
The inevitable disclosure doctrine provides an employer with a method to prove a claim 
of misappropriation of trade secrets without proving actual misappropriation by the 
former employee. Instead of proving that the former employee has actually given 

trade secrets to his or her new employer, the former employer may demonstrate that, given 
the employee’s former and new positions, it is inevitable that the employee will rely on his or 
her knowledge of the former employer’s trade secrets in working for the new employer. Thus, 
the doctrine allows the former employer to enjoin the employee from beginning work for the 
new company. Some jurisdictions that recognize the inevitable disclosure doctrine permit this 
type of injunction even in the absence of any specific noncompetition agreement. 

Courts use the following justification for the inevitable disclosure doctrine: Unless the 
employee has an “uncanny ability to compartmentalize information,” as the Seventh Circuit 
noted in PepsiCo v. Redmond,1 the employee will necessarily rely (whether consciously or subcon-
sciously) on his or her knowledge of the former employer’s trade secrets in performing new job 
duties for the competitor company. When considering whether to employ the doctrine, courts 
examine: (1) the degree of similarity between the employee’s former and new positions; (2) the 
degree of competition between the former and new employer; (3) the new employer’s efforts 
to safeguard the former employer’s trade secrets; 
and (4) the former employee’s lack of forthright-
ness in his or her activities before accepting the 
new job and in his or her testimony.2

PepsiCo Inc. v. Redmond is one of the lead-
ing cases on the inevitable disclosure doctrine. In 
PepsiCo, Redmond, who had been employed in a 
high-level position with PepsiCo, accepted a job 
with Quaker Oats Company to market Gatorade 
and Snapple drinks. During his employment 
with PepsiCo, Redmond had become very famil-
iar with PespiCo’s information regarding pric-
ing, strategy, and delivery systems. Redmond 
had signed a confidentiality agreement with 
PepsiCo; however, he had not signed a noncom-
petition agreement. After Redmond announced 
his intentions to leave PepsiCo for Quaker Oats, 
PepsiCo sought an injunction to prevent Red-
mond from beginning work with Quaker Oats 
and from disclosing PepsiCo’s trade secrets to 
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Many of your Committee leaders and colleagues 
attended the Section of Litigation’s Annual Confer-
ence in New York, April 21–23, 2010. A dinner on 

the first evening, at which Committee members were joined by 
members from the Woman Advocate, Minority Trial Lawyer, 
and Commercial and Business Litigation Committees, was a 
highlight of the conference.

The Committee also chaired two excellent CLE programs: 
“From Ethics to Tactics: Deposition Do’s and Don’ts,” and 
“Pitfalls and Pratfalls: Ethical Considerations When Interview-
ing Witnesses.” The programs were very well received, and they 
enhanced the Committee’s reputation for presenting programs 
that are both educational and entertaining.

The next opportunity to attend Committee programs will 
come at the ABA Annual Meeting in San Francisco, August 
5–7, 2010. The Committee will present two programs at the 
Annual Meeting: “One Step Over the Line: From Civility to 
Hardball and Beyond,” on Thursday, August 5, at 2 p.m., and 
“Complaint vs. Indictment: Litigating at the Crossroads of 
Civil and Criminal Liability,” on Saturday, August 7, at 2 p.m. 
The Committee chairs also welcome you to a no-host dinner 
on the evening of Thursday, August 5, and to a networking 
reception on Friday, August 6, at 5 p.m. We look forward to 
seeing many of you in San Francisco this summer.

We would like to take this opportunity to invite you to submit 
articles and case notes of interest to business torts practitioners 
for the committee’s webpage. Fresh content is enthusiastically 
received, and we will provide a link to your firm’s website when 
your submission is posted. This is one area we would like to 
improve upon in the months ahead, and we can do it best with 
submissions from our members in the trenches and in the know. 
Submitting material for publication on the webpage is also an 
excellent way to get more involved in Committee activities and 

to interact with Committee colleagues. Submissions should be 
directed to Betsy Hyatt (ehyatt@starrslaw.com) or Dan Kauf-
mann (dkaufmann@babc.com).

It’s not too early to block the dates of next winter’s joint CLE 
with the Corporate Counsel, Woman Advocate, and Minority 
Trial Lawyer Committees on your calendars. The meeting will 
run February 17–20, 2011, at the Naples Grand Beach Resort 
in Florida. As always, this meeting will offer lots of sun, fun, 
networking, and programming.

Please help us in growing the Committee. If  you have friends 
or colleagues who practice in the area of business torts litiga-
tion, spread the word. To join the Committee, ABA members 
need only access our Committee webpage at www.abanet.org/
litigation/committees/businesstorts.

The Committee is always looking for new and enthusiastic 
leaders, and for those of you who would like to participate more 
actively or serve as subcommittee cochairs or editors, please con-
tact our Committee and Subcommittee cochairs. Many of the 
leaders of our Committee and the Section of Litigation worked 
their way up through the Subcommittee structure. We know 
from our own experience that actively participating in Commit-
tee meetings and activities provides excellent opportunities for 
networking and making lifelong friends around the country.

We invite you to participate in the Committee’s monthly 
conference calls. They are conducted on the third Thursday of 
each month at 1 p.m. EST. The call-in number is 800-504-8071, 
and the passcode is 9885457.

We welcome your suggestions on ways in which the Business 
Torts Committee can help you—with networking, substantive 
content, or otherwise. Feel free to drop a line to any or all of us 
at the email addresses on the front cover.

Finally, the chairs wish to thank both the authors and the 
Committee’s newsletter editors for another informative issue.  n

Message
from the Chairs

Vernon F. Dunbar Kenneth R. Berman Mark S. Davidson

Litigation on the Web
Articles  •  Case Notes  •  Newsletter Archive  •  Program Information

www.abanet.org / litigation
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Summer has begun, the kids are out of school, soccer 
and baseball little leagues are in full swing, and, regret-
tably, the lawn mower beckons. Amid these changes in 

the weather, our schedules, and the rhythms of our business 
litigation practices, we are pleased to present this issue of the 
Business Torts Journal, which focuses on remedies.

This issue presents four interesting, informative, and timely 
articles that address remedy issues often encountered in busi-
ness litigation. A bonus fifth article provides practical pointers 
for the persuasive researcher and writer.

The first article, written by J. Rushton McClees and 
Meaghan E. Ryan of Sirote & Permutt, P.C., involves the inevi-
table disclosure doctrine, which allows an employer to prove 
a claim of misappropriation of trade secrets against a former 
employee without proving actual misappropriation by the for-
mer employee. The article analyzes the use of the inevitable dis-
closure doctrine as a de facto noncompetition agreement and 
describes how the inevitable disclosure doctrine has been used 
to enjoin former employees from beginning new employment 
with a competitor, how some jurisdictions have limited the use 
of the inevitable disclosure doctrine, and how a few states have 
rejected the doctrine outright.

The next article, by Mark S. Davidson (one of our cochairs) 
and Michael I. White of Williams Kastner, examines whether 
a party should be permitted to contractually limit its liability 
for economic damages that may result from its negligence or 
intentional conduct. The article discusses recent cases that con-
sider whether the limitation of liability provisions constitutes a 
proper exercise of the parties’ common-law contracting rights, 
or if  it’s unenforceable, as against public policy, as reflected in 
various state anti-indemnity statutes.

In the third article, Zachary G. Newman and Anthony P. Ellis 
of Hahn & Hessen, LLP, provide a useful and timely refresher 
course on the provisional remedies available to safeguard,  
preserve, and, in some cases, repossess collateral pledged to 

secure loans and additional assets of the borrower. The authors 
use the hypothetical fact pattern of a commercial lending  
dispute to effectively illustrate the various available provisional 
remedies.

The fourth article, submitted by Ladd Hirsch and Jason  
Fulton of Diamond McCarthy, LLP, explores the remedies 
available to minority shareholders who want to leave a business 
and cash out. The authors examine the business tort of minor-
ity shareholder oppression, remedies for shareholder oppres-
sion, issues regarding the buyout remedy, and other nonbuyout 
remedies that may be available.

Our final article comes to us from Eric P. Voigt of Faruki, 
Ireland & Cox, P.L.L., and it provides five important tips for 
the persuasive researcher and writer. Young associates and sea-
soned lawyers alike will find these practical pointers extremely 
useful as they approach their next persuasive piece to be sub-
mitted to a court.

We hope this issue will be a valuable tool in your business 
litigation practice. Please visit the Business Torts Committee 
website, www.abanet.org/litigation/committees/businesstorts, 
for many additional articles on remedies and other business 
litigation topics. We encourage you to contact our substantive 
subcommittee chairs or our editors with ideas for articles you 
may wish to author for upcoming issues. We’re currently seek-
ing articles on the following topics:

Winter 2011	 Fraud
Spring 2011	 Technology

If you would like to contact the editors, please email us: 
Pierce Campbell at pcampbell@turnerpadget.com; Tom Dye 
at tadye@carltonfields.com; or Gerry Barrios at gbarrios@
bakerdonelson.com.

We hope to see you at the ABA Annual Meeting in San 
Francisco, California, in August.  n

Message  
from the Editors

C. Pierce Campbell Thomas A. Dye Gerardo R. Barrios

www.abanet.org/litigation/soundadvice
now available on iTunes™.

for free
^



4

Business Torts Journal • summer 2010

Published in Business Torts Journal, Volume 17, Number 4, Summer 2010
© 2010 by the American Bar Association. Reproduced with permission. All rights reserved. This information or any portion thereof may not be copied or disseminated in any 
form or by any means or stored in an electronic database or retrieval system without the express written consent of the American Bar Association.

Should a party be permitted to limit, by contract, its liabil-
ity for economic damages that may result from its negli-
gence or intentional conduct? Recent cases have discussed 

whether limitation of liability provisions1 in contracts between 
design professionals and owners or developers constitute a 
proper exercise of the parties’ common-law contracting rights 
or whether they are, instead, unenforceable as against public 
policy, as reflected in various state anti-indemnity statutes.

Judicial decisions on this issue have been far from uniform. 
Even where there appears to be no conflict between state con-
tract law, public policy, or an anti-indemnity statute, some courts 
construe limitation of liability provisions liberally so as to foster 
the rights of private parties to contract freely,2 while other courts 
view provisions that limit liability as exculpatory clauses requir-
ing strict construction against the design professional.3 Another 
factor can be the jurisdiction’s view of the scope of the economic 
loss rule. As a result, it is often difficult to harmonize the courts’ 
decisions. Nevertheless, most often the outcome turns on the 
wording of the parties’ limitation of liability provision or the 
language of the state anti-indemnity statute at issue.

Two courts recently reached different outcomes: The Arizo-
na Supreme Court enforced a limitation of liability provision, 
while the Georgia Supreme Court invalidated a nearly identical 
term. Alaska and Nebraska courts relied on state anti-indem-
nity statutes to bar the parties’ attempts to limit contractually 
liability for their own negligent or intentional actions as viola-
tive of state public policy. As more states enact anti-indemnity 
legislation, attacks on the enforceability of limitation of liabil-
ity clauses are likely to become more frequent. An understand-
ing of the issues and how the recent decisions dealt with them 
should aid contract drafters and commercial litigators as they 
advise clients on the use of limitation of liability clauses in 
their clients’ commercial agreements.

The Historical Context
The early courts that considered the impact of anti-indemnity 
statutes on limitation of liability clauses did so in response to 
the question of whether architects and engineers should be per-
mitted to limit their liability to an owner for economic dam-
ages resulting from their own design professional negligence. A 
1994 decision of the Alaska Supreme Court provides an early 

example of a court declining to enforce a limitation of liabil-
ity provision. City of Dillingham v. CH2M Hill Northwest, Inc.4 
concerned a contract between the city and an engineering firm 
with plans for the construction of a sewage treatment plant. The 
contract included a provision limiting the firm’s liability for its 
“sole negligent acts, errors, or omissions” to $50,000 or its total 
fee, whichever was greater. When the general contractor encoun-
tered differing site conditions during construction, it brought an 
action against the city, which, in turn, filed a third-party claim 
against the engineering firm for breach of contract, breach of 
duty of care, and breach of fiduciary duty. The Alaska trial 
court enforced the limitation of liability provision, refusing to 
apply Alaska’s anti-indemnity statute on the basis that it was 
meant to protect contractors, not owners and engineers.

On review, the Supreme Court of Alaska held that a limita-
tion of liability provision could never limit an engineering firm’s 
liability for the “knowing” breaches of contract and fiduciary 
duty that the city had alleged. The court also held, based on legis-
lative intent, that the anti-indemnity statute prohibited engineers 
from limiting their liability to their clients even for negligent acts. 
Noting that the legislature had considered and rejected a pro-
posed amendment, similar to that enacted in California,5 which 
would have expressly permitted limitations of liability for design 
defects, the court stated that the rejection of the amendment evi-
denced the legislature’s intent to prohibit such provisions. 

The Alaska Supreme Court rejected the argument advanced 
by the engineering firm that indemnity agreements and limita-
tion of liability provisions are not synonymous and that the 
statute referred only to indemnity agreements. It held that the 
terms were required to be considered synonymous to effectu-
ate the legislature’s intent to prevent parties to a construction 
contract from bargaining away liability for their own negligent 
conduct.6 Finally, to buttress its conclusion, the court, in dicta, 
observed that if  design professionals are permitted to limit 
contractually their liability, while third parties are permitted to 
recover in tort for economic losses, the anomalous result might 
be that a third party, not in privity of contract with the design 
professional, might recover more damages than a party that 
contracted with the design professional, i.e., the contractor 
might recover more from the city than the city could recover 
from the engineering firm.7

Getting What You Bargained For:  
The Enforceability of Contractual  
Limitations of Liability

By Mark S. Davidson and Michael I. White
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In stark contrast is Valhal Corp. v. Sullivan Associates, Inc.,8 in 
which the United States Court of Appeals for the Third Circuit 
applied Pennsylvania law to enforce a provision in a contract 
between an architect and a developer that capped the architect’s 
liability at $50,000.9 The appellate court relied on the facts that 
the parties were sophisticated business entities dealing at arm’s 
length, the limitation was reasonable in relation to the profes-
sional’s fee, and the developer’s damages were purely economic. 
The court rejected the developer’s arguments that the limitation  
of liability provision violated the Pennsylvania anti-indemnity 
statute and that, even if enforceable, the limitation should 
be applied only to negligence claims. Significantly, the court 
emphasized the difference between indemnification, which holds 
the indemnitee harmless from all liability, and a limitation of 
liability, which merely caps the amount of liability. The court 
also observed that indemnity clauses are disfavored in Pennsyl-
vania and therefore subject to stringent standards, while limi-
tation of liability provisions are not. The court concluded that  
“[s]o long as the limitation which is established is reasonable and 
not so drastic as to remove the incentive to perform with due 
care, Pennsylvania courts uphold the limitation.”10 

In addition to case law that distinguishes limitation of 
liability provisions from indemnity clauses barred by anti-
indemnity statutes, some states, like California, have specific 
statutory exceptions to their anti-indemnity statutes for limita-
tions of liability, under which contracting parties may agree 
“to the allocation, release, liquidation, exclusion, or limitation 
as between the parties of any liability (a) for design defects, or 
(b) of the promisee to the promisor arising out of or relating to 
the construction contract.”11 In Markborough California, Inc. 
v. Superior Court,12 the California Court of Appeals considered 
whether a limitation of liability clause fell within this excep-
tion to the anti-indemnity statute. The court held that “a provi-
sion in a construction contract limiting a party’s liability to the 
developer of the property for damages caused by the engineer’s 
professional errors and omissions is valid under [the exception 
to the anti-indemnity statute] if  the parties had an opportunity 
to accept, reject or modify the provision.”13 

The Current Landscape
In recent cases, two courts invalidated limitation of liability 
provisions under their respective state anti-indemnity statutes, 
while two other courts enforced limitation of liability clauses. 
Attempting to reconcile these apparently contradictory deci-
sions sheds some light on the permissible contours of an 
enforceable limitation of liability provision. 

Beware of Overreaching
Clauses that seek to limit liability to third parties may be invali-
dated. In Lanier at McEver, L.P. v. Planners and Engineers Col-
laborative, Inc.,14 a developer contracted with a civil engineer to 
design a storm water drainage system for an apartment complex. 
After the developer discovered damage in the system, it sued the 
engineer, alleging damages of $500,000 for negligent design. 
The parties’ contract included a limitation of liability clause 
capping the engineer’s exposure at $80,514, the amount of its 
fee.15 The engineer moved for partial summary judgment, seek-
ing to enforce the limitation. The Georgia trial court granted 
partial summary judgment, and the Georgia Court of Appeals 
affirmed. However, the Georgia Supreme Court reversed.

In the Georgia Supreme Court’s opinion, the case fell 
squarely within Georgia’s anti-indemnity statute,16 the purpose 
of which is to prevent an owner, contractor, or subcontractor 
from contracting away liability for accidents caused by its sole 
negligence. The court rejected the engineer’s argument that the 
clause was a liability limitation provision and not an indemnity 
clause. Even though the limitation did not excuse the engineer 
from all liability, the court found the clause to be an indemnity 
provision within the meaning of the statute: “This is because 
the clause applies to ‘any and all claims’ by third parties and 
shifts all liability above the fee for services to [the developer] no 
matter the origin of the claim or who is at fault.”17 The court 
found it significant that once liability exceeded the engineer’s 
fee, the provision shifted the risk to the developer for all judg-
ments, even those on third-party claims based on the engineer’s 
sole negligence.18 The court rejected the engineer’s reliance on 

A covenant, promise, agreement, or understanding in or in connection with or collateral to a 
contract or agreement relative to the construction, alteration, repair, or maintenance of  a building 
structure, appurtenances, and appliances, including moving, demolition, and excavating connected 
therewith, purporting to indemnify or hold harmless the promisee against liability for damages 
arising out of  bodily injury to persons or damage to property caused by or resulting from the sole 
negligence of  the promisee, his agents or employees, or indemnitee is against public policy and is 
void and unenforceable.

Ga. Code § 13-8-2(b).

Georgia’s Anti-Indemnity Statute

(Continued on page 17)
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Following the recent economic tumult, lenders and finan-
cial institutions across the country have seen a stag-
gering rate of defaulting loans. These institutions are 

increasingly looking to counsel to employ judicial measures 
to safeguard, preserve, and even repossess collateral pledged 
to secure the loans and additional assets of the borrower that 
could satisfy the debt. There are a variety of provisional rem-
edies at a lawyer’s disposal, many of which are codified in the 
Federal Rules of Civil Procedure and in state procedural rules.

To aid our discussion, we’ll use a hypothetical commercial 
lending dispute involving a bank and one of its major clients, 
although the remedies discussed below are available in a wide 
variety of business torts litigation and other matters. In our 
hypothetical, Acme Bank, a Connecticut financial institution, 
has retained you in connection with a dispute with one of its 
lending clients, Buy-Mart, a New York-based superstore that 
specializes in “rock-bottom” prices. Buy-Mart is privately owned 
by Frank G. Reed, reigning patriarch of the Reed family, which 
owns substantial real estate assets in Brooklyn, New York. 

About five years ago, Acme provided Buy-Mart with a $75 mil-
lion loan, which Buy-Mart claimed it sought to expand its opera-
tions in New Jersey and Connecticut. Under the loan agreement, 
Buy-Mart was required to make monthly principal and interest 
payments of some $1 million per month for 10 years. Financial 
information submitted by Buy-Mart showed that Buy-Mart had 
substantial cash flow and net income, as well as significant pro-
jected growth, and both Reed and Buy-Mart represented in the 
loan documents that they had no preexisting debt. Buy-Mart col-
lateralized the loan by granting the bank a senior security interest 
in certain valuable equipment and inventory. Reed, who owns a 
collection of valuable American memorabilia, provided an abso-
lute and unconditional personal guaranty. 

The lending relationship progressed smoothly until Decem-
ber 2009, when Buy-Mart missed its first loan payment. When 
Acme’s account manager contacted Buy-Mart to discover what 
happened, he was told it was merely a clerical error, and pay-
ment was submitted approximately two weeks later. In Janu-
ary and February, however, Buy-Mart missed both monthly 
payments. Moreover, numerous articles appeared indicating 
that Buy-Mart’s senior executives dramatically overstated 
Buy-Mart’s earnings over the past five years and engaged in 

serious accounting fraud. The articles also indicated that Buy-
Mart was suffering significant losses as a result of its expan-
sion plans; that Buy-Mart had numerous trade creditors, all 
of which were holding Buy-Mart in default and seeking repay-
ment; and that Reed was suspected of seeking to transfer his 
American memorabilia on his private jet to buyers located out-
side the United States. 

The following discussion addresses the avenues of provi-
sional relief  that are available to Acme Bank to safeguard its 
collateral and to protect its rights.

Preliminary Injunctions and Temporary Restraining Orders
The injunction is the most commonly used remedy available 
to creditors. Because an injunction is designed to maintain 
the status quo during the course of any litigation, it is most 
appropriate where the defendant threatens to breach, or is sus-
pected of breaching, an existing agreement or otherwise acting 
to impair his or her financial status, which ultimately would 
render a judgment ineffectual. Courts have broad discretion in 
deciding both whether to grant an injunction and, given that 
injunctions can come in all shapes and sizes, how to fashion the 
type of relief  to best protect the moving party’s interests. 

Although both the federal courts and each state court have 
specific standards for granting injunctions, courts generally 
evaluate a wide range of factors, including: (1) whether the 
movant has demonstrated that it will likely succeed on the merits 
of its claims,1 (2) whether the movant has shown an irreparable 
injury (one that cannot be compensated in money or for which 
compensation cannot be measured),2 (3) whether a balance of 
the equities favors granting the injunction, (4) the adequacy of 
other remedies, and (5) the practical significance and enforce-
ability of the injunction.3 

To support the injunction request, the moving party will need 
to submit an affidavit or declaration from someone who has per-
sonal knowledge (in the Acme dispute, this would likely be a bank 
officer who had account responsibility or supervision), establish-
ing each of the elements noted above to support the injunction 
request. In addition, the moving party generally should submit 
any documentary evidence available to substantiate the request 
and include news articles or publicly available records indicating 
high-risk, unauthorized transfers or a diminution in value of the 

A Refresher Course in Provisional Remedies

By Zachary G. Newman and Anthony P. Ellis
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collateral, although most courts require more substantive docu-
mentation of immediate harm.4 If the bank in our hypothetical 
succeeds in obtaining an injunction, most courts will require it 
to post a bond that protects the defendant from potential harm, 
should the defendant prevail in litigation.

An additional consideration is whether the bank needs imme-
diate relief  and, thus, should move for a temporary restrain-
ing order (TRO).5 Again, although each state and the federal 
courts have their own specific standards for granting a TRO, 
certain common questions involve: (1) whether the bank can 
obtain a TRO ex parte or whether it will need to provide notice 
to the defendant, (2) the effective period of the TRO (e.g., a 
TRO is effective in federal court for 10 days),6 (3) the burden 
on the moving party, and (4) the type of hearing that will be 
required by the court (which may differ from judge to judge). 
Some judges merely require a proffer (an informal presentation 
of evidence), while others may require a full evidentiary hear-
ing with live testimony and the admission of evidence. 

Finally, counsel should be aware of whether there are any 
specific injunctions available in the applicable jurisdiction that 
may either help or harm his or her cause. For instance, New 
York law recognizes “Yellowstone Injunctions,” which a com-
mercial tenant may use to retain control of the leased space 
after an owner declares a default.7 

Turning back to our hypothetical, in determining whether an  
injunction was an appropriate remedy for Acme Bank, counsel 
should determine in consultation with the bank the type of 
injunction that may be most appropriate to accomplish the 
bank’s goals, such as an injunction prohibiting Reed from trans-
ferring any assets to third parties, an injunction to prohibit Buy-
Mart from engaging in any additional expansion operations that 
could have a material adverse change, or requiring Buy-Mart to 
immediately begin making loan payments to the bank. 

Replevin and Its Relative, the Attachment 
To the extent that any specific assets are pledged as collateral 
to the bank or are identified as property of the borrower and 
guarantor, state and federal courts may permit lenders to take 
either actual or constructive possession of those assets before a 
judgment has been entered.8

Repossessing pledged collateral is known commonly as 
replevin or an “order of delivery”9 and is usually accomplished 
through a complaint in the jurisdiction where the property is 
located for replevin and a concurrent motion requesting imme-
diate possession of the property. 10 The issue to be resolved on 
these motions is strictly whether Acme Bank, on the one hand, 
or Buy-Mart, on the other, has a superior possessory right to the 
collateral.11 To succeed, the bank will need to demonstrate its 
indisputable right to seize and take possession of the collateral 
for the purpose of reducing the bank’s outstanding indebtedness, 
which usually is satisfied by demonstrating a default under the 
loan agreement.12 Like the injunction remedy, there is generally a 

bond requirement in most state’s statutory schemes.
Repossessing noncollateral assets is generally referred to as 

“attachment” and is available in nearly all actions (matrimonial 
litigation being one notable exception in some states) after a 
complaint has been filed. Attachment differs from replevin in 
that the primary question is not whether the bank has a senior 
possessory right in the assets; instead, the question is whether 
the property could be transferred beyond the jurisdiction of 
the court and, thus, become unavailable to satisfy any potential 
judgment.13 Moreover, an attachment is usually available only 
in an action on a claim for money. Some states even require the 
claim to be based in a contract.14

The decision of whether attachment should be awarded is 
within the discretion of the judge, provided the moving par-
ty can meet the statutory grounds applicable in that forum.15 
Courts consider a variety of factors when determining whether 
to grant a motion for attachment, including the probability of 
success on the merits, whether the amount demanded from the 
defendant exceeds potential counterclaims against the plaintiff, 
and whether there is evidence of intent to defraud on the part 
of the defendant, among others. 

The method for obtaining an attachment is generally through 
a motion for attachment, and, again, the moving party may be 
required to post a bond. In connection with the motion, the mov-
ing party may be able to obtain limited disclosure concerning the 
debtor’s assets and property.16 Most states’ statutes also permit 
the moving party to request a TRO if there is a threat that the 
defendant will move or attempt to move assets before the motion 
can be heard and determined. In terms of what can be attached, 
state law governs the issue, and it is important to determine the 
specific state limitations at issue.17 However, in general, a court 
can attach only property that is located within its jurisdiction. 

In our hypothetical, Acme Bank may be able to replevy the 
equipment and inventory, and attach Reed’s memorabilia collec-
tion. Depending upon where such property was located, the bank 
may be able to apply for a mandatory injunction requiring Reed 
and Buy-Mart to bring the property to New York. However, if  
Buy-Mart can demonstrate that there is more than 100 percent 
collateral coverage, the bank may face an uphill battle to convince 
the court that the bank should receive additional security through 
an attachment or other available provisional remedies.

Acme Bank also should be counseled that, upon taking pos-
session of collateral, it has the obligation to act in a commercially 
reasonable manner with respect to the collateral. This includes, 
but isn’t limited to, safeguarding the collateral and preserving 
its value. Care must be given to the act of repossession, as well 
as the storage and disposition of the collateral, which is gov-
erned by article 9 of the Uniform Commercial Code, state law, 
and decisional authority. A bank’s failure to act in a commer-
cially reasonable manner with respect to collateral could have 
an impact on its ability to recover the indebtedness and could 
subject the bank to additional lender-liability claims.
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Receivership
Receivership is a provisional remedy whereby a third party is 
appointed by the court to identify, marshal, preserve, and often 
liquidate property at issue in a litigation during the pendency 
of the litigation. Notably, most commercial loan agreements 
provide for this right, although lenders rarely invoke it for a 
variety of reasons. The option to order receivership, like other 
provisional remedies, is often left up to the broad discretion 
of the trial judge, along with how such a remedy should be 
imposed. Typically, courts view receivership as an extreme rem-
edy and are not generally inclined to grant it.18

Because a receiver is charged with representing the interests 
of all parties to the litigation, not just the creditor or party 
you represent, it is appropriate primarily in situations involving 
allegations or evidence of potential fraud in an otherwise legit-
imate business operation. It is also often useful in situations 
in which property or business operations are spread through-
out multiple jurisdictions because the scope of the receivership 
can extend beyond jurisdictional boundaries. For example, in 
federal court, the receiver can exercise jurisdiction over prop-
erty located in other jurisdictions merely by filing a copy of the 
complaint in the jurisdiction where the property is located and 
the order of appointment of the receiver.19

Ultimately, parties should carefully weigh the pros and cons 
of seeking a receivership. An order appointing a receiver may 
dramatically alter the litigation in favor of the creditor and 
encourage the debtor to discuss settlement. Receivership also 
offers the benefit of being a fluid remedy that can be crafted by 
the court to meet the needs of all parties. However, it can also 
be an extremely costly and burdensome remedy for all parties. 

In our hypothetical, given Buy-Mart’s competing creditors 
and the financial morass the company is in, the receivership may 
be an attractive option for Acme Bank. And it’s likely that the 
bank has the contractual right to appoint a receiver under the 
terms of the loan agreement. However, numerous considerations 
have to be weighed with Acme Bank before pursuing this action. 
For example, under a court-appointed receiver, the bank may 
lose a certain amount of control over the proceeding, and the 
receiver may add a layer of costs the bank is unwilling to fund. 
Furthermore, the receiver could review the bank’s course of 

conduct and make recommendations to the court that aren’t in 
the bank’s interests or that are in the interests of unsecured cred-
itors or creditors that hold interests subordinate to the bank.

Notice of Pendency 
The last potential provisional remedy is a notice of pendency 
(commonly referred to as “lis pendens”). A notice of pendency  
is a constructive notice filed in the real estate records that 
informs potential purchasers and creditors that the property 
at issue is subject to a lawsuit or claim and that the claim or 
eventual judgment could affect the title. 

This filing does not require court authorization but typically 
requires there be a pending action that affects or impacts real 
property. Of note, there are risks that are associated with a fil-
ing, in that the filing party can be liable for the damages result-
ing from the filing and fees. These fees can be substantial if  the 
filing impacts a potential sale of the property.

In our hypothetical, to determine whether a notice of  pen-
dency could be helpful to Acme Bank, it would need to con-
sider whether any of  its claims affect the title to real property. 
For those properties over which it held a duly recorded mort-
gage, there would be no need to file a notice of  pendency. But, 
if  Acme Bank discovered that Reed had transferred his homes 
not covered by the mortgages to his spouse the day after they 
signed the guaranties for $1, the transfer may be fraudulent as 
to the bank and may provide the bank with a claim that the 
transfer was a fraudulent conveyance. In this case, the bank 
may have a claim to set aside the transfer, and the bank would 
have the ability to file the notice of  pendency to place the 
world on notice that there is a claim pending that could affect 
title to that real property. 

Conclusion
Provisional remedies offer an avenue of immediate relief and 
protection for a creditor or plaintiff, but counsel must fully weigh 
the benefits and risks of such a strategy from legal, business, and 
procedural perspectives before fully pursuing these paths.  n

Zachary G. Newman is a litigation partner and Anthony P. Ellis is 
a litigation associate with Hahn & Hessen LLP in New York.
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the debtor to discuss settlement.
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In most states, it is relatively easy to start a new business, 
and people who start private companies generally want to 
keep things simple. State statutes help by requiring mini-

mal paperwork, minimal capital requirements, and little red 
tape. But how to handle the departure of one or more own-
ers who desire to exit the business—one of the key long-term 
issues for any company—is often overlooked when a new com-
pany is formed, particularly when it is started by a group of 
friends or family. Unfortunately, there is no requirement that 
people forming a new business decide at the time of formation 
how to deal with the financial issues that arise when a minority 
shareholder wants to leave the business and be cashed out. 

This article considers what remedies may be available to 
minority shareholders who want to cash out of the business but 
who did not secure a redemption agreement or any other con-
tractual buyout right, either at the time of their investment or 
prior to their decision to cash out. Minority shareholders in this 
position may find that no remedy of any kind is available or, at 
best, that the available remedies are limited to some type of equi-
table relief depending on the ability to establish that the majority 
shareholders engaged in improper, oppressive conduct. 

The Closely Held Corporation
Large public corporations dominate the financial news, but the 
private, closely held company is the business form of choice for 
many new businesses. While investors in large public corpora-
tions are typically passive investors who have no role of any 
kind in the business, in closely held corporations the investors 
are often active participants who serve as directors, officers, 
and employees. While investors in large public companies can 
sell their shares at any time and for any reason in the public 
market, investors in closely held companies lack a ready mar-
ket for their shares. As a result, shareholders in private, closely 
held corporations often find that it is much easier to get into 
(and become an owner of) the business than it is to get out of it 
(and sell their minority, noncontrolling interest). 

In many, if  not most, instances, the owners of closely held 
companies do not enter into shareholder agreements or redemp-
tion provisions that ensure that minority interest owners can 
monetize or liquidate their ownership interest in the business. 

Indeed, one of the important negatives associated with owner-
ship of a minority interest in a closely held company is the lack 
of a defined exit process for minority shareholders.

Another complexity and potential problem area for a closely 
held corporation is that the typical rule of majority control still 
applies. Shareholders elect the board of directors, thereby giving 
the majority shareholder the ability to control the board. The 
board, in turn, selects the officers and decides the officers’ compen-
sation and whether the company should declare any dividends or 
distributions to its owners. Using the power of the board of direc-
tors, a majority shareholder can deny a minority shareholder the 
right to participate in the business and the right to receive financial 
benefits from the business. In most cases, the successful functioning 
of a closely held corporation depends on the relationship of trust 
between the shareholders. When trust ends, problems follow.

The Business Tort of Minority Shareholder Oppression
When a majority shareholder uses the power of his or her con-
trolling interest to deny a minority shareholder the right to 
participate in, or enjoy financial returns from, the closely held 
company, the minority shareholder may file a lawsuit claim-
ing shareholder oppression. This claim is based in tort, but 
there is no one set of definitive actions that give rise to the 
claim. Instead, the minority shareholder must establish that the 
majority shareholder engaged in oppressive actions of the fol-
lowing types (and this is not an exhaustive list):

terminating the minority shareholder’s employment; •	
removing the minority shareholder from the board of •	
directors; 
removing the minority shareholder from management; •	
refusing to declare dividends when the company is profit-•	
able;
denying the minority shareholder access to information; •	
siphoning off  earnings to the majority shareholder •	
through de facto dividends or excessive compensation;
entering into favorable contracts with affiliates of the •	
majority shareholder;
engaging in recapitalizations or mergers designed to •	
reduce or eliminate the minority shareholder’s interest; 

A Pound of Cure: Remedies for Minority 
Shareholders Without an Exit Strategy

By Ladd Hirsch and Jason Fulton
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usurping corporate opportunities; •	
using corporate assets for personal benefit;•	
making loans to family members.•	

A typical pattern of behavior by the majority shareholder that 
fits this tort, often referred to as a “squeeze-out” or “freeze-out,” 
includes terminating the minority shareholder’s employment, 
removing the minority shareholder from the board of directors 
or from management, refusing to provide financial information, 
and refusing to declare dividends or declaring de facto dividends 
where the majority shareholder takes a disproportionate share 
of profits, and the pattern culminates in an offer from the major-
ity shareholder to buy the minority shareholder’s interest at an 
unfairly low price. Through this scheme, the majority shareholder 
effectively freezes the minority shareholder out of the business, 
leaving the minority shareholder with no benefit from his or her 
ownership in the entity and no recourse other than to file a law-
suit alleging shareholder oppression.

Liability for Oppressive Conduct under Statutes and Case Law
Most states provide a cause of action for shareholder oppression, 
which is typically based on rights granted to shareholders in a 
corporate dissolution statute or on theories of a fiduciary duty 
that exists between shareholders. For example, Texas, Califor-
nia, and New York all allow shareholders to sue for dissolution 
of the corporation when the majority shareholder has engaged 
in oppression or other bad conduct.1 What constitutes “oppres-
sion” is usually a function of the case law in a particular state.

For example, courts in Delaware, New York, and Texas have 
examined allegations of oppression under two common-law 
theories:

[O]ppression should be deemed to arise only when the •	
majority’s conduct substantially defeats the expectations 
that objectively viewed were both reasonable under the 
circumstances and were central to the minority share-
holder’s decision to join the venture.
[Oppressive conduct refers to] burdensome, harsh and •	
wrongful conduct, a lack of probity and fair dealing in 
the affairs of a company to the prejudice of some of its 
members, or a visible departure from the standards of 
fair dealing and a violation of fair play on which every 
shareholder who entrusts his money to a company is 
entitled to rely.2

By contrast, California follows a statutory approach to each 
of the two common-law alternatives. Section 1800(b)(4) of the 
California Corporate Code permits a shareholder in a closely 
held corporation, or any shareholder group owning more than 
one-third of the shares of a corporation that is not closely held, 
to file suit for dissolution if  those in control have engaged in 
“persistent and pervasive fraud, mismanagement or abuse of 

authority or persistent unfairness toward any shareholders.”3 
Because this right is available to shareholders in all corpora-
tions, California law does not consider the minority shareholder’s 
expectations in applying this section and focuses only on the 
conduct of the majority.4 However, Section 1800 (b)(5) of the 
California Corporate Code focuses on the minority shareholder’s 
interests and expectations. It gives a minority shareholder in a 
closely held corporation the right to seek dissolution if  “rea-
sonably necessary for the protection of the rights or interests 
of the complaining shareholder or shareholders.”5 

The wide variety of factual circumstances giving rise to a 
claim and the variations in the legal standard make it difficult 
to predict whether a particular court in a particular state will 
find oppression under a given set of circumstances. Minority 
shareholders tend to have more success by showing that the 
majority has engaged in many oppressive acts. But even when 
the shareholder can show oppressive actions, obtaining the 
right remedy can be an equal challenge.

Remedies for Shareholder Oppression
The most common statutory remedy for shareholder oppres-
sion is dissolution of the corporation. But many courts resist 
dissolving a profitable corporation. Instead, they have invoked 
their equitable powers to permit them to respond broadly 
to shareholder oppression claims—holding that if  they are 
empowered to enact the harsh remedy of dissolution, then they 
are also empowered to order other, less drastic equitable rem-
edies.6 Using their equitable powers, courts state that they will 
tailor the remedy to fit the specific factual situation presented 
in a particular case.7

Given the harshness of the dissolution remedy and the 
reluctance of courts to apply it, a far more common remedy 
for shareholder oppression is a court-ordered buyout of the 
minority shareholder’s interest by the majority shareholder(s). 
Courts order buyouts under their general equitable powers as a 
remedy that is less harsh than dissolution and also pursuant to 
specific statutory schemes authorizing buyouts. For example, 
courts in Alaska, Iowa, Minnesota, New Jersey, New Mexico, 
New York, Oregon, and Texas, among others, have all ordered 
a corporation or majority shareholder to buy out a minority 
shareholder’s interest.8

Issues Regarding the Buyout Remedy
A central issue in any buyout case is the standard of value to be 
applied. Should the shares be valued at “fair value” or “fair mar-
ket value”?9 Public company data are more readily available to 
valuation experts, and these experts generate valuations of private 
closely held companies using data from comparable public com-
panies.10 Private companies and public companies have important 
differences, however, and valuation experts and courts have there-
fore developed techniques to adjust for those differences.

The fair market value is “the price at which property would 
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discounts and in which the minority shareholder receives a full, 
proportionate share of the entire enterprise value based on the 
percentage of ownership.16

As an alternative to a court-imposed equitable award, some 
states offer the majority shareholder the option to buy the 
minority owner’s shares as an alternative to dissolution. For 
example, California permits the corporation or the shareholder 
with more than a 50 percent ownership interest to avoid dis-
solution by buying the dissenters’ stock for “fair value.” If  the 
parties cannot agree on a fair value, the court can order evi-
dence submitted to a panel of three disinterested appraisers 
selected by the court. The court enters a decree based on its 
review of and affirmation of the valuation of the appraisers. 
The decree gives the corporation, or, if  it declines, the majority 
shareholder, the right to avoid dissolution by purchasing the 
minority’s shares for the price stated in the decree.17

Conclusion
The fact patterns that give rise to claims for shareholder 
oppression are as limitless as the human capacity for greed 
and fraud. Fortunately, the judicial system has responded 

change hands between a willing buyer and a willing seller when 
neither party is under an obligation to act.”11 A fair market 
value will usually discount a minority interest in a close cor-
poration for lack of marketability and lack of control.12 The 
discount for lack of control simply reflects a reduction in price 
for the inability to control the corporation’s actions because the 
buyer is buying less than a controlling interest in the company. 
But many courts refuse to include a lack-of-control discount in 
a buyout valuation because it would “deprive minority share-
holders of their proportionate interest in a going concern”13 
and would undermine the remedial goal of protecting “minor-
ity shareholders from being forced to sell at unfair values 
imposed by those dominating the corporation while allowing 
the majority to proceed with its desired corporate action.”14

The discount for lack of marketability, however, is more 
debatable, and courts will consider adjusting the valuation to 
reflect the fact that close corporation shares lack liquidity.15 
While majority shareholders argue in favor of applying dis-
counts and using a fair market value standard to determine the 
value of the minority shareholder’s interest, minority share-
holders seek buyouts at fair value, a valuation that includes no 

There are many potential remedies available to minority 
shareholders other than dissolutions and buyouts, although 
these two options are the most common. Some states seek 
to encourage the creative judicial resolution of  shareholder 
oppression claims by codifying equitable options. For exam-
ple, South Carolina’s statute includes nine separate equi-
table options other than a buyout or dissolution.i Illinois’s  
statute identifies 11 alternatives.ii California law simply 
instructs its courts to do equity.iii In states lacking specific 
statutory authority, courts have nonetheless picked up the 
mantle of  equitable creativity in addressing shareholder 
oppression.

The list of other potential remedies for shareholder oppres-
sion includes at least the following:

altering or setting aside an action of the corporation, its •	
shareholders, or directors; 
cancelling a provision in the articles of incorporation •	
or bylaws;
ordering payment of dividends;•	
appointing a custodian to manage the business;•	
appointing provisional directors;•	
appointing an individual to be an officer or director;•	
removing a director or officer from office;•	
ordering an accounting;•	
awarding damages;•	
reinstating the minority as an employee;•	

requiring repayment of sums wrongly siphoned from •	
the corporation;
limiting the salary of the majority or defining certain •	
amounts of compensation as a constructive dividend;
ordering issued stock to be cancelled or redeemed; •	
permitting the minority to purchase additional shares.•	 iv
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1997) (ordering return of $200,000 in excessive compensation and 
payment of a dividend); Brenner v. Berkowitz, 634 A.2d 1019, 1033 
(N.J. 1993) (discussing alternatives to dissolution); Balvik v. Sylvester, 
411 N.W.2d 383, 388–89 (N.D. 1987) (same); Masinter v. Webco Co., 
262 S.E.2d 433, 441 & n.12 (W. Va. 1980) (same); Baker v. Commercial 
Body Builders, Inc., 507 P.2d 387, 395–96 (Or. 1973) (same); see also 
805 Ill. Comp. Stat. 5/12.56 (West 2010); S.C. Code § 33-18-410 (West 
2010); Model Statutory Close Corporation Supplement (1993).

Remedies Other Than Buyouts Available to Minority Shareholders
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with equal creativity. Recognizing the limited protections for 
minority shareholders in a typical corporation under majority 
rule, legislatures and courts have developed flexible remedies 
that are designed to address the problems unique to each case. 
Whether representing majority or minority shareholders, attor-
neys would do well to think creatively about a resolution that 
will effectively preserve maximum value for their clients and 
take advantage of the tools available to them.  n

Ladd Hirsch and Jason Fulton are litigation partners in the 
Dallas, Texas, office of Diamond McCarthy, LLP.
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You just received an assignment to prepare your first 
persuasive brief. This is your big opportunity to dem-
onstrate your ability to persuade through the written 

word. Before you begin, you must understand that the quality of 
a motion strongly correlates with the quality of the research. 

Writing persuasively for a client is different from objective 
writing. Unlike a research memorandum, where the cases may or 
may not be reviewed by your boss or client, the cases relied on in 
a motion will be analyzed by the judge and law clerks. You (not 
the assigning lawyer) are responsible for the arguments made 
and the cases cited. Accuracy trumps overzealous advocacy.

These tips for drafting a persuasive piece will make you shine.

1. Do not cite cases unless you have read them entirely. Read cases 
from the first to last word. When preparing motions, many 
young associates find the “smoking gun” quote supporting their 
argument and stop reading. Unknown to the associate, the court 
may have rejected the quoted proposition five paragraphs later 
or ruled on a different issue in the same opinion that is adverse to 
your client. You don’t want a call from a partner asking why you 
did research for opposing counsel and billed your client for it.

2. Know the holding of a case. The persuasive value of a case often 
rests with what the court actually did. One type of persuasive 
holding is where an appellate court ruled that the lower court 
abused its discretion for doing the same thing that your opponent 
is asking your judge to do. Alternatively, you may diminish the 
strength of your opponent’s cited cases by knowing the appli-
cable legal standard. A Supreme Court decision upholding a jury 
verdict (under the deferential manifest-weight-of-the-evidence 
standard) is far less persuasive than an opinion affirming the issu-
ance of summary judgment (under de novo review).

3. Research opinions drafted by your judge. If the presiding judge 
has addressed the subject matter of your persuasive work, you 
won’t need to convince your judge that the prior opinion is well 
reasoned. By citing a decision favorable to your client, you also 
force the opposing party into the uncomfortable position of hav-
ing to argue that the judge was wrong. 

My firm once represented an employer in federal court 
against a former employee who contended that the employment 

handbook altered his at-will status. I found an opinion from our 
judge (when he was a state appellate judge) where he specifically 
concluded that employment is presumed to be at will and may be 
terminated for good cause or no cause.

4. Use the West Digest System. Yes, you can research effectively 
without a computer. Digests are excellent book sources to find 
published cases addressing a specific legal topic. They contain 
summaries of federal and state judicial opinions organized by date 
and subject matter (e.g., torts or damages). Although good start-
ing points, summaries aren’t substitutes for reading entire cases. 

Digests have several practical uses, such as brainstorming. 
Many times, I have developed creative strategies to defeat class 
certification by analyzing case summaries and learning which 
facts courts weigh heavily in evaluating the predominance and 
superiority requirements of Rule 23(b). Digests can also be 
used to research the elements of a claim under federal or state 
law. In addition, the digests’ case summaries can shed light on 
various discovery issues, including when discovery is relevant 
or when good cause exists for a protective order. 

5. Use the ABA website. ABA members have access to free 
resources on its website. The ABA Sections publish numerous 
articles on procedural and substantive issues. For example, com-
mittees under the Section of Litigation publish quarterly news-
letters on topics ranging from the admissibility of evidence for 
motions for summary judgment to the enforceability of non-
competition agreements.1 These newsletters provide concise 
summaries of and unique insights into particular subjects.

By applying the above tips, you will be on the path to success-
ful motion practice. Importantly, if you have reached this point 
in the article, then you have already learned tip No. 1.  n

Eric P. Voigt (evoigt@ficlaw.com) is an associate with Faruki 
Ireland & Cox P.L.L. in Dayton, Ohio.

“Five Tips for the Persuasive Researcher,” by Eric P. Voigt, 
2009, PP&D 17:4, p. 9. Copyright 2009 © by the American Bar 
Association. Reprinted with permission.

Endnote
	 1. See, e.g., www.abanet.org/litigation/committees/pretrial.
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The Inevitable Disclosure Doctrine
(Continued from page 1)

Quaker Oats. PepsiCo argued that the information held by 
Redmond would inevitably be disclosed, not because Redmond 
would try to appropriate the marketing and advertising infor-
mation, but because he would be able to anticipate PepsiCo’s 
distribution, packaging, pricing, and marketing decisions. 

The United States Court of Appeals for the Seventh Cir-
cuit agreed, finding that “a plaintiff  may prove a claim of trade 
secret misappropriation by demonstrating that defendant’s 
new employment will inevitably lead him to rely on the plain-
tiff ’s trade secrets.”3 The appellate court described PepsiCo’s 
position as that “of a coach, one of whose players has left, 
playbook in hand, to join the opposing team before the big 
game.”4 Thus, the court effectively converted the defendant’s 
confidentiality agreement into a noncompete agreement by 
preliminarily enjoining him from working for a direct competi-
tor for a six-month period. 

Pennsylvania’s Lower Burden on Employers 
Recently, the U.S. District Court for the Eastern District of 
Pennsylvania considered the use of the inevitable disclosure 
doctrine in the absence of a noncompete agreement in the 
case of Bimbo Bakeries USA, Inc. v. Botticella.5 Botticella was 
a vice president for Bimbo Bakeries, one of the four largest 
baking companies in the United States. In March 2009, Bot-
ticella signed a confidentiality agreement as a condition of his 
employment with Bimbo.

Among other products, Bimbo bakes and markets Thom-
as’s English Muffins. As a part of his job, Botticella was very 
familiar with the process for baking Thomas’s English Muf-
fins, including the method for creating their “nooks and cran-
nies” texture. There are three secret components for the famous 
“nooks and crannies” texture of Thomas’s English Muffins: 
the recipe, the engineering, and the process. Botticella was one 
of just seven people at Bimbo who had knowledge of all three 
secrets. In addition, Botticella was one of a handful of individ-
uals to have extensive access to Bimbo’s financial data, strategic 
plans, and product development information.

In September 2009, Botticella received an offer to work in a 
similar position for Hostess Brands, Inc., one of Bimbo’s three 
major competitors. Botticella accepted the offer with Host-
ess in mid-October 2009 but did not inform Bimbo of his new 
employment with Hostess until January 13, 2010. During the 
interim period, Botticella continued to have access to confiden-
tial information through documents he received and meetings 
he attended. In particular, Botticella attended a strategy plan-
ning meeting with Bimbo’s president during which confiden-
tial information was discussed. In addition, Botticella accessed 
highly confidential strategic information of Bimbo through his 

laptop, and it appeared that the access to this information was 
consistent with copying files to an external device. Botticella 
testified, however, that he personally avoided looking at con-
fidential sales information and deleted such documents when-
ever he received them, and that he connected an external drive 
to his laptop to learn how to use it.

The district court found that Botticella’s testimony regard-
ing the use of  an external hard drive on his laptop was not 
credible, nor was Botticella’s testimony that he did not look 
at confidential documents after accepting the employment 
with Hostess. The court then considered whether Botticella’s 
employment with Hostess constituted threatened misappro-
priation of  trade secrets and applied the inevitable disclosure 
doctrine. Under Pennsylvania law, the doctrine permits an 
employer to enjoin a former employee from engaging in new 
employment “where that employment is likely to result in the 
disclosure of  the information, held secret by a former employ-
er, of  which the employee gained knowledge as a result of  his 
former employment situation.”6 

Bimbo and Botticella argued over the correct standard for 
evaluating the likelihood that Botticella would disclose Bimbo’s 
trade secrets. Bimbo argued that, under existing Pennsylvania 
law, it needed only prove that Botticella’s employment with 
Hostess was “likely” to result in the disclosure of Bimbo’s trade 
secrets. Botticella, however, argued that the proper standard 
for the court to apply was whether disclosure was “inevitable” 
in the course of Botticella’s employment with Hostess, “or, in 
other words, if  it would be impossible for [Botticella] to work at 
Hostess without disclosing Bimbo’s trade secrets,” and claimed 
that many Pennsylvania cases had misapplied the standard by 
lowering the burden on the party seeking the injunction.7 

Examining Pennsylvania case law on the doctrine, the court 

The court effectively converted 
the defendant’s confidentiality 
agreement into a noncompete 

agreement by preliminarily enjoining 
him from working for a direct 

competitor for a six-month period.
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noted that the seminal Pennsylvania opinion on the doctrine, 
Air Products & Chemicals, Inc. v. Johnson,8 had not specifically 
declined to adopt the term “inevitable.” Thus, the court found 
that under Pennsylvania law, “sufficient likelihood or substantial 
threat of disclosure of a trade secret need not amount to its inev-
itability.”9 Furthermore, the court noted that, because it would 
be difficult for a court to prove a future event to the degree of 
“inevitability” or “impossibility,” the standard for proving threat-
ened misappropriation of trade secrets should be practical and 
that the appropriate standard was whether there existed ample 
evidence of a substantial threat of disclosure.10 Thus, because 
the court concluded that Bimbo had sufficiently established a 
substantial threat that Botticella would disclose Bimbo’s trade 
secrets if he was permitted to begin work for Hostess, it prelimi-
narily enjoined Botticella from beginning his employment with 
Hostess pending the court’s ruling on the case after trial.11

Limited Use of the Doctrine in Some Jurisdictions
The lower standard for proving the inevitable disclosure doc-
trine as expressed in Bimbo Bakeries does not appear to have 
widespread support. Several jurisdictions that permit use of the 
doctrine recognize the criticisms of the doctrine and attempt to 
limit its use to particular circumstances. For example, the United 
States District Court for the Southern District of New York 
has held that, absent proof of actual misappropriation of trade 
secrets by a former employee, the inevitable disclosure doctrine 
should be applied in only very rare situations.12 This is because 
to use the doctrine to prevent the former employee from accept-
ing employment with a competitor in the absence of an explicit 
noncompete agreement would be to find an implied noncompete 
agreement, which is contrary to New York public policy, which 
disfavors such agreements. Specifically, the court found that one 
of the greatest risks in the use of the inevitable disclosure doc-
trine in the absence of a noncompete agreement is

the imperceptible shift in bargaining power that necessarily 
occurs upon the commencement of an employment rela-
tionship marked by the execution of a confidentiality agree-
ment. When that relationship eventually ends, the parties’ 
confidentiality agreement may be wielded as a restrictive 
covenant, depending on how the employer views the new 
job its former employee has accepted. This can be a power-
ful weapon in the hands of an employer; the risk of litiga-
tion alone may have a chilling effect on the employee. Such 
constraints should be the product of open negotiation.13

Other jurisdictions allow the use of the doctrine only where the 
former employer can demonstrate that the employee is unwilling 
to preserve confidentiality. For example, Michigan appears to 
require that the former employer demonstrate that the employee 
is untrustworthy and that, absent evidence of dishonesty, an 
employer cannot establish threatened misappropriation.14 

Rejection of the Doctrine in Some States
At least a few courts to consider the doctrine have rejected it 
outright. The California courts have found that

[t]he decisions rejecting the inevitable disclosure doctrine 
correctly balance competing public policies of  employee 
mobility and protection of  trade secrets. The inevitable 
disclosure doctrine permits an employer to enjoin the 
former employee without proof  of  the employee’s actual 
or threatened use of  trade secrets based upon an infer-
ence (based in turn upon circumstantial evidence) that 
the employee will use his or her knowledge of  those trade 
secrets in the new employment. The result is not merely an 
injunction against the use of  trade secrets, but an injunc-
tion restricting employment.15

Those courts take issue with the doctrine’s “after-the-fact 
nature”: “The covenant is imposed after the employment con-
tract is made and therefore alters the employment relationship 
without the employee’s consent.”16 Where there is a confiden-
tiality agreement in place, the inevitable disclosure doctrine 
“in effect convert[s] the confidentiality agreement into . . . a 
covenant [not to compete].”17 These courts have reasoned that 
plaintiffs should not be allowed to use the inevitable disclo-
sure doctrine as an after-the-fact noncompetition agreement. 
Otherwise, “the employer obtains the benefit of a contractual 
provision it did not pay for, while the employee is bound by 
a court-imposed contract provision with no opportunity to 
negotiate terms or consideration.”18 In addition, courts may 
find that to adopt the theory also would permit a court to infer 
some inevitable disclosure of trade secrets merely from an indi-
vidual’s exposure to them.19

Preventing Employment with a Competitor in the Absence of a 
Noncompetition Agreement
From a practical standpoint, a company that wishes to pre-
vent a former employee from beginning work with a com-
petitor is better positioned to obtain an injunction if  it can 
present evidence of  dishonesty on the employee’s part. The 
Bimbo Bakeries20 opinion demonstrates the importance of 
showing the former employee’s improper conduct in enjoin-
ing the employee from working for a competitor. In issuing 
the preliminary injunction, the court appeared to rely heav-
ily on the fact that the former employee, Botticella, had not 
informed Bimbo Bakeries that he planned to begin work at 
Hostess.21 Combined with Botticella’s suspicious behavior in 
downloading Bimbo documents to an external hard drive, 
the court found that Bimbo had demonstrated a substantial 
threat that Botticella would disclose its trade secrets through 
his new employment with Hostess.22 

Evidence of bad faith on the part of the departing employee 
will weigh in favor of the former employer and may encourage 
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	 20. No. 10-CV-0194, 2010 WL 571774 (E.D. Pa. Feb. 9, 2010).
	 21. Id. at *13–14.
	 22. Id. at *14.

a court to apply the inevitable disclosure doctrine to enjoin 
temporarily the new employment in the absence of a noncom-
petition agreement.  n

J. Rushton McClees is a partner with Sirote & Permutt, P.C., 
which has three offices in Alabama. Meaghan E. Ryan is an asso-
ciate with Sirote & Permutt, P.C., in Birmingham, Alabama. 
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decisions from other jurisdictions that enforced liability limita-
tions, including Valhal and Ocotillo v. WLB.19 The court dis-
tinguished those decisions on the basis that the clauses at issue 
there did not apply to third-party claims.

Similarly, in Omaha Cold Storage Terminals, Inc. v. The Hart-
ford Insurance Co.,20 an unreported case from the United States 
District Court for the District of Nebraska, the court consid-
ered whether a contract’s indemnification and risk-allocation 
clauses violated Nebraska’s anti-indemnity statute prohibiting 
indemnification for one’s own negligence.21 The court concluded 
that the anti-indemnity statute did not apply to the indemnifi-
cation clause22 because the clause did not insulate or hold the 
breaching party harmless from its own negligence. However, 
the court also held that the statute did apply to the contract’s 
risk-allocation clause23 because it contained language that pur-
ported to limit liability for negligent acts. Ultimately, the court 
invalidated both the indemnification clause (to the extent it 
limited liability for claims arising out of negligence) and the 
risk-allocation clause.

The Role of Reasonableness
Clauses that limit liability to a reasonable amount, rather than 
completely shift liability, stand a better chance of being upheld. In 
Ocotillo v. WLB,24 the Arizona Supreme Court recently weighed 
in on the issue. WLB prepared a survey of Ocotillo’s project prop-
erty but failed to identify an existing right-of-way owned by a third 
party. As a result of the inaccurate survey, the City of Phoenix 
refused to issue construction permits, and Ocotillo was required to 
procure a redesigned site layout from other engineering and survey 

Getting What You Bargained For
(Continued from page 5)

firms. The parties’ contract contained a limitation of liability pro-
vision that limited WLB’s liability resulting from its negligent acts, 
errors, or omissions to the fees it received for its services. Ocotillo 
sued WLB for breach of contract and professional negligence. 
The Arizona trial court’s order enforcing the limitation of liability 
provision was affirmed by both the Arizona Court of Appeals and 
the Arizona Supreme Court on the basis that liability limitation 
clauses generally, and the clause at issue in Ocotillo in particular, 
do not conflict with any judicially identified public policy.

Ocotillo had urged the courts to follow the City of Dilling-
ham and Lanier decisions and invalidate the clause. The 
Arizona Supreme Court distinguished City of Dillingham 
because of  the unique legislative history of  Alaska’s anti-
indemnity statute and the decision’s reliance on the Alas-
ka legislature’s express rejection of  a proposal to exempt 
liability limitation provisions when it enacted its anti- 
indemnification statute. And, unlike the provision at issue 
in Lanier, the clause litigated in Ocotillo was “devoid of  any 
reference to liability for third-party claims brought by the  
general public.”25 Significantly, the court offered some insight 
as to the circumstances under which it would invalidate a limi-
tation of liability provision. Acknowledging the public policy 
need to ensure the exercise of due care, it recognized that a low 
dollar amount limitation could be void if  it effectively elimi-
nated the professional’s incentive to take precautions. As to the 
case before it, the court found the liability cap not impermis-
sibly low because the potential loss of the fees, the main incen-
tive for the work, ensured the exercise of due care.

In Blaylock Grading Co., LLP v. Smith,26 the plaintiff  
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In the event that a public or private contract or agreement for the construction, alteration, repair, or 
maintenance of a building, structure, highway bridge, viaduct, water, sewer, or gas distribution system, 
or other work dealing with construction or for any moving, demolition, or excavation connected with 
such construction contains a covenant, promise, agreement, or combination thereof to indemnify 
or hold harmless another person from such person’s own negligence, then such covenant, promise, 
agreement or combination thereof shall be void as against public policy and wholly unenforceable.

Neb. Rev. Stat. § 25-21, 187(1).

Nebraska’s Anti-Indemnity Statute

Any promise or agreement in, or in connection with, a contract or agreement relative 
to the design, planning, construction, alteration, repair or maintenance of a building, 
structure, highway, road, appurtenance or appliance, including moving, demolition and 
excavating connected therewith, purporting to indemnify or hold harmless the prom-
isee, the promisee’s independent contractors, agents, employees, or indemnitees against 
liability for damages arising out of bodily injury to persons or damage to property proximately caused by or resulting from 
the negligence, in whole or in part, of the promisee, its independent contractors, agents, employees, or indemnitees, is against 
public policy and is void and unenforceable.

N.C. Gen. Stat. § 22B-1.

North Carolina’s Anti-Indemnity Statute

sued the defendant land surveyor for breach of  contract and 
negligence. The contract limited the defendant’s liability to 
$50,000. After the jury awarded plaintiff  $574,714, the North 
Carolina trial court held the liability limitation provision void 
as against public policy and entered judgment on the verdict. 
On appeal, the North Carolina Court of  Appeals recognized 
the rights of  freedom of  contract and risk allocation between 
sophisticated, professional parties; found that the state’s anti-
indemnity statute27 did not apply; and reversed the trial court. 
It reasoned: “The contract at issue involves a clause that lim-
its a party’s liability, not an indemnity clause whereby one 
party agrees to be liable for the negligence of  the other par-
ty.”28 Thus, the statute is inapplicable because it “only limits 
a promisee from recouping damages paid to a third party as a 
result of  personal injury or property damages when the dam-
ages were caused by the promisee.”29

Practice Pointers
The better-reasoned decisions hold that state anti-indemni-
ty laws do not bar the enforcement of limitation of liability 
clauses. Depending on the language of the state’s statute and 
the clause at issue, courts in jurisdictions that have not yet 
addressed this issue should follow the well-reasoned approach 
recognizing the difference between indemnification, which 
removes the incentive to act with due care, and a limitation 
of liability, which merely allows contracting parties to allo-
cate risk. So long as the limitation is reasonable and does not 
remove the incentive to act with due care, it should be enforced. 
Nevertheless, given the importance of limiting liability as a risk 

allocation device, the uncertainty and inconsistency of the law 
in this area is unsettling. Accordingly, practitioners would do 
well to advise their clients to agree to liability limits that have 
a reasonable relationship to the magnitude of the services ren-
dered, the potential liability exposure, or both, and that do not 
limit liability for third-party claims. Doing so should increase 
the likelihood that the limitation will be enforced as consistent 
with public policy and anti-indemnification statutes. In addi-
tion, where enforceability is uncertain, in lieu of a limitation 
of liability clause, contracting parties should price the risk of 
greater exposure into the contract.  n

Mark S. Davidson is a member of Williams Kastner in Seattle 
and a member of the firm’s Business Litigation practice group. 
He can be reached at mdavidson@williamskastner.com. Michael 
I. White is an associate in the Seattle office of Williams Kastner 
and a member of the Business Litigation practice group. He can 
be reached at mwhite@williamskastner.com.
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