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Introduction

It has been 18 years since the Michigan leg-
islature adopted the Uniform Trade Secrets
Act, MCL 445.1901 et seq ("MUTSA"). Before
the adoption of MUTSA, Michigan courts
looked to the common law, as reflected in
the Restatement and Michigan precedent, to
define trade secrets and to distinguish infor-
mation that may be protected from misuse,
whether under an agreement or through a
tort action, from “general knowledge” that
is owned by an employee and is his or her
property.

We are also approaching the 31" anniver-
sary of MCL 445.774a, part of the Michigan
Antitrust Reform Act (MARA), MCL 445,771
et seq., which clarified that noncompetition
agreements entered into after March 29, 1985,
are legal under certain circumstances, Since
at least 1984, the law in Michigan has dis-
tinguished noncompetition agreements that
seek to protect an employer’s legitimate busi-
ness interests from those that would unfairly
impose on an employee’s “general knowl-
edge and skills.”

The line between trade secrets, confiden-
tial information, legitimate business inter-
ests, and general knowledge and skills is of
critical import to both of these areas of the
law. Beyond the academic issue, they are also
vitally important questions, on one hand, to
businesses that seek certainty in their busi-
ness dealings with employees and other re-
cipients of (what they believe to be) confi-
dential information, and, on the other hand,
employees and other “recipients” of such
information, who may find their rights to
employment in their chosen field or to com-
pete unexpectedly eliminated, limited, or re-
strained.

The reality, however, is that the line be-
tween these various legal categories is any-

thing but well-defined. This has been rec-
ognized throughout the country,' and the
elusiveness of clear definitional boundaries
has led courts and commentators to opine
that each case turns on its own facts.? What
is not often recognized is that the failure to
establish bright lines and a default to a case-
by-case fact-bound inquiry itself has a sig-
nificant effect on the handling of these cases
in the judicial system and on both the busi-
nesses and employees who are subject to this
ill-defined area of the law.

This article will survey Michigan court
opinions that have sought to define these
overlapping legal categories and to review
corresponding efforts outside of Michigan.
This article will also raise questions about
how the law is being applied and what its
true impacts are on those subject to it.

The Genesis of Michigan's
Definitions

The Michigan Supreme Court began taking
up these issues in its infancy. As the court
first struggled with the rights that existed at
common law, its exploration into the roots
of certain rights also served to provide early
definitions for various doctrines.

In 1875, the Supreme Court was faced
with the validity of a noncompetition agree-
ment made as part of the sale of a business.* In
upholding the agreement, the court framed
some of the objections to validity.

It is said, however, that the public is a

third party in such cases, and that the

public is concerned to prevent such
contracts, because:

1. They tend to prevent competition,
which the public interest favors;
and
They deprive the state of the ser-
vices of a citizen by binding him to
jdleness or emigration.*

[
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Parsing largely English opinions, the
Supreme Court upheld the covenant under
a basic theory of respect for contract: “And
it may well be asked, who in general are the
best judges of these circumstances, the par-
ties concerned, who have an interest in mak-
ing them the subject of their contracts, or the
courts, who can obtain of the circumstances
only such partial and unsatisfactory views as
conflicting and imperfect evidence can give
them?"*

Later, it was recognized that the ability
to impose restrictions upon employees arose
both out of contract {(whether express or im-
plied) or out of a duty of loyalty. Both of
these strands of thought can be seen in early
Michigan jurisprudence in the trade secrets
context.’

Here processes and machinery have

been invented which the owners

believe would be of great value to

them if they could be used upon a

large scale. To use them upon a large

scale required the employment of a

number of persons, to some of whom

some of the secrets of the business
and the machinery must be disclosed.

If these secrets were disclosed to oth-

ers, who might use them to establish a

business of like character, they would

cease to be valuable to the owner. Is
there anything unreasonable in enforc-
ing an agreement that such secrets
shall not be disclosed by the employé?

It has been repeatedly held that con-

tracts for the exclusive use of a secret

art are not in restraint of trade, for the
public has no right to the secret. See

Taylor v. Blanchard, 13 Allen, 372, and

cases cited; Cloth Co. v. Lorsont, L. R,

9 Eq. 345. We cannot see how it can

be against public interest to allow an

employer to make such conditions of
employment with his employés as will
give him the fullest protection to his
property right in his process or inven-
tion, and at the same time enable him
to employ a great many employés in
its production. To enable one to do
this would be a benefit to the public in
many ways. It would secure employ-
ment to more persons than would oth-
erwise be employed, and a larger out-
put would be made of a useful article.

The evidence discloses that it does not

require a man of special skill to do the

work done by defendant when in the

employ of the predecessors in business

of the complainants, To restrain him

from making use of what he has not

discovered is not an injustice to him,
and does not abridge his right to work
along those lines which would not be
harmful to those to whom he has sus-
tained a position of confidence. It is to
the advantage of both parties that such
acontract should be allowed. By means

of it the defendant secured employ-

ment which he could not have secured

without it, and at the same time his
employers were secured against com-
petition which might be ruinous.*

But outside of the trade secret misappro-
priation context, a statute” prohibiting re-
straints of trade blocked general enforcement
of noncompetition agreements or injunctions
accomplishing the same thing. [n Grand Uiion
Ten Co v Dodds™, the court upheld an injunc-
tion against a former employee’s use of a
misappropriated customer list, but, based on
the statute, struck down the broader portion
of the trial court’s order that had restrained
“defendant from soliciting any one to pur-
chase his wares, notwithstanding he may
remember that they were his patrons while
he was employed by the complainant.”" In
upholding that statute against constitutional
challenge, the Supreme Court presaged the
eventual evolution of Michigan law:

Originally, at the common law, all con-

tracts in restraint of trade were held to

be invalid as against public policy. But
considerations of public policy vary
with the times and the progress of civi-
lization, and contracts in restraint of
trade have been very much limited by
decisions of the courts and by statutes,
and 'A doctrine has been introduced
in some of the later cases, both English
and American, which may be called
the doctrine of the reasonableness of
the restraint.’ 9 Cyc. 529. The history of
the doctrine indicates that it has been,
from the beginning, a proper subject
for legislative consideration, and only

in case of a clear violation of constitu-

tional rights ought the courts to inter-

fere with legislative discretion."

As for the definition of trade secrets, it
evolved slowly and, arguably, consistently
with the rate of actual “secrets” utilized in
business, Trade secrets were originally de-
fined in contradistinction to patents: “An
inventor, desiring to secure to himself the
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fruits of his invention, has two courses open
to him: First, to patent the same, thus secur-
ing an absolute monopoly for a limited time;
or, second, to keep his invention a secret, by
which means he gets an imperfect monoply
[sic] for an indefinite period.”" But the defi-
nition of a trade secret remained very gener-
al: “ A secret is something known only to one,
or a few, and kept from others; anything hid-
den from general knowledge or observation;
something not to be told.”" The law moved
slowly from there. In Glucol Mfg Co v Schul-
ist, the court provided this definition, which
also distinguished more normal course “con-
fidential” information:
The term “trade secret,” as usually
understood, means a secret formula or
process not patented, but known only
to certain individuals using it in com-
pounding some article of trade hav-
ing a commercial value, and does not
denote the mere privacy with which
an ordinary commercial business is
carried on.
It is a “plan or process, tool, mecha-
nism, or compound known only to its
owner and those of his employees to
whom it is necessary to confide it.”"*
In Manos v Melfon, the Michigan Supreme
Court set forth further guidelines:
[T]his Court has also recognized that
the law does not provide protection
for knowledge which is common prop-
erty in the trade, or for an idea which
is well-known or easily ascertainable.™
Eventually, the Restatement (First) of
Torts, §757 gained wide recognition in Mich-
igan.” First published in 1939, the Restate-
ment tracked the increase in so-called “con-
fidential” business information and drew a
relatively bright line between “trade secrets”
and “confidential information.” On one
hand, there were trade secrets:
It differs from other secret informa-
tion in a business (see § 759) in that it is
not simply information as to single or
ephemeral events in the conduct of the
business, as, for example, the amount
or other terms of a secret bid for a con-
tract or the salary of certain employees,
or the security investments made or
contemplated, or the date fixed for the
announcement of a new policy or for
bringing out a new model or the like.
A trade secret is a process or device
for continuous use in the operation of
the business. Generally it relates to the
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production of goods, as, for example, a

machine or formula for the production

of an article. It may, however, relate

to the sale of goods or to other opera-

tions in the business, such as a code for
determining discounts, rebates or other
concessions in a price list or catalogue,

or a list of specialized customers, or a

method of bookkeeping or other office

management.™

On the other hand, the Restatement also pro-
vided in §759 that “[o]ne who, for the pur-
pose of advancing a rival business interest,
procures by improper means information
about another’s business is liable to the other
for the harm caused by his possession, dis-
closure or use of the information.”

Examples of information, other than

trade secrets, included in this Section

are: the state of one's accounts, the
amount of his bid for a contract, his
sources of supply, his plans for expan-
sion or retrenchment, and the like.

There are no limitations as to the type

of information included except that it

relate to matters in his business. Gen-

erally, however, if the improper dis-
covery of the information is to cause

harm, the information must be of a

secret or confidential character. Thus,

if one freely gives full information

about the state of his accounts to trade

assaciations, credit agencies or others
who request it, the possession, disclo-
sure or use of the same information by
one who procured it through improp-

er means can hardly cause him harm.

On the other hand, if one has a closely

guarded trade secret, another’s discov-

ery of it may reduce its sale value even
before any other disclosure or use is
made of the secret, "

The evolution—in just a few short de-
cades —from defining “trade secrets” in only
the most general terms to more elaborate def-
initions with a hierarchy of information and
concomitant protections reflects and tracks
the industrial revolution and the increased
role of ideas and information in the econo-
my. However, the reality remained that trade
secret cases were fairly rare; the Supreme
Court addressed the issue only four times
between 1939 and 1984 (the plaintiff lost each
time).” And given that Michigan law pro-
hibited noncompetition agreements, it was
largely unnecessary for the courts to work to
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better delineate “confidential information”
from “trade secrets.”

From Folmer/Hayes-Albion to
MUTSA

The Supreme Court’s opinions in Folmer
and Hayes-Albion, delivered on Decem-
ber 28, 1984, summarized, modernized,
and advanced Michigan law on these top-
ics. At the same time, the loose definitions
employed in these opinions set the table for
much confusion moving forward, especially
once noncompetes became legal and many
hitherto “regular” jobs became drenched in
information and data.

In Hayes-Alhion, the Supreme Court ad-
dressed the definition of a “trade secret” and,
while citing to the Restatement, immediately
departed from it. Noting that the Restate-
ment “provides useful guidelines that have
been widely adopted,” the court also stated
that earlier “guidelines” from the court re-
mained “valid, and may be relied upon in
appropriate circumstances.” The court went
on to state (with its own emphasis) that, “1f a
secret process is involved, a plaintiff is entitled
to the protection provided trade secrets....”?
This clearly corresponds to the Restatement’s
distinction between a trade secret involving
a pracess as opposed to “information as to
single or ephemeral events.” Yet, the court
went on to hold, in the very same paragraph,
that “[s]pecific information regarding resolu-
tion of the problems of particular customers
is a trade secret,” which does not sound very
much like a “process” at all.

At the same time, in Folmer, the court es-
tablished broad principles for protection of
confidential information not quite amount-
ing to a trade secret. The court’s key holding
is contained in two sentences supported by
five foomotes, but most of those citations are
to authorities outside of Michigan, and it is
not hyperbole to note that this formulation
of Michigan law was imported almost i toto:

While an employee is entitled to the

unrestricted use of general informa-

tion acquired during the course of his
employment or information generally
known in the trade or readily ascer-
tainable, confidential  information,
including information regarding cus-
tomers, constitutes property of the
employer and may be protected by
contract. Even in the absence of a con-
tract, an employee has a duty not to use
or disclose confidential information

acquired in the course of his employ-

ment. Such information is often treated

as a “trade secret”.®

Shortly on the heels of these opinions,
the legislature modified the law permitting
reasonable noncompetition agreements, and
that law was applied consistent with the pre-
cepts espoused in Foliner. While that legisla-
tive change resulted in an explosion in the use
and litigation of noncompetes, the following
30 years have not brought any greater clar-
ity to the definitional issues. Folmer set broad
poles: on one hand, “general information
acquired during the course of his employ-
ment or information generally known in the
trade or readily ascertainable” is fair game,
although no guidance is given on how to de-
fine terms like “general information.” At the
same time, confidential information became
defined by its value rather than by its inher-
ent qualities: “An employee who possesses
confidential information regarding a client is
in a position to exploit that information for
the purpose of obtaining the patronage of the
client after leaving his employer’s service.”*!

Ina world in which ideas and information
more and more saturated the work place,
increasingly the employee was a repository
of some of that information in the course of
his or her normal work day, and, as a result,
employers perceived their employees, even
lower level ones, as essentially vessels of
company information, forever ready to walk
out the door and threaten the business. The
balance irrevocably had shifted from a work-
place dominated by labor to a workplace
dominated by information. While the demar-
cation between trade secrets and confidential
information became less relevant (and less
distinct, as discussed below), the line be-
tween confidential information and general
knowledge and skills should have become
more important.

The breadth of what the court did in Fol-
mer deserves appreciation. It took an incred-
ibly broad swath of information and autho-
rized companies to sue employees to prohibit
their use of it following their employment or
to enforce noncompetition agreements. The
combination of the breadth of Fofmer and the
modification of the Michigan statute expo-
nentially expanded the ability of employers
to limit what their ex-employees did in the
marketplace, At the same time, the fuzzy defi-
nitions inevitably led to fact-bound inquiries,
with the employer claiming nearly anything
of value in the business constituted protect-
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able information while the employee argued
just the opposite. If one then factors in the
well-documented procedural aspects of the
judicial process—namely, its expense—the
vicissitudes in Michigan law would appear,
at first blush at least, to favor the employer/
business.

Various developments since 1984 have
not much moved the needle in terms of
greater clarity. MUTSA was adopted in 1998
and defined trade secrets as:

“Trade secret” means information,
including a formula, pattern, compila-
tion, program, device, method, tech-
nique, or process, that is both of the
following:
(i) Derives independent economic
value, actual or potential, from not
being generally known to, and not
being readily ascertainable by prop-
er means by, other persons who can
obtain economic value from its disclo-
sure or use,

{ii) Is the subject of efforts that are rea-

sonable under the circumstances to

maintain its secrecy.”
Noticeably missing from this formulation
was the original line drawn in the Restate-
ment between a “process” and “single”
information. Courts in other UTSA states
have held that the UTSA purposively altered
this restrictive requirement.”

Another noticeable aspect of MUTSA is
section 7, which purports to displace any
conflicting common law causes of action.
The majority of jurisdictions have held that,
therefore, there is no common law protection
provided to “confidential information” not
rising to the level of a trade secret {although
confidential information may be protected
by contract).* While one federal court opin-
ion applying Michigan law ruled this way,”
other recent decisions from both federal dis-
trict courts in Michigan indicate that this ra-
tionale may not be followed.™

The latest effort to draw these lines is the
Restatement (Third) of Unfair Competition
(RUC), first published in 1995, and recently
adopted by the Sixth Circuit Court of Ap-
peals (albeit in a case applying Texas law,
but nevertheless telling, perhaps, of future
consideration in Michigan cases as well).”
The RUC purports to define trade secrets
in line with the UTSA™ and recognizes the
abandonment of the “continuous use” re-
quirement of the prior Restatement formu-
lation, but notes that Restatement (Second)
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of Agency § 396 “protects both trade secrets
and “other similar confidential matters’ from
unauthorized use or disclosure following
the termination of an agency relationship.” "
The RUC continues the fact-bound paradigm
for distinguishing trade secrets from general
skills and knowledge: “Whether particular
information is properly regarded as a trade
secret of the former employer or as part of
the general skill, knowledge, training, and
experience of the former employee depends
on the facts and circumstances of the particu-
lar case.”™

This standard was applied by the Sixth
Circuit to three sets of information taken by
a sales employee to his new employer that
was also a competitor: (1) an account-by-ac-
count breakdown of his sales at the former
employer; (2) 46 orders made on behalf of his
former employer but then converted to his
new employer; and (3) “his knowledge of his
former customers’ prescribing habits, sched-
ules, and contact information” to introduce
new employer’s representative to these cus-
tomers. For this last category, the court found
it probative that the employee admitted it
could take six months for a sales person “to
acquire his level of detailed knowledge about
a surgeon.” For all three categories, the Court
of Appeals reversed the trial court, which
had conducted a bench trial, and had entered
judgment for plaintiff. None of these three
categories of information is crystal clear; for
example, the first and third categories are
arguably equally available from the actual
customer and thus not truly confidential in-
formation. Yet, it took a case to go to a full
trial, and through an appeal, for the courts
to get the facts into the right legal box. And
the underlying facts demonstrate that while
employees are regularly required to sign
broad confidentiality agreements without
any real ability to bargain over the language,
the courts will heavily defer to the contract
rather than make hard calls as to what is, in
fact, confidential information.

Do Definitions Matter?

The definitional issue is of interest on various
levels. The main issue is the ascendancy of
“information” as saturating the employment
environment and thus giving rise to con-
stant claims of ownership by the employer.
Clearly it is easier to distinguish between the
general skills and knowledge of a blacksmith
and a discrete formula for an alloy than it is
to distinguish between the general skills and
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knowledge of an engineer who has spent her
entire career in the design of transmissions,
from information belonging to her employ-
er—in such a case, given the abundance of
inchoate ideas and information, one cannot
readily distinguish between “general skills”
and “confidential information.”" Thus, while
courts initially showed some hesitation to
recognize claims by employers to informa-
tion that cannot be easily segregated from
the general skill and knowledge of former
employees,” the explosion in “information”
in the workplace has shifted the balance
toward the employer. The fact that many jobs
have become more specialized over time in
our technology-focused culture only exacer-
bates the problem.

This has led to two results. First, courts
have leaned over time to include more and
more information under the tent of protect-
able information. Thus, the amount of infor-
mation known by our transmission engineer
is more and more characterized as property
belonging to the employer rather than the
general skills of the employee, resulting in a
situation where the employee can be easily
barred under a noncompete agreement from
pursuing her life-long professional career for
a competitor. Second, even in the absence of
a noncompete, employers use the court sys-
tem to sue first and prove misappropriation
later, and, in the process, shift the de facto
burden to the employee, who must engage in
expensive and prolonged litigation without
an easy path to early resclution or a narrow-
ing of the issues.

Another issue implicated by this area of
the law is the role of the court as policy mak-
er. Although our Supreme Court often speaks
against perceived judicial activism,” the
evolution of Michigan law discussed briefly
herein makes clear that how courts handle
these issues—Dboth in terms of establishing
substantive principles but equally in terms
of the process for adjudicating claims—can
make a tremendous difference in the shift-
ing of rights and burdens among constituent
groups. And clearly there is room for debate
as to whether some of the basic principles
that allow for relatively easy lawsuits and
enforcement of noncompetes continue to be
good policy. For example,

It has been contended...that the Sili-

con Valley phenomenon of high labor

mobility and rapid diffusion of new
technology occurred in California,
rather than elsewhere, for two reasons.

First, California’s restrictive law of
trade secrets was not enforced as it is
written. Second, California’s flat pro-
hibition on post-employment restric-
tive covenants was enforced exactly as
written.™

This broad question—do non-competes
and loose definitions of confidential informa-
tion help or hurt our overall economy?—is
not one easily answered. Recent media at-
tention to noncompetes being used for sand-
wich makers' has led some to recognize that
the agreements may be over-used, and a re-
cent study suggested that noncompetes hurt
Michigan’s economy.® While the courts do
not make (most of) the law in this area giv-
en statutes, they do greatly dictate how the
balance swings between employers and em-
ployees in these cases, and they have rcom to
define undefined terms since judges are not
impervious to recognizing the forces going
on around them in the economy.

It is beyond the scope of this article to de-
liver a panacea for these issues. But recogni-
tion of the facts on the ground must reckon
with the fact that the combined effect of in-
definite rules and an expensive judicial pro-
cess greatly favor those with the means to
engage in time-consuming litigation. Such a
process is clearly not only a detriment to the
traditional employee, who is disadvantaged
in such a contest, but also business. Busi-
nesses seek and desire certainty in the rules
of commerce, and the law itself benefits from
clarity. As noted by Justice Scalia:

[A]nother obvious advantage of estab-

lishing as soon as possible [clear and

definite rules]: predictability. Even in
simpler times uncertainty has been
regarded as incompatible with the

Rule of Law, Rudimentary justice

requires that those subject to the law

must have the means of knowing what

it prescribes. [...] As laws have become

more numerous, and as people have

become increasingly ready to punish
their adversaries in the courts, we can
less and less afford protracted uncer-
tainty regarding what the law may
mean. Predictability, or as Llewellyn
put it, “reckonability,” is a needful
characteristic of any law worthy of the

name. There are times when even a

bad rule is better than no rule at all.”

This lack of definition and recognition of
expense has led some courts to consider bi-
furcating cases in various ways, including re-

17

Another issue
implicated

by this area
of the law is
the role of
the court as
policy maker.



18

quirements that plaintiff first specify in some
detail its purportedly misappropriated trade
secrets.

As noted by another court, “Trade

secret cases present unique and diffi-

cult problems with respect to the tim-
ing and scope of discovery.” Much of
this difficulty arises from the compet-
ing policies found in trade secret cases.
To deal with these difficulties courts
have adopted a number of different
approaches. For example, some courls
have bifurcated discovery so that dis-
covery of non-confidential information
takes place first, followed by the discov-
ery of the confidential information that
forms the basis for a plaintiff's trade
secret claim. In contrast, other courts
have ordered simultanecus discovery

of trade secret information. What is

apparent from the various approaches

is the fact that what may be the proper

approach in one case is not the proper

approach in another. “Unfortunately,
there is no talismanic procedure the

Court may apply in order to obtain the

best result in any given case.”*

The practical problem remains that taking
up these issues, and determining the correct
approach on a case-by-case basis, requires
significant resources of the parties and rolled
up sleeves by judges facing significant case
administration demands. In this vein, it is
possible that, at least in the federal courts,
the recent changes to the Federal Rules of
Civil Procedure with the focus on “propor-
tionality” of discovery will lead to continued
active case management, but that is hardly a
complete answer and of no help at all to state
courts burdened with (typically) higher case-
loads and less staff support. Perhaps brighter
lines drawn by the courts, tighter discovery,
and early evidentiary hearings, rather than
relying on yesteryear's paradigm of letting
each case turn on its own facts, would assist
the courts and atlow all litigants to realize
significant benefits.
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