property, a termination, and a mutua
agreement between the parties to give the other party thirty (30) days written notice to terminate the
employment agreement®®.  Holding that the only non-illusory promise made by the employer was to

give Donahue thirty (30) days notice if it wished to terminate the employment agreement, the court

7 American Express, 955 F.Supp. at 692.

8 American Express, 995 F. Supp. at 692.

19949 SW. 2d 746, 752 (Tex. App.-Ddlas 1997, no writ)
2 Donahue, 949 SW. 2d at 751.

11
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found this promise did not give rise to the employer=s sated interest in restraining Donahue from
competing.*

After determining that the consderaion given by the employer gives rise to the
employer=sinterest in resraning the employee from competing, the second prong of the test requires
determination of whether the covenant is designed to enforce the employee=s return consderation.

One example of areturn promise which is enforced by a covenant not to compete, is an employee=s
promise not to disclose confidentia information or trade secrets in exchange for the employer=s
promise to provide the information to the employee. The reationship between the covenant not to
compete and the employee=sreturn promisein thiscaseisclear. If the employeeis restrained from
directly competing with the employer, then it would be difficult for the employee to use the
confidentid information in amanner detrimentd to the employer=s interests.

If, however, the employer provides confidentid information to the employee in
exchange for areturn promise that the employee will give notice before terminating the employment
contract, or an inventory of the confidentia information upon termination, then the covenant not to
compete is not designed to enforce ether of those promises. For example, in Light, the Court
identified three promises that were not illusory and thus cgpable of serving as congderation for the

covenant: (1) the employer=s promiseto provide Ainitid . . .gpeddizedtraning@ to Light, (2) Light=s

21 Donahue, 949 SW. 2d at 752.

12

HOUSTON:001000/00000:192020v6



promise to provide 14 days notice to the employer upon termination, and (3) Light=s promise to
provide an inventory of dl the employer=s property upon terminatior?.

Evenif the promise to train had involved giving confidentia informeation to Light, the Court
dated that Light did not promise not to disclose any confidentid information. Rather, Light=s only
return promises were to provide notice and inventory upon termination, and neither of those promises
would have been enforced by the covenant not to compete. Therefore, the covenant failed the
Adesigned to enforce@ standard and was not ancillary to an otherwise enforceable agreement.

C. The Covenant Must Contain Reasonable Limitations

If the covenant not to compete meets the tests above and is ancillary to an otherwise
enforcesble agreement, then the next gep in the andyssis to determine whether the covenant not to
compete contains limitations as to time, geographical areaand scope of activity thet are reasonable
and do not impose a greater restraint than necessary to protect the goodwill or other business
interests of the employer.?*  Although the focus on this andys's is reasonableness, case law hes
developed which provides certain rules of thumb to be consdered in andyzing these factors.

1. Reasonable Time Period

2 Light, 883 S.W. 2d at 646.
2 Light, 883 S.W.2d at 647.
2 Texas Business & Commerce Code, ' 15.50 (Vernon 1993).
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In determining what time period is reasonable, courts frequently uphold time
limitations of oneto two years. Property Tax Associates, Inc. v. Staffeldt®,. Longer time periods,
up to five years, may be uphdd under certain circumstances, such asif the covenant not to compete
is ancillary to a contract for the sale of abusness. Chandler v. Mastercraft Dental Corp. Of
Texas, Inc®®. Recently, the courts in Ireland and American Express Corp. have, respectively,
upheld elghteen months and one year time limitations as reasonable when the covenant not to
compete involved the employee=s agreement not to disclose trade secrets of the employer.

2. Reasonable Geographical Area

With respect to geogrephicd area redtrictions, the territory in which the
employee worked while employed islikely to be consdered areasonable area by the courts. Martin
v. Linen Systems for Hospitals, Inc.?’ The geographica limitations in the covenant should be
definite. Typicad geographicd limitations are defined by a radius, county boundaries or dtate
boundaries.

Geographicd redtrictions should not exceed the generd boundariesin which
the business operates. For example, in view of evidence that mogt pet ownersonly travel afew miles

to obtain veterinary care for their pets, a covenant not to compete restraining aformer employee from

800 S.W. 2d 349, 350 - 351 (Tex. App. - El Paso 1990).
26739 S\W. 2d 460, 464-65 (Tex. App. - Fort Worth 1987, no writ).
2" 671 S\W. 2d 706, 709 (Tex. App. - Houston [1st District] 1984, no writ).
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practicing anywhere within atweve mile radius of the employer=s veterinary hospitd is unreasonable.
Cukjati v. Burkett.®® However, the evauation of reasonableness must take into account the
characterigtics of the area affected. For example, in Wilson v. Chemco Chemical Co.%, the
employee, Wilson, was an independent contractor acting as a sdlesman for the employer, Chemco.
His assgned area, and the area covered by the covenant, embraced the Afour corners@ region of
New Mexico, Arizona, Utah and Colorado, and included 21 countiesin those four states. Pointing
to NCH Corp. v. Share Corp.® Wilson argued that the size of the areain which he was restrained
from operating was much larger than the one invdidated in that case. In upholding the covenant, the
court noted that the region assigned to Wilson was vast, but sparsely populated. The court stated
A[d] covenant that would be unreasonable in a dense, industriaized urban area may be reasonable
when applied to less settled areas™
3. Reasonable Scope of Activity
Findly, with respect to the scope of activities to be restrained, the restraints

must be relaed to the activities the employee performed while working for the employer.

%772 SW. 2d 215, 217 (Tex. App. - Dallas 1989, no writ).
2711 S\W.2d 265 (Tex. App. - Dallas 1986, no writ).

%0 757 F.2d 1540 (5th Cir. 1985).

31 Wilson, 711 S.W.2d at 268.

15
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Weatherford Oil Tool Company v. Campbell 3 A broad covenant which prohibits any comptitive
activity on the part of the former employee may be vdid if the employer isengaged in only one area
of business and the purpose of the covenant is to prevent employee=s who learn the business and
know customer dlients from engaging in a competing business for a reasonable time and area.
However, if the employer engages in a number of different types of busness, then such a broad
restriction on the former employee=s scope of activity may not be uphdd. For ingance, in

Diversified Human Resources v. Levinson-Polakoff**, the employee, Levinson, worked for an
employment agency on a commission bass. Levinson worked exclusvely in the data processng
department of the employment agency=s Ddlas office, recruiting prospective employees for the
employer=s data processing dients. After termination, Levinson took a postion with another
employment agency, recruiting and placing employees for insurance underwriting postions with
insurance companies. The court recognized that the employer had alegitimate interest in restricting
Levinson from recruiting data processors, but held that a covenant that prevented her from placing
personnd in any other non-related fidd was unreasonable. The court Sated that AL evinson-Polakoff

may have acquired useful skills through her employment with Diversfied, but it gopears from the

%2340 S.\W. 2d 950, 952 (Tex. 1960).
% Property Tax, 800 SW. 2d at 351.
% 752 S\W. 2d 8 (Tex. App.-Dallas 1988, no writ).
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record that her true ability to compete with Diverdsfied derives from her data processing related
contacts.@*®

Another type of limitation on an ex-employee=s scope of activity is a
requirement that the employee refrain from soliciting the employer=s customers for a certain period
of time. These types of limitations, if reasonable, will be enforcesble because of the employer=s
legitimate interest in preventing departing employees from using the contacts and rapport established
a the employer=s expense to take the employee=s customers away. Ruscitto v. Merrill Lynch,
Pierce, Fenner, and Smith, Inc.® However, for this type of restriction on the former employees
scope of activity, there must be a connection between the persona involvement of the former
employee and the dient. Peat Marwick Main & Company v. Haass.*” In Peat Marwick, the
employee, Haass, was origindly the youngest partner in an accounting firm that merged with another
firm, Man Hurdman (AMH@), that eventudly became Peat Marwick Main. After the merger, he
became dissatisfied with the practices of MH and resigned, taking severa employees with him, to
form a new accounting firm. MH sued, seeking, among other things, enforcement of the non-
compete agreement in the partnership agreement signed during the merger. The covenant not to

compete restrained Haass from providing services to former MH dients exiging a the time of the

* Diversified, 752 SW.2d at 11.
3 777 F.Supp. 1349, 1354 (N. D. Texas 1991).
37818 S.W. 2d 381, 387 (Tex. 1991)

17

HOUSTON:001000/00000:192020v6



termination, but also to clients who became clients of MH after the departing partner left the firm.
Moreover, it included dl dients, not just those with whom the departing partner had actua contect.
In view of these redrictions, the Court stated A[inhibiting departing partners from engaging
accounting services for clients who were acquired after the partner left, or with whom the accountant
had no contact while associated with the firm, does not further and is not reasonably necessary to

protect [the employer=g] interest™®.

. If the Covenant is Unenfor ceable, Request Refor mation

If it appears that the covenant not to compete, as drafted, does not contain reasonable
limitations as to time, geographica area or scope of activity, the covenant may gill be enforcegble
upon reformation of the covenant. Section 15.51(c) of the Texas Business and Commerce Code
provides that if a covenant imposes a greater restraint than is necessary to protect the goodwill or

other busnessinterest of the promisee,

A[T]he Court shdl reform the covenant to the
extent necessary to cause the limitations contained
in the covenant asto time, geographicd area, and
scope of activity to be restrained to be
reasonable.@®

38 Peat Marwick, 818 S.\W.2d at 388.

¥ Tex. Bus. & Comm. Code' 15.51(c) (Vernon 1993).

18
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Therefore, if the covenant gppears over broad in time period of restraint, geographica scope
or scope of activities, then the petition, or complaint, should include a request for reformation. It
should be noted, however, that asking the court for reformation comes with a price. Section
15.51(c) aso providesthat if the covenant is reformed, A[T]he Court may not award the promisee
damages for a breach of the covenant before its reformation and the relief granted to the promisee
shdll be limited to injunctive rdief.@*

Thus, reformation is a two-edged sword. While it may save the enforceability of the
covenant not to compete reformation substantialy reduces the scope of remedies available to the

employer.

[I1.  Draft and Timely Filethe Petition
A. Drafting the Petition
Once it is decided that the covenant is enforceable, or may be reformed to be
enforceable, then the next sep is to draft the petition or complaint, depending on whether
enforcement is sought in federd or state court. For purposes of the following discusson, enforcement
in gate court is presumed. For enforcement in federd court, the same generd principles will aoply,

but reference should be made to gppropriate federd rules. A good source of hel pful information for

“0 Tex. Bus. & Comm. Code ' 15.51(c) (Vernon 1993).
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drafting the petition is found in Dorsaneo, Texas Litigation Guide, Chapter 201, and Carlson,
Enforcing a Non-Compete.*

As dways, the petition should plead the partiesinvolved and sate that the damages
exceed the minimum jurisdictiond limits of the court. When pleading damages, consder the loss of
customers due to the competing business, the loss of good will, and the decrease in the vaue of the
employer=s business resulting from the loss of any confidentid business information or trade secrets.

Almog dways the employer will want injunctive rdlief to stop the competing acts of the former
employee. Therefore, the petition should aso plead that the employer has no adequate remedy at
law and that there is a likelihood of irreparable harm if the former employee=s actions are not
stopped. Examples of evidence of irreparable harm are the speculaive nature of money damages
and the inability of the employee to pay damages.

Often the new employer is named as adefendant. The cause of action pled againgt
the new employer isfor inducing breach of contract and civil conspiracy to induce breach of contract.

The petition should aso plead the existence and nature of the underlying agreement
that the covenant not to competeis ancillary to, aswell as existence of the covenant not to compete
itsedf. Copies of these agreements should be attached to the petition.

The petition should describe the actions of the ex-employee which violate the terms

of the covenant not to compete. Sufficient detall should be provided with respect to each of the types

4 Tex. Intl. Prop. L.J. 149 (1996).
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of limitations required by the datute to support a default judgment. For example, the petition should
dlege that: (1) geographicd areain which the ex-employee is operating and the geographicd area
in which the employer is operating, (2) that the ex-employee is operating within the time period
provided in the covenant not to compete, and (3) the scope of the activities which are currently being
performed by the employee and that those activities are restrained by the covenant not to compete.

The petition should a0 dlege the condderation given by the employer in exchange
for the covenant not to compete and that the condderation was, in fact, provided to the ex-employee.
The petition should aso dlege how the condderation meets the two prong test set forth in Light.

The petition should plead any further causes of action which may be avallable agang
the former employee, such as misgppropriation of trade secrets or tortious interference with
contractud obligations.

Fndly, the dlegations of the petition should be sworn by a verification to provide the
basis for atemporary restraining order.*

B. Timely Filethe Petition

Since the vdue of an injunction decreases as the time limit on the covenant not to
compete expires, it isimportant to obtain injunctive rdief as early as possble. Recognizing thet delays
in legd proceedings can emasculate a covenant not to compete, some covenantees have sought

Acompensatory injunctions@ to extend the time for the restrictive covenant to compensate for the

“2 Tex. R. Civ. Proc. 680.
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breach. See, D. Agpelund and C. Eriksen, Employee Noncompetition Law (1997). In Texas,
however, the ruleisthat atrid court may not enlarge the time of the covenant=s regtriction from the
period stated in the contract.*®  Thus, it isimportant not to dday in your efforts to obtain injunctive

relief on behdf of your dient.

IV. Seek Temporary Restraining Order and Temporary Injunction
A. M echanics of Seeking the Temporary Restraining Order

At the time of filing the petition, it is often desirable to seek atemporary restraining
order and then atemporary injunction to stop the ex-employee violations as quickly as possble and
limit the damage to the employer. It isimportant to find out which judge will hear your request for
atemporary restraining order. In many instances, the request for atemporary restraining order will
be heard by the judge that has been assgned the case on the merits.  However, some court systems,
such as Harris County, designate an ancillary judge to hear motions for TROs. Therefore, you may
need to gppear before the ancillary judge for the temporary restraining order hearing, rather than the
court to which the case has been assigned. Requests for temporary restraining orders and temporary
injunctions are governed by Texas Rule of Civil Procedure 680. TRCP 680 provides, in part:

No temporary restraining order shdl be granted without notice to

the adverse party unlessit clearly gppears from specific facts shown

by affidavit or by the verified complant that immediate and
irreparable injury, loss, or damage will result to the gpplicant before

3 Wilson, 711 S\W.2d at 268. (citations omitted).
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notice can be served and a hearing had thereon. Every temporary

restraining order granted without notice shal be endorsed with the

date and hour of issuance; shal befiled forthwith in the derk's office

and entered of record; shal define the injury and state why it is

irreparable and why the order was granted without notice.**
Accordingly, every effort should be made to contact the former employee or hisor her attorney in
advance of the hearing and ensure that they are present. Otherwisg, it is doubtful that the court will
entertain your motion. The federd trid courts in Houston by custom, and the State trid courts by
locdl rule, require notice to the opposing attorney before any temporary restraining order may be
heard.

If you are successful in obtaining a temporary restraining order, Tex. R. Civ. 680

provides that Athe gpplication for atemporary injunction shdl be sat down for hearing a the earliest

possible date and takes precedence of al matters except older matters of the same character.@
Also, atemporary restraining order can last only fourteen days™® Thus, you should immediately begin
preparing for the temporary injunction hearing. Consider moving the court for expedited discovery
if needed to develop evidence or authenticate documents before the hearing. At a minimum you will
need to authenticate the employment agreement and covenant not to compete and establish facts

concerning the defendant=s activities, the employer=s harm, and why the legd remedy of damages

Is inadequate.

“Tex. R. Civ. 680.
% Tex. R. Civ. 680.
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Texas Rule of Civil Procedure Rule 684 requires that the applicant for either a
temporary restraining order or atemporary injunction execute and file with the clerk a bond to the
adverse party. Therefore, you should be prepared to argue the amount of the bond and to put up
the required sum before you seek preliminary injunctive relief, whether in the form of atemporary
restraining order or atemporary injunction.

If you are successful in obtaining a temporary injunction, Rule 683, Tex. R. Civ.

requires an order setting the case for tria on the merits. Most cases settle before trid is reached.

B. Form of the Injunctive Order
Fndly, Tex. R. Civ. Proc. 683 provides that Aevery order granting an injunction and
every resraning order shall set forth the reasons for its issuance; shdl be specific in terms; shdll
describe in reasonable detall and not by reference to the complaint or other document, the act or acts
sought to berestrained.@ Greet care should be taken to draft an injunctive order which is definite
astotheactsto beredrained. If theinjunction isvague, then it will not be enforcesble. For example,
if the injunction does not give any grounds as to why the former employer would be harmed if the

injunction is denied, then the injunction may not be enforcesble. Kees, v. Medical Directors, Inc*.

V. Applicable Statutes of Limitations

6 583 S\W.2d 475, 479 (Tex. Civ. App. --Houston [1st dist.] 1979, writ ref=d n.r.e.).
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Breach of contract actions are covered, generdly, under the four year statute of limitations
which provides that the action must be brought within four years after the day the cause of action
accrues’’. However, an exception to the four year limitation is referred to asthe Adiscovery rule@

The discovery rule tolls the running of the period of limitations until the time the plaintiff discovers,
or should have discovered, the nature of theinjury. Heron Fin. Corp. v. U.S Testing Co., Inc.*®

Since covenant not to compete actions often include a clam of misappropriation of trade
SeCrets, it isimportant to note some recent changes to the limitations period for these actions. The
Texas Supreme Court recently held that the discovery rule does not gpply to clams for
misappropriation of trade secrets. Computer Assoc. Int=| v. Altai, Inc.*®

In response, the Legidature passed a statute which overrules the Supreme Court=s holding
in Altai and provides specificdly for alimitations period for misgppropriation of trade secrets.

A person must bring suit for misappropriation of trade secrets not later than
three years after the misappropriation is discovered or by the exercise of
reasonable diligence should have been discovered.™

Thus, the legidature has provided a limitations period of three years and restored the

goplication of the discovery rule to daims for misgppropriation of trade secrets. The new limitations

" Tex. Civ. Prac. & Rem. Code' 16.05 (Vernon 1985).

8 926 S\W.2d 329, 331 (Tex. App. - Austin 1996, no writ).
9918 SW.2d 453 (Tex. 1996).

* Tex. Civ. Prac. & Rem. Code' 16.010 (Vernon 1997).
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period gppliesto actions (1) commenced on or after May 1, 1997, and (2) pending on May 1, 1997
and in which thetrid or any new trid or retrid following motion, goped, or otherwise, begins on or

after May 1, 1997.

VI.  Conclusion

A basc understanding of enforcement of covenant not to compete agreements will
increasingly be required of Texas atorneys as employers become more willing to enforce these
agreaments againd thar former employees. While predictability of enforcement will remain uncertain
for sometime, nevertheless, cases such as Light, Donahue, and Miller Paper, have established a
pattern of enforceability in certain narrow, but common fact patterns. The understanding of the law

st forth in these cases is necessary to provide good lega counsd to business clients.
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