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  

In this lesson, you will learn about trade secrets as a type of intellectual property. Specifically, this

lesson will cover:

1. What Qualifies as a Trade Secret?

A trade secret is, in short, secret information. This information may include a process, formula, pattern,
program, device, method, technique, or compilation. For many companies, lists of suppliers, costs, margins,
and customers are all trade secrets.

 EXAMPLE  Soft drink recipes, KFC’s eleven spices, the donut mix sent to Krispy Kreme franchisees,

the Big Mac’s special sauce, and even the combination of wood that is used in the burning process to

make Budweiser beer are all trade secrets.

Additionally, the information derives actual or potential economic value from being a secret that is not readily
discoverable by others, and the information is the subject of efforts to keep it a secret.

  TERM TO KNOW

Trade Secret

A secret, not patented, used in business and not known to competitors.

IN CONTEXT 

Imagine that you are in an antique store and find a nineteenth-century ledger book for sale,

originally from the W. B. Morrison & Co. Old Corner Drug Store in Waco, Texas. Among the recipes

for hair restorers and cough syrups, something in particular catches your eye— a recipe entitled D

Peppers Pepsin Bitters. What if you also knew that Dr. Pepper was first created and served in that

very drugstore? What if you offered to pay two hundred dollars for the old ledger book, even though,

if it did contain the recipe for Dr. Pepper, it would be worth far more? After all, according to the

company that manufactures Dr. Pepper, only three people know the recipe to that very closely

guarded trade secret. 

Something very similar to this happened to Bill Waters. He found the ledger book in an antique store,

and he paid two hundred dollars for it. However, at the time, he did not know that the book might
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date back to the exact time and place from which the popular soda was created. In fact, he did not

even notice the recipe until later, and it took him several more days to recognize the possibility that it

might be an early version of Dr. Pepper.

2. Trade Secrets vs. Patents

Unlike patents, a trade secret can last forever. That is, it can last forever if the owner of the secret can, well,
keep it a secret. If someone uses lawful means to uncover the secret, then the secret is no longer protected
by the secret’s owners.

Does this include reverse engineering? Yes. Reverse engineering is an absolutely legal means of discovering
a trade secret. What about ferreting out secrets from an employer’s safekeeping, while employed and under a
binding confidentiality agreement? No. That is an actionable claim for misappropriation, and the secret’s
owners can pursue damages.

Trade secrets are unlike patents in another important way. With a patent, the inventor must specifically
disclose the details of the invention when applying for a patent. This means that the inventor has not
protected the secret of the invention.

However, in exchange for this disclosure, a patent owner has a legal monopoly over the property for a
specified period of time. So even if others discover the secret of the invention (not a difficult task since patent
applications are public record), they are prohibited from making, using, or selling it without the patentee’s
permission. After the patent expires, then the patentee no longer has a property right to exclude others.

  TERMS TO KNOW

Reverse Engineering

The process of taking apart a manufactured object and reconstructing it. The process is not illegal

per se, unless used to violate intellectual property protections.

Patentee

One who receives patent protection.

3. Misappropriation Claims

In 2016, the Defend Trade Secrets Act of 2016 (DTSA) was signed into law by President Barack Obama to
provide federal law protection of trade secrets for the first time. Prior to that, most states had adopted the
Uniform Trade Secrets Act (UTSA) to protect trade secrets.

A claim for misappropriation may be brought when a trade secret has been wrongfully obtained, such as
through corporate espionage or bribery. Generally, according to the DTSA, misappropriation occurs if the
secret was acquired by improper means, or if the secret was disclosed or used without permission from the
secret’s owner.

Damages include both monetary and equitable relief. Monetary relief is based on actual loss, unjust
enrichment, or a reasonable royalty. Equitable relief includes injunction or property seizure.

Additionally, in cases of willful or malicious misappropriation, exemplary or no more than double damages
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may be awarded, as well as attorney’s fees. In addition, if a claim of misappropriation is made in bad faith, the
Act allows attorney’s fees to the injured party.

IN CONTEXT 

What if you are never lucky enough to discover a multimillion-dollar secret recipe hidden away in an

antique shop? As long as the recipe is not patented, you can try to reverse engineer it. If you

succeed, you can use it immediately. However, if you are working for an employer in a creative

capacity to develop the secret, and if you have agreed not to use trade secrets, then the right to the

trade secret will belong to your employer, at least in most jurisdictions. 

Ask Peter Taborsky, an undergraduate student at South Florida University in 1988. According to

Taborsky, while working in the university’s chemical engineering lab, he began conducting

experiments on his own. He discovered a highly effective method for treating sewage. The university

demanded that he hand over his notebooks that contained the secrets of this invention. Taborsky

refused and filed for a patent for his invention, which he received. However, the university pressed

criminal charges for stealing trade secrets. Taborsky lost his case and found himself in prison. 

So, does Bill Waters need to worry about Dr. Pepper’s owners suing him for misappropriation or

pressing criminal charges for stealing trade secrets? No. He lawfully obtained the ledger book by

purchasing it in the open market. Additionally, according to a company spokesman, the ingredient

list under D Peppers Pepsin Bitters is most likely an old remedy for a stomachache rather than any

version of the recipe for Dr. Pepper. Even if Mr. Waters had accidentally stumbled on the exact Dr.

Pepper recipe, he would have a good argument that the company did not take steps to keep the

secret a secret. If it had, he could argue, the company never would have allowed the recipe out of its

sight.

  TERMS TO KNOW

Defend Trade Secrets Act of 2016 (DTSA)

A U.S. law offering protection for trade secrets.

Uniform Trade Secrets Act (UTSA)

A uniform law (one that is not passed, but is a model law) that served as a model for state and

federal trade secret legislation.

Willful or Malicious Misappropriation

The intentional and knowing violation of trade secrets law that may result in exemplary damages.

Exemplary Damages

Damages awarded to a plaintiff when the conduct resulting in injury is disapproved of by the court

and the conduct is considered extremely wrong. Similar to punitive damages, but distinguished in

that the purpose is to show disapproval of the conduct independently of its injury to the plaintiff.

Bad Faith

The opposite of good faith; involving deceit, fraud, dishonesty, consciousness of wrongdoing, or

the like.
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  

In this lesson, you learned that trade secrets are protected under intellectual property law. To qualify

as a trade secret, the information must confer actual or potential economic value to the owners of the

secret and be subject to efforts to prevent its discovery. Trade secrets differ from patents in that

patents have an expiration date and require disclosure. A trade secret can last forever, or until the

secret is exposed. If a trade secret is discovered illegally, a misappropriation claim may be brought,

and monetary or equitable relief obtained. 

Best of luck in your learning!

Source: THIS TUTORIAL HAS BEEN ADAPTED FROM (1) "BUSINESS LAW AND THE LEGAL ENVIRONMENT"
VERSION 1.0 BY DON MAYER, DANIEL WARNER, GEORGE SIEDEL, AND JETHRO K. LIEBERMAN.
COPYRIGHT 2011. ISBN 978-1-4533-3050-0. (2) "THE LEGAL AND ETHICAL ENVIRONMENT OF BUSINESS"
VERSION 1.0 BY TERENCE LAU AND LISA JOHNSON. COPYRIGHT 2012. ISBN 978-1-4533-2750-0 (LICENSEE
PRODUCT: BUSINESS LAW), BOTH SOURCES REPRINTED WITH PERMISSION FROM FLATWORLD.

  

Bad Faith

The opposite of good faith; involving deceit, fraud, dishonesty, consciousness of wrongdoing, or the like.

Defend Trade Secrets Act of 2016 (DTSA)

A U.S. law offering protection for trade secrets.

Exemplary Damages

Damages awarded to a plaintiff when the conduct resulting in injury is disapproved of by the court and

the conduct is considered extremely wrong. Similar to punitive damages, but distinguished in that the

purpose is to show disapproval of the conduct independently of its injury to the plaintiff.

Patentee

One who receives patent protection.

Reverse Engineering

The process of taking apart a manufactured object and reconstructing it. The process is not illegal per

se, unless used to violate intellectual property protections.

Trade Secret

A secret, not patented, used in business and not known to competitors.

Uniform Trade Secrets Act (UTSA)

A uniform law (one that is not passed, but is a model law) that served as a model for state and federal

trade secret legislation.

Willful or Malicious Misappropriation

The intentional and knowing violation of trade secrets law that may result in exemplary damages.

SUMMARY

TERMS TO KNOW
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