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INTHE UNITED STATESDISTRICT COURT
FOR THE EASTERN DISTRICT OF PENNSYLVANIA

CAPSICUM GROUP, LLC
Plaintiff, CIVIL NO. 2:13-cv-05322-WY
V.

BRIAN ROSENTHAL, GARRY A. PATE,
& STOUT RISIUS ROSS, INC.

Defendants.

MEMORANDUM
YOHN, J. December 17, 2013
Findings of Fact & Conclusions of Law

On September 12, 2013, Plaintiff CapsicGmoup, LLC (“Capsicum”) commenced this
action against Garry Pate anddsr Rosenthal, who are form€apsicum employees, and Stout
Risius Ross, Inc. (“SRR”), which is a Capsicum competitor and former Capsicum customer and
Pate and Rosenthal’s current employer. 3@nme day Capsicum moved for a preliminary
injunction to enforce restrictive covenants agreeldy Pate and Rosenthal as a condition of their
employment (Doc. 2). | held a four-dagdring on Capsicum’s motion on October 15, 16, 28,
and 29. On November 13, 2013, having considelteteatestimony and exhibits offered into
evidence as well as the parties’ written sugsiuns, | issued an order granting in part and
denying in part Capsicum’s motion (Doc. 49)now make the following findings of fact and

conclusions of law pursuant to FedleRule of Civil Procedure 52.

! The parties having impressed uponabart the need for a timely dispositi of the motion, the order preceded the
memorandum as to not unduly delay the parties.
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Findings of Fact

Parties
A. Capsicum
1. Capsicum is a Philadelphia-based poner and legal services consulting

company. It has practice groupsdigital forensics and electronic discovery (“e-discovery”)
services, and its customerdgaconsists of law firmgorporations, and government

organizations. Capsicum is owned by its founder and Chief Executive Officer Samuel Goldstein.
Capsicum has approximately 20 full-time employees and several part-time employees.

2. While Capsicum’s headquarters is locate&hiladelphia, imaintains additional
offices in the New York, NY, Ft. Lauderdal€l., and Washington, DC metropolitan areas. Of
the 6,000 companies with which Capsicum has done business in the past five years,
approximately 75% are located within 250 mile®oé of these offices. As of five years ago,
when the covenants not to compete were sigas many as 95% of Capsicum customers were
located within 250 miles of one its offices.

3. Capsicum’s digital forensics and e-discovprgctices offer a variety of services
related to information recovery and reportingr Raligital forensics project, the chain of
activities includes defining the data to be lodlker; developing protaals for discovering data;
physically collecting data from digital devicesialyzing collected data learn relevant
information; and reporting findings, possibly iretform of expert reports or testimony. For an
e-discovery project, that chaincindes collecting the relevanttdaconverting that data into a
usable form; processing and hosting the dataablerattorney review;saisting attorneys with
navigating the data; and asgistiwith production and/or reping of relevant discovery

information.



4, Capsicum pursues customers for its t@digiorensics and e-discovery practices
primarily through the direct efforts of Goldstéimho has longstanding personal and business
relationships with senior attoeys who decide which vendors to use for digital forensics and
e-discovery projects. Capsicum’s middle ngara sometimes help Goldstein recruit new
customers, make proposals for services, anthpte the skills of Capsicum’s consultants.
Moreover, within the forensicsd e-discovery practices, Capsicaroonsultants generally have
extensive customer contact over toeirse of a given project, #se nature of digital forensics
and e-discovery work often requires collaboratioth customers’ technical and/or associate-
level legal staff. While seniattorneys have the final sayahoosing a digital forensics or e-
discovery vendor, they typically dm with feedback and inpuioim more junior personnel who
have the most direct vendor caat. As a result, Capsicum caitsints play a direct role in
developing—or diminishing—Capsicum’s reputateEmong its customer base, even if they are
not involved in making dirg pitches for business.

5. In the course of pursuing its busineSgpsicum developed three technological
tools used by digital forensiemd e-discovery teams. First, Capsicum developed and uses a
widget called Ninja to do centralized databysis gathering and atysis. While Ninja’s
functionality is akin to comgrable commercially availabledenologies, Capsicum believes
Ninja to be more effective. Second, Capsialeneloped a computer program known as PST
Cleans, which allows a user to remediate oraee data from a large number of computers

distributed worldwide. Capsien developed PST Cleans to do data removal for a corporate

2 While the parties frequently use the term “clienitstefer to the law firms, business organizations, and
government entities for which Capsicum and SRR perform services for a fee, Black’s Law Dictionary
defines a “client” as “a person or entity that eoygl a professional for advice or help in that
professional's line of work3eeBlack's Law Dictionary (9th ed. 2009%ccordingly, | use “customer” to
refer to those entities with which Capgic and SRR have business relationships.



customer with myriad international locatiomshas deployed PST Clesuat least once since.
Third, Capsicum has developed what it calls WRisdbit: a secure, internal digital platform that
houses and centralizes key areas of companyagement. Information housed on White Rabbit
includes business developnt information regarding specific customers, up-to-date project
status information, informatioabout firm assets, and billirapd reporting portals. Capsicum
also may develop and deploy original coding ia tlourse of its computer work. 1 find these
various technologies areqprietary to Capsicum.

6. Goldstein attributes Capsicum’s commal@ompetitiveness in digital forensics
and e-discovery to a combination of thmae-mentioned proprietatechnologies and its
internal management and workflow practicesldStein described three such practices in his
testimony to the court: (1) Capsicum’s peeses for designating the composition of its
acquisition kits, which are physichtiefcases of commercial wires and other computer hardware
used by technicians to collect data in the fiél);Capsicum’s standard operating procedures for
digital forensics and e-discowercontaining how-to guides for effently using proprietary and
commercial technologies; (3) Capsicum’s engihan internal communication and collaboration
among its staff. Whatever the importance of th@eeesses to Capsicum’s business, | find that
based on the evidence submitted, they were riquario Capsicum and/or foreign to its
competitors. To the contrary, | find Capsicarattention to detail, management, and
standardization represents a commenelabmmitment to well-known best practices.

7. Capsicum customers differ in the typicatiarvals at which they engage Capsicum
for new business, with normal intervals rarggirom each month to every one or two years.

B. SRR



8. A Detroit, Ml-based company with practice areas in multiple facets of the
financial services industry, SR&so provides digital forensiend e-discovery services through
its dispute advisory & fi@nsics services pracé group. SRR has its headdeess in Detroit, but
it has several satellite officascluding offices in New Yorland suburban Washington, DC.
Capsicum and SRR are thus competitors ptowide the same services from overlapping
geographic regions. Of SRR’s approximately 250 full-time employees, 12-15 are involved in
providing digital forensicsrad/or e-discovery services.

9. SRR’s Detroit headquarters hosts the cersealers and data processing facilities
of its dispute advisory and farsics services group. These cahservers may be accessed and
utilized remotely through secure networkéint that, when an SRR employee uses remote
connections to input or manipudaDetroit-based data, the lo@atiof the work is in Detroit
regardless of the physical location of the empk when inputting or manipulating the data.

10. SRR’s dispute advisory and forenssesvices group relies on commercially
available technologies to providervices to their customers. Like Capsicum, SRR has its own
processes and methods for stajfand equipping its teams. ndi there is no evidence that
SRR'’s technological capabilitiese inferior to Capsicum’shat Capsicum’s proprietary
technologies would be of particular value to SRRthat Capsicum’s acquisition kits are more
comprehensive and robust than SRR’s acquisition kits.

11.  Although a competitor of Capsicum, SRR is also a former customer of Capsicum.
In June 2013, SRR engaged Capsicum for assistaith a large, litiggon support project for a
government customer, whereby Capsicum wddlp SRR to migrate a large number of
databases from one software system to an@ther‘Capsicum-SRR project”). In negotiating the

agreement, SRR Managing Director Michael Kahassured Goldstein that this cooperative



relationship between competitors would be “above board,” allaying Goldstein’s concerns that
Capsicum confidential information would peached. Staffed by Capsicum on the Capsicum-
SRR project were Pate, Rosenthal, andrd thapsicum employee named Robert Johnson.
During the course of the profe®ate and Rosenthal approadlSRR about hiring them and
eventually SRR did so. Thereafter SRR terngdadhe SRR-Capsicum business relationship.

C. Pate

12. Garry Pate was a Capsicum employeafr2008 until approximately Labor Day
2013, when he left Capsicum to take a job wiRRSA resident of Hagerstown, MD, Pate joined
Capsicum as Senior Forensic Consultant fer@iC, Maryland, & Virginia region, and rose to
become team leader of Capsicum’s e-discg\practice, managingdkenical professionals
located across the country.

13. Atthe time he joined Capsicum, Paleeady had substantial experience in
computer forensics. Pate began his career with CACI, a federal government contractor, where he
performed digital forensics and e-discovery g&s. In 2002, Pate joined the Securities and
Exchange Commission (“SEC”) as an infotioa technology specialist in the computer
forensics department. Pate also possesses multiple relevant professional certifications.
Specifically, Pate is a certifiedbmputer hacking forensic instgator; a certified computer
forensic examiner; a certified trainer for thes€slap, TiMap, and EnCasiilities; a certified
electronic evidence collectionsespalist, a certified advancelcphone examiner, and a certified
handheld examiner. Pate obtained all but two e$éhcertifications while he was working at the
SEC.

14.  As the senior official in Capsicum’s Waspton, DC office, Patplayed an active

role in Capsicum’s business development efféitsjoined Goldstein on a number of sales calls



and Capsicum promoted his skills and gowaent experience to potential customers,
particularly in the Washington, DC region. Aane leader of the e-discovery team, Pate had
significant duties related to magement, goals, and operations éediscovery team projects and
personnel.

15. As a senior technician and e-diseoy team leader, Pate had access to
Capsicum’s proprietary tools and confidenirdbrmation related to digital forensics and
e-discovery.

16. InJuly 2013, Pate was staffed on theo§laum-SRR project along with Rosenthal
and Johnson. Pate worked for two weeks on thgeprat SRR’s Detroit headquarters; he then
worked remotely from the Washington, DC areangdgacilities and software that were owned or
licensed by SRR. Shortly after the CapsicuRRJproject began, Paspproached the SRR
Managing Director Kahaian abouttipossibility of joining SRR fiitime. Pate did not, at any
point, encourage and/or recruit Rosenthalobmon to leave Capsicum for SRR. Pate signed a
contract with SRR in late August, and ganaice to Capsicurahortly thereafter.

17. At SRR, Pate is a director in the disp advisory and forensics services group,
where he manages a team of geographically dispersed consultamtstating in digital
forensics work. Although he is formally assigrtedhe Detroit office-where SRR’s servers and
data processing facilities are located—Pate doesahtiis time, anticipate moving to Michigan.
Rather, he intends to work principally frorear his Hagerstown, MBome, possibly including
SRR’s Washington, DC office. Irfd that those aspects of hibjwhich involve data processing
and data management may be done through SRRreiblegased servers and data facilities; his
job is also likely to include customer interfaceteahnical matters, as is the nature of digital

forensics work.



18.  Pate may benefit from using Capsicum confidential information in his
employment with SRR. But because Pafeiising an established operation with its own
existing processes, techniques, and businessgasité find it is not inevitable that he will
leverage Capsicum confidential infaatron in his position with SRR. .

D. Rosenthal

19. Rosenthal’s story is similar to PateHired by Capsicum in 2009 as a Senior
Consultant, Rosenthal left Capsicum around Lé&my 2013 to join SRR. Rosenthal is a resident
of Brooklyn, NY who, while at Capsicum, workedt of Capsicum’s New York office as a
member of Pate’s e-discovery team.

20. Rosenthal, too, arrived at Capsicunthasubstantial indusy experience. He
received a Bachelor of Science in compstgence from Rutgers Wrersity in 2003, and
thereafter began his career gsaad computer forensics inteat the Kroll company. Kroll is a
competitor and occasional partner of Capsicum sufficiently similar to Capsicum that Goldstein,
in his testimony, described Capsicum as a “tinglKr At Kroll, Rosenthal received a promotion
to the position of computer forensics enginead in that role developed his abilities in
computer forensic analysis. While at Capsi¢ciusenthal enrolled in a number of online
training courses to develop Hskills and/or keep them up-ttate at his own initiative and
expense.

21.  Unlike Pate, Rosenthal did not hgu@motional or external business
development responsibilities at Capsicum. Howeas a technical consultant on Capsicum’s e-
discovery team with wide-ranging involvementis team’s practice, Rosenthal interfaced with
the customers on the Capsicum projects to iwhe was staffed. Moreover, Rosenthal went

beyond the ordinary customer interface necessatyigsadechnical job, playing an active role in



managing Capsicum’s business relationships tralbef the company. This is evidenced by
Rosenthal’'s own description ofemature of this customer cawt in a correspondence related to
his 2012 performance review. He stated, “This yiag,been given the sponsibility of making
clients comfortable and happy. I'm constargiynailing and on the phone, communicating with
my clients. Some of this is directly worelated, but a lot of it is relationship
development/maintenance.” (Pl. Ex. 4).

22. Rosenthal’s position at Capsicum gdamn use of and access to Capsicum’s
proprietary tools and information about itssimess strategies for digital forensics and e-
discovery work.

23.  As a Capsicum staff member assignetheoCapsicum-SRR project, Rosenthal
worked in Detroit for the first two weeks ofetlproject and later worked from his home base in
New York via remote connection to SRR’s Déttmased servers. While on-site in Detroit,
Rosenthal observed a private conversation éetwPate and Kahaian, and, after asking Pate
about the subject of the conversation, ledrRate had approached Kahaian about possible
employment with SRR. Rosdral then initiatedhis own conversation with Kahaian about
possible employment with SRR, setting in motis departure from Capsicum to join SRR on
roughly the same timetable as Pate. Whiledgdbhal once asked Johnson if he, too, was
interested in speaking with Kalha about a job with SRR, | find that Rosenthal’s inquiry was in
the nature of a polite, casual comment and thalidh@ot encourage, innévize, or attempt to
recruit Johnson teave Capsicum.

24. At SRR, Rosenthal is a project manaigpethe dispute advisory and forensics
services group reporting directly Pate. He is formally aggied to the Detroit office, but

Rosenthal intends to work principally from BR New York office via remote connection to



SRR’s central servers and data processing facilities in Detroit. Insofar as SRR’s forensics work
involves customer interface, Rosenthal’'s geog@aptresence in New York will place him in
proximity to the Capsicum regional customesdavith which he worked, helping to develop
Capsicum’s reputation. | find there is no evidemdicating Rosenthatends to recruit
Capsicum customers to redirect their digitaensics or e-discovery business to SRR.
Moreover, as with Pate | finddhthose aspects of Rosenth@ls with SRR which involve data
processing and data management may be thoaegh SRR’s Detroit-based servers and data
facilities.

25.  Like Pate, Rosenthal may benefit frarsing Capsicum confidential information
in his employment with SRR. But again, becaBssenthal is joining an established operation
with its own existing processegchniques, and business stratediéad it is not inevitable that
he will leverage Capsicum’s confidentiaformation in his position with SRR.
. The Agreement

26. When Pate and Rosenthal began thespective employmesitwith Capsicum,
they each signed an employment agreement congasibstantially similar restrictive covenants
(“the Agreement”y. The Agreement was Exhibit A to their respective contracts, under which
each was paid over $100,000 per year. Each had other employment opportunities at the time they

joined Capsicum—Rosenthal had an offethetcommencement of his employment with a

% Subsequent to agreeing to join SRR, Rosenthal daigct with an attorney at a Capsicum client with
whom he had worked closely while at Capsicum. | fimat this was a purely social contact as evidenced
by Rosenthal’s testimony and the attorney’s temtiyn In any event, that attorney has a marginal

influence in making vendor hiring decisions cargd to senior partners who have longstanding
relationships with Goldstein. Subsequent to agreirgin SRR, Rosenthal also had contact with an e-
discovery professional who previously worked for a Capsicum customer. | find this was a social contact
as well.

* There are slight differences in the agreements diggeéPate and Rosenthal, none of which are relevant
to the issues presented by the motion. As the pertsudastance is identical, | refer to a single Agreement
as a matter of tidiness.
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government contractor and Patas already employed by the SEC. Pate was represented by
counsel when he signed the Agreement.

27. The heart of the Agreement is a senésix restrictive covenants related to
Capsicum confidential information, the solicitatiof Capsicum employees, and competing with
Capsicum. The substantive provisionepde the following inrelevant part:

28. Paragraph 2.1 provides the employee siatlidisclose Capsicum’s confidential
information to any third party or use it in afashion, except in the course of performing his
duties to Capsicum.

29. Paragraph 4.1 provides, for a two year period following the termination of his
employment, the employee will not recruit and/or solicit for hire any Capsicum employees or
subcontractors without pri@pproval from Capsicum.

30. Paragraph 5.3.1 provides, for a two ypariod following the termination of his
employment and only within a 250 mile rasliof any Capsicum office then existmthe
employee will not accept income or payment from any current or former Capsicum customers for
providing any of the serzes in Capsicum’s “field ohterest.” Under the Agreement,
Capsicum’s field of interest consists gber investigations, media recovery, electronic
discovery or digital forensiservices, security, thnology compliance, expert testimony, and

sales.

® Paragraph 5.3 of the Agreement clearly establishe®tragraphs 5.3.1, 5.323.3, and 5.3.4 apply

for a two year period following the term of emapinent. Paragraph 5.5.5 refers to “the specific
geographic scope which includes the territory of 2i@s from any office of the company at the time of
recipient termination for the provisions of this Section 5 . . . .” Although not crystal-clear under the
wording of the Agreement, the parties agreed tfebtlly reasonable interpretation of this clause is that
the restrictions contained in each of the Sectiparagraphs only apply withi250 miles of Capsicum
offices existing at the time the employment ends. Moned®a&te testified that, at the time he signed the
Agreement, this was his attorney’s understandinf®fprovision. | agree, and treat Paragraph 5.5.5 as
imposing a geographic limitation on the foastrictive covenants within Section 5.

11



31. Paragraph 5.3.2 provides, for a two ypariod following the termination of his
employment and only within a 250 mile radfsany Capsicum office then existing, the
employee will not have any type of financial interest or employee, management, or director
relationship with any business “inwe&d in” the field of interest.

32. Paragraph 5.3.3 provides, for a two ypariod following the termination of his
employment and only within a 250 mile radfsany Capsicum office then existing, the
employee will not compete with Capsicum by attempting to solicit or appropriate Capsicum
partners, customers, or patrons, or thosepgas/e customers with which Capsicum has begun
to develop relationships oo which it has made a presentation for services.

33. Paragraph 5.3.4 provides, for a two ypariod following the termination of his
employment and only within a 250 mile radfsany Capsicum office then existing, the
recipient will not compete with Capsicum in theldi of interest nor perfar any field of interest
services that are offered by [@&cum, except as an employee of non-competing private industry
organizations or government entities.

34. Pate and Rosenthal signed the Agreement willingly. They were aware of the
Agreement’s provisions.

35. Pate and Rosenthal each disclosed the existence of the Agreement to SRR at the
time of their applications. SRR ndheless extended employment offers to Pate and Rosenthal,
believing that portions of the Agreement warenforceable and that Pate and Rosenthal’s
prospective employment with SRR would not viel&itose portions of the Agreement that were
enforceable. In Pate and Rosenthal’s employrentracts with SRR, SRR agreed to indemnify

Pate and Rosenthal for litigation costs arising from the Agreement.

12



CONCLUSIONSOF LAW

Legal Standards

1. The standard for issuing a preliminaryuimction for a federal court sitting in
diversity is a question déderal procedural lawnstant Air Freight Co. vC.F. Air Freight, Inc,
882 F.2d 797, 799 (3d Cir. 198Quaker Chem. Corp. v. Varga09 F. Supp. 2d 469, 475 (E.D.
Pa. 2007). “In determining whether to grant elipninary injunction, a [federal] court must
consider whether the party sesdgithe injunction has satisfiedur factors: (1) a likelihood of
success on the merits; (2) he or she will suffeparable harm if the injunction is denied; (3)
granting relief will not result irven greater harm to the moaving party; and (4) the public
interest favors such reliefBimbo Bakeries USA, Inc. v. Botticel&l3 F.3d 102, 109 (3d Cir.
2010) (internal quotations omitted). “[A] prelimiryainjunction is an extraordinary and drastic
remedy, one that should not be granted unlessibvant, by a clear showing, carries the burden

of persuasion.Mazurek v. Armstronc20 U.S. 968, 972 (1997).

. Breach of Contract Claim Against Pate and Rosenthal

A. Likelihood of Successon the Merits

I Applicable Law

2. For Capsicum to secure preliminamunctive relief against Pate and/or
Rosenthal based on any of the Agreement’s sixicgse covenants, it mat show Pate and/or
Rosenthal are likely to breach those covenantsthat Capsicum would be successful on the
merits. There can only be breach, howevernghhe covenant is enforceable, and the
unenforceability of a covenant is an affirmative defense on which the defendant bears the burden
of proof.Victaulic Co. v. Tiemam99 F.3d 227, 234 (3d Cir. 2007) (citidellISpan Health v.

Bayliss 869 A.2d 990, 999 (Pa. Super. Ct. 2005)). Here, the defendants argue the Section 5

13



restrictive covenants are unenforcks but that Pate and Roserthee in any event not likely to
breach any portion of the Agreement notwitnding their employment with SRR.

3. In considering the enforceability of tis®ction 5 covenants, | apply Pennsylvania
law as stipulated to in Pageph 9.1 of the Agreement.

4. In Pennsylvania, a covenamdt to compete is valid and enforceable when it is
“incident to an employment lagionship between the partiglg restrictions imposed by the
covenant are reasonably necesdarythe protection of the employer; and the restrictions
imposed are reasonably limiteddaration and geographic extentVictaulic Co, 499 F.3d at
235 (quotingHess v. Gebhard Co. & Ind808 A.2d 912, 917 (Pa. 2002)).

5. “To be reasonably necessary for the potibn of the employer, a covenant must
be tailored to protect legitimate interestgittaulic Co, 499 F.3d at 235. “[L]egitimate business
interests include confidentiadformation, goodwill, unique cextraordinary skills, and
specialized training that would benefit competito&aimbelli Fireworks Mfg. Co., Inc. v. Waod
592 F.3d 412, 424 (3d. Cir. 2010). A covenant malybe used, however, to establish a
competitive advantage for an employdess 808 A.2d at 920-21. (“If #n covenant is inserted
into the agreement for some other purpose, as for example, eliminating or repressing competition
or to keep the employee from competing so thatemployer can gain an economic advantage,
the covenant will not be enforced.”).

6. Meanwhile, “[t]he reasonableness of teeporal and geographic aspects of a
restrictive covenant must be determined in ligihthe nature of the emp}er’s interest sought to
be protected.Boldt Machinery & Tools, Inc. v. Wallacg66 A.2d 902, 907 (Pa. 1976).

7. “When . . . the covenant imposes restaos broader than nessary to protect the

employer . . . a court of equity may grant enforceanlianited to those portions of the restrictions
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that are reasonably necessary for the protection of the emplblgs’808 A.2d at 920. Thus,
“where a restrictive covenantfisund to be overbroad and yet #émployer is clearly entitled to
some measure of protection from the acts sfitWimer employee, the court may grant such
protection by reforming the restrictivexeenant and enforcing it as reformedliermo-Guard,
Inc. v. Cochran596 A.2d 188, 194 n.9 (Pa. Super. 1991). While gratuitous overbreadth of a
provision militates against enforceme8igco Paper Co. v. AarpB851 A.2d 250, 254-55 (Pa.
1976), as a general matter “the man who wildlynatathat he owns all ghcherry trees in the
country cannot be denied protectwithe orchard in his back yardBarb-Lee Mobile Frame
Co. v. Hoot 206 A.2d 59, 60 (Pa. 1965).
ii. Application to Restrictive Covenants
a. Paragraph 2.1: Likelihood of Breach

8. Pate and Rosenthal have acquired sutisieknowledge of Capsicum’s unique
technologies, business strategies, custonfernration, and other confidential information;
Paragraph 2.1 strictly prohibits Pate and Rdsarftom disclosing or using this information
outside of their previous employment wifapsicum. Meanwhile, Pate and Rosenthal’s
employment with SRR has them doing similar wiorkkhe same geographic area for a Capsicum
competitor. There is thus a substantietlihood that Pate and Rosenthal would—if
unrestrained—attempt to use such information to the benefit of their new employer. Capsicum
has therefore shown a likelihooflsuccess regarding the Paiaggr 2.1 nondisclosure covenant.

b. Paragraph 4.1: Likelihood of Breach

9. Notwithstanding the close proximity of & and Rosenthal’s departures from

Capsicum and the short inquiry Rosenthal mafdiohnson, neither Pate nor Rosenthal has

solicited or attempted to solicit each otberanother Capsicum employee to leave the
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organization as prohibited by Paragraph 4.1. Thasbeen no showing that they are likely do
so in the future, particularly in light of thetderent threat of post-haemedies available to
Capsicum should a violation be discovered. Actwly, Capsicum has not demonstrated that it
is likely to succeed on any claim it may havelenthe Paragraph 4.1 natisitation covenant.
C. Paragraph 5.3.1: Enforceability and Likelihood of Breach

10. Paragraph 5.3.1 is indisputably incidémt&an employment relationship between
the parties, as both Pate andsBathal entered into the Agreement at the same time they signed
their employment contracts.

11. By limiting Pate and Rosenthal’s ability to accept income from current and former
Capsicum customers, Paragraph 5.3.1 protegtsi@lam’s legitimate interest in its goodwill.
The Pennsylvania Supreme Court has defgmebwill as “essentially #positive reputation
that a particular business enjoykléss 808 A.2d at 922, “represent[ing]preexisting
relationship arising from aoatinuous course of busines8utler v. Butler 663 A.2d 148, 152
n.9 (Pa. 1995). Where employees have longstgndilationships with customers and access to
confidential information regardg customer lists, pricing, and linsss strategies—as did Pate
and Rosenthal—those relationships likely licgite the goodwill interests of the employ8ee
Zambellj 592 F.3d at 4245iemens Med. Solutions Hea8lbrvs. Corp. v. Carmelengb67 F.
Supp. 2d 752, 760 (E.D. Pa. 2004igt’l Bus. Servs. Inc. v. Wrigh2 F. Supp. 2d 701, 708 (E.D.
Pa. 1998). | found that Pate and Rukal had substantial interamtis with Capsicum customers,
and so | conclude here that Pate and Rbs¢etach implicate Cajsim’s goodwill, entitling
Capsicum to protect its investment in its omsér relationships througkasonable restrictions
on Pate and Rosenth&ee Victaulic C9499 F.3d at 235. As Paragraph 5.3.1 restricts Pate and

Rosenthal only as to their dealings with Gaps current and former customers—the group of
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companies with which Capsicum is likely to have goodwék Butler663 A.2d at 152 n.9—it
is tailored to Capsicum’s goodwill interest and thus reasonably necessary for Capsicum’s
protection.See Victaulic C9499 F.3d at 235.

12. Paragraph 5.3.1 is also reasonable itwtsyear duration and geographic extent
of 250 miles from any Capsicum office existingla time of Pate andosenthal’s departures.
The two year duration is matched to the lorigeerval periods for Capsicum customers to
typically approach Capsicum about a newihess engagement. The territory matches the
geographic area where Capsicum’s customse Imconcentrated, as 75% of Capsicum
customers in the past five years are locatedimv2B0 miles of a current Capsicum office and an
even greater percentage of Gapm customers were |located within the restricted zone at the
time Pate and Rosenthal each signed the Agree@eeatBoldt Machinery & Tools, ING66
A.2d at 907 (“The reasonableness of the temlpamd geographic aspects of a restrictive
covenant must be determined in light of tiadure of the employer’s interest sought to be
protected.”). Courts applying Resylvania law routinely enforamvenants lasting for at least
two years and/or covering brogdographic regions when those terms are, as here, matched to a
relationship between the employer’'sarests and the employee’s duti®ee, e.g. Zambelb92
F.3d at 412 (upholding two year, nationwide covendid};l Business Servs2 F. Supp. 2d at
708 (upholding one year, nationwide covenaBidico Paper C9.351 A.2d at 250 (upholding
two year covenant applyg in five state area).

13. Because the defendants have not shownRhedgraph 5.3.1 is not incident to an
employment relationship between the partired,reasonably necessary for Capsicum’s

protection, or not reasonable in duration or gapbic scope, they have failed to show that
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Paragraph 5.3.1 is unenforceal3ee Victaulic C9499 F.3d at 234)ellSpan Health869 A.2d
at 999.

14. Because Paragraph 5.3.1 will be enforced, my inquiry turns to whether Pate and
Rosenthal are likely to breach the covenantiitye of their employment with SRR. The
terminated SRR-Capsicum business relationshigesi&RR a former Capsicum customer within
the meaning of Paragraph 5.3.1, and Pate and Radentontracts with SRR state they will be
receiving payment from SRR for services witthe field of interest. However, while Pate and
Rosenthal each hopes to work principally f&FSfrom close to their current homes which are
within the restricted zone, thaye affiliated with SRR’s Detroiffice, which is located outside
the restricted zone. Detroitagso the physical location of tlhemputer facilities for SRR’s
dispute advisory and forensic services grougciwPRate and Rosenthal can remotely access for
much of their work. As the parties presentamhority to advise me on whether Pate and
Rosenthal’s remote activities from Washington, &% New York are more properly attributed
to those cities or Detroit, lonsider that question equitablycdnclude Pate and Rosenthal will
not violate Paragraph 5.3.1 ifeyy communicate with other SRR employees or work on customer
matters via Detroit-based servers while phy$igalesent in Washingh, DC or New York.

They will violate Paragraph 5.3.1 if they havéstantive contact with customer personnel while
they are physically present within the restricted Zofleis means Pate and Rosenthal are

prohibited from participating in data collectiotaking place within theestricted zone, which

® In delineating what customer contact is permisdiile within the restricted zone, | use the line drawn

by the parties in their stipulated temporary resingjrorder (“TRO”). The TRO stipulated that it would

not be a violation for Pate or Rosenthal, whilé¢hia restricted zone, to receive an inquiry from a

customer on a technical issue and then forward that inquiry to another SRR employee and/or respond to
the customer stating another employee will assigtorder contains the same stipulation.
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the testimony indicated was when Pate and Rosentra most likely to have substantial client
interaction were an injunction not in place.

15. Because | find Pate and Rosenthal's emppient with SRR is likely to involve
substantive customer contact while they are witherestricted zone conclude that they are
likely to violate Paragraph 5.3.1 if they are regtrained. Accordinglyt is likely SRR would
succeed on the merits of a claim under Paragraph 5.3.1.

d. Paragraph 5.3.2: Enfor ceability and Likelihood of Breach

16. In broadly prohibiting Pate and Rosenthal from affiliating with any business
involved in the defined field ahterest—irrespective of whether Pate, Rosenthal, or Capsicum
ever had prior contact with or even knodde about that company—Paragraph 5.3.2 reaches far
beyond Capsicum’s protectable interestpstam’s goodwill interest only extends to
companies with which Capsicum hagllea“continuous course of businesSeée Butler663
A.2d at 152 n.9. Capsicum does not have a proteatablest in Pate or Rosenthal’s skills, as
this is not a case where the employer’s investabave given the employees unique or special
competenciesCf. Zambellj 592 F.3d at 424-25And Capsicum’s confidential information is
protected by Paragraph 2.1 and it is not inevitable that Pate or Rosenthal will nonetheless
disclose or use that information, so a noncomgplatese is not reasonably necessary to further
protect Capsicum’s confidential informatid®ee Morgan’s Home Equip. Corp. v. Martyc36
A.2d 838, 846-47 (Pa. 195BharMethod, InG.382 F. App’x at 221As it extends far beyond

what would be reasonably necessary togmo€Capsicum, Paragraph 5.3.2 is unenforce&iae.
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Victaulic Co, 499 F.3d at 2345idco Paper C9.351 A.2d at 254-55 (finding gratuitous
overbreadth militates against enforcement of a covehant).

17. Because Paragraph 5.3.2 is unenforcedhnot necessary to consider any
possible breach by Pate or Rosenthal.

e Paragraph 5.3.3: Enfor ceability and Likelihood of Breach

18.  Although in some respects styled garly to Paragraph 5.3.1, Paragraph 5.3.3
restricts Pate and Rosenthal as to their fubuiseness dealings witbrospective Capsicum
customers as well as actual Capsicum custornmaisiding any company to which Capsicum has
made a presentation of services, whetherghegentation was pursued by the prospective
customer in any way, or not. This prohibitimould thus restrain Pate and Rosenthal’s
relationship with a wide swath of companieshmvhich Capsicum has not had the continuous
course of dealings thatéssential to a goodwill intereSee Butler663 A.2d at 152 n.9.
Paragraph 5.3.3 is therefore not tailore€#apsicum’s legitimate goodwill interest and is
accordingly unenforceabl¥ictaulic Co, 499 F.3d at 234ee also WellSpa®69 A.2d at 1001
(invalidating restrictivecovenant applying to geographiearwhere employer did not compete
and therefore had no goodwill interests).

19. Because Paragraph 5.3.3 is unenforcedttenot necessary to consider any
possible breach by Pate or Rosenthal.

f. Paragraph 5.3.4: Enfor ceability and Likelihood of Breach

" While not directly relevant to determining the initial validity of the ParagBaBt2 covenant, it is worth
noting that Paragraph 5.3.2, if enforced, woulgase a substantial penalty on Pate and Rosenthal,
prohibiting altogether their employment anywhere near their East Coast homes in the field in which they
have been educated and trained for the entire pefittekir working lives. It is essentially a punishment

of Pate and Rosenthal without serving any legitimate business interest of Capsicum.
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20. Like Paragraph 5.3.2, Paragraph 5.3.4 Isoad prohibition against Pate and
Rosenthal from competing with Capsicum by perfimg services in the “field of interest” for
anyone in the restricted area. It thus reacheldgond any of Capsicum’s protectable interests.
See Butler663 A.2d at 152 n.Zambellj 592 F.3d at 424-2%lorgan’s Home Equip. Corp.

136 A.2d at 846-47. Although the provision contadhnes caveat that theggpient may work in
the “field of interest” for a govement entity and/or for a nesompeting private industry, the
touchstone of the analysis here is whether othetestrictions in the covenant are tailored to
the employer’s legitimate interes&ee Victaulic C9499 F.3d at 235; Hess, 808 A.2d at 917.
As Capsicum does not have a legitimate intettesttcould justify a general non-competition
covenant on Pate and Rosenthal, ParagraphiS.@8nknforceable as hireasonably necessary
for Capsicum’s protectioVictaulic Co, 499 F.3d at 234.

21. Because Paragraph 5.3.4 is unenforce#kenot necessary to consider any
possible breach by Pate or Rosenthal.

0. Enfor cement

22. In consideration of the foregoing, | wéhforce only those covenants within the
Agreement that are reasonably necessarZépsicum’s protection, and | will consider
injunctive relief only where enforceable covenantsliaedy to be breached in the course of Pate
and Rosenthal’s employment with SRR. Aatingly, only the covenants contained in

Paragraphs 2.1 and 5.3.1 of the Agreement suthivéirst step of the preliminary injunction

analysis.
B. Irreparable Harms, Harm to Nonmoving Party, and the Public I nterest
23. “Harmis irreparable when it cannot Adequately compensated in damages,

either because of the nature of the right thajured, or because there exists no certain
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pecuniary standards for the measurement of damagasl’Bus. Servs2 F. Supp. 2d. at 709.
Where a restrictive employment covenant has beeateiblor is likely to beiolated, “the threat
of the unbridled continuation ofehviolation and the refant incalculable damage to the former
employer’s business [ ] constitutes [ $iification for equitable interventionBryant v. Sling
Testing & Repair, In¢.369 A.2d 1164, 1167 (Pa. 1977). Consedjye[the great weight of
modern authority is to the effetttat one who has been or will lmgured [by the violation of a
restrictive covenant in an emplognt agreement] is ordinarigntitled to the equitable remedy
of injunction[.]” Records Center, Inc. v. @prehensive Management, In525 A.2d 433, 436
(Pa. Super. 1987).

24. In considering the balance of the harrham confident that an injunction
enforcing Paragraphs 2.1 and 5.3.1 of the Agreement will not impose excessive burdens on Pate,
Rosenthal, and SRR and will protect the legitimate business interests of Capsicum. As to
Paragraph 2.1, Pate and Rosehdina not entitled to nor do they need to use Capsicum’s
confidential information to work in their fieldhe provision does not restrict their ability to
make a living in any way so long as they do not gegkofit or utilize tkat which is proprietary
to Capsicum. As to Paragraph 5.3.1, Pate and Ruderimain substantially free to pursue their
chosen profession, limited only with respect teitlilealings with Capsicum current and former
customers located within 250 nslef a Capsicum office, thysotecting Capsicum’s legitimate
business interests as well. In thigighly technological field whicpermits substantial work to be
done remotely, this geographic restriction mayprotze much of a limitatioat all, as evidenced
by the substantial amount of work that they Ww#l able to do for SRR from their current home

regions in the restricted zondeanwhile, allowing Pate and Rosenthal to work from their homes
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under the conditions of my order enhances tiheedom without harming Capsicum, as even the
Agreement as drafted does not permit them fvaorking with the same data in Detroit.

25.  Finally, the public intereswill be “best served . . . by upholding the restrictive
covenants freely entered into by [Pate and Rosenthal],” as it will discourage “the disavowal of
[their] freely contractedbligations” and prevent Pate aRdsenthal’s wrongfuéxploitation of
Capsicum’s goodwill with its customers, including SRRt’'I Bus. Servs.2 F. Supp.2d at 709.

26. Pate and Rosenthal will be enjoined based on the Agreement as modified.

1. TortiousInterference With Contract Against SRR

27. Capsicum seeks a preliminary injumctiagainst SRR on the view that SRR’s
recruitment and hiring of Pate and Rosentimalight of their employment agreements,
constituted tortious interference with those agreements.

28. In Pennsylvania, “one who intentionallyterferes with an existing contractual
relation is subject to liabilityor the breach of the contractlacobson & Co. v. Int'l Env't Corp.
427 Pa. 439, 455 (1967). Here, however, although B&Raware of the strictive covenants
binding Pate and Rosenthal, | found SRR believetdqms of the Agreement were invalid and/or
Pate and Rosenthal would not violate those portions of the Agreehat were valid by joining
SRR. In light of (a) the challenges presernbg evaluating how a covenant with a defined
geographic scope applies to a remote workitatiogship, and (b) my elusion that three of
the four non-compete covenants were in taenforceable, SRR’s view of the Agreement was
reasonable and in good fai®ee United Aircraft Corp. v. Boreefil3 F.2d 694, 699-700 (3d Cir.
1969) (“[Dacobsohinvolved an intentional interference wisim existing conticual relation. Here
the district court found that the defendants beliemegood faith that [the defendant]’s activities

would not constitute a violation of the covenalatcobson is therefore distinguishable.”). To the
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extent SRR has induced Pate and Rosenthal to ailation of the Agreement, it did not do so
with the requisitanens redo hold it liable for tortious interferencBee id

29. Because Capsicum has not made a sufficient showing that SRR intentionally
interfered with Pate and Rosenthal’s employnagreements, SRR will not be enjoined on that

basis.

s/ William H. Yohn Jr.
William H. Yohn Jr., J.
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