STATE OF NORTH CAROLINA 

COUNTY OF MECKLENBURG

IN THE GENERAL COURT OF JUSTICE SUPERIOR COURT DIVISION
07 CVS 21932
COVENANT EQUIPMENT CORPORATION
 d/b/a WHOLESALE FORK LIFTS,	
	
                        Plaintiff,	   
	   
v.	   	  	 
	       
FORKLIFT PRO, INC., BUCKY W. CALDWELL, TIMOTHY SMITH and 
WILLIAM CARNIE,	
	
	            Defendants.





ORDER AND OPINION ON DEFENDANT Caldwell’s MOTION TO DISMISS

	This matter is before the Court on Defendant Caldwell’s Motion to Dismiss filed contemporaneously with his Answer dated January 2, 2008.  Upon review of submission by counsel, and after hearing oral arguments, the Court hereby DENIES Defendant Caldwell’s motion to dismiss.

Baucom, Claytor, Benton, Morgan & Wood, P.A. by Rex C. Morgan and The Business Law Advisors by Daryl L. Hollnagel for Plaintiffs.

Nexsen Pruet, PLLC by C. Grainger Pierce, Jr. for Defendant Bucky W. Caldwell.



Tennille, Judge.

I.
PROCEDURAL BACKGROUND
	This action was filed in Mecklenburg County on November 1, 2007.  Defendant Carnie filed the Notice of Designation on January 14, 2008.  This action was designated a mandatory complex business case by Order of the Chief Justice of the Supreme Court of North Carolina dated January 15, 2008, and subsequently assigned to the undersigned Chief Special Superior Court Judge for Complex Business Cases by Order dated January 15, 2008.

Defendant Caldwell filed a motion to dismiss for failure to state a claim under Rule 12(b)(6) of the North Carolina Rules of Civil Procedure on January 2, 2008.  The Court heard oral arguments on the motion on August 26, 2008.
II.
FACTUAL BACKGROUND
A.
THE PARTIES
	Plaintiff Covenant Equipment Corporation, d/b/a Wholesale Fork Lifts, Inc., (“Plaintiff”) is a South Carolina corporation having its principal place of business in York County, South Carolina.  Plaintiff is engaged in the business of wholesale sale, service, and maintenance of used forklifts and related equipment.

Defendant Forklift Pro, Inc. (“Forklift”) is a North Carolina corporation having its principal place of business in Pineville, North Carolina. 
Defendant Bucky W. Caldwell (“Caldwell”) is a resident of Mecklenburg County, North Carolina.  
Defendant Timothy Smith (“Smith”) is a resident of York County, South Carolina.
Defendant William Carnie (“Carnie”) is a resident of York County, South Carolina. 
Forklift, Caldwell, Smith, and Carnie will be referred to collectively as the “Defendants.”  Caldwell, Smith, and Carnie will be referred to collectively as the “Individual Defendants.”  






B.
THE PARTIES’ PRIOR DEALINGS
	Plaintiff and Wholesale Fork Lifts, Inc. “Wholesale Fork Lifts, Inc.” is a non-party entity separate and distinct from Plaintiff.  Plaintiff is doing business as “Wholesale Fork Lifts.”  “Wholesale Fork Lifts, Inc.,” when used herein, refers to the separate entity whose assets were purchased by Plaintiff. entered into an Asset Purchase Agreement in June 2004.  (Compl. ¶¶ 6–7; Am. Answer ¶¶ 6–7.)   Caldwell was the sole shareholder of Wholesale Fork Lifts, Inc.  (Compl. ¶ 7; Am. Answer ¶ 7.)  Included in the Asset Purchase Agreement was the “goodwill of [Wholesale Fork Lifts, Inc.], the contracts and contract rights of [Wholesale Fork Lifts, Inc.], all customer lists and all specifications, processes, trade secrets, industrial rights, technological know how, technical data, databases” and all related documents.  (Compl. ¶ 8; Am. Answer ¶ 8.)  Also included in the Asset Purchase Agreement were “all books, records, files and other data (including those stored electronically) related to [Wholesale Fork Lifts, Inc.].”  (Compl. ¶ 8; Am. Answer ¶ 8.)  At the time of the Asset Purchase Agreement, Caldwell and his wife, Janet Caldwell, Ms. Janet Caldwell is not a party to this suit. executed a non-competition agreement (the “Noncompetition Agreement”) which contained a two-year Non-Compete Period.  (Compl. ¶ 10; Am. Answer ¶ 10.)    

The Noncompetition Agreement provides that Caldwell, “will not, directly or indirectly, disclose or furnish any non-public, proprietary or confidential information obtained from or relating to [Wholesale Fork Lifts, Inc.]. . . .”  (Compl. ¶ 40; Am. Answer ¶ 40.)  Caldwell’s obligation not to disclose or furnish “non-public, proprietary or confidential information” is not limited by the two-year Non-Compete Period set forth in the Noncompetition Agreement.  (Compl. ¶ 40; Am. Answer ¶ 40.)  
Caldwell was employed by Plaintiff from the date of the sale through January 17, 2007.  (Compl. ¶ 11; Am. Answer ¶ 11.)  Forklift was incorporated June 18, 2007.  (Compl. ¶ 12; Am. Answer ¶ 12.)  Caldwell owns the majority of outstanding shares and is the registered agent of Forklift.  (Compl. ¶ 12; Am. Answer ¶ 12.)  Carnie and Smith were employees of Plaintiff and are now employees of Forklift.  (Compl. ¶¶ 15–16; Am. Answer ¶¶ 15–16.)  
III.
THE ALLEGATIONS
	Plaintiff alleges that “Defendant Caldwell has breached the Noncompetition Agreement and has disclosed non-public, proprietary and confidential information to the Defendant, Forklift Pro, which information has been obtained from and which relates to [Wholesale Fork Lifts, Inc.] . . . .” (Compl. ¶ 41.)  Plaintiff’s breach of contract claim is premised on the use of assets which Plaintiff purchased, not the fact that Caldwell has started a competing business.  

Plaintiff further alleges that “Defendant Caldwell has intentionally breached the Noncompetition Agreement for the express purpose of unlawfully competing with [Wholesale Fork Lifts, Inc.] and causing Forklift Pro to unlawfully compete with [Wholesale Fork Lifts, Inc.].”  (Compl. ¶ 42.)  The unlawful competition is based upon alleged use of Wholesale Fork Lifts, Inc.’s non-public, proprietary and confidential information.  It will be Plaintiff’s burden to establish the existence and use of such information at trial.
IV.
MOTION TO DISMISS
	Caldwell has moved to dismiss Plaintiff’s Sixth Cause of Action, Breach of Contract, for failure to state a claim under Rule 12(b)(6) of the North Carolina Rules of Civil Procedure (“Rule 12(b)(6)”).  (Def’s Mot. Dismiss 1.)  

A.
RULE 12(b)(6)
1.
LEGAL STANDARD
	The purpose of a motion to dismiss under Rule 12(b)(6) is to test the legal sufficiency of the pleading against which the motion is directed.  Sutton v. Duke, 277 N.C. 94, 98, 176 S.E.2d 161, 163 (1970).  In Branch Banking & Trust Co. v. Lighthouse Financial Corp., 2005 NCBC 3 (N.C. Super. Ct. July 13, 2005), http://www.ncbusinesscourt.net/opinions/2005%20NCBC%203.htm, this Court summarized the 12(b)(6) standard as follows:

When ruling on a motion to dismiss under Rule 12(b)(6), the court must determine “whether, as a matter of law, the allegations of the complaint . . . are sufficient to state a claim upon which relief may be granted.”  In ruling on a motion to dismiss, the court must treat the allegations in the complaint as true.  The court must construe the complaint liberally and must not dismiss the complaint unless it appears to a certainty that plaintiff is entitled to no relief under any state of facts which could be proved in support of the claim.  When considering a motion under Rule 12(b)(6), the court is not required to accept as true any conclusions of law or unwarranted deductions of fact in the complaint.  When the complaint fails to allege the substantive elements of some legally cognizable claim, or where it alleges facts which defeat any claim, the complaint should be dismissed under Rule 12(b)(6).

Branch Banking & Trust Co., 2005 NCBC at ¶ 8 (citations omitted).
	Furthermore, the Court may not consider “extraneous matter” outside the complaint, or else the Rule 12(b)(6) motion will be converted into a Rule 56 motion for summary judgment.  See, e.g., Fowler v. Williamson, 39 N.C. App. 715, 717, 251 S.E.2d 889, 890–91 (1979).  However, the Court may consider documents the moving party attaches to a 12(b)(6) motion which are the subject of the challenged pleading and specifically referred to in that pleading, even though they are presented to the Court by the moving party.  See Oberlin Capital, L.P. v. Slavin, 147 N.C. App. 52, 60, 554 S.E.2d 840, 847 (2001) (considering a contract on a 12(b)(6) motion even though the contract was presented by the movant).  The Court is not required to accept as true “any conclusions of law or unwarranted deductions of fact.”  Id. at 56, 554 S.E.2d at 844.  Thus the Court can reject allegations that are contradicted by the supplementary documents presented to it.  See E. Shore Mkts., Inc. v. J.D. Assocs. Ltd. P’ship, 213 F.3d 175, 180 (4th Cir. 2000) (stating that the court “need not accept as true unwarranted inferences, unreasonable conclusions, or arguments”).

2.
ANALYSIS
	Caldwell’s Rule 12(b)(6) motion asks the Court to dismiss Plaintiff’s Sixth Cause of Action, Breach of Contract, as to him.  Caldwell is accused of breaching Section 4 of the Noncompetition Agreement, titled “Confidential Information.”

The Noncompetition Agreement is governed by the laws of South Carolina.  (Noncompetition Agreement ¶ 11.)  In North Carolina, when parties to a contract agree that a specific jurisdiction’s substantive law will apply, such provision will be given effect.  Tanglewood Land Co. v. Byrd, 299 N.C. 260, 262, 261 S.E.2d 655, 656 (1980).  North Carolina will not, however, give effect to a choice of law provision if the “law of the chosen state would be contrary to a fundamental policy” of North Carolina.  Cable Tel. Servs. v. Overland Contracting, Inc., 154 N.C. App. 639, 643, 574 S.E.2d 31, 34 (2002).
In the Background Statement of the Noncompetition Agreement, “Business” is defined as “the business of the wholesale sale, service and maintenance of used forklifts and related equipment, including, without limitation, battery packs, forks, accessories, and other parts and replacement parts, and all related activities.” (Noncompetition Agreement, Background Statement.)  Additionally, in Section 1 of the Noncompetition Agreement, titled “Definitions,” the meaning of “Business” is “as defined [in the Background Statement].”  (Noncompetition Agreement § 1(a).)
Section 1 begins, however, by stating that the definitions provided in the definitions section will control “unless the context shall expressly or by necessary implication indicate to the contrary . . . .” (Noncompetition Agreement § 1.)  Thus, the Noncompetition Agreement permits a term to have a meaning contrary to the meaning expressly asserted in the definitions section.  Specifically, “Business” may mean something other than “the wholesale sale, service and maintenance of used forklifts and related equipment, including, without limitation, battery packs, forks, accessories, and other parts and replacement parts, and all related activities.” (Noncompetition Agreement, Background Statement.)
Section 4 of the Noncompetition Agreement, titled “Confidential Information,” states that Caldwell “will not, directly or indirectly . . . (i) disclose or furnish any non-public, proprietary or confidential information obtained from or relating to the Business, the Seller or the Purchaser to any third party not associated with the Business, the Seller or the Purchaser . . . .” (Noncompetition Agreement § 4.)  The reference to “Business” in Section 4 “by necessary implication” must refer to Wholesale Fork Lifts, Inc., rather than the entire forklift industry.  If the broader definition of “Business” found in the Background Statement applied in Section 4, then Section 4 would be invalid under South Carolina law and Chem. Equip. Co., Inc. v. Muckenfuss, 471 S.E.2d 721 (S.C. 1996).
In South Carolina, noncompetition agreements will be critically examined and construed against the employer.  Rental Uniform Serv. of Florence, Inc. v. Dudley, 301 S.E.2d 142, 143 (S.C. 1983).  In Muckenfuss, the South Carolina Court of Appeals held that overly broad confidentiality agreements, which have the effect of a covenant not to compete, will be subject “to the same scrutiny as a covenant not to compete.”  Muckenfuss, 471 S.E.2d at 723.  The South Carolina Supreme Court has employed three criteria when evaluating covenants not to compete.
(1) Is the restraint, from the standpoint of the employer, reasonable in the sense that it is no greater than is necessary to protect the employer in some legitimate business interest?  (2) From the standpoint of the employee, is the restraint reasonable in the sense that it is not unduly harsh and oppressive in curtailing his legitimate efforts to earn a livelihood?  (3) Is the restraint reasonable from the standpoint of a sound public policy?

Id.  (citing Standard Register Co. v. D.C. Kerrigan, 119 S.E.2d 533, 536 (S.C. 1961).  Furthermore, “when an employee leaves a job, he is entitled to take the skills and general knowledge he has either acquired or increased during his employment . . . .” Muckenfuss, 471 S.E.2d at 723.
	The defendant in Muckenfuss (“Muckenfuss”) was one of three shareholders of Carolina Chemical Equipment Company, Inc. (“Carolina Chemical”).  Muckenfuss, 471 S.E.2d at 722.  The other two shareholders voted Muckenfuss out of the business.  Id.  Muckenfuss, therefore, sold his stock back to Carolina Chemical pursuant to a Stock Redemption Agreement.  Id.  The Stock Redemption Agreement included a paragraph titled “Covenant Not to Compete” and a paragraph titled “Covenant Not to Divulge Trade Secrets.”  Id.  At issue in Muckenfuss was the “Covenant Not to Divulge Trade Secrets.”  Id.  The “Covenant Not to Divulge Trade Secrets” stated in part:

[Muckenfuss] agrees not to divulge any trade secrets of [Carolina Chemical].  Trade secrets mean any knowledge or information concerning any process, product, or customer of [Carolina Chemical] and more generally any knowledge or information concerning any aspect of the business of [Carolina Chemical] which could, if divulged to a direct or indirect competitor, adversely affect the business of [Carolina Chemical], its prospects or competitive position.  [Muckenfuss] shall not use for his own benefit any trade secret of [Carolina Chemical] whatsoever.

Id.  at 723.  “Trade secret” was defined so “broadly that virtually all of the information Muckenfuss acquired during his employment would fall within its definition.”  Id.  The Court found such a sweeping provision to be the equivalent of a covenant not to compete.  Id.  The Muckenfuss Court, applying the three criteria used to evaluate covenants not to compete, held the “Covenant Not to Divulge Trade Secrets” unenforceable as a matter of law because it was unrestricted as to both time and territory, and the restriction prevented Muckenfuss from using the general skills and knowledge he acquired as an owner and employee of Carolina Chemical.  Id.   
	The Muckenfuss decision created difficult questions for the business community since it had the potential to permit former owners or employees of a business to use legitimate trade secrets or confidential and proprietary information which had a value which remained long after a restrictive covenant expired.  The South Carolina Legislature reacted by passing a bill aimed at limiting the broadest interpretations of Muckenfuss.

In 1992, the South Carolina Legislature enacted the Uniform Trade Secrets Act (“UTSA”) to protect against the misappropriation of trade secrets.  See S.C. Code. Ann. §§ 39-8-1 – 39-8-9 (1992).  In 1997, the UTSA was replaced by the South Carolina Trade Secrets Act (“SCTSA”).  See id.  §§ 39-8-10 – 39-8-130 (2007).  Of particular importance, the SCTSA provides: “A contractual duty not to disclose or divulge a trade secret, to maintain the secrecy of a trade secret, or to limit the use of a trade secret must not be considered void or unenforceable or against public policy for lack of a durational or geographical limitation.”  Id.  § 39-1-30(D) (2007).  The SCTSA further states that “[a] trade secret endures and is protectible and enforceable until it is disclosed or discovered by proper means.”  Id.  §39-1-30(A) (2007).  These provisions were not in the previous act and appear to be a direct response to the decision in Muckenfuss.  
There have been no definitive decisions in South Carolina since the passage of the legislation.  This Court believes that when both the Muckenfuss decision and the statute are read together, they create a logical and rational approach which protects all parties and is not in conflict with North Carolina public policy.  South Carolina law, as it applies to this case, prohibits an employer (or business purchaser) from enforcing a restriction on the use of information that would amount to an unlawfully broad restrictive covenant preventing a person from using the general skills and knowledge acquired as an owner or employee of a business.  On the other hand, expiration of a restrictive covenant does not permit a former employee or business owner to use proprietary and confidential information or trade secrets of a business that are otherwise protectible.  That is especially logical where, as alleged here, the purchaser of the business has paid for those assets.  The South Carolina law places the burden on the plaintiff to establish the existence of the protectible information and its misappropriation and use by a defendant. 
For example, if Caldwell had copied specific customer or supplier pricing information before leaving Wholesale Fork Lifts, and then turned around and used that information to compete, he would be in violation of his contract.  Nothing prevents him from using his general knowledge of how prices are set in the forklift repair business to compete once his restriction has expired.  If Wholesale Fork Lifts had files and repair information not readily available to the public, and thus of value, and Caldwell copied that information before leaving and used it to compete, he would be in violation of his contract.
	Similar to Muckenfuss, if the broad definition of “Business” found in the Background Statement applied in Section 4 of the Noncompetition Agreement, Section 4 would violate South Carolina law.  First, the restriction would be greater than necessary to protect Covenant Equipment Corporation d/b/a Wholesale Fork Lifts’ legitimate business interests.  Covenant Equipment Corporation d/b/a Wholesale Fork Lifts has no legitimate business interest in completely excluding Caldwell from the entire forklift industry.  Second, from the standpoint of Caldwell, the restraint would be unduly harsh and oppressive.  The prohibition is not only unrestricted as to both time and territory, but it would also prevent Caldwell from using the general skills and knowledge he acquired as an owner and employee of Wholesale Fork Lifts, Inc.  Finally, the restraint would not be reasonable from the standpoint of sound public policy.  Such a restraint would have negative effects on Caldwell individually and the competitive business environment as a whole.  Plaintiff does not seek that broad relief.
The reference to “Business” in Section 4, however, is not insufficiently broad and does not violate the Muckenfuss case or South Carolina law when it is logically construed in light of the specific language and entire context of the document.  In the context of Section 4, “Business” has a meaning contrary to “the business of the wholesale sale, service and maintenance of used forklifts and related equipment, including, without limitation, battery packs, forks, accessories, and other parts and replacement parts, and all related activities.” (Noncompetition Agreement, Background Statement.) 
In Section 4, “Business,” by necessary implication, is limited to the business of Wholesale Fork Lifts, Inc., rather than the entire forklift industry.  Accordingly, Section 4 permits Caldwell to use his knowledge and expertise gained over the years and only restricts his use of any “non-public, proprietary or confidential information” of the company he sold.  He sold those assets and may not convert them for his own use.  It is the use of those assets which forms the basis of Plaintiff’s breach of contract claim.  The limited reading of Section 4 employed by this Court permits Caldwell to earn a livelihood, protects the legitimate business interests of Wholesale Fork Lifts, Inc., and does not run afoul of the Muckenfuss case or South Carolina law. 
For the reasons stated above, Section 4 does not violate South Carolina law, and the Court hereby DENIES Defendant Caldwell’s Motion to Dismiss Plaintiff’s Sixth Cause of Action, Breach of Contract for failure to state a claim.
V.
CONCLUSION
	Based on the foregoing, it is hereby ORDERED, ADJUDGED, and DECREED:

1.	Defendant Caldwell’s Motion to Dismiss for Failure to State a Claim under 12(b)(6) is DENIED as to Plaintiff’s Sixth Cause of Action, Breach of Contract.

This the 3rd day of October, 2008.

/s/	Ben F. Tennille			
The Honorable Ben F. Tennille
Chief Special Superior Court Judge
     						    for Complex Business Cases


