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Dealers Across the Country Challenge
VW/Scout DTC Sales Model

By Attorneys Tom Vangel, Jamie Radke, and Lindsey McComber, Harris Beach Murtha Cullina PLLC

As many predicted, Scout Motors is
facing legal challenges from dealers and
dealer groups across the country. In Oc-
tober, Scout Motors announced its new
EV SUVs that are set to launch in 2027.
With its announcement, Scout revealed
that it will implement a direct-to-consum-
er (DTC) sales model rather than utilizing
the franchised Volkswagen (VW) dealer
network. Following the announcement,
NADA made a statement calling Scout
Motors and VW’s decision to compete
with its dealer partners across the country
“disappointing” and vowed that it “will be
challenged.”

Although VW attempted to establish
Scout Motors as an independently man-
aged company separate from VW, deal-
ers across the country argue that VW is
unlawfully trying to undercut the invest-
ments made by VW dealers in violation of
state franchise laws. Specifically, dealers
in California, South Carolina, and Florida
have all challenged Scout’s plan to sell di-
rectly to consumers.

South Carolina is one of nineteen states
that have a total ban on direct sales. In
light of this total ban, in January, there
was a bill that came before the South Car-
olina House of Representatives that would
allow electric vehicle brands, including
Tesla and Scout Motors, to sell directly
to consumers. Although the bill was de-
signed to apply to manufacturers that have
not held a franchise agreement previous-
ly, it faces resistance from dealerships
and dealer groups in South Carolina who
have invested heavily into their dealership
networks. A hearing was recently held in
February on this bill, and the committee
adjourned debate on it making it unlikely
that it will move forward prior to the leg-
islative session ending in May.

Like South Carolina, California deal-
ership law prevents manufacturers from
competing with their own franchisees by

using affiliates directly to sell or service
vehicles. Therefore, in light of Scout’s
actions, the California New Car Dealers
Association sent a cease-and-desist letter
to Scout and VW on December 20, 2024,
claiming that they violated California law
preventing direct-to-consumer sales be-
cause VW has been “directly and substan-
tively involved in Scout’s development
and revitalization of its vehicles...”

Audi and VW dealers in Florida also re-
cently filed suit on February 3 seeking in-
junctive relief and a declaratory judgment
that Scout has violated Florida’s Motor
Vehicle Dealer Act. The sixty-one plain-
tiff dealers allege that Scout intends to sell
its new motor vehicles directly to Florida
consumers in violation of Florida’s Motor
Vehicle Dealer Act.

More specifically, the Florida deal-
ers allege that Scout is violating Section
320.64(24), which prohibits a licensee or
its common entity from having sold or
leased a motor vehicle to any retail con-
sumer in Florida. Under Florida law, an
entity is considered a “common entity”
if it owns more than thirty percent of any
brand or entity. Although Scout has yet to
sell any vehicles as its electric trucks and
SUVs are not set to go into production
until 2027, they have accepted deposits
from consumers which are to go towards
the purchase price of these EVs. The Flor-
ida dealers argue that this violates Section
320.60(16) of the statute which defines a
“sale” to include “[a]ccepting a deposit
or receiving a payment for the retail pur-
chase, lease, or other use of a motor vehi-
cle” from a consumer in Florida.

Massachusetts law also prevents man-
ufacturers from selling directly to con-
sumers. Under Chapter 93B, Section 4(c)
(10) of the Massachusetts General Laws,
manufacturers are prevented from owning
or operating “either directly or indirectly
through any subsidiary, parent company
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or firm, a motor vehicle dealership locat-
ed in the commonwealth of the same line
make as any of the vehicles manufactured,
assembled or distributed by the manufac-
turer or distributor.” Chapter 93B, Section
15 gives dealers who suffer from an unfair
method of competition or deceptive act
or practice at the hands of a manufacturer
standing to bring an action for damages
and equitable relief.

As we mentioned in our November ar-
ticle, the Supreme Judicial Court has held
that Section 15 does not confer standing
on a motor vehicle dealer to maintain an
action for violation of Section 4(c)(10)
against a manufacturer with which the
dealer is not affiliated. This ruling has
prevented dealers in Massachusetts from
bringing a claim against Tesla which
has allowed Tesla to operate showrooms
across the state in violation of Chapter
93B. Although Tesla has been able to op-
erate because the Massachusetts Supreme
Judicial Court has held that the only party
who could challenge Tesla’s direct to con-
sumer sales model would be a Tesla deal-
er, Massachusetts VW dealers may have
a greater chance of success in bringing a
claim against Scout Motors due to its af-
filiation with VW and Massachusetts law
preventing manufacturers from using “un-
fair methods of competition.”

While the outcomes of these legal chal-
lenges brought against Scout across the
country are still not clear, dealers should
carefully monitor these situations as they
could provide some insight into how other
courts and legislatures may react to the di-
rect-to-consumer sales model. ‘
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