SENATE BILL REPORT
ESHB 2524

As of February 20, 2014

Title: An act relating to manufacturer and new motor vehicle dealer franchise agreements.

Brief Description: Concerning manufacturer and new motor vehicle dealer franchise
agreements.

Sponsors: House Committee on Business & Financial Services (originally sponsored by
Representatives Kirby, Vick, Ryu, Chandler, Blake, Santos, Stanford, Zeiger, Hurst, Fagan,
Takko, Habib, Harris, Sullivan, Kretz, MacEwen, Wylie, Moeller, Morrell, Haigh, Freeman,
Springer and Stonier).

Brief History: Passed House: 2/17/14, 93-3.
Committee Activity: Commerce & Labor:

SENATE COMMITTEE ON COMMERCE & LABOR
Staff: Edith Rice (786-7444)

Background: The Legislature has recognized that the distribution and sale of motor vehicles
vitally affect the economy of the state and that the maintenance of fair competition among
dealers is in the public interest. The Legislature has also recognized that there is a substantial
disparity in bargaining power between automobile manufacturers and their dealers. As a
result it is necessary to regulate the relationship between manufacturers and dealers doing
business in the state, fairly and efficiently.

The director of the Department of Licensing (DOL) may deny a vehicle dealer license if the
application is a subterfuge concealing the real person in interest who's license is not in good
standing or the director finds that the application was not filed in good faith.

A good cause standard is set in statute for a manufacturer to terminate a franchise agreement.
This can be a failure of the new motor vehicle dealer to comply with reasonable performance
standards determined by the manufacturer in accordance with uniformly applied criteria and
other stated factors. Failure to substantially comply with manufacturer's performance
standards not due to economic factors beyond the dealers control is one such factor.

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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The manufacturer's obligation to pay certain costs to the dealer upon termination or
nonrenewal of a franchise are listed in statute. These must be paid within 90 days after
termination if the dealer has clear title to the property.

Manufacturers must specify the dealer's obligation to do warranty work on the manufacturer's
products, and provide a schedule of compensation to be paid to the dealer. The manner by
which a dealer must establish rates for warranty service including the average percentage
markup requires documentation, is described in statute, and must be submitted to the
manufacturer. A manufacturer cannot require a dealer to use another methodology to
establish average percentage markup. A manufacturer must compensate a dealer for labor
and diagnostic work at the same rates charged by the dealer to retail customers. The
manufacturer has the right to audit claims for warranty work and to charge the dealer for
incorrect claims for one year following payment.

Manufacturers cannot discriminate between new motor vehicle dealers in pricing or
allocation of vehicles, parts, or accessories. Manufacturers cannot terminate a franchise with
a dealer without good cause. A manufacturer cannot require a dealer to make modifications
to a dealership facility it does not require of other dealers.

Summary of Bill: The director of DOL may deny a vehicle dealer license if the issuance of
a new license would cause a manufacturer to be in violation of state law regarding
manufacturers and dealers franchise agreements.

New definitions are provided for completed vehicle, dealer management computer system,
dealer management computer system vendor, final-stage manufacturer, incomplete vehicle,
and security breach.

If a dealer claims insufficient allocation a manufacturer does not have good cause for
termination of a franchise unless the manufacturer provided a dealer with sufficient inventory
of vehicles to meet performance standards, and the manufacturer provides documentation to
the dealer sufficient to develop a market analysis. The dealer cannot share information
provided from the manufacturer regarding allocations with any other party who is not
involved in the termination proceeding.

Costs payable to the dealer upon the termination of the franchise must be paid within 90 days
after termination or on the date of delivery of the assets to the manufacturer, whichever is
earlier. Costs must be paid by the manufacturer to the dealer for manufacturer-required
relocation or remodeling of a dealer's facilities for the granting of a franchise, if completed
within three years of the termination.

The kinds of work which cannot be included in calculating the retail rate customarily charged
by the dealer for parts and labor, are described. The manufacturer must pay the cost of
additional documentation it requires of the dealer to verify work, but is not required to
compensate a dealer more than once for the same documentation. Claims for warranty work
must be submitted to the manufacturer within 90 days. The manufacturer may audit warranty
work claims for nine months following payment.
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A manufacturer cannot compete with a dealer of any make or line by acting as a dealer or
owning a dealership with some exceptions. A new exception is if they are a final stage
manufacturer or a manufacturer that held a dealer license on January 1, 2014, selling new
vehicles of that manufacturer's makes or line, not sold new by a licensed independent
franchise. A manufacturer can also contract for financing, leasing, and servicing its own
makes and lines of vehicles.

A manufacturer cannot require a dealer to relocate or remodel its facilities more than once
every ten years unless it is to comply with health or safety laws or to comply with technology
requirements.

A manufacturer cannot prevent a dealer from purchasing like kind materials from a vendor
the dealer chooses if the goods are to be supplied by a vendor designated by the
manufacturer. Dealers do not gain additional intellectual property rights nor are they

permitted to erect signs not in conformance with manufacturer guidelines.

A manufacturer cannot require a dealer to accept services, parts, or accessories the dealer has
not ordered without the right to return them unused for a full refund.

Dealers are not required to provide to manufacturers, direct access to its computer system,
but may choose to provide information through other means.

Manufacturers are liable for any computer system data breach caused by the manufacturer.
Dealer management computer system vendors are liable for any computer system data breach
caused by the dealer management computer system vendors.

Provisions in this act apply to franchises and contracts between manufacturers and new
motor vehicle dealers in existence on or after the effective date of this act. An agreement
entered into after the effective date of this act is considered an amendment to an existing
franchise.

Appropriation: None.

Fiscal Note: Not requested.

Committee/Commission/Task Force Created: No.

Effective Date: Ninety days after adjournment of session in which bill is passed.
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