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Who Needs These Agreements?

All Businesses with: 

• Highly-compensated employees

• Employees with specialized skills (think:  what kind of training does the 
employee have or will he/she receive)

• Employees with access to Trade Secrets

• Anyone acquiring a business (“Business Sale” Non-Competes)

• Most of our discussion will focus on “Employee” Non-Competes
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What are Non-Compete Agreements? The 5 “W”s

• WHO: Non-Competes can be an essential tool for large and small businesses.  

• WHAT: A clause in an employment agreement or a separate agreement, which 
restricts an employee from directly competing with their former employer in the 
same industry once their employment comes to an end. 

• WHERE: Most states allow for Non-Competes in some form.  Not applicable in all 
states. 
– Unenforceable in North Dakota and Oklahoma. Hawaii banned non-competes for high-tech 

companies in 2015. In 2016, Utah changed legislation, limiting new non-compete agreements 
to only a year; Montana only allows non-competes in connection with the sale of a business

– California does not recognize non-compete agreements, and an employer who binds an 
employee to one after employment is over can be sued. 

– Some States have specific statutes that regulate non-competes; Many states prohibit non-
competes for certain professions/trades/types of workers.
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Continuation of What are Non-Compete Agreements? 
The 5 “W”s

• WHEN: A non-compete will not take effect and become enforceable until after 
an employeeʼs employment comes to an end.

• WHY: New York law and most states do not provide a business with 
adequate protection alone.  “Absent a written agreement . . . New York law 
does not prohibit an employee from engaging in head to head competition 
with a former employee, provided that the employee does not unfairly
compete.” [Innoviant Pharmacy, Inc. v. Morganstern, 390 F. Supp.2d 179, 
194 (N.D.N.Y. 2005)].
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Elements Considered for Non-Compete Agreements

To justify using a non-compete agreement, you must satisfy the following elements:

• Legitimate Business Interest

• Reasonableness of time and area

• Not harmful to the general public 

• Not unreasonably burdensome to employee

or

• Separately, you are acquiring someone’s business for a substantial fee (“Business 
Sale non-competes”)
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Requirements for Non-Compete Agreements

What are “Legitimate Business Interests”?

• To Protect against the Misappropriation of Trade Secrets

• If you have “Unique & Extraordinary” Employees

• To Protect Client Relationships – Access to Customer Lists; Pricing 
Information

• If you provide Specialized Training – Sales; Process for creation of your 
product; formulas
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What is a Trade Secret - General

• What are Trade Secrets?

• Definitions vary slightly by jurisdiction

• A Trade Secret is (generally): 
1. Information, Device, or Process;
2. Confers some economic benefit on its holder, by virtue of the fact that it is not publically 

known;
3. Is the Subject of reasonable efforts to maintain its secrecy. 
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What is a Trade Secret

• “A trade secret consists of a formula, process, device, or compilation which 
one uses in his business and which gives him an opportunity to obtain an 
advantage over competitors who do not know or use it." 

• You are required to continuously use the formula, process or device.

• Information that is developed and either abandoned or not yet in use is not 
eligible for trade secret protection.
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What are the Trade Secret Factors

• To determine if something is a trade secret, New York uses a six-factor 
balancing test:
– the extent to which the information is known outside of the business; 
– the extent to which it is known by employees and others involved in the business; 
– the extent of measures taken to guard the secrecy of the information; 
– the value of the information to the business and its competitors; 
– the amount of effort or money expended by the business in developing the information; 
– the ease or difficulty with which the information could be properly acquired or duplicated by 

others.

© 2023 Wilson Elser. All rights reserved.9

Famous Trade Secrets

• Coca Cola’s Formula 
– Between 1925 and 2011 the Coca-Cola’s Formula did not move from its vault. 

• The Colonel Sander’s Secret Recipe

– To maintain secrecy, half of the recipe is made by one supplier, the other half by another. 
– The original hand-written secret recipe is stored in a 770lb vault, incased in two feet of 

concrete, and under 24-hour video/motion detector surveillance.  
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Famous Trade Secrets (Cont.)

• The Formula for WD-40 
– So named because it was the 40th try by scientists in 1953 to come up with a “water 

displacement” formula for a rust-prevention solvent and degreaser for the aerospace 
industry. 

– The formulas and work that went into the preceding 39 attempts are also protected as 
trade secrets (just not in New York). 
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What Isn’t a Trade Secret?

Information about single event in the conduct of the business. For example:

• the amount or other terms of a secret bid for a contract 

• the salary of certain employees, or 

• the security investments made or contemplated, or 

• the date fixed for the announcement of a new policy or presentation of a new 
model or the like. 
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What Is A Trade Secret?  Who Can Answer that 
Question?  The Candy Man Can.

• The Willy Wonka Example

Willy Wonka & The Chocolate Factory, Copyright 1971 Paramount Studios
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Remedies: The Former Employee is Trying to Compete, 
Now What?

• Halt the Conduct- Preliminary Injunction & Temporary Injunction
– The standard to be met:

1. Likelihood of Success on the Merits (the factors are above);
2. Demonstration of “Irreparable Harm”
3. Balance of the Equities.

– Bond/security during pendency of the law suit
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Cautionary Tales on the Use of Non-Competes

• More States are considering legislative restrictions and even banning them, 
even before the Federal Trade Commission issued its recent proposed rule.

• The contentious debate about the use of Non-Competes – the “free market” 
vs. the right to protect a company’s investment

• Attorney General Investigations – The “Jimmy John’s’ Debacle”.
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Jimmy John’s Fast Food Debacle

• Jimmy John’s non-compete agreement prohibited former employees during 
their employment and for two years afterward from working at any other 
business that sells “submarine, hero-type, deli-style, pita, and/or wrapped or 
rolled sandwiches” within 2 miles of any Jimmy John’s shop in the United 
States

• Lawsuit was filed by Illinois Attorney General against Jimmy John’s. 

• Also in New York 

• Other states began to scrutinize the use of non-competes
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Federal Trade Commission (FTC): 
Proposed Rule on Non-Compete 

• On January 5, 2023, proposed a rule to ban non-compete agreements:
– Believes that it is an exploitive practice and suppresses wages, as well as innovation

– Based on a preliminary finding that non-competes constitute an unfair method of 
competition and therefore violate Section 5 of the Federal Trade Commission Act.

– The proposed rule applies to independent contractors and anyone who works for an 
employer, whether paid or unpaid

– Require employers to rescind existing non-competes and actively inform workers that they 
are no longer in effect.

– Does not apply to “Business Sale” non-competes.
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Federal Trade Commission (FTC): 
Proposed Rule on Non-Compete (cont.)

• President Biden mentioned it in his State of Union Address

• Business Groups plan to fight the proposed rule

• Is the proposed rule legal – what are the potential challenges?

• Will the proposed rule have a chilling effect on non-compete agreements?

• The full proposed rule can be found here:  
https://www.ftc.gov/system/files/ftc_gov/pdf/p201000noncompetenprm.pdf
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If you are an Employer, What Should you Do Now?:
1.  Confidentiality/Non-Disclosure Agreements

Confidentiality agreement or an “NDA”: restricts employee from disclosing 
certain information about the business

• Proprietary Information

• Return of documents; information; property

• The Doctrine of “Inevitable Disclosure”
– Allows a plaintiff to prove a claim of trade secret misappropriation by demonstrating that 

defendant's new employment will inevitably lead him to rely on the plaintiff's trade secrets.
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2.  Non-Solicitation Agreements

Non-solicitation agreements tend to fall into two categories: 

– (1) Agreements not to solicit employees of a company;
– (2) Agreements not to solicit clients/customers.

• Agreements not to solicit clients/customers operate similarly to non-
compete agreements. 

• Like non-compete agreements, a non-solicitation agreement to not solicit 
clients/customers should be negotiated to determine the restriction on 
scope, duration, and breadth.
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3.  “Non-Acceptance” Clauses

“Non-Acceptance” Clauses

What are they?

• In general, such a clause prohibits a former employee from ACCEPTING 
business from your customers, whether or not your ex-employee solicited or 
initiated contact with the customer.

• Questionable legality – some states allow them, others do not – Examples

• Privity of Contract issue.

• Simmons v. USI Ins. Servs., LLC (US. District Court for Middle Florida 2023)

- Very interesting recent case with many of the issues and concepts discussed here
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4.  Other Tactics

• Delayed Compensation Clauses

• Non-Compete “Bonuses”

• Multi-State “Riders” – Acknowledging the different state rules on non-
competes

© 2023 Wilson Elser. All rights reserved.22



3/16/2023

12

Real World Application: Practical Takeaways

• Establish a protocol to protect your Trade Secrets and stick to it (limit access; 
need to know; security protocols; passwords; locks; record instances of 
access by employee)

• Do a Trade Secrets “Audit”.

• Protect your Intellectual Property (Are key documents password protected?  
Digital watermarks?)

© 2023 Wilson Elser. All rights reserved.23

Real World Application: Practical Takeaways (cont.)

• Create and implement a Document Creation/Retention/Destruction Plan

• Decide How to Implement your Non-Compete/Non-Solicit/Confidentiality 
Agreements (In an employment agreement or separate?  At the beginning of 
employment relationship?  Bonus/Promotion)?

• Implement Training; Training Log; Benefits re-affirmation

• Update your Employee Handbook
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Real World Application: Practical Takeaways (cont.)

• Protect your Customer List

• The Severance Agreement “Opportunity”

• The “I’ll see you in Court!!” Option

• Not always pleasant, but sometimes necessary.
• If you don’t use it, you lose it!  
• Sometimes, a questionably enforceable non-compete/non-solicit/NDA will 

become “enforceable” by the mere threat/mere filing of litigation.
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Questions, Comments, Concerns?

• We are happy to answer any questions now, and we are always accessible 
by phone and email as well should you have questions in the future.

• Thank you for attending!
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