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The Changing Face

Of Noncompetition and Nondisclosure Covenants

he continuing war between the Texas Supreme

Court and the Texas Legislature over what con-

stitutes an enforceable covenant not to compete
reached its peak in Travel Masters, Inc. v. Star Tours,
Inc. (827 S.W.2d 830 (Tex. 1991)), in effect slamming
the judicial door on all noncompetition covenants in
traditional at-will employment relationships. In June
1993, the Texas Legislature fired the next volley by
amending the Covenant Not to Compete Act to: (1)
specifically mention contracts at will, and (2) to pre-
empt all existing common law concerning criteria for
enforceability, and procedures and remedies utilized in
an action to enforce a noncompetition covenant. The
supreme court’s latest retort, Light v. Centel Cellular
Co. of Texas (37 Tex. S. Ct. J. 838 (June 2, 1994)),
finally concedes the legislature’s occupation of the
field, while providing welcome and definitive stan-
dards for what is and what is not “ancillary to an other-
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wise enforceable
agreement.” Before
assessing the latest
developments,
however, it is help-
ful to take a look at
the cataclysmic
changes in this area
of the law over the
last decade.

Historical
Summary:
Pre-1987

Prior to 1987, a long line
of Texas judicial opinions
had established that an
agreement not to compete is
a restraint of trade, and
therefore unenforceable on
public policy grounds unless reason-
able. See, e.g., Frankiewicz v. National
Comp Associates, 633 S.W.2d 505, 507
(Tex. 1982), Weatherford Oil Tool Co.
v.Campbell, 161 Tex. 310, 340, S.W.
2d 950, 951 (1960). This rule of rea-
sonableness was applied by the Texas
courts on a case by case basis, both in
employment and non-employment con-
texts, such as sale of a business and its
good will. The Texas Supreme Court
had also developed a second criterion,
viz., that any contract in restraint of
trade must be “ancillary to and in sup-
port of another contract.” (Justin Belt
Co., Inc. v. Yost, 502 S.W.2d 681, 683
(Tex. 1973).) This notion was, in turn,
based upon the principal that consider-
ation must be given for a restrictive
covenant. (Garcia v. Laredo
Collections, Inc., 601 S.W.2d 97, 98
(Tex. Civ. App. — San Antonio 1980,
no writ).) In deciding the reasonable-
ness of a noncompetition covenant, the
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courts applied a three prong analysis:
(1) Was the limitation of the covenant
as to time “reasonable”; (2) Was the
limitation as to territory “reasonable”;
and (3) Was the limitation as to scope
of activity “reasonable”?' Utilizing
their equitable powers, the courts
enforced these “reasonable” restraints,
not by voiding offending covenants,
but by reforming them where necessary
to bring them into compliance, based
on the evidence. Where the three areas
of inquiry were reasonable, they were
usually enforced.? Unless the public
interest was directly involved, as in
antitrust cases, reasonableness was
determined in light of whether the
covenant imposed upon the employee
“any greater restraint than necessary to
protect the business and good will of
the employer.”® Prior to the Hill deci-
sion, the nature and sufficiency of con-
sideration supporting a noncompetition
covenant was not an issue, as long as
the covenant was ancillary to and in
support of an otherwise valid contract,
(Justin Belt Co., 502 S.W.2d at 684.)

The Advent of Hill v.
Mobile Auto Trim

In an abrupt departure from pre-
dictable standards already laid down
for noncompetition covenants, Hill v.
Mobile Auto Trim, Inc. (725 S.W. 2d,
168 (Tex. 1987)), gave birth to a new,
four-part “reasonableness” test. In
place of the former ancillary-to-agree-
ment, reasonableness of duration-terri-
tory-scope test, the court engrafted
requirements that a noncompetition
covenant be: (1) necessary to protect a
legitimate interest of the promisee e.g.,
business good will or trade secrets; (2)
reasonable as to restraints on time, ter-
ritory and activity, so as not to oppress
the promisor/employee; (3) non-injuri-
ous to the public; and (4) supported by
valid consideration from the employ-
er/promisor.

The four criteria delineated in Hill
did not, at first blush, seem to do other
than restate prior law in more specific
terms. The significant aspect of Hill
that departed from nearly a century of
common law was its emphasis on the
consideration, or lack thereof, support-
ing the covenant. The court’s preoccu-
pation with this issue is apparent in its
question, “What value did Mobile give
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in exchange for Hill’s promise not to
compete?™ The court went on to dis-
cuss the fact that plaintift Hill already
possessed specialized training and
knowledge prior to his franchise agree-
ment with Mobile, and that no evi-
dence was adduced by Mobile of its
trade secrets, which allegedly provided
consideration. In its frenetic attempt to
point up the absence of consideration,
the court finally opened the Pandora’s
box that it would take four years to
shut, by adopting the “common call-
ing” test. It elucidated the test thusly:
“Covenants not to compete which are
primarily designed to limit competition
or restrain the right to engage in a com-
mon calling are not enforceable.”

As noted by Justice Gonzalez in his
dissent, the practical effect of Hill was
to allow an erstwhile employee who is
engaged in a “common calling” to
divert customers of his former employ-
er in disregard of a contractual agree-
ment not to do so. (Hill, 725 S.W.2d at
177 (Gonzalez, J. dissenting).) While it
was an obvious boon to employees
signing covenants not to compete, Hill
created much confusion on the topic of
what constituted a “common calling.”
The court did not define “common call-
ing,” leaving a vacuum for lower
courts to construe the standard on their
own. In wrestling with the passage of
legislation to solve the problem, mem-
bers of the legislature made predictions
of increased litigation and criticized the
ambiguous new standard.® Decisions
following Hill found occupations as
diverse as sales,” hairstyling,® and even
physician,’ to be “common callings.”
Other courts found that certain other
professions (e.g., veterinarian office
manager;'® office manager') were not
common callings. Amidst this judicial
melee, the Texas Legislature took mat-
ters into its own hands.

The Covenant Not to
Compete Act

The passage in 1989 of the original
Covenants Not to Compete Act'? was
the legislature’s attempt to restore the
state of the law prior to Hill. The
statute made no mention of “common
calling” as a defense to covenant
enforcement. A reading of the 1989
statute, with its cumulative require-
ments that a covenant be “ancillary to

an otherwise enforceable agreement”
and that it contain reasonable restric-
tions as to time, place, and scope of
activity, shows that it was, in fact,
largely a return to pre-Hill common
law. This appears to be corroborated by
the legislative history as evidenced by
case law." Like pre-Hill common law,
the original act required no indepen-
dent consideration where a covenant
was executed on the same day as the
agreement to which it was ancillary."
There was no statutory provision as to
what type of underlying agreement
would be required; the implicit
assumption appeared to be that, as
before Hill, the contemporaneous entry
of an employment agreement was a
sufficient indicium of consideration.

Unlike prior-case law, however, the
original act expressly required indepen-
dent consideration to support a
covenant signed on a date different
from the underlying agreement.'” The
practical effect of such a provision was
to prevent an employer requiring an
existing employee to execute a
covenant without additional compensa-
tion or other benefit. This is supported
by the legislative history.'® This provi-
sion amounted to rejection of earlier
supreme court decisions which had
implied that mere continuation of
employment was sufficient considera-
tion to support a noncompetition
covenant.

The Demise of the
“Common Calling” Test

Recognizing the polarity that had been
created by the legislature’s apparent
rejection of the “common calling”
defense, the supreme court in 1990
began to distance itself from the Hill
rationale. In DeSantis v. Wackenhut
Corporation'’ the first major decision on
the subject following passage of section
15.50, the court noted, “The references
to ‘common calling’ in Hill and
Bergman have proved confusing in
determining whether to enforce agree-
ments not to compete.” After discussing
the apparent judicial anomalies attribut-
able to the test, the court relegated the
“common calling” test to the status of
merely an occasional factor to be used in
determining the reasonableness of the
covenant.'® Simultaneously the court
noted that the legislature had now reject-




ed the common calling test, and declined
to apply it. Instead, it focused on the
need to protect a “legitimate interest” of
the promisee, and the relative hardship
of such protection on the promisor and
on the public.” In so doing, the court
seemed to adopt a simpler form of bal-
ancing test than the one ensconced in the

Covenant Not to Compete Act.

In DeSantis, the Texas Supreme
Court applied a three-part test to deter-
mine the reasonableness of a covenant
not to compete:

a. The agreement not to compete must
be ancillary to an otherwise valid
transaction or relationship;

b. The restraint created by the agree-
ment not to compete must not be
greater than necessary to protect the
promisee’s legitimate interest; and

c. The promisee’s need for the protec-
tion afforded by the agreement not to
compete must not be outweighed by
either the hardship to the promisor or
any injury likely to the public.*
Such test was substantially identical

to the one set out in section 15.50 of the
statute as then enacted, except that the
DeSantis court employed an express
balancing test not used in the statute:
weighing the promisee’s need for pro-
tection against both the hardship to the
promisor and the injury likely to the
public. The balancing test, which was
the third prong of the DeSantis court’s
analysis, seemed inherently similar to
the “[no] greater restraint than ... neces-
sary” test of the act. The one difference
is that the aspect of injury to the public
appears nowhere in the statute, which
instead focuses only on the business
interest of the promisee. Furthermore,
the statute uses the phrase “good will or
other business interest of the promisee”
in its balancing test; while DeSantis
uses the promisee’s “legitimate busi-
ness interest.””! To the author’s knowl-
edge, no case has yet been decided
which determines precisely which busi-
ness interests are “legitimate” and
which are not; although it seems
beyond reasonable dispute that good
will is a protectable interest.

“Otherwise Enforceable
Agreements”

Martin v. Credit Protection
Association, Inc.,”* decided the same
day as DeSantis, focused on entirely

different issues than its companion
case. Martin represents the supreme
court’s first attempt to grapple with the
statutory language “otherwise enforce-
able agreement”® in the context of an
“at-will” employer/employee relation-
ship. The case involved the execution
of a purported employment agreement
by a company vice president three
years following his hire as marketing
director. He was required to sign the
agreement on threat of termination.
Two years thereafter, he separated
from the company and set up a com-
peting business. The so-called
“employment agreement” consisted
entirely of a covenant not to compete.
The court held that, as a matter of law,
the covenant not to compete was not
ancillary to an “otherwise enforceable
agreement” and therefore unenforce-
able.” Especially noteworthy is that, in
dictum, the court attempted to harmo-
nize DeSantis, Hill, and even Justin
Belt Co. by the statement: “An
enforceable covenant not to compete
must be ancillary to an otherwise valid
contract whose primary purpose is
unrelated to the suppression of compe-
tition between the parties.” This
statement provides a clue to the ratio-
nale behind the court’s invalidation of
the covenant. Clearly the court was
most concerned with the nature of the
“contract” to which the covenant was
deemed ancillary; that such “contract”
must be more than a document which
had as its primary purpose the restric-
tion of competition. With this decision
the court took dead aim at those
employment “contracts” which,
despite their title, were mere noncom-
petition covenants and little more.

The Martin case went on to hold the
covenant tnvalid on a second ground —
lack of independent consideration — on
the basis that it was executed on a date
other than the inception of employment.
It noted the trial court findings that the
defendant company: (1) had no trade
secrets; and (2) had a sufficiently sig-
nificant interest in customer informa-
tion to justify reasonable restrictions.
The court flatly rejected the second
finding with the ruling, grounded in
Hill, that “customer information” is nei-
ther special training nor knowledge.?
In an extremely enlightening footnote,
the court explains how “customer infor-
mation” cannot be independent consid-

eration for purposes of the DeSantis
test, but can be a “legitimate interest”
worthy of protection in an “otherwise
enforceable” noncompetition
covenant.”” In so writing, the court
betrayed its true thinking: that the
threshold issue in employer-employee
covenants not to compete is whether the
alleged contract or agreement is more
than a mere employment-at-will rela-
tionship. If it is not, Martin holds it is
not an otherwise enforceable underly-
ing agreement. Only if the “otherwise
enforceable” milestone is passed, is
independent valuable consideration an
issue. Then, “customer information”
will not be deemed, of itself, sufficient
independent consideration where the
covenant is executed after employment.
The practical implications of Martin for
employers were enormous: an employ-
ment agreement should seemingly be
signed which is not “at-will,” and a
noncompetition covenant should be
contemporaneously executed.

In contrast to case law which would
follow, the Martin court had reached its
conclusions almost entirely without refer-
ence to the act, choosing instead to predi-
cate its ruling on DeSantis and Hill.*®

Travel Masters, Inc. v. Star Tours,
Inc.® extended the sweep of Martin to
include employment agreements exe-
cuted at the inception of employment.
It was the next logical step after
Martin, which had rested its holding
squarely on the insufficiency of a con-
tract terminable-at-will as an “other-
wise enforceable agreement.”
Obviously, if an employment contract
terminable-at-will is not an “otherwise
enforceable agreement” under
DeSantis, Martin, or the Covenant Not
to Compete Act, whether it was execut-
ed at the inception of or during the
employment relationship is immaterial.

Travel Masters involved an employ-
ee who executed an employee noncom-
petition agreement at the inception of
and as a condition of her employ-
ment.*® As in Martin, the document
was a bare noncompetition covenant,
and was even styled as such. There was
no written agreement memorializing
the terms of the employment at will
relationship.’’ The employee, an expe-
rienced travel agent, left Star Tours’
employment and joined a competing
travel agency as its president. The
plaintiff sought and obtained temporary
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injunctive relief against the employee,
preventing solicitation of certain cus-
tomers.”” The temporary injunction
withstood interlocutory appeal, but per-
manent injunction was denied on a
directed verdict by the trial court, on
grounds of unenforceability.” The
court of appeals reversed and remand-
ed as to the noncompete covenant,
holding it enforceable as a matter of
law.** In a succinct, unequivocal opin-
ion, the Texas Supreme Court reversed
and rendered on all claims, including a
tortious interference jury verdict for
Star Tours which had been at least part-
ly based on the noncompete covenant.”

The court’s decision was a relatively
easy one because the facts were
extremely similar to those in Martin,
except for the time of signing of the
covenant. As in Martin, it based its
holding on the fact that an employment-
at-will contract is not an “otherwise
enforceable agreement.”*® Its rationale
seemed to be that an employment-at-
will agreement is not enforceable for, at
the very least, lack of a stated term.”’
By relying squarely on Martin, the
court also accepted the rationale of that
case that the absence of a description of
duties, stated rate of compensation,
position, and the like, were hallmarks
of an at-will relationship.”® The princi-
pal ground for the court’s decision was
the non-binding nature of the “at-will”
employment relationship. Travel
Masters decisively slammed shut the
door which Martin had left ajar regard-
ing the enforceability of the vast major-
ity of noncompetition covenants exe-
cuted with employers.

Making the At-Will
Agreement “Otherwise
Enforceable”

Zep Manufacturing Co. v
Harthcock,” was the first post Travel
Masters case to address the enforceabili-
ty of a noncompetition covenant con-
tained in an employment agreement
which is arguably at-will. The appellant
company in Zep argued that Harthcock,
a chemist and ex-employee, did not
enter an at-will employment contract
because the agreement contained lan-
guage that allowed Zep to terminate
Harthcock’s employment if, in its presi-
dent’s “sole discretion,” Harthcock’s
performance of his duties was “unsatis-
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factory.”*" The court agreed, and found
error in the trial court’s finding that such
a “satisfaction contract” is at-will as a
matter of law.*' Unfortunately, the
covenant not to compete in Zep, had no
geographic limitation whatever, and
therefore was invalid on other grounds.*
The court thus was not faced with the
ideal fact situation of an arguably rea-
sonable covenant which also happened
to be integrated into an employment
contract containing a satisfaction clause.

The legislature recently spoke again
in an effort to silence the debate over
discrepancies between the judicial tests
hammered out by the supreme court,
and the Covenants Not to Compete Act.
Sections 15.50 and 15.51 of the act have
been substantially amended, and a new
section 15.52, preempting the common
law on enforceability and procedure,
enacted.” Regrettably, the amended
statute, too new to have been litigated
until recently* created almost as many
problems as it solved. The new statute
deleted section 15.50(1) in its entirety,
and incorporated its provisions into the
immediately preceding paragraph. In so
doing, the legislature eliminated the
“independent valuable consideration”
requirement for covenants signed after
the inception of employment. The diffi-
culty with the amendment is that, on its
face, it would appear to allow post-
inception employment agreements con-
taining noncompetition covenants to be
enforceable with no new and indepen-
dent consideration to support them.
Unless the legislature intended to sub-
sume that requirement within the phrase
“an otherwise enforceable agreement” in
new section 15.50, it would seem to be
abrogating established law of contract.
On the other hand, it may be leaving it
to the courts to decide under what cir-
cumstances new consideration is neces-
sary to make an agreement “otherwise
enforceable.” A further concern is the
new pre-emption section which appears
to, in effect, overrule DeSantis, Martin,
and Travel Masters, to the extent their
enforcement criteria differ. The obvious
attempt to foreclose further judicial
interpretation is problematic if read
together with the deletion of the inde-
pendent consideration requirement in
former section 15.50(1).

The increasing tension between the
legislature and the Texas Supreme
Court regarding the interpretation and

application of the law in this area is
manifest in the decision, Light v. Centel
Cellular Co. of Texas.*” This case
breaks entirely new ground in creating
definitive criteria with which to assess
enforceability of noncompetition
covenants. In Centel Cellular, the trial
court had granted the plaintiff/femployee
a partial summary judgment holding
unenforceable a noncompetition
covenant which proscribed her from
“acting as an independent agent of any
mobile radio communications provider,
agent or reseller in the Longview-Tyler-
Marshall geographic service area.” In a
frank analysis utilizing the DeSantis
reasonableness tests, the appellate court
found the covenant enforceable on two
grounds: (1) the covenant was ancillary
to a written employment contract
signed after employment, which supple-
mented or amended the existing at-will
oral agreement between employer and
employee, and (2) the covenant was
supported by independent valuable con-
sideration in the form of special train-
ing indigenous to cellular systems.* It
held that, though the written agreement
termed itself “at-will,” it provided for
commissions on sales of a new product
in the employee’s territory, and that this
was sufficient to make it otherwise
enforceable under the statute.”’ Having
thus decided the ancillary agreement
question, the appellate court went on to
hold the covenant reasonable under sec-
tion 15.50(2) of the act and under
DeSantis.”® The basis for the court’s
holding that the covenant was ancillary
to an “otherwise enforceable agree-
ment” was its finding that the later-exe-
cuted written agreement supplemented
or amended the original oral at-will
relationship.”

On appeal, the Texas Supreme Court
soundly rejected such reasoning, taking
as its touchstone the premise that the
agreement at issue — whether later
written or originally oral — was still an
at-will contract.’® The court then
expressly conceded for the first time
that the formation of an at-will contract
does not necessarily preclude the for-
mation of other enforceable contracts
between employer and employce.”'
Such other contracts, it held, can deal
with any matter except attempts to
limit the at-will relationship.”® Put dif-
ferently, it is possible to have “other-
wise enforceable agreements” arising






