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Congress created the first statutory private federal cause of action for trade secret misappropriation
when it enacted the Defend Trade Secrets Act (‘DTSA”) on May 11, 2016. Although the DTSA has
some material differences from existing state laws (which are predominately variations of the Uniform
Trade Secrets Act (“UTSA"),! the statute generally extends similar protections to those afforded by
most states. Nonetheless, the ability to enforce trade secret rights in federal courts and achieve a
consistent application of trade secret law across state borders generated a lot of interest amongst
employers throughout the United States.

Now, more than a year since its enactment, the DTSA is being shaped and interpreted by various
federal court decisions and enforcement trends are emerging. This Alert provides some insight into
these new trends in DTSA litigation, including how federal courts have: (1) interpreted DTSA claims
premised on theories of continuing misappropriation; (2) required a connection between alleged trade
secrets and interstate commerce; and (3) applied the inevitable disclosure doctrine to DTSA claims.

Background

Under the DTSA, an employer may file suit for the misappropriation of trade secrets related to
interstate commerce.? Information is protectable as a trade secret under the DTSA if the owner has
“taken reasonable measures to keep such information secret” and “the information derives
independent economic value, actual or potential, from not being generally known to, and not being
readily ascertainable through proper means by, another person who can obtain economic value from
the disclosure or use of the information.”™ There are two methods by which plaintiffs may show
misappropriation. First, a plaintiff may allege acquisition of a trade secret by a person who knows or
has reason to know that the trade secret was acquired by improper means.!” Second, a plaintiff may
allege disclosure or use of a trade secret without consent by a person who used improper means to
acquire the trade secret or knows or had reason to know that the trade secret was acquired by
improper means.® The DTSA provides wide-ranging remedies for misappropriation, which include
civil seizure of property, injunctive relief, monetary damages for actual loss, monetary damages for
unjust enrichment, reasonable royalties, exemplary damages, and attorney’s fees.!®
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Continuing Misappropriation

The DTSA provides a cause of action only for acts occurring on or after its May 11, 2016 enactment
date.l) Over the last sixteen months, most courts have held that plaintiffs may bring claims based on
wrongful acquisition of trade secrets that occurred prior to May 11, 2016, if the

defendants continued to use the trade secrets after the enactment date.”® As one federal court
recognized, “[n]othing suggests that the DTSA forecloses a use-based theory simply because the
trade secret being used was misappropriated before the DTSA’s enactment.”™ This “use-based”
theory of liability involving acquisition of the alleged trade secrets prior to the enactment date is
frequently referred to as “continuing misappropriation.”

To explain why the DTSA allows claims based on continuing misappropriation, courts have regularly
compared the language of the UTSA with the language of the DTSA. The UTSA states that “[w]ith
respect to a continuing misappropriation that began prior to the [UTSA'’s] effective date, the [UTSA]
does not apply to the continuing misappropriation that occurs after the effective date.”™® A number of
state trade secret laws contain similar provisions prohibiting continuing misappropriation claims.*Y
Because the DTSA does not contain any such language, courts have reasoned that continuing
misappropriation claims are permissible'[lz]

This trend in allowing claims premised on continuing misappropriation potentially makes it easier for
plaintiffs to plead a DTSA cause of action and gain access to the federal courts. However, to
successfully bring a DTSA claim, plaintiffs must allege that at least some misappropriation occurred
after May 11, 2016. Courts have granted motions to dismiss DTSA claims that fail to allege any
specific instances of misappropriation occurring after the DTSA’s enactment date.*®

The Interstate Commerce Requirement

Unlike state trade secret laws, the DTSA allows a claim only if the alleged trade secrets are “related
to a product or service used in, or intended for use in, interstate or foreign commerce.”’™ Courts have
taken this jurisdictional requirement seriously at the pleading stage. If a plaintiff fails to allege a nexus
between the alleged trade secrets and interstate or foreign commerce, courts have been willing to
grant dismissal.*® Further, even if a defendant does not move for dismissal on these grounds,
federal courts have an independent obligation to raise the issue and decide if there is a sufficient
nexus between the alleged trade secrets and interstate commerce in order to exercise subject-matter
jurisdiction*®!

To avoid dismissal, plaintiffs should allege specific facts that demonstrate a clear connection between
the alleged trade secrets and interstate commerce. For example, in Grow Fin. Fed. Credit Union v.
GTE Fed. Credit Union, the complaint alleged that the plaintiff was a “federally chartered credit
union” that was “subject to the Gramm-Leach-Bliley Act of 1999 and the National Credit Union’s

rules and regulations for privacy and confidentiality.”[”] The complaint also alleged that the plaintiff
“provide[ed] various financial products and services to its members” and used the alleged trade
secrets “in connection with the provision of its products and services in interstate U.S. commerce.
The Middle District of Florida held that, at the pleading stage, these allegations were sufficient to
“establish a nexus between the trade secrets that were allegedly misappropriated and interstate
commerce.”*?!
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The Inevitable Disclosure Doctrine



Prior to discovery, it is often difficult for an employer to show that a former employee disclosed trade
secrets to a competitor or that a competitor has used such trade secrets. Some jurisdictions
recognize this difficulty and have held 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 plaintiff's trade secrets.”?® This method of proving trade secret liability is commonly known as
the “inevitable disclosure doctrine.” In deciding whether there could be an inevitable disclosure of the
plaintiff's trade secrets, courts consider three factors: “(1) the level of competition between the
former employer and the new employer; (2) whether the employee’s position with the new employer
is comparable to the position he held with the former employer; and (3) the actions the new employer
has taken to prevent the former employee from using or disclosing trade secrets of the former
employer.”?%

When the DTSA was enacted, many academics and commentators believed Congress expressly
chose not to recognize the inevitable disclosure doctrine. Specifically, the DTSA authorizes an
injunction for a threatened misappropriation, but the injunction cannot “prevent a person from
entering into an employment relationship” and “conditions placed on such employment shall be
based on evidence of threatened misappropriation and not merely on the information the person
knows.”?? This initially was interpreted to mean that the inevitable disclosure doctrine would not be
applicable to claims brought under the DTSA. At least some litigants have attempted to make this
argument.?®

Some federal courts have disagreed with this interpretation of the DTSA. A trio of recent decisions
from the Northern District of lllinois has applied the inevitable disclosure doctrine to DTSA claims.?¥
In Molon Motor & Coil Corp. v. Nidec Motor Corp., the court denied the plaintiff’'s motion to dismiss
because there was “enough to trigger the circumstantial inference that the trade secrets inevitably
would be disclosed by [the former employee] to [the defendant-competitor].” Similarly, in Mickey’s
Linen v. Fischer, the court granted the plaintiff’s motion for a preliminary injunction after finding that
the defendant-former employee would “inevitably use or disclose [the plaintiff's] trade secrets during
his employment with [a competitor].”?®!

While plaintiff-employers may be able to take advantage of the inevitable disclosure doctrine to allege
DTSA claims, notably all of the decisions on this issue have come from the Northern District of Illinois
and have also involved claims under the lllinois Trade Secrets Act. lllinois has been a longstanding
supporter of the inevitable disclosure doctrine. Its adoption of the doctrine can be traced back to the
seminal Seventh Circuit decision in PepsiCo, Inc. v. Redmond, which involved an lllinois Trade
Secrets Act claim.?” But, unlike lllinois, some states have rejected the inevitable disclosure doctrine
or at a minimum do not favor it.[28] It is unclear if federal courts in these jurisdictions will rely upon
the recent Northern District of Illinois case law or instead turn to their respective state law
interpretations of the inevitable disclosure doctrine when addressing DTSA claims.

Conclusion

These growing trends provide increased clarity on the scope and requirements of the DTSA.
Employers should be aware of the timing of alleged misappropriation, whether alleged trade secrets
are related to interstate commerce, and how the inevitable disclosure doctrine could impact current or
potential litigation. By being mindful of these trends and continuing to monitor DTSA cases,
employers can better protect their intellectual property rights.

1] The UTSA was published by the Uniform law Commission in 1979 and amended in 1985. It has been adopted in some form in forty-eight different

states.
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claims in part because the “complaint fail[ed] to allege any nexus between interstate or foreign commerce” and the allegedly misappropriated trade
secrets).
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