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UTSA was to deal with all tort theories of liability, the PTC and NCCUSL
would have had to sort out a variety of common law causes of action that, in
one shape or another, previously gave relief for the misuse of business
information. Moreover, allowing for such claims with respect to information
that does not meet the UTSA’s definition of a trade secret would destroy the
very uniformity and consistency that the UTSA was designed to promote.
Thus, it was decided that the UTSA should include a provision to preclude
alternative tort-based theories of liability. Consistent with the language of
§ 301 of the Copyright Act, while it is theoretically possible that a wrong
could be articulated that provides the “extra element” necessary to avoid
copyright preemption, § 7 of the UTSA requires the extra element to be
something other than the claimed wrongful acquisition, disclosure, or use of
business information.'”’

C. The Definition of Misappropriation

As noted by the Supreme Court in Kewanee, one of the reasons that
the trade secret law of Ohio was not preempted by federal patent law was
because the applicable definition of a trade secret did not include information
that was already in the public domain.'”® An equally important reason was
that proof of the existence and use of a trade secret, in and of itself, was not
sufficient to state a claim for trade secret misappropriation under Ohio
law.'” In addition, it must be shown either: (1) that the trade secret
information was used or disclosed in violation of a duty of confidentiality; or
(2) that the trade secret information was acquired by improper means.”*® In
this way, the “wrong” to be remedied is not simply the defendant’s use of
trade secrets (as can be the case under patent and copyright law), but specific
additional actions deemed to constitute cognizable wrongs in the nature of
acts of unfair competition.'®'

The UTSA’s requirement that both the existence of a trade secret and
its misappropriation be proven in order to state a successful claim for trade
secret misappropriation is consistent with the common law development of
trade secret law, which generally required proof of a breach of duty or breach
of trust.'® Unfortunately, in the same way that some courts did not always

copyright law will conflict with the federal policies underlying those laws).

Accord RESTATEMENT (THIRD) OF UNFAIR COMPETITION § 38 (1995)
(discussing limitations on claims for appropriating the other’s tangible trade values). See also
Sharon K. Sandeen, Assessing the Protection of Information through Tort Law in
INTELLECTUAL PROPERTY PROTECTION OF FACT-BASED WORKS, COPYRIGHT AND ITS
ALTERNATIVES (Edward Elgar, Robert F. Brauneis, eds. 2009).
See supra note 119 and accompanying text.
See supra note 120 and accompanying text.
See supra note 120 and accompanying text.
See supra note 120 and accompanying text; see also 35 U.S.C. § 271 (2003)
(Infringement of Patent); 17 U.S.C. § 501 (2002) (Infringement of Copyright).

182 See supra notes 25-27 and accompanying text.

179
180
181
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insist that a plaintiff in a trade secret case prove the existence of a trade
secret—thereby leading to calls for a more precise definition of a trade
secret—concerns were raised during the UTSA drafting process about the
failure of some courts to require proof of the existence of wrongdoing. To
remedy this problem, the drafters of the UTSA decided to define the
wrongdoing (“misappropriation”) separately from a “trade secret,” thereby
more clearly establishing that the existence of a trade secret alone is not
enough; the commission of a wrongful act must also be shown.'®

The UTSA’s definition of misappropriation was also used to specify
clearly the circumstances under which third parties who are not in privity
with a trade secret owner can be held responsible for trade secret
misappropriation. When this issue was first considered, the drafters of the
UTSA had three options. On one extreme, they could refuse to impose any
liability on third parties. On the other extreme, they could follow the model
of patent and copyright law and impose what is, in essence, a form of strict
liability; that is, the UTSA could have imposed liability for the mere
acquisition, disclosure, or use of trade secrets without requiring its
misappropriation. They chose an intermediate option and imposed liability
on third parties only upon acquisition of knowledge followed by a wrongful
act. There are four circumstances where this may occur:

1. Where a third party acquires a trade secret of another with
knowledge (or reason to know) that the trade secret was acquired by -
improper means;'

2. Where a third party discloses or uses a trade secret of another with
knowledge (or reason to know) that his or her knowledge of the trade

secret was:
a. derived from or through a person who utilized
improper means to acquire it;'®
b. derived from or through a person who owed a duty

to the person seeking relief to maintain its secrecy of
limit its use;'®® or
C. before a material change of his or her position,
knew or had reason to know that it was a trade secret
and that knowledge of it had been acquired by
accident or mistake.'®’
Because the drafiers of the UTSA did not want to impose liability on
innocent users of another’s trade secrets, they were careful to require proof
of specific knowledge or a reason to know.'®® They consciously chose,

however, to modify what was described as the “bona fide purchaser for

183 UNIF. TRADE SECRETS ACT § 1(2) (1985).
81§ 1))
::Z 1d. § 1)(i)(BX(D).
Id. § 1Q)(ii)B)II).
87 Id. § 1Q2)(ii)(C).
1% Transcript of Proceedings in Committee of the Whole, supra note 129, at 7.
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value” rule by enabling liability to be imposed for actions occurring after
adequate notice is given. As explained by Professor Dole, referring to § 2(d)
of the Sixth Tentative Draft:

The present law is pretty much a bona fide purchaser for

value type of arrangement, and if a person in good faith

obtains a trade secret and pays value for it, and later finds

out it’s a trade secret, it’s too bad as far as the original holder

of the trade secret is concerned. . . . This is an attempt to try

to create some remedy for the situation of the disgruntled

employee who creates a wind-fall for the competitor.'*

Ultimately, § 2(d) was deleted from the draft UTSA but its
underlying concept of potential liability after notice was preserved in UTSA
§ 1(2). Pursuant to § 1(2)(i), a good-faith acquirer cannot be held liable for
the mere acquisition of trade secret information. He can only be liable for the
disclosure and use of trade secrets if: (1) adequate notice is received before
the disclosure or use; and (2) the trade secret status of the information was
not lost in the meantime.'® The UTSA also states a preference for limiting
the remedies that can be awarded against such ‘“‘good-faith
misappropriators,” as discussed infra.'”!

D. Remedies

Due to the traditional separation of courts of law and equity and
traditional notions of compensable harm, plaintiffs in early unfair
competition cases often found it difficult to obtain remedies, either in the
form of damages or injunctive relief. The problem on the damages front was
the frequent inability of the plaintiff to prove actual damages by showing
that, but for the activities of the defendant, plaintiff’s profits would have
increased. This was particularly true where the defendant was not a direct
competitor of the trade secret owner. With respect to a request for injunctive
relief, the problem in early cases was often the nature of the claim and the
limited availability of injunctive relief. Early courts that wanted to award
injunctive relief often solved these problems with respect to trade secret
claims by either characterizing the wrong as a breach of confidentiality or
trust or by categorizing the trade secret as a property right.'>

One of the benefits of legislative enactments over the common law is
that federal and state legislatures are not bound by common law rules

89 Id at 40, § 2(d) (“Although not otherwise a misappropriator, if necessary to

prevent a manifest injustice, a person who in good faith has derived knowledge of a trade
secret from a misappropriator is liable for a reasonable royalty to the extent of gain obtained
from disclosure to others or use of the trade secret of another.”).
Transcript of Proceedings in Committee of the Whole, supra note 129, at 31

(noting the risk of loss of trade secret rights due to wide-spread dissemination of trade secrets
following their initial misappropriation).

Y1 See infra notes 192-202 and accompanying text.

%2 See supra note 25-27 and accompanying text.
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regarding remedies. In enacting laws that establish new causes of action,
legislators are free to define both the wrongdoing that will give rise to relief
and the scope and nature of available relief. Often legislators choose to
follow common law principles that define the circumstances for the grant of
various remedies, but where they believe such remedies are inadequate, they
are free to deviate from common law principles. As noted previously, the
desire for clearer and better remedies was one of the principal motivating
factors behind the UTSA.™®

At the time that the UTSA was drafted, the willingness of federal
legislators to deviate from common law norms when fixing remedies for
patent and copyright infringement was well known to the practicing bar." In
fact, the remedies provisions of the McClellan Bill were modeled after U.S.
patent and copyright law."®® Thus, it is not surprising that the practicing bar
saw an opportunity to use the device of a uniform law to define the remedies
that would be available for trade secret misappropriation.'®® The drafters of
the UTSA followed the model of federal patent and copyright law by: (1)
providing for an award of damages and broadly defining how damages could
be measured; (2) specifically providing for the grant of injunctive relief to
prevent either actual or threatened trade secret misappropriation; and (3)
provic}i9171g for the award of punitive damages and attorneys’ fees in special
cases.

Although it may have been tempting to draft the remedies provisions
to benefit trade secret owners, the drafters of the UTSA took a more
balanced approach, recognizing that businesses might find themselves on
either side of a trade secret misappropriation claim. This is seen most clearly
in the limitations that were placed on the award of punitive damages and in
the requirements for the award of attorney’s fees and injunctive relief. 1% An
award of exemplary damages is capped at “twice any award made under
subsection (a)” of § 3. Attorney’s fees can only be granted to the prevailing
party in the case of bad faith pleading or willful and malicious
misappropriation.'® The bad faith provision of § 4, in particular, was cited as
“an effort to chill wrongful assertion of rights under the Act.”*”

See supra notes 62, 106 and accompanying text.
194 See 15 U.S.C. §§ 281-289; 17 U.S.C. §§ 502-505.
See supra note 82 and accompanying text.
Transcript of Proceedings in Committee of the Whole, supra note 129, at 28
(noting that one of the problems with the Restatement First is that it does not discuss
remedies).
197 Compare UNIF. TRADE SECRET ACT, §§ 3—4 (1985), with PATENT ACT, 35
U.S.C. §§ 283-285, and COPYRIGHT ACT of 1976, 17 U.S.C. §§ 502-505.
1% Transcript of Proceedings in Committee of the Whole, supra note 129, at 21
(noting that the UTSA was designed to eliminate the concept of permanent injunction and
noting “[s]o to some degree the Act attempts to create a balance, and to some degree limit the
amount of protection that is afforded for a trade secret”).
UNIF. TRADE SECRETS ACT § 4.
Transcript of Proceedings in Committee of the Whole, supra note 129, at 29.
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While courts are given broad powers under the UTSA to grant
injunctive relief against actual or threatened misappropriation, the definition
of misappropriation was designed to ensure that injunctions would not be
imposed against good-faith acquirers of a misappropriated trade secret (those
without knowledge or a reason to know of the misappropriation).zol Further,
for those good-faith acquirers who might become misappropriators because
they are timely informed of the alleged trade secret misappropriation, § 2(b)
of the UTSA states a preference for the payment of a reasonable royalty
instead of a prohibitory injunction, and § 3(a) limits the award of monetary
relief in the case of a material and prejudicial change of position.””

E. The Treatment of Trade Secrets in Litigation

Sometimes statutory enactments are preferred in order to deviate
from common law norms, as was the case with the remedies provisions of
the UTSA. Other times statutes are needed because the common law is ill-
equipped to deal with a unique issue. Such appears to be the case with
respect to § 5 of the UTSA, which addresses the treatment of trade secrets in
litigation and proved to be a non-controversial aspect of the UTSA
Because, by definition, trade secrets must be kept relatively secret in order to
be protectable, and court proceedings are generally open to the public, any
time a trade secret owner initiates a trade secret misappropriation claim there
is a risk that the trade secrets will be lost in the process. To reduce this risk,
the drafters of the UTSA included a provision that gives courts broad powers
to preserve the secrecy of alleged trade secrets during litigation, including
the power to issue protective orders.

F. Preemption of Other Tort Theories of Liability

In addition to having to solve the preemption problem that was
addressed in Kewanee, the drafters of the UTSA confronted another
preemption problem, or what is more appropriately labeled an overlapping
cause of action problem. As noted above, at the time the UTSA drafting
process began, trade secret law was a hodge-podge of theories and causes of
action.” In order to bring order to this chaos, the UTSA was proposed.
However, the UTSA would not accomplish its central mission if the (often
inexact and incomplete) legal theories and causes of action that preceded it
were allowed to co-exist. Thus, what ultimately became § 7 of the UTSA

0l See infra notes 216-233 and accompanying text (discussing the 1985

Amendments to the UTSA).

202 See Transcript of Proceedings in Committee of the Whole, supra note 129, at
29; UNIF. TRADE SECRETS ACT § 3, cmt.; accord Conmar Prods. Corp. v. Universal Slide
Fastener Co., 172 F. 2d 150 (2d Cir. 1949).

203 UNiF. TRADE SECRETS ACT § 5, cmt.

204 See supra notes 43, 82 and accompanying text.



534 HAMLINE LAW REVIEW [Vol. 33:493

(Effect on Other Law) was proposed.

As originally written, § 7 (then § 6) stated that the UTSA would be
“the exclusive state tort remedy for trade secret misappropriation,” but that
its preclusive effect would not apply to: (1) criminal penalties for trade secret
misappropriation; (2) tort liability for misappropriation that is not based upon
the existence of a trade secret; and (3) contractual obligations.zo5 Like § 5 of
the UTSA, this provision was non-controversial. While questions arose about
how it should be worded, there was no dispute about the desirability of such
a section or its basic intent. During the reading of the draft UTSA in 1978,
when asked to explain the conflicting law that would be excluded by § 6(a),
Professor Dole stated:

Well, I would gather it would be a type of law that imposes

liability for trade secret misappropriation that had a different

definition or [sic] trade secret or a different definition of

misappropriation. The basic categories would be tort law, or

quasi-contract  law, that imposed liability for

misappropriating something that’s a trade secret.2”
The problem with the last sentence of the foregoing quote is that pre-existing
theories of trade secret liability did not always use an adequate definition of a
trade secret, and what constituted misappropriation was not necessarily co-
extensive with the definition set forth in the UTSA.?" It makes more sense to
follow the logic of the first sentence and realize that in light of complaints
concerning the uneven common law development and application of trade
secret law, § 7 was intended to preclude all other state-based tort claims for
the protection of “proprietary” or “confidential” information. Otherwise, the
UTSA’s goal of preventing the over-assertion of trade secret rights could be
avoided by the simple expedient of claiming an independent right to protect
information that does not qualify for trade secret protection. As noted above,
this approach would also conflict with the preemption provisions of U.S.
copyright law.2%®

Section 7 of the UTSA is perhaps best understood in light of a
similar provision that is part of the Uniform Deceptive Trade Practices Act
(UDTPA), which was adopted by NCCUSL in 1966.® Section 2(c) of the
UDTPA provides, “This section does not affect unfair trade practices

205

31, 1977).
206

207

Uniform Trade Secrets Protection Act, First Tentative Draft § 6, at 5-6 (July

Transcript of Proceedings in Committee of the Whole, supra note 129, at 9.
See also Uniform Trade Secrets Act, Sixth Tentative Draft (July 28, 1978) (the
draft was changed to read: “This Act displaces conflicting common law and statutes pertaining
to actionable trade secret misappropriation.”). See also, John T. Cross, UTSA Displacement of
Other State Law Claims, 33 HAMLINE L. REV. 445 (2010).

208 See supra notes 122—124 and accompanying text.

209 Revised Uniform Deceptive Trade Practices Act, Approved by the National
Conference of Commissioners of Uniform State Law at its Annual Meeting, Montreal, Canada
(July 30-August 5, 1966).
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otherwise actionable at common law or under other statutes of this state.”'°

The drafters of the UTSA could have followed the language of the UDTPA
and specifically allowed for the continued common law development of
theories of liability related to business information not meeting the definition
of a trade secret, but chose not to do so. 2! Instead, they stated a clear intent
to restrict the further development of common law theories for the protection
of business information. If either the existence of a trade secret or an act of
misappropriation (as defined by the UTSA) cannot be shown, then no theory
of liability, other than one based upon breach of contract, is allowed.”"

The purpose of § 7 of the UTSA must also be understood in light of
the development and application of the Sears/Compco doctrine As
detailed supra, while the Kewanee Court held that trade secret law was not
preempted by federal law, it did so based upon a narrow view of trade secret
law and, in the process, indicated that state laws that attempt to protect
business information that is not secret or is not misappropriated would face
preemption problems.”* Section 7 is not only consistent with Kewanee, it is
one of the means by which the UTSA solved “the preemption problem.”*'®

G. The History of the 1985 Amendments to the UTSA

Given the length of the UTSA drafting process and the long-term
and extensive involvement of the practicing bar in that process, it is perhaps
surprising that any objections to the Act would be voiced, let alone so soon
after its adoption in 1979. After NCCUSL adopted the UTSA at its annual
meeting in August of 1979, a number of states moved quickly to enact it into
law. In August 1980, Minnesota became the first state to pass legislation
adopting the UTSA, followed closely by Idaho, Arkansas, Kansas, and
Louisiana.”'® Soon thereafter, however, the UTSA hit a snag in the form of
opposition engineered by William LaFuze, an attorney from Houston and an

210 Id

1 professor Dole was also involved with the drafting of the UDPA and, thus, was
presumably aware of its provision that specifically allowed for the continued common law
development of unfair trade practices law.

Accord ITT Schadow Inc. v. Stein, 7 U.S.P.Q. 1348 (D. Minn. 1988). See also,
RESTATEMENT (THIRD) OF UNFAIR COMPETITION § 38, cmt. a (1995) (“The law of unfair
competition imposes liability only in connection with particular methods of competition that
undermine rather than advance the competitive process....The primary source of
protection for intangible trade values are the federal patent and copyright laws.”).

See supra notes 65-67 and accompanying text (discussing the Sears/Compco
doctrine).

24 See supra notes 117-119 and accompanying text (discussing the Kewanee
holding).

U5 See supra note 105 and accompanying text. The UTSA also solved the
preemption éproblem by narrowly defining the scope of trade secret protection.

26 See MINN. STAT. ANN. §§ 325C.01-.08 (2010); IDAHO CODE §§ 48-801-807
(2010); ARK. CODE ANN. §§ 4-75-601-607 (2010); KAN. STAT. ANN. §§ 60-3320-3330
(2010); LA. STAT. ANN.-REV. STAT. §§ 51:1431-1439 (2010).
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active member of the Intellectual Property Law Section of the State Bar of
Texas, the PTC Section, and the American Patent Law Association.?!’

On July 3, 1981, the Intellectual Property Section of the State Bar of
Texas, at the apparent urging of Mr. LaFuze, passed a series of resolutions
that, while favoring a uniform trade secrets act in principle, opposed
adoption of the 1979 version of the UTSA.?'® Despite its past and extensive
involvement in the UTSA drafting process, similar resolutions were
thereafter adopted by the PTC on August 8, 1981.%'° The Unfair Competition
Committee of the American Patent Law Association followed suit in a series
of resolutions that were put to a vote in December 1981.*° The principal
concerns of the three groups related to the issue of remedies.

First, with respect to § 7 of the 1979 version of the UTSA, concern
was expressed that the language did not make it clear that the UTSA would
not preclude breach of contract claims and associated contract remedies.
Second, although the possibility of a grant of reasonable royalties was
mentioned in the injunction section of the 1979 version of the UTSA (§ 2),
concern was expressed that reasonable royalties should also be listed as a
possible alternative measure of damages in the damages section (§ 3).**'
Third, concern was expressed about the remedies available against good-
faith misappropriators. Although Mr. LaFuze and his cohorts wanted to give
courts the flexibility to grant damages measured by reasonable royalties, they
wanted to allow such remedies against good-faith misappropriators only in
“exceptional circumstances.”***

The fact that the UTSA was ultimately amended in 1985 is a
testament to the value of persistence and determination. Although the initial
response of NCCUSL was to suggest that there were no problems with the
language of the 1979 version of the UTSA and, in any event, it had been
fully vetted by the practicing bar, Mr. LaFuze would not relent in his mission
to amend the UTSA.

First, he cobbled together an argument that the practicing bar was
not in full support of the UTSA, as evidenced by the aforementioned
resolutions and a June 1979 critique of the draft UTSA by the Unfair
Competition Committee of the American Patent Law Association.””> Next,

A7 See infra notes 223-224, 226-227 and accompanying text (discussing relevant

correspondence from Mr. LaFuze).
218 Resolutions of the Intellectual Property Law Section, State Bar of Texas,
regarding the Uniform Trade Secrets Act, approved July 3, 1981.
219 Resolutions of the Patent, Trademark & Copyright Section, American Bar
Association, regarding the Uniform Trade Secrets Act, approved August 8, 1981.
See Resolutions of the Unfair Competition Committee of the American Patent
Law Association (November 19, 1981); Resolutions of the Unfair Competition Committee of
the American Patent Law Association, regarding Results of Voting (December 7, 1981).
Resolutions of the Intellectual Property Law Section, State Bar of Texas,
regarding 2tglze Uniform Trade Secrets Act, Resolution No. 6 (July 3, 1981).
Id

23 Letter of William LaFuze to James Showers (December 5, 1981); see also
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he insisted on meeting with Professor Dole and NCCUSL Commissioner
James Showers, both residents of Texas, to discuss the matter.”>* That
meeting led Professor Dole to prepare proposed amendments to the UTSA in
1982.> When NCCUSL was not quick to amend the UTSA, Mr. LaFuze
apparently convinced the Unfair Competition Committee of the American
Patent Law Association to pursue federal trade secret legislation and used the
threat of such legislation to try to convince NCCUSL to amend the UTSA.?
Finally, when that strategy did not work, Mr. LaFuze wrote to the Governors
of various states to inform them, “the primary organized bars which first
supported the adoption of the Uniform Trade Secrets Act by the states have
withdrawn their support.”*?’

Although it was an overstatement for Mr. LaFuze to argue that the
major bar associations withdrew their support of the UTSA since the
aforementioned resolutions were only approved by relatively small
committees of such associations, his letters to the Governors were apparently
the last straw that caused NCCUSL to actually amend the UTSA. The fear,
of course, was that Mr. LaFuze had created enough smoke that NCCUSL’s
efforts to convince additional states to adopt the UTSA would be hampered.
There followed additional meetings and discussions between Mr. LaFuze and
representatives of NCCUSL and the development of several proposed
amendments to the UTSA.*®

Amendments to § 7 were designed to make it clear (or clearer) that
the UTSA was not intended to interfere with claims for breach of contract
and associated contractual remedies. In this regard, it was felt that use of the
word “remedy” was better than use of the word “liability.””* Amendments to
§ 3 were proposed in order to make it explicit that reasonable royalties could
be used as an appropriate measure of damages under the UTSA when “actual
loss” and “unjust enrichment” could not be proved.””® Conversely, the
amendments to § 2(b) were designed to limit the use of reasonable royalties

Letter of William LaFuze to Professor Richard F. Dole (March 4, 1982).

24 Tetter of William LaFuze to Joseph DeGrandi, President of the Patent,
Trademark & Copyright Section of the American Bar Association (January 8, 1982).

25 Letter of Richard F. Dole to John McCabe (January 13, 1983) (referring to
proposed amendments that were prepared in August of 1982).

26 { etter of William LaFuze to Professor Richard F. Dole (December 1, 1982).

27 Letter of William LaFuze to Officer of the Governor of the State of Montana
(September 19, 1983).

28 Letter of Richard F. Dole to John McCabe (February 23, 1984) (enclosing
memorandum regarding “Desirable Amendments to the Uniform Trade Secrets Act”);
Memorandum to NCCUSL Committee on Uniform Trade Secret Act from John McCabe
(June 28, 1984); Letter of Richard F. Dole to Jon McCabe (June 20, 1984) (enclosing
proposed amendment as approved by Mr. LaFuze in his personal capacity).

Amendments to Uniform Trade Secrets, Principal Policy Statement, at 1-2
(July 1985).

20 Jd at 2 (based upon the holding in University Computing Co. v. Lykes-
Youngstown Corp. 504 F.2d 518, 535 (5th Cir. 1974)); see Transcript of Proceedings, 8th
Session, Uniform Trade Secrets, supra note 155, at 18-19.
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as an alternative to the grant of injunctive relief by stating that they can only
be granted in “exceptional cases.””' Proceedings from the NCCUSL indicate
the following:

The American Bar Association was concerned about limiting

damages in [cases of good-faith misappropriation] and

allowing the court discretion to not allow damages under

those circumstances. And they wanted to spell it out so that

when you have your good faith misappropriation, damages

are not something to which the plaintiff is automatically

entitled.
Significantly, because § 1(2) of the UTSA was understood to confer
immunity upon a large group of potential defendants (so-called “good-faith
misappropriators™), it was deemed unnecessary to detail in §§ 2 and 3 the
extent to which equitable and monetary relief should be limited because of
good-faith reliance.”

V. THE PRACTICAL AND LEGAL DIFFERENCE BETWEEN
COMMON LAW DOCTRINES AND STATUTORY ENACTMENTS

Once adopted by NCCUSL, uniform laws must be enacted into law
by the legislatures of individual states. Because this process takes time, the
switch from the Restatement First view of trade secrets to the UTSA view
was not immediate. Although five states quickly adopted the UTSA so that it
went into effect in those states in 1981, it was not until September 2, 1988,
when Alaska became the twenty-sixth state to enact the UTSA, that the
UTSA replaced the Restatement First as the predominant body of law
governing trade secrets in the United States.”* Unfortunately, little notice of
this milestone was made by courts and commentators of the time, and many
attorneys and judges continue to rely upon the Restatement First version of
trade secret law as if it is gospel.23 3 This not only results in the application of
the incorrect body of law, but also gives undue credit to the Restatement
series that is, at best, only secondary authority of applicable law. It also fails
to recognize that the Restatement (Second) of Torts excluded all sections
concerning unfair competition and that the trade secret provisions of the
Restatement First were subsequently replaced in 1998 by sections of the

231

(July 1985).
232

Amendments to Uniform Trade Secrets, Principal Policy Statement, at 2-3

Transcript of Proceedings, 8th Session, Uniform Trade Secrets, supra note 155,
at 25.

23 14 at 3; see UNIF. TRADE SECRETS ACT § 1(2)(ii)(C) (1985) (demonstrating that
a good-faith misappropriator is a person who does not know or have reason to know that the
information is a trade secret or that it was misappropriated).

B4 See supra note 8 and accompanying text; see also ALASKA STAT. §§ 45.50,
910-45 (2010).

35 See supra note 19 and accompanying text.
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Restatement (Third) of Unfair Competition.*®

The Restatement series was and is an explication of applicable law
as divined by members of the American Law Institute (ALI), consisting of a
collection of judges, academics, and practitioners.””” The purpose of the
Restatement was (and is) not to codify the law, but rather to clarify and
simplify the law by providing an easily-accessible and clear statement of
what the members of the ALI thought was the majority view of the states on
various points of law.>*® As explained by an early Director of the ALI:

Although the meaning of a case and the extent of its

authority was often in dispute the rule that the Restatement

should be prepared in light of case authority has been

adhered to. The Restatement does represent the considered

opinion of those constructing it of the way in which the law

would be decided in the light of decisions by the courts.”’

In many instances, the drafters of the Restatement First did not have
much to rely upon in trying to predict how courts would decide various legal
issues. According to a study conducted by the ALI in the 1940s, “the
percentage of blanks [meaning the absence of applicable case authority] runs
in many States between fifty and seventy-four percent and even in States like
Massachusetts, New York and Pennsylvania there is a substantial number of
sections of the Restatement not covered by local case law.”**® This
undoubtedly explains why some provisions of the Restatement First series
are more detailed than others. The more common law that existed on a
subject, the more “meat” the drafters had to work with in trying to explain
the better-reasoned law. Where there was not much case law on a topic—as
was the case with trade secret law circa 1939—then the provisions of the
Restatement First on those topics necessarily had to be more general in order
to avoid creating law.

The lack of applicable authority and the generality of the
Restatement First provisions on trade secret law are revealed by both the
structure and content of those provisions. The principal import of §§ 757
through 759 of the Restatement First is to identify the nature of the
wrongdoing. No effort was made in those provisions to provide details
concerning the meaning of any terminology used therein, let alone applicable
remedies or defenses. Rather, such details were left to be worked out by the
courts of each state in accordance with common law tradition. If and when

2% See RESTATEMENT (SECOND) OF TORTS, Division Nine, Intro. Note, at 1 (1979);

RESTATEMENT (THIRD) OF UNFAIR COMPETITION §§ 3945 (1998).

B William Draper Lewis, History of the American Law Institute and the First
Restatement of the Law, in RESTATEMENT IN THE COURTS (Permanent ed., 1932-1944).

2% " Id. at 19 (explaining that although the Restatement is expressed in the form of a
code “there never has been any desire to give them statutory authority.” Rather, “[the
Restatement] is designed to help preserve not to change the common system of expressing law
and adapting it to changing conditions in a changing world”).

1d. at 8.

0 Id. at 20.
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sufficient case authority developed on such issues, the Restatement First
would be revised and amended to reflect the subsequent common law
development of the law, as actually occurred with the adoption of the
Restatement (Third) of Unfair Competition.”*' Moreover, although many
provisions of the Restatement First included commentary, the commentary
was not formally sanctioned by the ALI and, at best, constitutes the
individual opinion of the person(s) who drafted it.** As with the textual
provisions of the Restatement First, if an issue of law developed in a manner
that was inconsistent with the commentary, then the law as developed should
prevail.

In contrast to the Restatement series, the purpose of the uniform law
process is not merely to restate existing law, but to make and codify the law.
As noted in a history of NCCUSL, in 1837 Justice Joseph Story explained
the purpose and benefits of uniform laws this way:

One great advantage, therefore, of a code, an advantage

which in a practical view can scarcely be over-estimated, is

that it supersedes the necessity, in ordinary cases at least, of

very elaborate researches into other books; and indeed, it

often supersedes in all cases, but those of rare and

extraordinary occurrence, the necessity of consulting an

immense mass of learned collections and digests of

antecedent decisions.”*
Thus, as a body of law, the UTSA—particularly as codified in each of the
forty-seven jurisdictions that have adopted it—has a different status than the
Restatement series. Whereas the Restatement series is secondary authority of
what the law is, the UTSA is primary authority. As a matter of statutory
interpretation, therefore, the first place that courts in UTSA jurisdictions
should look to understand trade secret law is the language of the UTSA
itself. To the extent that the language of the UTSA is unclear or incomplete,
then various methods of statutory interpretation can be used in an attempt to
apply the statute correctly, often depending upon the interpretative model
preferred by a given judge.**

While debate rages about whether, and to what extent, it is

M 4. at 21 (“Any subject in the Restatement when published represents the

present law. But, in a short time it here and there ceases to be the law.”); see RESTATEMENT
(THIRD) OF UNFAIR COMPETITION §§ 39-45.
See generally Lewis, supra note 237.
WALTER P. ARMSTRONG, A CENTURY OF SERVICE, A CENTENNIAL HISTORY OF
THE NATIONAL CONFERENCE OF COMMISSIONERS OF UNIFORM STATE LAwsS 13 (West 1991).
See generally FRANK B. CRrosS, THE THEORY AND PRACTICE OF STATUTORY
INTERPRETATION (2009) (discussing the textualism, legislative history, canons, and
pragmatism models of statutory interpretation). See also GUIDO CALABRESI, A COMMON LAw
FOR THE AGE OF STATUTES (1982) (arguing the pragmatism view); ANTONIN SCALIA,
COMMON-LAW COURTS IN A CrviL-LAW SYSTEM: THE ROLE OF UNITED STATES FEDERAL
COURTS IN INTERPRETING THE CONSTITUTION AND LAWS, IN A MATTER OF INTERPRETATION:
FEDERAL COURTS AND THE LAw (1997) (arguing the textualism view).
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appropriate for judges to consult legislative history to determine the meaning
of a statute, the drafting history of the UTSA is as relevant, if not more
relevant, than the Restatement series for understanding the current state of
trade secret law.**® In the case of the trade secret provisions of the
Restatement First, the case-by-case and fact-specific findings of various
common law courts circa 1939 is replaced with a recitation of law that was
the product of years of study and was updated to reflect intervening legal
developments, particularly with respects to Sears/Compco and its progeny. In
the case of the trade secret provisions of the Restatement (Third) of Unfair
Competition, which were based upon the UTSA, the drafting history of the
UTSA provides more direct evidence of the purpose and intent of the UTSA.

As the foregoing history of the UTSA reveals, the intent of the
UTSA was to supplement the common law in some respects and change it in
others. Indeed, this is one of the reasons the practicing bar advocated for the
adoption of the UTSA in the first place.”*® The practicing bar was not happy
with the pace and path of development of the common law of trade secrets
and decided to speed up and refine that process by adopting a uniform law.**’
Because many of the trade secret principles that had been fashioned by
common law courts differed from state to state, the drafters of the UTSA
endeavored to identify what they considered the better-reasoned principles of
trade secret law so that they could be codified in the UTSA. In the process,
they rejected a number of common law principles that led to uncertainty and
lack of clarity or that would have resulted in overly-broad protection for
business information. In particular, in light of the U.S. Supreme Court’s
decision in Kewanee, the UTSA was drafted to ensure that the scope of state
trade secret law was limited so as not to interfere with federal patent policies.

Even if the history of the UTSA did not reveal a clear intent to
change trade secret law, the mere fact that trade secret principles were
codified in state laws should have changed the trajectory of and reference
points for the future development and application of trade secret law. This is
due to the fundamental difference between the common law development of
the law and statutory law. The codification of trade secret law into a statute
had the effect of limiting the further common law development of trade
secret within the confines of the statute itself. Rather than having the
freedom to consider general principles of equity and fairness—along with
precedents as described in the Restatement First and elsewhere—to
determine whether and how to give relief to trade secret claimants, judges in
UTSA states are required to read and interpret a statute. Justice Scalia
artfully explained the effect of a statute on the common law this way: “All of
this [common law development of the law] would be an unqualified good,

M5 See supra note 244 and accompanying text.

See supra notes 44, 45 and accompanying text.

See supra note 43 and accompanying text. See also MILGRIM & BENSON, supra
note 20, at § 101 (“[The UTSA] largely codified common law but added a few features, such
as possible statutory increase of damages and discretionary attorneys fees.”).
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were it not for a trend in government that has developed in recent centuries,
called democracy.”**®

The point is that where a statute defines the requirements and
parameters of a tort, judges cannot substitute their view of applicable law for
that of state legislators, even if their view finds widespread support in the
common law. Rather, in the same way that case precedent can be overruled
by courts, courts should consider the extent to which a statute overrules case
precedent.

The difference between common law and a statute is perhaps best
seen in the case of trade secret law when one examines the competing
definitions of a trade secret under the UTSA and the Restatement First. The
UTSA definition of a trade secret is very exact and detailed. To be
recognized as a trade secret under the UTSA, information must: (1) be secret
(i.e., not generally known or readily ascertainable); (2) derive independent
economic value from being secret; and (3) be the subject of efforts that are
reasonable under the circumstances to maintain the secrecy. If a plaintiff in a
trade secret case cannot prove any one of these facts, then he or she does not
own a trade secret and cannot bring a successful claim for trade secret
misappropriation. In contrast, the Restatement First definition of protectable
information is less exacting and more amorphous. This is because, in keeping
with the role of a Restatement, the Restatement First is a compilation of
factors that different common law courts identified when considering the
basic question whether a trade secret claimant’s information deserved
protection. According to the drafters of the UTSA, however, this approach
proved unpredictable and, in some cases, resulted in the over-protection of
information.”” Thus, whereas common law courts applying the Restatement
First factors had leeway to rely on the existence of one or more of the six
listed factors, judges applying the UTSA must focus on the three
requirements of a trade secret under the UTSA.

Another example of how the UTSA changed the common law
trajectory of trade secret law is in the area of remedies. Although some
courts in some states had awarded the types of remedies that are set forth in
the UTSA before the UTSA was adopted, such remedies were not
universally recognized. Thus, deserving plaintiffs in trade secret cases often
struggled to prove entitlement to injunctive relief or an award of damages.
The remedies provisions of the UTSA had the salutary effect of eliminating
fights about the availability of remedies so that courts could focus their
attention on the merits of the underlying case. This, of course, was a boon to
trade secret claimants. However, at the same time the UTSA made it easier
for trade secret claimants to prevail by eliminating uncertainty about
available remedies, it also made it more difficult to establish a meritorious
case by more clearly defining the essential elements of a cause of action.
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Under the UTSA, any uncertainty about whether a trade secret claimant must
prove both the existence of a trade secret and misappropriation has been
eliminated.

As a whole, the UTSA attempts to strike the classic balance between
free competition on one hand and the prevention of unfair competition on the
other. Thus, to ignore any provision of the UTSA in favor of common law
principles as expressed in the Restatement First puts this balance at risk. This
is not to say that there is no role for courts to play in the interpretation and
application of the UTSA. Although the UTSA filled many of the gaps in
trade secret law that were not settled by common law courts, it left places
where some discretion and flexibility is allowed. The freedom to determine
what constitutes “reasonable efforts” is one obvious example. Courts are also
allowed to add to the illustrative lists of improper and proper means.

V1. CONCLUSION

The history of the UTSA reveals the promise of the uniform law
making process. Over the course of more than twelve years, a group of
dedicated judges, academics, and practicing lawyers carefully studied the
state of trade secret law circa 1970 and determined that the pace and course
of its evolution could be improved with the adoption of a uniform law.
Although the initial impetus behind the project was a desire to solve the
ErielSears/Compco squeeze, ultimately the drafters of the UTSA saw an
opportunity to improve trade secret law in a number of ways. Because the
individuals who were involved in the process had a range of perspectives on
the topic—some favoring the needs of trade secret owners and others
favoring the needs of the public or the perspectives of defendants and third
parties—and no apparent agenda other than good policy making, the UTSA
reflects the important balance that, in theory, all intellectual property laws
seek to achieve: a balance between IP protection on one hand and free
competition on the other. As a result, although the careful application of the
UTSA may result in the inability of a business to protect information that it
deems valuable, that is by design. Pursuant to the well-established policy of
the United States, free competition and the dissemination of information is
the rule, intellectual property protection is the exception. It is only when a
business’s information meets the carefully developed requirements of the
UTSA that it should be protected.






