LioN BY DISTRICT JUDGE
Pl :
HOLMES

it concerns the claim of NanoMech, Inc,
This lawsuh“) that its former employee, Plaintiff Ary.
‘.NanoMGC violated the terms of a Non-Disclosure
ya suresh, «NDA”) and a covenant not to compete
o within her Employment Agreement. Nang-
contain® Arkansas-based research and development
Mech ls;?hat specializes in creating nano-technology
compan

roducts -« mplaint alleges that Suresh entered
P The “"’Sf e‘:,iif;l) NpanoMech on March 18, 2010,
into af’ It\lhe course of evaluating a potential employ-
when 11 £ ship with NanoMech. During these pre-
ment relam;ntalk s, Suresh received certain proprietary
emPIO)’mt(?jnnn_al information relating to NanoMech's
and c(.mﬁ eroc esses and their applications, and related
materials, f ns and strategies. Under the terms of the
business P 1 was required to hold “in trust and confi-
NDA’"ST:iSe re-employment disclosures for a period
dence’ t ear:;ﬁer the disclosures were made. .

giitrec Y h ultimately hired Suresh on March 22,

NanoMech u ;
ust four days after she signed the NDA. As a

2010,) of her employment as a Product Engineer/
Co-ndmofl ith NanoMech, Suresh executed an Em-
Tribologist W1 -
ployment Agreement on April 5, 2010. The Employ-
ment Agreement contained a covenant not to compete
that stated that for a period of two years after the
termination of Suresh’s employment, she could not
‘directly or indirectly enter into, be employed by or
consult in any business which competes with the Com-
pany.” The Employment Agreement did not define
what it meant to “compete with the Company;” nor did
itrestrict the covenant’s application to any particular
geographical area,

Asa Product Engineer for NanoMech, Suresh . . .
Y45 privy to NanoMech’s confidential and proprietary
Product concepts and prototypes, as well as research-
;\fla‘ed fep?rts prepared in order to attract funding for
p:]’;(;t’i:clsls suite of paten‘t-p‘ending nano-lubrication
"‘fihodoio uresh also had 1ns.1ght into the chemistries,

5 wagslets, @d formulations for NanoMech prod-
Miegry, - fained on the chemical aspects of nano-

dterials and manufacturing processes.

Ul'esh X
il j rfesllgned from NanoMech on May 2, 2012,

0rmip

\gthe Company that she planned to
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‘}‘JUrsie h.ight?r education for the next two to four years.
s-h.e. }[1 ac]ir 1le1: ‘:,0 S:resh's departur.e, it was discovered that
e accouar ed several emails from her NanoMech
il nt to a pc.:rsonal email account” These
! s & legedly contained “NanoMech’s confidential,
Proprietary and trade secret information . . ”

maLr; October of 2012, a member of NanoMech’s
_1agement team learned that Suresh was not pur-
_SUln“g_ higher education and was instead looking for a
Jr\(])b in a field of technology occupied by NanoMech”
O&?C;I:'ilech sent Suresh a letter reminding her of her
8ations pursuant to the NDA and covenant not to
::}(‘)m.pete, NanoMech later discovered after searching
1.e internet tha't Sur‘esh had accepted a job as an Ap-
p lcau.on Chemist with a company called BASF North
America (“BASF”), beginning in January 2013. The
amended complaint describes BASF as “a worldwide
chemical company whose portfolio of products in-
cll.xdes, among other things, equipment and engine |u-
bricants that compete directly with NanoMech’s nGlide
products, which are the subjects of a pending patent
application . .,

The claims for relief made in the amended com-
plaint are premised on NanoMech's assumption that,
in the course of Suresh’s employment as an Applica-
tion Chemist with BASE, she “will inevitably disclose
to BASE, if she has not already,” the formulation and
testing of the nGlide products. [T]here are three claims
for relief in the amended complaint. The first two are
for breach of contract due to Suresh’s alleged viola-
tions of the NDA and the Employment Agreement’s
covenant not to compete. The last claim is for a per-
manent injunction barring Suresh from disclosing any
of NanoMech’s confidential information and “from
employment with BASF for the remainder of the term
of the non-compete provision within the Employment
Agreement” * * *

A. Count I: Breach of NDA

The NDA that Suresh signed during pre-employment
discussions with NanoMech pertains to confidential
and proprietary information that was shared with
Suresh “solely for the purpose of evaluating a poten-
tial employment relationship,” from March 18, 2010,
the first possible date of disclosure, until March 22,
2010, the last possible date of disclosure and date




252  Part 6: Terminating Employment

h. * * * None of the
be exactly what
hat lim-
em-

Suresh was hired by NanoMec
pleadings submitted in this case descri
information was shared with Suresh during t
ited period of time when she was engaged in pre-
ployment talks with NanoMech. Instead, the amended
complaint states the type of information Suresh was
exposed to during her employment with NanoMech,
including research and development of nano-parti-
cle-based products, nano-integrated materials, and
specific manufacturing processes. Nevertheless, for
the purpose of evaluating Suresh’s motion for judg-
ment on the pieadings, the Court will assume that
Suresh acquired confidential, proprietary, Or trade se-
cret information about NanoMech and its particular
products during the five-day pre-employment period

covered by the NDA.

According to the plain language of the NDA, which
in the Court’s view appears to be a valid and binding
contract, it expired three years after March 22, 2010,
the last possible day that pre-employment disclosures
could have been made to Suresh before she was hired by
NanoMech. Therefore, the NDA expired on March 22,
2013 and is no longer in force. Suresh . . . began work
for BASE, NanoMech’s alleged competitor, in January of
2013 and was terminated on June 3, 2013. Therefore,
the NDA was applicable to Suresh’s employment with
BASE from January of 2013 to March 22, 2013.

Turning now to the issue of whether NanoMech
has stated a valid claim for a breach of the NDA, the
elements of a breach of contract claim under Arkan-
sas law are (1) the existence of a valid and enforceable
contract, (2) an obligation on the part of the defen-
dant, (3) a breach of that obligation, and (4) dam-
ages resulting from the breach. In considering these

elements, the Court finds that NanoMech has stated
sufficient facts to satisfy the first two. As for the third
element, which requires a showing that a breach of
a legal obligation occurred, NanoMech alleges that
Suresh (1) made “hundreds of copies” of unspecified
NanoMech documents, presumably with a photo-
copying machine, and (2) emailed certain confiden-
tial, proprietary documents concerning formulations
and testing results . . . .. Because NanoMech does not
plead facts to show that Suresh actually misused, di-
vulged, or otherwise misappropriated confidential
information covered under the NDA, NanoMech is
reduced to arguing that Suresh “will inevitably dis-
close [to BASF] NanoMech’s confidential, proprietary
or trade secret information based on the nature of her

work in the field of chemistry.”

: “In general, damages rec.overable for breacm
ract are those damages which would place the j SRl
party in the same position as if the contract h‘nlured
been breached.” “Although recovery will not be Zd r'lol
merely because the amount of damages is hard Fmed
termine, damages must not be left to speculatio: de-
conjecture.” Here, NanoMech does not contend ?;]nd
it has suffered any losses attributable to Suresh‘t i
leged breach of the NDA. * * * However, Nanol\z i
attempts to salvage its claim by arguing that pursueCh
to the “inevitable-disclosure doctrine” . . . this Coam
should find it sufficient for pleading purposes t}l:rt
Suresh’s job as a chemist for NanoMech's Compem:t
made it “inevitable” that she would disclose Nanoi
Mech’s confidential information in the course of her
new employment.

As a preliminary n.1atter, the Eighth Circuit has nej-
ther accepted nor rejected the inevitable-disclosure
doctrine, and the Arkansas Supreme Court has only
theoretically approved of the doctrine’s use in the lim-
ited context of issuing temporary, emergency relief for
certain violations of the Arkansas Trade Secrets Act.
The Trade Secrets Act may be violated through either
an actual or threatened misappropriation. * * *

A search of the relevant case law reveals that there
is no precedent for applying the inevitable-disclosure
doctrine as NanoMech describes: to infer or impute po-
tential losses in a breach-of-contract action. The doc-
trine has only been applied in Trade Secrets Act cases,
particularly where plaintiffs have alleged the “threat-
ened misappropriation of trade secrets,” a discrete vio-
lation of the Act that is inherently speculative in nature.
* % * By contrast, NanoMech asks the Court to assume
that Suresh must have misused confidential informa-
tion because she emailed certain documents to her per-
sonal email account and at some point went to work for
NanoMech’s competitor. These facts, as alleged, are in-
sufficient to show that an actual loss or damage flowed
from Suresh’s breach. * * *

Therefore, NanoMech’s claim for breach of the NDA
will be dismissed for failure to state sufficient facts to
show that the breach resulted in damages. Dismissal
will be without prejudice to NanoMech’s right to bring
a future, non-speculative claim for a breach of the NDA
if facts supporting such a claim materialize prior 0 the

expiration of the statute of limitations.

B. Breach of Non-Compete Agreement

... NanoMech alleges that Suresh breached a clause
in her Employment Agreement . . . that contained 2
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coven? ot compete with NanoMech for o eri
of tWO ears following her separation from thp W
s general, coven.ams not to compete in ee g
ment contmc‘ts are dnst:rvored under Arkansas ]mp10y-
s are subject to stricter scrutiny than h Ao
ected with a sale of business. In order for 0se con-
ote agreement to be valid, three fequire; non-com-
be met: (1) the covenantee must have a val'edn.ts aaust
{0 protect, (2) the geographical restriction id interest
overly broad, and (3) a reasonable time Jj must not be
imposed. mit must be
NanoMech concedes that the covenant

pete that 15 embedded in the EmPloYmentn;\);rt:e::m-t

en

fails to include a geographic restriction and i
rohibits Suresh from working anywhere f instead
ness that competes with NanoMech r; or any busi-
NanoMech maintains that under Ark';l T
compete agreements that lack geo e la“f’ o
) geographic restrictio

are still enforceable. In support of thi e
NanoMech cites to Girard v. Rebsamen Ils )

any, a case in which the Ark SeAn g Sonk
held that a non- o Dok ppeal
; compete agreement that prohibited an
insurance salesman from soliciting or accepting busi-
ness .from cuetomers whose accounts he serviced at
the time of his termination was reasonable under the
circumstances, even though the covenant contained no
geographic limitation.

The Girard case does not apply here, as it is an
exceptional, fact-driven case in which a non-compete
agreement without a geographic restriction was
Jdeemed enforceable. The Arkansas Supreme Court...
discussed the implications of Girard and noted that,
despite the lack of geographic restrictions in Girard’s
non-compete agreement, it still permitted him to ac-
cept business from 95% of the overall insurance mar-
ket and 80% of the customers of his former employer’s
office. The covenant did not, therefore, unreasonably
restrict Girard’s ability to work and make a living in a
particular industry or across a geographic area. Instead,

the covenant’s restrictions were customer-specific.
NanoMech’s covenant not to compete is more like
the covenant in the case of Bendinger V. Marshalltown
Trowell Co., which the Arkansas Supreme Court found
to be unenforceable. Like Girard, the covenant in
Bendinger contained no geographic restriction; how-
ever, unlike Girard, the covenant in Bendinger was not
customer-specific but instead prohibited Bendinger

from working for any company that his former em-
ployer considered 2 “competitor” * * * The Bendinger

court opined:

Ma:shall!own defines “con
i the trowel

industry that is i
Marshalltown for salei in bl e

i the United States,
- , regard-
f where that company is located.” 1\Iarslmlﬁown

suggests th

agreement‘::i:jlel;‘se (.)fthe NordEompatior;in i

graphic re.srrictl i e"d".’g" Wpies sufficient geo.

it 10:4 which this court should uphold,

il 6 ! arshalltown wishes to define it is

ey nr t 'le covenant, and we are unable to
estrictive covenant to supply it. * * *

petitor” as “any company

el NI Sl
S e s which competes” in NanoMech’s
L greement to be vague and undefined.
: greement does not supply a sufficient
t8]:0,‘;raphrc restriction for the non-compete clause, and
toecﬁfil;;t‘ia::ish teheBzertiority to rewrite the covenant
that matter—woulid —I\(I)r o Oth’er gty o
s COmmeet ! anoMechs definition of a
, petes” against NanoMech. Nano-
Mechs covenant is so overbroad that it cannot even be
interpreted to mean that it has a nationwide limitation.
Indeed, NanoMech goes so far as to suggest in its brief
to the Court that the covenant not to compete could be
enforced against Suresh “around the globe,” and that
“[a]ny geographic restriction within a non-compete
agreement with the Defendant would not sufficiently
protect NanoMech’s intellectual property”

NanoMech's covenant not to compete is unreason-
able and contrary to public policy because it prevents
Suresh from working anywhere for a two-year period
for an undefined set of “competitors” of NanoMech. ...
[T]his Court finds that the phrase “any business which
competes” to be unenforceable, and no cause of action
exists for a breach of an unenforceable contract. This
claim will be dismissed with prejudice.

C. Permanent Injunction

.. NanoMech requests a permanent injunction “bar-
ring Suresh from employment with BASF for the re-
mainder of the term of the non-compete provision
within the Employment Agreement, and enjoining her
from disclosing any of NanoMech’s confidential infor-
mation” As discussed previously, the covenant not to
ined in the Employment Agreement is
unenforceable, so the Court will not issue an injunction
to enforce the terms of the covenant. With regard to
NanoMech’ request for an injunction barring Suresh'’s
disclosure of NanoMech's confidential information,
either pursuant to the NDA or the “Confidential

compete conta

s



Information” provision of the Employment Agreement,
the legal requirements for the issuance of a permanent
injunction are: (1) a threat of irreparable harm, (2) that
the harm outweighs any injury which granting the in-
junction would inflict on other parties, (3) a likelihood
of success on the merits, and (4) that the public interest
favors the injunction.

First, the Court does not find that NanoMech
has made a showing of irreparable harm. Suresh is
no longer employed by BASF and has, in fact, filed
a counterclaim against NanoMech in these proceed-
ings, in which she maintains she was fired from BASF
because of NanoMech’s acts taken during the course
of this lawsuit. Second, NanoMech alleges no facts
that state that Suresh has actually disseminated or
misappropriated NanoMech’s confidential or propri-
etary information. * * *

The Court finds that, to the extent NanoMech re-
quests a permanent injunction barring Suresh’s future
dissemination of proprietary information to a potential
employer, the threat of irreparable harm occasioned by
a future breach of contract does not justify injunctive
relief. * ** The Court is not convinced that any actual
or threatened disclosure of confidential information
occurred, and therefore, the possibility of its occurrence

in the future is too remote to justify injunctive relief. If
NanoMech is able to bring a valid claim for breach of
contract against Suresh in the future, injunctive relief
may then be warranted. Until then, however, the Court
will deny without prejudice NanoMech’s request for
permanent injunction for failure to state a claim. ***

CASE QUESTIONS

1. What were the legal issues in this case? What did the
court decide?

2. What did the Nondisclosure Agreement (NDA) call
for? Why did the former employer claim that the
agreement was breached by the former employee?
Why does the court disagree?

3. What did the Noncompetition Agreement call for?
Why does the court conclude that this agreement is
unenforceable?

4. This decision mentions in passing that the former
employee was terminated by her new employer and
is suing Nanomech for this. What do you think
happened here? How does the existence of restric-
tive covenants complicate post-employment life
for both the former employee and prospective new
employers?

5. What should Nanomech have done differently?




