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be litigated in this state,” she said. “They think
they can enforce an agreement anywhere in the
country.”

The trouble is, sometimes they have been
able to. And sometimes, it’s as simple as who
files first. 

Gallegos is representing an executive at an
intellectual property management firm who left his
former employer in Boston for a gig with a com-
peting business in California. His former employ-
er, she said, sued him in Massachusetts, alleging he
had breached his noncompete contract. 

But Gallegos’ client filed his own lawsuit in
California last year, seeking to block the
Boston company from enforcing the contract.
That case, filed in Alameda County Superior

Court, reached a ruling – in the client’s favor –
before the Massachusetts case was resolved. 

“Once you get a judgment in one state court,
if there’s an identical dispute pending in anoth-
er state, the other state has to give full faith and
credit to their sister state’s judgment,” Gallegos
said. “The lesson for everyone involved, regard-
less of whose side you’re on, is get your ducks
in a row and file your lawsuit first.”

However, Gallegos’ case was appealed. It
is pending in a California Court of Appeal
with oral arguments set to begin as early as
next month. So it is possible the judgment
could be overturned.

Safe haven
California’s law against noncompete agree-

ments dates back to 1872, and it was last
upheld by the state’s Supreme Court in 2008. 

A noncompete agreement is tradi-
tionally used by a company that wants
to prevent its workers from joining a
competitor and taking their industry
knowledge with them. They’re particu-
larly common in the tech industry,
which garnered a reputation for job-
hopping employees during the dot-com
boom. 

Still, there are a few limits on com-
petition in California. For example,
employers can enforce their “trade
secret” rights, such as proprietary cus-
tomer lists, when a former employee
jumps to a competing business. But,
by and large, the state tends to wel-
come employee mobility. 

As a result, many local employers
don’t consider the agreements to be
much of a hindrance in their ability to
hire top talent from their competitors.

“It has been nonenforcable in
California for as long as I can remem-
ber,” said Daniel Tudo, founder of
downtown L.A. tech recruiting firm
Startup Tap. “I don’t think companies
think about it too much.”

In general, the law allows compa-
nies such as Veloz to focus more of
their efforts on hiring workers based on
their skills rather than legal obligations. 

Mendler, for instance, has adopted
a rigorous screening process that’s
designed to test applicants’ ability to
code at an elite level.

“Ninety-nine percent of applicants aren’t
able to pass our screening process,” he said.
“We’re not looking for people who can do the
basics of programming. We’re looking for peo-
ple who deeply and thoroughly understand
computer science.”

Conducting that vetting process is hard

enough, he said, noting that it helps to recruit
the select few people when he doesn’t have to
worry about noncompete agreements. 

Bennet Kelley, founder of Internet Law
Center in Santa Monica, said emerging com-
panies, especially in Silicon Beach, clearly ben-
efit from the state’s lack of enforcement on
noncompete agreements. But at the same time,
it might set a dangerous precedent if out-of-
state employers become unable to enforce con-
tracts that abide by the laws of their home state.

“California is free to regulate this man once
he comes to California from another place,”
Kelley said. “But I don’t know if it necessarily
should be a safe haven for people to defy other
state’s laws. That’s the troubling aspect of it.”

The issue – where California has become
sort of a safe place for fugitives from certain
contracts – Kelley added, is one he expects will
be closely watched.

Indeed, Gallegos’ case could set a prece-
dent, she said, because no court in the state has
published an opinion on the choice-of-law
topic as it pertains to noncompete agreements.

That means the outcomes in similar cases
from the past don’t necessarily have any bear-
ing on future claims brought in court. 

“If I was an employer, I would want to
know that I could recruit my competitor’s peo-
ple,” Gallegos said. 

Yet despite the Court of Appeals’ deci-
sion, which Gallegos expects will come
early next year, she said it’s important for
employers in California to remember that
noncompete agreements may still be
enforced in other states.

“California has always been pro competi-
tion,” she said. “It wants to encourage
employee mobility and it wants to allow
California employers to hire the best talent in
the world … but sometimes it’s a race to the
courthouse.”
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though they had their own product that they
developed internally, started to buy my product
(and) they became my largest customer.”

He eventually sold the business in 2004 to
IBM for $641 million. Chernick is now worth
an estimated $1.29 billion thanks to his earn-
ings from that sale and holdings in El
Segundo software firm National Center for
Crisis and Continuity Coordination, or
NC4. That put him at No. 43 on the Business
Journal’s Wealthiest Angelenos list in May.

The challenges of standing out in a sector
as saturated as tech still exist, and now
Chernick is hoping to help startups and con-
sumers with his latest venture,
NextGeneration Crowdfunding. 

The El Segundo company launched two
months ago and aims to be a resource for con-
sumers and startups navigating new Securities
and Exchange Commission rules regarding
crowdfunding that allow nonaccredited
investors to own equity in companies.

“There’s lots of little questions and angles
and deeper questions that many people will
want to know about, whether it’s investors or a
startup company,” Chernick said. “We’re going

to be providing a series of informational con-
tent and we have amazing experts that we have
helping us out.”

For example, NextGen named Richard
Swart as chief strategy officer, who serves as a
crowdfunding and alternative finance researcher
and scholar-in-residence at UC Berkeley’s
Institute for Business and Social Impact.

The company will host its first crowdfunding
conference this week in Santa Monica, focusing
on ways everyday investors can now fund start-
ups and emerging businesses. The event features
industry leaders such as San Francisco crowd-
funding website Indiegogo Inc.

New era
NextGen’s launch comes a month after fed-

eral regulators released final crowdfunding
rules as part of the Jumpstart Our Business
Startups, or JOBS, Act, which was signed into
law in 2012.

The rules permit companies to raise as
much as $1 million in a 12-month period
from individuals with a net worth less than
$100,000. 

The purpose of the changes is to make it
easier for startups and small businesses to raise
capital and grow.

The reclusive Chernick said he had been

following the developments for some time, and
he decided that the final passage of the rules
offered him a good opportunity to enter the
business world once again.

The billionaire had kept a low profile for
years prior to NextGen, focusing on his philan-
thropic work with conservative causes, Israeli
charities and education-focused nonprofits. He
said the SEC rules inspired him to create his
own platform that would help entrepreneurs
and consumers understand how the new fund-
ing rules work. 

After all, what entrepreneurs need most,
said Chernick, is funding.

“Of course, they’re not all going to be
successful – nothing in life is going to be
very easy,” he said. “But I’m a big fan of
startups and entrepreneurship as a way to
energize our youth and for the youth to
frankly energize our nation.”

But the website is more of an education
tool than a place for potential investors to
make transactions. Visitors will be able to
find educational content such as videos and
even quizzes geared toward equity crowd-
funding. There are also plans to create a
directory of startups and emerging business-
es so consumers can discover investment
opportunities. 

Chernick said revenue for the site would
come from advertising as well as fees paid by
startups to list detailed information on the site.
There would be no charge for companies list-
ing basic data.

Chernick started Candle at the age of 26,
decades before the emergence of Silicon
Beach, a thriving ecosystem of startups, accel-
erators and venture capital firms. While he was
able to bootstrap the company and build it up
without any outside capital, Chernick
acknowledged that’s a far more difficult
prospect these days.

“It’s different,” he said. “There’s so many
exciting opportunities that people are working
on with incredible creativity. There’s a new
incredible app every day, (but) one of the chal-
lenges for people that is timeless is the issue of
marketing. Breaking through the noise is real-
ly, really difficult.”

But with the exposure and educational
tools offered by NextGen, Chernick wants
to make it easier for startups to get discov-
ered by potential business partners and
financial backers.

“We want to explore how the new era of
crowdfunding can spark a new economy,” he
said. “We want to help educate and connect
both investors and small businesses.”
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‘Ninety-nine percent of
applicants aren’t able
to pass our screening process.’
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