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UNITED STATES DISTRICT COURT

FOR THE EASTERN DISTRICT OF CALIFORNIA

PEO EXPERTS CA, INC., dba BIXBY
ZANE INSURANCE SERVICES, a
California corporation,

Plaintiff,
V.

MICHAEL CRAIG ENGSTROM, an
individual; CHRISTOPHER IGNAZIO
LONGO, an individual; RYAN
WAKEFIELD, an individual; JENNIFER
ENGSTROM, an individual; MICHAEL
ENGSTROM, INC., a California
corporation; B&C LOC, INC., a California
corporation; PEO ADVISORS OF CA,
INC., a California corporation; and
FREEDOM RISK INSURANCE
SERVICES, a business entity form
unknown,

Defendants.

Plaintiff PEO Experts CA, Inc., doing bosss as Bixby Zane Insurance Services
(“Bixby”), sues a former sales manager and sales agents, as las their respective
businesses and family, for allegedly misapprdpgBixby’s trade secrets. Bixby moved for g
preliminary injunction barring defendants’ canted misappropriation of those secrets, which

defendants opposed. After holdiadnearing on the motion, and foetreasons discussed beloy,
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the court GRANTED a limited injunction agairiee sales manager and his company only, for

reasons explained in full below.

l. PROCEDURAL BACKGROUND

Bixby filed this case on February 14, 204%serting the following claims agains

all defendants: (1) Misapproptian of Trade Secrets in Vidian of the Defend Trade Secrets

Act (“DTSA” or “the Federal Act”), 18 U.S.(8 1836; (2) Misappropriation of Trade Secrets in

Violation of the California Uniform Trade SecseAct (“CUTSA” or “the Uniform Act”), Cal.
Civ. Code 88 3426-3426.11; (3) Breach of ConfidenceBfdach of Fiduciary Duty and Duty
Loyalty; (5) Tortious Interference with Bnomic Relations; (6) Conversion; (7) Civil
Conspiracy; and (8) Unfair Competition ind¥ation of Cal. Bus. & Prof. Code 8§88 17200-172(
Compl. 11 39-102, ECF No. 1.

On February 24, 2017, the court deniBdby’s ex parte application for a
temporary restraining order. Mot. TRO, E@lo. 4; Feb. 24, 2017 Hr'g Mins., ECF No. 18. T

court ordered the parties to meet and confganding expedited discovery and set a preliminary

injunction hearing.SeeECF Nos. 18, 21, 23.

On March 30, 2017, Bixby filed its motidar a preliminary injunction. Motion
Mem. P. & A. (“Mot.”), ECF No. 32-1. Dfendants opposed. Wakefield Opp’'n, ECF No. 34;
Engstrom and Longo Opp’n, ECF No. 35. Bixidgd a reply. Reply, ECF No. 37. The court
held a hearing on the motion on April 27, 2017, aiciwiAlden Parker appeared for Bixby; Jas
Smitht and Matt Breining appeared for defendantafRWakefield and hisompany; and Eric
1
1

! Bixby asks that Smith withdraw from regsenting Wakefield on the grounds that his
declaration violates the advocate-witness rite’'s Objs. No. 1, ECF No. 37-1 (citing Smith
Decl. Ex. A, ECF No. 35-1). In response, kgfeld asks that Bixby’s counsel withdraw for

engaging in similar conduct at the TRO staWéakefield’s Suppl. Br., EE No. 45 (citing Parkef

Suppl. Decl. § 3, ECF No. 15). At this preliminarggst, the court finds neither attorney is like
to testify at trial, so whdrawal is unwarrantedUnited States v. PrantilF64 F.2d 548, 552-53

(9th Cir. 1985); ABA Model Rule 3.7(a) (“A lawyehall not act as advocate at a trial in which

the lawyer is likely to ba necessary witness|.]").
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Graves and Jeff Stone appeareddefendants Michael Engstrom, Jenrfifengstrom, Chris
Longo, and their respective companidgril 27, 2017 Hr'g Mins., ECF No. 41.

At hearing, the court indicatl it would grant the prelimary injunction in part,
id., and the parties filed supplemental brieddr@ssing whether a bond should be required, E
Nos. 42-43. On May 19, 2017, the court issueldoat ®rder granting the preliminary injunctio
in part as to Wakefield and Freedom Risk hasice Services only and requiring Bixby to post
bond in the amount of $5,000. ECF No. 50. €bert explained it would fully explain the
reasons for its decision in a subsegumder, and it does so here.

Il. FACTUAL BACKGROUND

“A plaintiff seeking a preliminary injunction must establish that he is likely to
succeed on the merits, that he is likely to suffeparable harm in the absence of preliminary
relief, that the balance of equities tips in his faamqg that an injunction is in the public interes
Winter v. Natural Res. Def. Council, In855 U.S. 7, 20 (2008). Bixby relies exclusively on
defendants’ alleged misappropriationitsftrade secrets to support its motiseeMot. at 17-25,
and the court focuses on the likelihood of sucoé&ixby’s trade secrets claims. With these
considerations in mind, the court providesfiéneds most relevant to Bixby’s motion below.

A. Bixby Zane Insurance Services

Founded in 2003, Bixby helps small-to-me&d-sized businesses address the
administrative burdens and costs of workershpensation, payroll and taxes, employee bene
and management, and regulatory compliancewfard Decl. § 2, ECF No. 32-2. Bixby helps
clients find these services from Professional Employer Organizations (“PHOsY) 3;
Crawford Dep. at 15:24—16"{describing Bixby as a “wholesal for services to PEOS).
Bixby’s clients purchase services generally through renewable oneeygeaats. Engstrom

Decl. 1 2, ECF No. 35-3.

2 Any reference to “Engstrom” @he is to Michael Engstrom.

% The parties both filed depositionaxpts on the court’s dockeSeeParker Decl. Exs.
1-5, ECF No. 32-5; Graves Decl. Exs. 1-3, BNGis. 35-6—8. Because the court relies on
portions lodged by e-mail with the court that weever docketed, and for consistency’s sake
court cites the depositigpage numbers only.
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Bixby asserts its “most valuable relatibis’ in California is with Workforce
Business Services, Inc. (“WBS”), a PEO that bundlasices and insuraadnto packages that
target the heavy construction industry. Mot. aae&Crawford Decl. § 30; Worley Dep. at
25:22-23; Engstrom Decl. § 2; Wakefield DEcB1 (estimating WBS makes up 80% of Bixby
business). The record does not make cleathér Bixby has an exclusive relationship with
WBS or, even if it does, wheth#tre agreement is in writingSeeCrawford Decl. § 30; Crawforg
Dep. at 17:22-25; Worley Dep. at 22:10-13, 22:4-6, 22:17-20; Wakefield Dep. at 96:15-]
Engstrom Dep. at 57:9-13; Wakefield Dec28] ECF No. 34-3; Smith Decl. Ex. A, ECF

No. 35-1. In any event, construction companies @ontractors use Bixby as an intermediary

purchase WBS'’s bundled services, and WBS [Bayisy a commission for the business it place

with WBS. Engstrom Decl. | 2.

Since 2003, Bixby has spent “substantial veses” developing a list of clients,
such as construction companies, and partnerorenduch as WBS; Bixby considers the list a
trade secret. Compl. § 4&e alsdVot. at 8-9. The allegedBecret information includes:
clients’ identities, contact information, ping information, prior purchase history, product
preferences and habits. Compl. § 42also includes commission information, such as the
amount WBS pays Bixby for the business it brintgk.

B. Ryan Wakefield’s Employment at Bixby

Defendant Ryan Wakefield began winidk for Bixby as a commissioned sales
person in April 2008 and signed an employmemeament that same month. Wakefield Decl.
1 4;id. Ex. A (Employment Agreement), ECF No. 34-The employment agreement included
several restrictive covenants, including a “Covenant Not toddPisclose The Company’s
Trade Secrets.” Employment Agreement at4{d). In October 2008, Wafield left Bixby and
formed and operated his own insurance compemiled “Wakefield Insurance Servicedd. 19
6—7. Wakefield rejoined Bixby ithe fall of 2009 as a sales mgeawith a salary, commission
and percentage of profits, and was taskéd managing independent sales agents including

defendants Michael Engstrom and Chris Lontgb .1 8, 12. When Wakefid rejoined in 2009,

o
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Bixby did not ask him to sign any restrictive coaat such as a conédtiality agreement or nor
disclosure agreementd. § 9.
On February 6, 2017, Bixby principal Brad YWy told Wakefield that Wakefield
would no longer manage Bixby’s day-to-day affaiid. § 20. Around this time, Wakefield
renamed his company Freedom Risk Insuranserances (“Freedom Risk”), which is also
named as a defendant in this ca¥éakefield Dep. at 26:10-22, 63:4-10, 63:15-20. On
February 7 or 8, 2017, Wakefield resigned. Kéfeeld Decl. § 21; Crawford Decl. § 18.
Within weeks after leaving Bixby, Wakefd approached representatives from
three PEOs with which Bixby works to dissudoing business withdhcompany. Wakefield

Dep. at 63:21-65:22, 71:22-23 (describing commuiuna with Insured Solutions, Decisions

HR, and WBS). In particular, Wakefield suitted a proposal to WBS that included commission

details based, in part, on his memory of ailsinplan he developed for Bixby principal Jason

Crawford. Id. at 66:17-21, 67:3—-6. Based partially on teaduct, Bixby now asks the court t

enjoin Wakefield from using Bixby’s trade secrets to solicit business frochatgs and partners

C. Michael Engstrom’s and Chris Longo’s Employment at Bixby

Defendants Michael Engstrom and Chris Longo began working for Bixby in 3
and 2010, respectively\seeEngstrom Decl. I 2. Although initially hired as Bixby employees
starting in 2013 Engstrom and Longo workednaependent contramts through their own
corporations, defendants Mich&mngstrom, Inc. (“MEI”) and B&C Loc, Inc. (“B&C").
Engstrom Suppl. Decl. 1 £ECF No. 11-2; Longo Suppl. Decl. 1 3, ECF No. 11-1.

In late 2016, Engstrom and Longo satth dispute with Bixby over unpaid
commissions. In short, Bixby reduced Eimgs1 and Longo’s 2013 commissions during WBS
“cash crunch,” but did not restore the comnuasiwhen WBS's rates increased in 2015.
Engstrom Decl. § 5; Longo Decl. T 4, ECF 86:2. In July 2016, Engstrom and Longo soug
reimbursement for approximately $500,000 in cossioins they asserted Bixby withheld from

them. Id.* As part of their settlement negditms, Bixby sent eachwritten Independent

* During this conflict, Engstrom and Longo reached out to Engstrom’s long-term
acquaintance, Javier De Haroc¥iPresident of Loss Control ai€lt Services Specialists, a

5
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Contractor Agreement; Engstrom and Longohe@fused to sign due to their “onerous”
restrictive covenants. Engstrom Decl. 1 6 (“[@Hefinition of Bixby’s ‘©nfidential information’
in the [Agreement] was so broadtht could be interpreted to inde my clients and contacts.”
id. Ex. A (Independent Contractor AgreemeR{;F No. 35-3. Bixby nonetheless settled in
December 2016 and paid the withheld commissi@ee idEx. C (Settlement Agreement), EC
No. 35-3; Longo Decl. Ex. B (same), ECF No. 35-2.

On January 18, 2017, Bixby principal Jaggnawford emailed Engstrom advisin

him to transition his clients from the Bixby brhto Engstrom’s own company, MEI. Wakefield

Decl. Ex. B, ECF No. 34-3. Crawford alsopéained that Wakefieldvas currently reviewing

Engstrom’s active agents, and “[a]ny agent ftwat have written businesdth over the past two
calendar years will be added toeserved list.” 1d. (emphasis in original). Although the partie
dispute whether the contacts on treserved” list belonged to Engstrom, they agree the list v
intended to include the brokers with whom Engistiwould continue to work in the futur&ee

Engstrom Dep. at 44:9-13; Worley Dep. at 7330; Crawford Dep. at6:19—-77:3. On Januar

20, 2017, Wakefield e-mailed Engstrom a list of approximately eighty companies with whom

Engstrom had done business over thefiastyears. Wakefield Decl. § 1it. Ex. C, ECF No.
34-3. At hearing, Bixby contend&Vakefield's list didhot conform to Crawford’s direction of
sending only a reserved list of “ageri The record does not make clear which agents repres
which clients, so the court is unable to deteewiether Wakefield sent Engstrom a list that
materially different than the reserved list Cramifdirected Wakefield tsend. The dispute is
immaterial, however; as the codiscusses below, Engstrom likéigd a proprietary interest in

the client lists he hefd create, as did Longo.

WBS affiliate. De Haro Decl. § 5. Bixby relibgavily on De Haro’s declaration at the TRO
stage to assert Engstrom and Longo asked De tdasach out to WBS owner Robert Kelly ar
intended to dissolve Bixby’selationship with WBS.SeeMot. TRO at 13-15. De Haro has sin
explained Engstrom and Longo never expresseadtant to dissolve Biy’s relationship with
WBS, De Haro Dep. at 36:19-21, never direaiked De Haro to reach out to Kelky, at
41:17-44:13, and never talked about working WitBS after they settled their dispute with
Bixby, id.
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On February 10, 2017, Bixby terminatesl rielationship with Engstrom and

Longo. Crawford Decl. 1 32. Bixby did not sentkanination letter or notice of separation, b
deactivated Engstrom’s and Longo’s work edmaEngstrom Suppl. Decl. { 17. Bixby also
immediately began reaching out to brokers with whom Engstrom worked, including those
Engstrom’s “reserved” list, teolicit their continued busines#d. Ex. E, ECF No. 11-2 (e-mail
from Bixby principals to broker for First Servitesurance Agents & Brokers, Inc.). Bixby hag
not paid Engstrom and Longo their commissions since January 2017, including for work d
before their termination. Engem Decl.  10; Longo Decl. 1 7.

D. Jennifer Engstrom

Defendant Jennifer Engstrom also workkedBixby as a sales consultant throug
her company, defendant PEO Advisors of CA, fiPEO Advisors”). Compl. 11 5, 9. Bixby
alleges her husband, Michael Engstrom, can access Bixby’s trade secret information throt
shared home office. Jennifer Engstrom Dep. at 22:21-23. Jennifer Engstrom has not wo
Bixby since late 2012 and has never had acceBshy’s password-protected databasks.at
18:19-24, 19:2-7, 20:4-12, 21:4-15. She has used shared workspace with her husband
share family photosld. at 22:24-23:4.

1. STANDARD FOR PRELIMINARY INJUNCTION

“A preliminary injunction is an extraongary remedy never awarded as of right,
Winter, 555 U.S. at 24, and “should not ¢p@nted unlesthe movant, by alear showingcarries
the burden of persuasiori,bpez v. Brewer680 F.3d 1068, 1072 (9th Cir. 2012) (quoting
Mazurek v. Armstrongp20 U.S. 968, 972 (1997) (emphasigiiginal)). As provided by Feder
Rule of Civil Procedure 65, a court may issygeliminary injunction to preserve the relative
position of the parties pendj a trial on the meritsUniversity of Texas v. Camenisetbl U.S.
390, 395 (1981)y).S. Philips Corp. v. KBC Bank N,\690 F.3d 1091, 1094 (9th Cir. 2010). A
noted, “[a] plaintiff seeking a priehinary injunction must establish][that he is likely to succee
on the merits, [2] that he is likely to suffer irreplale harm in the absence of preliminary relief
[3] that the balance of equities tipshis favor, and [4] that an injutign is in the public interest

Winter, 555 U.S. at 20 (2008).
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The Ninth Circuit has “also articulatexn alternate formulation of thgintertest.”
Farris v. Seabrook677 F.3d 858, 864 (9th Cir. 2012). Thatmulation is referred to as the
“serious questions” or the “sliding scale” appradtserious questions’ gog to the merits and a
balance of hardships that tips sharply towardsplaintiff can support issuance of a preliminary
injunction, so long as the plaintiff also shows tiegre is a likelihood afreparable injury and
that the injunction is in the public interes#lliance for the Wild Rockies v. Cottrei32 F.3d
1127, 1135 (9th Cir. 20113ge also idat 1131-32 (“[T]he ‘serious questions’ approach surviyves
Winterwhen applied as part of the four-elem@fintertest.”). Under the “serious questions”
approach to a preliminary injunoti, “[tjhe elements of the prglinary injunction test must be
balanced, so that a stronger showing of one et¢may offset a weaker showing of another.”
Lopez 680 F.3d at 107X lear Channel Outdoor, Inc. v. City of L,A840 F.3d 810, 813 (9th Cir.
2003). “At an irreducible minimum, though, thewng party must demonstte a fair chance of

success on the merits, or questionsoserienough to reqe litigation.” Pimentel v. Dreyfus

670 F.3d 1096, 1105-06 (9th Cir. 2012) (internal quotation marks and alteration omitted). |And

“[ulnder any formulation of the test, the movipgrty must demonstragesignificant threat of
irreparable injury.” Arcamuzi v. Contl. Air Lines, Ina819 F.2d 935, 937 (9th Cir. 1987).

In ruling on a preliminary injunction, theart may rely on declarations, affidavits
and exhibits, among other thingdohnson v. Couturie572 F.3d 1067, 1083 (9th Cir. 2009¢e
alsoFlynt Distrib. Co. v. Harvey734 F.2d 1389, 1394 (9th Cir. 1984) (“The trial court may gjve
even inadmissible evidence some weight, wioetho so serves the purpose of preventing
irreparable harm before trial.”). Such evideneed not conform to the standards for a summary
judgment motion.Bracco v. Lacknerd62 F. Supp. 436, 442 n.3 (N.D. Cal. 1978). “The urggncy
necessitating the prompt determioatof the preliminary injunctio; the purpose of a preliminary
injunction, to preserve the status quo withoutiditjating the merits; anddlc]ourt’s discretion
to issue or deny a preliminary injunction atefactors supporting the considerations of
affidavits.” 1d. “The weight to be given such evidenis a matter for the [c]ourt’s discretion,
upon consideration of the competence, personal knowledgeedhifiiity of the affiant.” Id.; see

also Oakland Tribune, Inc. v. Chronicle Pub. Co., JA62 F.2d 1374, 1377 (9th Cir. 1985).
8
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V. DISCUSSION

A. Likelihood of Success

The court focuses on the likelihood of success of Bixby’s claims under Califg
and federal trade secrets la®ee Engility Corp. v. Daniel$6-CV-2473-WJIM-MEH, 2016 WL
7034976, at *8 (D. Colo. Dec. 2, 2016) (discussing trdgle secrets clainimsed on plaintiff's
limited briefing).

1. Trade Secrets Generally

California has adopted the Uniform TraBlecrets Act, which codifies the basic
principles of common law trade secret protectibtAl Sys. Corp. v. Peak Computer, Inc.
991 F.2d 511, 520 (9th Cir. 1993) (citing Cal. Civ. Code 88 3426—3426.10). To establish &
violation, a plaintiff must showhe defendant was unjustly enrechby the “misappropriation” of
a “trade secret.’American Credit Indem. Co. v. Sack43 Cal. App. 3d 622, 630 (1989ge
alsoAcculmage Diagnostics Corp v. Terarecon, 1260 F. Supp. 2d 941, 950 (N.D. Cal. 200
(describing these as the Astttwo primary elements”).

A “trade secret” is “information, rluding a formula, pattern, compilation,
program, device, method, technique, or prodisd; (1) Derives independent economic value
actual or potential, from not beg generally known to the publar to other persons who can
obtain economic value from its disclosure og,uEnd (2) Is the subject of efforts that are
reasonable under the circumstances to maintagecrecy.” Cal. Civ. Code § 3426.1(d). In
other words, the information “is valuable because it is unknown to othek& Copy Control
Assn. v. Bunnerl16 Cal. App. 4th 241, 251 (2004).

The Uniform Act defines “misappropriatiod’ the acquisition of a trade secret
“improper means,” which includes “theft, bribergisrepresentation, breach inducement of a
breach of a duty to maintain secygcCal. Civ. Code § 3426.1(b)(1ig. § 3426.1(a).
“Misappropriation” also means disclosure or usa tfade secret without the owner’s consent
Id. 8 3426.1(b)(2). “Use” includes solicitingstomers through the use of trade secret
information. PMC, Inc. v. Kadisha78 Cal. App. 4th 1368, 1383 (2000).

rnia

=

by




© 00 ~N oo o b~ w N P

N RN N RN N N N N DN R P R R R R R R R
0w ~N o s W N P O O 0 N O 0N~ W N kP o

At the federal level, Congress recerdlyacted the Defend Trade Secrets Act to
“provide Federal jurisdiction fahe theft of trade secrets3eeDTSA of 2016, Pub. L.
No. 114-153, 130 Stat. 376 (DTSA) (codified in saatlesections of titl&8 of the United States

Code). Similar to the Uniform Act, the FederaltAermits the “owner od trade secret that is

misappropriated” to bring a civaction, 18 U.S.C. 8§ 1836(b), and includes substantially similar

definitions of “trade secret” and “misappropriatioag€el8 U.S.C. § 1839(3)d. § 1839(5). The
Federal Act applies to any saippropriation that occurs on after May 11, 2016. DTSA,
18 U.S.C. § 1833 note.

The parties do not assert any materiéiedence between the Federal and Unifo
Acts.

2. Bixby's Trade Secrets

As noted, Bixby defines its trade secretetdude: customer ehtities, especially

of Bixby’s top customers; cust@ncontact information; customers’ pricing information, prior

purchase history, specifications, and habits; ahdrdbrms of customer goodwill. Compl. § 42

see alsdMlot. at 8-9. Customer information, including identities and peefsgs, can be a trade
secret.Continental Car-Na-Var Corp. v. Mosele24 Cal. 2d 104, 110-11 (1944)Al Sys.
Corp, 991 F.2d at 521. However, “where the custorniers|f names appear in directories, and
they are so few in number that anyone miglaidily discover them, it has been held that the
employer’s list is not secrand confidential information."'George v. Burdusj221 Cal. 2d 153,
159 (1942). “As a general principle, the moriiclilt information is to obtain, and the more
time and resources expended by an employer in gathering it, the more likely a court will fin
information constitutes a trade secrelforlife, Inc. v. Perry 56 Cal. App. 4th 1514, 1522
(1997).

Since its founding in 2003, Bixby hasesp significant time and resources
developing a list of clients and vaors as well as marketingategies, pricing histories and
contact information for both groups. Crawfddcl. 1 2, 5, 35. Because Bixby operates as
intermediary between client end-users and itsnea PEOs, Bixby’s information regarding pric

for clients and commission structures with PEfosms the very foundation” of Bixby’s succes
10
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in a competitive market. Crawford Decl. { 6. For the purposes of this motion, the court is
satisfied that Bixby has sufficiently identifiedmpilations of information that “derive]
independent economic value, actaapotential, from not beingenerally known to the public.”
Cal. Civ. Code § 3426.1(d)(19ee Pyro Spectaculars N., Inc. v. SQ@&& F. Supp. 2d 1079,
1089 (E.D. Cal. 2012) (finding, although publiclyagable customer identity and contact
information by itself may not be a trade secredjnilff's “comprehensiveif not encyclopedic,
compilation of customer, operat@nd vendor information” wgsrotectable trade secret).

Bixby also has taken reasonable steps tmta@ the secrecy of its trade secret
information. Bixby has retained Salesforce.céms, (“Salesforce”) t@ncrypt and compile
Bixby’s confidential insurance services data. Crawford Decl. § 7. Bixby maintains the
Salesforce information on a password-prot@&®ogle drive and provides employees with
access to this information on a “need to know” bakis{{ 7-10. Consistent thithat approach
Bixby gave Engstrom and Longo access only tormation for the accounts they managed.
Id. § 8.

At the same time, defendants faiggint out that Bixby lacks operative
nondisclosure agreements from each defendant or even from its data security consultant.
Wakefield Decl. 1 9; Engstrom Decl. {Idhngo Decl. | 3; ke Dep. at 14:17-21, 30:13-15.
Courts often look to nondisclosure agreements/eduate a party’s reasdsla efforts to maintair
secrecy.See MAI System891 F.2d at 521 (confidentiality agreement supported “reasonabl
efforts”); see alsdavid S. Almeling et. al A Statistical Analysis dfrade Secret Litigation in
Federal Courts45 Gonz. L. Rev. 291, 322 (2009) (bzang several hun@d cases and
concluding courts are far more likely todi “reasonable efforts” if employee signed
confidentiality agreement). Bby does ordinarilybtain these kinds of agreements from
employees. Crawford Decl. {1 10. As notekldiobtained an employment agreement with
several restrictive covenants from Wakefielden he began working for Bixby in 2008,
Wakefield Decl. 1 3, and asked Engstrom and Longo to sign an agreement with restrictive
covenants before they allegedly misappropdd&exby’s trade secret§ngstrom Decl. { 6;

Longo Decl. {1 5. Fundamentally, however, a mnitiality agreement is not an absolute
11
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prerequisite to trade secret protecti@eeAlex Foods, Inc. v. Metcalf@37 Cal. App. 2d 415,
427 (1955) (“Independent of an erps contract, equity will enjotie disclosure of confidentia
knowledge of trade secrets which a former empdolgarned in the course of his employment,
Almeling, suprg at 323 (“Other measures can make ugHherlack of an agreement, and court
can find an implied agreement based on the circurosdi). “A business isot required to turn
itself into an ‘impenetrable fortres protect its trade secretsPyro Spectaculars861 F.Supp.
2d at 1092.

For the purposes of this motion, and forth# reasons discussedthis order, the
court finds Bixby’s trade secretformation was likely “the subject of efforts that are reasona
under the circumstances to maintagigécrecy.” Cal. Civ. Code 8§ 3426.1(8yro Spectaculars
861 F. Supp. 2d at 1092 (finding, although plaintiff'ecsrity practices anmeot perfect,” issues
could be further explored in discovery andretl, and plaintiff's efforts were sufficiently
reasonable to support preliminary injunctiofiinedisys Holding, LLC v. Interim Healthcare of
Atlanta, Inc, 793 F. Supp. 2d 1302, 1311 (N.D. Ga. 2011) (finding company’s practice of
restricting access to documents designatembadential to certain employees and limiting
document transmittals to protected computer and email systems showed company took re
efforts to maintain document confidentiality).

In sum, Bixby will likely succeed ishowing its pricing and commission
information regarding its clients and vendorsvauable because it is unknown to otheByD
Copy Contro] 116 Cal. App. 4th at 251, in that théarmation “derives independent economic
value” and is subject to “reasonable effortsptotect its secrecy, Cal. Civ. Code § 3426.1(d).
Bixby has sufficiently shown a trade seagists to suppoits motion here.

3. Wakefield's Misapropriation

To support its misappropriation claiBixby argues Wakefield solicited Bixby’s
clients and its partner PEOs using Bixby’s traderets. Mot. at 20. The record shows:
(1) Wakefield spoke with repregatives of three PEOs, including WBS, to discuss a relation
with his new business, Wakefield Dep. at 63:212B85(2) Wakefield copie®8ixby’s trade secre

information onto a new personal computer,Réfeeld Dep. at 1&83-16, 67:18—-20; Wakefield
12
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Decl. 1 24; and (3) Wakield sent a “loss rur’to the broker of a Bixby client, K2 Demolition,

Wakefield Dep. at 79:24—-80:3; Wakefield Decl. § 23. As discussed below, only Bixby’s fir$

allegation of misappropriation supports its motion.

Bixby’s strongest case for misappropriation concerns Wakefield's post-resig
communication to Bixby’s partner PEOs. In the weeks following his departure from Bixby,
Wakefield spoke with Eric Stein of Insur&alutions, Chris Borrega of Decisions HR, and
Robert Kelly and Dan Johnson of WBS. keéeld Dep. at 63:21-682, 71:22—-23. Wakefield's

one-off conversations with Stein and Borrega were preliminéwrat 64:21—24, but his

nation

discussions with WBS went furtheWakefield had several conversations and e-mail exchanges

with WBS'’s owner and counseld. at 65:11-66:4, 71:12-19. Through these conversations,
Wakefield proposed a commissioraplfor WBS'’s considerationd. at 66:17-21. Wakefield
admits he partially based the plan’s details oatie remembered from a plan he developed
Crawford while still at Bixby.Id. at 67:3-6. But Bixby did not pasNakefield for further details
about the plan at depositicsee id.65:11-66:4, 66:17-21, 67:3-6, 71:12-19, and no indeper
documentation of the proposal is before the court.

Even if Wakefield did not access BixIsyconfidential rates and prices on his
personal computer to prepare fos discussions with WB$]. at 67:21-23, the court can infer
likely used that information to craft his propgsedpecially given the short time between his
departure from Bixby and these conversatiodt.Lamb-Weston, Inc. v. McCain Foods, Ltd.
941 F.2d 970, 973 (9th Cir. 1991) (“As a practiceltter, it would be difficult for a person
developing the same technology for two clients nats® knowledge gained from the first proj
in producing the second.”). Because Wakefietss privy to this information only through his
prior work as a Bixby employee, this fatuld be enough to support Bixby’s misappropriatio
claim. JustMed, Inc. v. Bya@yce, 600 F.3d 1118, 1130 (9th C#010) (explaining that

soliciting customers through theeusf trade secret informat constitutes misappropriation);

® A “loss run” is a document that records the history of claims against a commercial
insurance policy.Seehttps://en.wikipedia.org/wiki/Loss_runn California, an insurer must
provide a “premium and loss history report” tceguesting party if the fioy is cancelled or not
renewed. Cal. Ins. Code § 679.7(a).
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Reid v. Mass Cp155 Cal. App. 2d 293, 302 (1957) (“[It is not necessary to show that the
employee actually used [a customer listjef carried it in his mind or memory.5ee also Ed
Nowogroski Ins., Inc. v. Ruckel37 Wash. 2d 427 (1999) (holdingde secret did not lose its
protected status when committed to memory ratien writing). At the very least, the court
finds a “serious question” regarding Wakedislmisappropriation thaupports a preliminary
injunction here. Alliance for the Wild Rockie$32 F.3d at 1135.

Bixby’s remaining allegations do not im&se its likelihood of success. Asto
Bixby’s second allegation, Bixby cannot show kgaeld misappropriated its trade secret
information by copying it from one computer tocgher: Wakefield alrely had this information
on a computer he regularly used for persama business purposes, Wakefield Decl. { 24, ar

thus could not “acquire” it for section 3426.1(b)(1) purpost=eByce 600 F.3d at 1129 (9th

d

Cir. 2010) (“Byce did not ‘acquire’ the sourcede through improper means because he already

had possession of it as an employee.”). Metelyying trade secret information also does not
constitute “use” under section 342}2), because copying does nfieat the value of the trad
secrets or otherwise enrich Wakefield. at 1130 (citing Restatement (Third) of Unfair
Competition 8§ 40 (1995) com. c¢) (“The term ‘use’ generally contemplates some type of us
that reduces the value of the trade secretdadrtide secret owner.”). In these circumstances,
Bixby cannot likely show Wakefield misamgpriated its information by copying it.

Bixby also has not shown Wakefield npgaopriated Bixby’s trade secrets whe
he sent the loss run to K2 Demolition’s brokeecause no evidence in the record shows
Wakefield used any confidential informationtive process. Bixby has mecord of Wakefield’s
e-mail correspondence, Parker Suppl. Decld), ECF No. 15, and the only evidence of this
communication is Wakefield’'s acknowledgement of the ersadyVakefield Dep. at 79:24—-80:!
Wakefield Decl. 1 23. Bixby’s bamessertion that Wakefield uséd “confidential data” in this
way does not make success on its misappropniglaim likely. Bixby does not dispute
Wakefield’'s contentions #t the insurer, and not WBS, pegpd the loss run, that the loss run
contains statutorily required beiplate language, and that WBS&d already issued the client a

non-renewal notice. Wakefield Decl. 1 23, 30or does Bixby dispute that K2 Demolition’s
14
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contact information and renewal dates both adiply available on the California Contractors
State License board websitkl. (citing www.cslb.ca.gov). Becaa Bixby cannot likely show
Wakefield disclosed or used itatlte secret information in senditige loss run, it will not likely
succeed in showing Wakefield’s misappropriation on this basis.

In sum, Bixby presents a “serious questicegarding the likelihood of success of
its misappropriation claim on the basis of Wiakdd's discussions with WBS. But without
details of those discussions, the court cannot find Bixby is “litcegucceed on the merits.” The
court therefore addresses the remaimigtersfactors below to deterime whether to issue an
injunction as to Wakefield using thertin Circuit’s “sliding scale” approachAlliance for the
Wild Rockies632 F.3d at 1135. But first theuwrd addresses Engstrom and Longo.

4, Engstrom’s and Longo’s Misappropriation

At hearing, Bixby conceded the recatdes not support finding coordination
between Wakefield and the other defendafise court separately evaluates Bixby’s
misappropriation claim as to Engstrom and Longo.

Bixby argues Engstrom and Longo nppeopriated its trade secrets by
downloading client information from Bixby'Salesforce and Google Drive accounts and using
that information to solicit busess from Bixby’s clients and mdors after the two left Bixby.
Mot. at 2. Engstrom and Longo argue they dlanclient lists—or “books of business’— Bixby
asserts they misappropriated. Engstrom and Losgertthe customer lists are partially theirs
because they were independent contractoey, Were personally invested in building the
customer list and because Bixby repeatedly tiodsin they were the true account owners.
Engstrom and Longo Opp’n at 16-18. Bixby cowlethe client information belongs to it
because it owns the fruits of Engstromr&ld.ongo’s labor even after each became an
independent contractoReply at 7-8.

Although California law presumes erogkrs own property their employees
develop, independent contractopsbperty rights depend on the ned@t employment agreement.
California law makes “[e]verythg which an employee acquirkyg virtue of his employment,

except the compensation which is due to himg’phoperty of the employer. Cal. Lab. Code
15
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§ 2860;Reid v. Mass Cp155 Cal. App. 2d 293, 300 (1957) (“A customer list built up by the
employer over a period of years is his propeahyd its use by a former employee for his own

advantage will be enjoined.”). No such presumption exists for independent contractors, hc

whose ownership rights are deteredrby the parties’ agreemer§ee Integrated Dynamic Sols.

Inc. v. VitaVet Labs, Inc6 Cal. App. 5th 1178, 1181 (2016) (finding agreement expressly m
independent contractor’s services “work méafehire” and therefore employer’s property).
Courts often look to the paes’ conduct to construeg¢hemployment relationshiee, e.g.
Pollara v. Radiant Logistics IncCV 12-0344 GAF (SPX),®.3 WL 12113385, at *11 (C.D.
Cal. May 30, 2013) (finding, despite defendamsiependent contramt agreement, other

documents and conduct could show that defendant acted as the other’s ageseg also ICE

Corp. v. Hamilton Sundstrand Cor@32 F. App’x 732, 738, 738 n.1 (10th Cir. 2011) (although

plaintiff was defendants’ indepdent contractor, platiff owned certain tde secrets based on

the parties’ agreements and conduct). A salestagstatus as an ingendent contractor may

support a finding that the agent owns thistomer lists he helped develdpee Colo. Supply Co}

Inc. v. Stewart797 P.2d 1303, 1306 (Colo. App. 1990) (custolises were not plaintiff's trade
secrets because defendant sales representat@pled the information while an independent
contractor).

Here, neither Engstrom nor Longo have any written agreement with Bixby, b
“[t]he law does not favor but leans against therdesibn of contracts becaa of uncertainty.”
Patel v. LiebermenscHd5 Cal. 4th 344, 349 (2008) (quotiktgllimoil v. Frawley Motor Cq.190
Cal. 546, 549 (1923)). Itis a “ahnal rule of constru@n that when a cordct is ambiguous or
uncertain the practical consttion placed upon it by the parties bef@ny controversy arises a
to its meaning affords one of the most reliabkanms of determining the intent of the parties.”

Sterling v. Taylor40 Cal. 4th 757, 772 (2007) (quotiBghman v. Bergb4 Cal. 2d 787, 795

(1960)). The court’s “fundamental goal” is to “giglect to the mutual intention of the parties|

Wolf v. Super. Ct114 Cal. App. 4th 1343, 1356-57 (2004) (citimger alia, Bank of the W. v.
Super. Ct.2 Cal. 4th 1254, 1264-65 (1992)).
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The totality of the evidence before theuct indicates Engstrom and Longo have a

proprietary interest in the books$ business Bixby now claims as a trade secret. Engstrom and

Longo were solely responsible for expanding theimks of business. Engstrom Decl. § 3; Lomngo

Decl. 1 2. In 2016 alone, Engstrom sp&50,000 and Longo spent $16,400 on non-reimbursed

marketing expenses, including: office space retabel; lead lists; and eals, entertainment and

gifts for clients. Engstrom Decl. | 3; LonBecl. § 2. At hearing, Bixby’s counsel conceded

employees are not expectedndependently invest in markegj expenses. Engstrom and Lon

Igo

never signed an independent cantor agreement, and they i@pd Bixby’s proposed agreemant

in late 2016 because the “confidiehinformation” definitionbroadly included what Engstrom
and Longo understood to be their independertitpined clients. Engstrom Decl. fid,; Ex. B;
Longo Decl. 1 5.

Bixby regularly told Engstrom and Longdloey were buildingheir own books of
business and contacts while working as indepahdontractors. Engstrom Dep. at 77:16—78:
Longo Dep. at 165:1-23 (discussing “hundredsbatasions where Crawford, Worley or
Wakefield represented the clients weango’s); Wakefield TRO Bcl. 1 19, ECF No. 13-1

(explaining Bixby regularly referred Engstrom and Longo’s customers as “your agents,” “your

brokers,” “your contacts” or “youclients”). Bixby repeatedliold Engstrom and Longo if they

continued to manage tlmeiccounts after they left Bixby, theyould continue to receive residus

commissions. Engstrom Dep. at 77:16—78hgo Dep. at 165:19-23. Indeed, Bixby had dane

this for other independent sal@gents in the past. Worl®ep. at 130:1-7. Bixby also had a

practice of buying sales agents’ lksmf business, and had doneasteast twice. Worley Dep.

at 127:21-25; Wakefield TRO Decl. 1 19. Monthfobe his departure, Engstrom also suggested

Bixby purchase his book of busineassuggestion Crawford did not reject. Engstrom Dep. af
79:13-22.

Finally, when Bixby asked Engstrom tamsition to his own branding in Januar

2017, Bixby told him he would receive a list of nesal clients, brokers and agents. Engstrom
Decl. 1 9. The list Engstrom then received ineldidll clients with whom he had done business

in the last five yearsld. Ex. D. The list identifies approxirtely eighty “Opportunities” for whatt
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appear to be construction companies; Engsisolisted as the “Opptunity Owner” for each
entry and the “Account Ownefor most of them.Id. At the TRO stage, Engstrom and Longo
submitted similar lists of clients generated from Bixby’s salesforce accthattlisted each of
them as the “Opportunity Owners” or also tAecount Owners.” Engstrom Suppl. Decl. Ex. |
Longo Suppl. Decl. Ex. A.

In response to this compelling evidence, Bixby argues the court should none

O

theles

treat Engstrom and Longo as employees for theasans. Mot. at 13-14. First, Engstrom’s and

Longo’s process of acquiring clieleads generally remained the same as when they were B
employees.ld. But this argument ignores their changestatus; after they transitioned to
become independent contractors in 2010201l the parties’ agreemt determined their
ownership rights.See Integrated Dynami6 Cal. App. 5th at 1181. Second, Engstrom and
Longo continued to hold themselves out asbBiemployees. Engstrom Dep. at 88:19-90:10
73:3-74:18, 76:15-78:9. But the record shows Bixigyely licensed its name and brand to
defendants for their independent contractor w@keEngstrom Dep. at 77:16—20 (summariziy
Crawford’s explanation that they essentidlfd a licensing agreemeand “[y]ou’re licensing
the Bixby Zane name, letterhead, email, busicasds”); Wakefield Decl. Ex. B (Crawford’s e-
mail to Engstrom instructing him “to fully trartigin from the Bixby Zane brand to MEI”). Thirg
Bixby argues it necessarily owns thestomer list, but cites onlyapplicable “hired to invent”
cases. Reply at 8ee Computer Associates Intern., Inc. v. Am. Fundware 88t.F. Supp.
1516, 1524 (D. Colo. 1993) (“Under the common lavirafle secrets, ‘[i]f an employer pays Yy
to design, the employer owns the fruit of yourda’); Melvin F. Jager, Trade Secrets Law

8 8.01[1] at 8-2 to —3 (1998xplaining trend of “hired to invehtases). Even i@pplicable, the
“hired to invent” doctrine may be supersédoy the parties’ agreement. 27 Am.Jur.2d
Employment Relationship § 182 (201&ge ICE Corp.432 F. App’x at 738, 738 n.1 (despite
defendants’ reliance on the “hiréalinvent” doctrineplaintiff independentontractor owned the
trade secrets based on the parteggeements and conduct). Hefee parties’ conduct conveys
an agreement regarding ownership of the custdists, and Bixby cannot likely show it is the

exclusive owner, in owner at all.
18
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In sum, the balance of the evidencéobe the court suggests Engstrom and Longo

at least partially own the customer lists tloegated. Bixby cannot likely show Engstrom and
Longo misappropriated the information when thentacted the brokers and clients with whor
they had preexisting relationships. Bixby atsmnot likely show Engstrom will misappropriatg
the information through sharing a home officéhwhis wife, Jennifer Engstrom. Without a
likelihood of success or even a “serious questasito the merits of Bixby’s claims, the motior
must be DENIED as to Engstrom, Longo, Jennifer Engstrom and their respective compani
remainder of this order thus addses only Wakefield and his company.

B. Irreparable Harm

\1%4

es. T

Having evaluated Bixby'’s likelihood of success, the court now turns to whether

denying a preliminary injunction against Waleddi would cause Bixby “irreparable harm.”
Winter, 555 U.S. at 20. An irreparable harnoige that cannot be redressed by a legal or

equitable remedy following trialPublic Util. Comm’n v. FER(C814 F.2d 560, 562 (9th Cir.

1987). Ordinarily, economic injurig not irreparable because mtary damages are an adequate

remedy. Rent—A—Center, Inc. v. Canyonl@wesion & Appliance Rental, Inc944 F.2d 597, 603
(9th Cir. 1991). However, “intangible injuriesuch as damage to ongoing recruitment efforts
and goodwill, qualify as irreparable harmd.; see also Stuhlbarg Int’l Sales Co. v. John D.
Brush & Co, 240 F.3d 832, 841 (9th Cir. 2001) (holgievidence of thedened loss of
prospective customers or goodwill supports a figdhf irreparable harm). Although “loss of
control over business reputation and damaggtawill could constitute irreparable harm,” a
court’s finding of such harm cannot be 6gnded in platitudes rather than evidenddérb Reed
Enters., LLC v. Fla. Entm’t Mgmt., IncZ36 F.3d 1239, 1249 (9th Cir. 2013). A plaintiff must
“demonstrate a likelihood of irparable injury—nojust a possibility—in order to obtain
preliminary relief.” Winter, 555 U.S. at 21.

Here, Bixby bases its alleged irrepasabbrm on broader damage Wakefield
already has caused with its keysiness partner, WBS. Mait 21, 24. Although the record is
not clear, Bixby alleges WBS learned aboutddants’ departure from Bixby, experienced a

“loss of confidence” in Bixby’s business judgmesmd is now likely to offer Bixby an “inferior
19
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commission deal” when the parties renegotiddle. This type of harm, if it occurred, could
support an injunctionHerb Reed736 F.3d at 124%tuhlbarg 240 F.3d at 841Rent—A—Center
944 F.2d at 603. Bixby’s causal story, which it ified at hearing, is that Wakefield may
continue to harm Bixby’s relatiohg with WBS by offering an alteative, cheaper client acces
point. As Bixby’s counsel repsented, Wakefield’'s competiti could affect Bixby’s pending
negotiations with WBS for a twgear renewal or their futurgegotiations. This harm could
plausibly recur if Wakefield again approaches WB#g details from his prior Bixby dealings

In sum, because thereadikelihood of intangible harpnthis factor favors Bixby’s
request for an injunain against Wakefield.

C. Balance of Equities

The court next turns to evakeathe balance of equitiéd/inter, 555 U.S. at 20,
which here tips in Bixby's favor. Wakefield iadmitted to soliciting business from Bixby’s k
business partner using information he acquwvlde working for Bixby. An injunction would
prevent Wakefield from continuing to satisuch business using Bixby’s commission
information. Without an injunction, Wakefietday continue to undermine Bixby’s relationshi
with WBS and its other partner PEOs. This ttWiahterfactor favors an injunction against
Wakefield.

D. Public Interest

“In exercising their sound disetion, courts of equity sh@dipay particular regard
for the public consequences in employing éxtraordinary remedy of injunctionWinter,
555 U.S. at 24 (quoting/einberger v. Romero—Barcel56 U.S. 305, 312 (1982)). Two

competing public interests are at issue:

On the one hand, California has a tieet legislative policy in favor

of open competition and employee mobility,” protecting “the
important legal right of personto engage in businesses and
occupations of their choosing.Edwards v. Arthur Andersen LI_.P

44 Cal. 4th 937, 946 (2008). On théeat hand, the state also has a
strong policy in favor of mtecting trade secret®etirement Group

v. Galante 176 Cal. App. 4th 1226, 1237 (2009) (“An equally
lengthy line of cases has consistently held former employees may
not misappropriate the former ermapér's trade secrets to unfairly
compete with the former employer”).
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Pyro Spectaculars861 F. Supp. 2d at 109%ee also Morlife56 Cal. App. 4th at 1522. Ryro
Spectacularthese important and competing insggesupported a limited injunction where
plaintiff satisfied the three bér preliminary injunction reqeements. 861 F. Supp. 2d at 1093
(granting injunction “specifically focused on pesting misuse of PSI’s trade secrets to solicil
PSI's customers”).

Here, the court finds a “serious questioagarding the merits of Bixby’s claim
against Wakefield, a likelihood of irreparable hafan injunction is nogranted, and the balan
of equities tips in Bixby’s favor. As iRyro Spectacularthe public’s interest in these
circumstances therefore favors an injunction t#peally focused” on Wakefield’s trade secret
misuse.

V. PROPRIETY OF A BOND

Federal Rule of Civil Procedure 65(c) prdes in relevant part that “[t]he court
may issue a preliminary injunction . . . only ietmovant gives securitg an amount the court
considers proper to pay the costs and damagstained by any party found to have been
wrongfully enjoined or restrained.” A districourt retains discrein “as to the amount of
security requiredf any.” Couturier, 572 F.3d at 1086 (internal gatibn marks and citations
omitted) (emphasis in original). The court magpginse with the filing of a bond if “there is ng
realistic likelihood of harm to the defemddrom enjoining his or her conductJorgensen v.
Cassiday 320 F.3d 906, 919 (9th Cir. 2003). The bomuligpose is to safeguard a defendant
the court later determines that a dhefant has been wrongfully enjoineblloroccanoil, Inc. v.
Zotos Intl., Inc. CV167004DMGAGRX, 2017 WL 319309, 0 (C.D. Cal. Jan. 19, 2017)
(setting bond at $250,000 based on “tangible costs” defendant would incur due to injunctic
not costs it could lataecoup or speculatvlost profits).

Wakefield’s argument for a bond is basedspeculation alone. WBS already h
declined Wakefield's proposal to lure its biess from Bixby; according to counsel at hearing
Bixby also is on the verge of renewing a two-yexclusive agreement with WBS. Wakefield
provides no declaration to suppors hiond request, and the court i Veith little evidence to

evaluate harm should the colater determine he was wrongfully enjoined. The court finds 1
21
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“tangible costs” Wakefield would incur jastify such a sizeable requestioroccanoil 2017 WL
319309, at *10.

The court in its discretiononetheless sets a positiseecurity amount, finding
some amount is necessary to cover Wakefieldsscib he is wrongfully enjoined. Bixby asks
that bond be set at a maximum of $5,000. BOF42. Because Wakefield has provided no
reason to require more, the court sets the laomolunt at $5,000, which is sufficient in these
circumstances.

VL. CONCLUSION

The court confirms its GRANT of the mion for a preliminary injunction against
Ryan Wakefield and Freedom Risk, the terms ativithe court provided iits prior order, ECF
No. 50.

The court DENIES the motion for a preliminary injunction against Michael
Engstrom and MEI; Christopher Longo and B&td Jennifer Engstrom and PEO Advisors.

The court confirms its ORDER that Bixby pay $5,000 as security.

This order resolves ECF No. 32.

IT IS SO ORDERED.
DATED: September 21, 2017.

A

UNIT,

STATES DISTRICT JUDGE
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