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SUMMARY

The Illinois Supreme Court addresses the enforceability of employee noncompetition restrictive
covenants. It holds that reasonableness is determined under a three-prong totality-of-the-circumstances
test, including whether the restraint is no greater than necessary to protect the employer’s legitimate
business interest, whether it imposes undue hardship on the employee, and whether it injures the
public. The court overrules contrary appellate decisions, reverses the lower-court judgments, and

remands for further proceedings.
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QUESTIONS PRESENTED

1. Whether the enforceability of the postemployment restrictive covenants was reviewed de novo because

the circuit court applied an allegedly incorrect legal test.

2. Whether Illinois continues to require consideration of the employer's legitimate business interest as part

of the three-prong rule of reason governing employee noncompetition covenants.

3. Whether the legitimate business interest inquiry is governed by rigid, conclusive factors such as the two-
factor test articulated in Nationwide Advertising Service, Inc. v. Kolar, or by the totality of the

circumstances.

4. Whether reversal and remand were required because the case was tried under an incorrect legal theory.

HOLDINGS

1. When the appeal concerns whether the circuit court applied the correct legal test to the evidence, the

issue is one of law reviewed de novo rather than under the manifest-weight standard.

2. An employee restrictive covenant, assuming it is ancillary to a valid employment relationship, is
reasonable only if it is no greater than necessary to protect a legitimate business interest of the employer,

does not impose undue hardship on the employee, and is not injurious to the public.

3. Whether an employer has a legitimate business interest supporting a restrictive covenant must be
determined from the totality of the facts and circumstances of the individual case; relevant factors are

nonconclusive, none has predetermined weight, and the listed factors are not exclusive.

4. The two-factor test created in Kolar, under which a near-permanent customer relationship and employee
acquisition of confidential information were determinative of a legitimate business interest, is no longer

valid.

5. When a case is tried under an incorrect legal theory, the appropriate remedy is to reverse and remand for
further proceedings, including an opportunity to supplement the existing record with evidence and
argument addressing the totality of the circumstances.

KEY QUOTATIONS

“A restrictive covenant, assuming it is ancillary to a valid employment relationship, is reasonable only if the
covenant: (1) is no greater than is required for the protection of a legitimate business interest of the employer-
promisee; (2) does not impose undue hardship on the employee-promisor, and (3) is not injurious to the
public.” (17)



“Each case must be determined on its own particular facts. [Citations.] Reasonableness is gauged not just by
some but by all of the circumstances. [Citations.] The same identical contract and restraint may be
reasonable and valid under one set of circumstances, and unreasonable and invalid under another set of

circumstances.” (1 42)

“Factors to be considered in this analysis include, but are not limited to, the near-permanence of customer
relationships, the employee’s acquisition of confidential information through his employment, and time and
place restrictions. No factor carries any more weight than any other, but rather its importance will depend on

the specific facts and circumstances of the individual case.” (9 43)

FACTUAL BACKGROUND

Reliable sold, installed, and serviced fire extinguishing, fire suppression, and fire alarm systems in the Chicago
metropolitan area and neighboring regions. Arredondo and Garcia were employees who signed agreements
barring competition with Reliable during employment and for one year after termination in Illinois, Indiana, and
Wisconsin, and also restricting customer, referral-source, and employee solicitation. Arredondo later resigned,
Garcia was fired on suspicion of competition, and both became involved in High Rise, a competing fire-alarm

business.

PROCEDURAL HISTORY

Reliable sued former employees Arnold Arredondo and Rene Garcia and High Rise Security Systems for, among
other claims, breach of noncompetition covenants. After a bench trial on the declaratory judgment issue, the Du
Page County circuit court held the covenants unenforceable because Reliable failed to prove a legitimate
business interest. The appellate court affirmed. The Illinois Supreme Court reversed both judgments and

remanded for further proceedings under the proper legal standard.

DISPOSITION

reversed_and_remanded

REMAND INSTRUCTIONS

The circuit court must reconsider the enforceability of the restrictive covenants under the three-prong rule of
reason and determine the employer's legitimate business interest from the totality of the facts and circumstances.
The court need not conduct an entirely new evidentiary hearing but may permit the parties to supplement the
existing record with additional evidence and argument.
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