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SUMMARY

The South Dakota Supreme Court affirmed the denial of injunctive relief sought to enforce non-

compete agreements against former employees who established a competing automobile dealership.

The court held that Adam Ray’s covenant was fraudulently induced and that McKie Ford waived its

right to enforce Scott Hanna’s covenant. The court therefore did not reach the parties’ remaining

arguments concerning the other affirmative defenses.
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QUESTIONS PRESENTED

1. Whether parol or extrinsic evidence could be considered in evaluating Ray's affirmative defenses to

enforcement of the noncompete agreement.

2. Whether Ray established fraudulent inducement sufficient to defeat enforcement of his noncompete

agreement.
3. Whether Hanna established waiver sufficient to defeat enforcement of his noncompete agreement.

4. Whether the circuit court clearly erred in its factual findings supporting the affirmative defenses.

HOLDINGS

1. Parol or extrinsic evidence is admissible to prove fraud in the inducement, even when the contract is

clear and unambiguous.

2. Ray established fraudulent inducement because the evidence supported the finding that Granite Buick
made, without intending to perform, a promise that the covenant would be enforced only against an

employee making a lateral move.

3. McKie Ford waived its right to enforce Hanna's noncompete agreement when its sole shareholder, with
knowledge of Hanna's intention to open a competing dealership, unequivocally indicated that he would

not come after Hanna.

KEY QUOTATIONS

“No matter how clear and unambiguous a contract might be, parol evidence may be offered to show that the

contract is invalid because of fraud in its inducement.” ( 7)

“Because the court did not err in finding that Ray was fraudulently induced into entering the contract, Ray

had a valid affirmative defense to enforcement of the contract.” (9 10)

“Therefore, we affirm the court’s decision to deny Appellants the injunctive relief sought and do not address

Appellants’ remaining arguments.” (Y 13)

FACTUAL BACKGROUND

Adam Ray and Scott Hanna signed noncompete agreements while employed by automobile dealerships affiliated
with the McKie Automotive Group. Before signing, Ray was told that the covenant would be enforced only
against employees making a lateral move to a competitor, and he was pressured to sign despite the agreement
being voluntary. Hanna later told McKie Ford's sole shareholder that he intended to leave and open a competing
dealership, and the shareholder responded that he would not come after Hanna in any way. Ray and Hanna then

formed Gateway Autoplex, and their former employers sought injunctions enforcing the covenants.

PROCEDURAL HISTORY



Granite Buick and McKie Ford sought injunctions enforcing noncompete agreements against former employees
Adam Ray and Scott Hanna after they formed Gateway Autoplex. A jury was impaneled to determine affirmative
defenses, and the circuit court initially treated the jury verdict as binding. In a prior appeal, the Supreme Court of
South Dakota reversed and remanded for findings of fact and conclusions of law. On remand, the circuit court
found the agreements valid under SDCL 53-9-11 but denied injunctive relief after finding that Ray established
fraudulent inducement, equitable estoppel, and promissory estoppel, and that Hanna established waiver,

equitable estoppel, and promissory estoppel. The Supreme Court affirmed.
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