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The pressure is on NHTSA again this year, as certain 

political leaders have demanded that more federal 

funds be directed to the agency to help it scrutinize 

the industry.

President Obama proposed an NHTSA budget increase 

of 20 percent each year over six years, including 

tripling the funding for defect investigations. The 

budget plan would increase full-time staffers at the 

agency to 85 (there are only 28 currently). With the 

new funds, Rosekind would like to create a trend 

analysis division as well as a specialized crash 

investigation group.

If NHTSA investigations increase, the number of 

large recalls is likely to as well. Inquiries initiated by 

NHTSA typically lead to a disproportionate number 

of large recalls (relative to overall recall population). 

For example, in 2014 the average size of an NHTSA-

influenced recall was about 652,000 vehicles, and 

manufacturer-influenced recalls averaged  

about 168,000.

Publicity surrounding the 2014 recalls also inspired 

drivers to provide information about defects that 

could lead to investigations. The agency received 

approximately 75,000 public complaints last year—

30,000 more than in 2013.

It will take time for the agency to build its staff and 

upgrade its technical abilities, but the intent of the 

Administration and many members of Congress is 

clear—a stronger, more vigilant NHTSA to prevent 

the deaths associated with defects that caused large 

2014 recalls.

As Rosekind stated during his confirmation hearing, 

“NHTSA needs to be the enforcer.”

2 I   LEGISLATORS ARE READY TO TAKE ACTION 

Congress’ ire against automakers and NHTSA was one 

of the few issues that had bipartisan agreement last 

year. The result is a growing list of possible legislative 

actions that could boost NHTSA’s budget and add even 

more regulations and complications for automakers 

and suppliers in 2015 and beyond.

For example, members of Congress have proposed to:

›› Encourage whistleblowers to come forward  

with details about motor vehicle defects and  

allow them to collect part of the fine imposed by  

federal agencies

›› Increase penalties on automakers for  

safety-related issues

›› Require rental car companies to repair defects 

before they can rent or re-sell vehicles that have 

been recalled

›› Require NHTSA to provide public notice of all 

investigations, including preliminary inquiries

›› Eliminate regional recalls to make sure all recalls 

are national

›› Provide public disclosure of EWR information, 

including posting online

›› Allow the Secretary of Transportation to declare an 

“Imminent Hazard” that would force recalls

In addition, NHTSA has requested that Congress  

allow it to raise its maximum fine to $300 million from 

$35 million.

75,000 Number of public complaints 
NHTSA received in 2014.
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TECHNOLOGICAL ADVANCES: Enabled by new 

technologies, the automotive industry is producing 

an astounding number of new vehicles and vehicle 

refreshes every year in response to changing 

consumer tastes. 

These demands can put pressure on suppliers during 

a time when electronic integration and technological 

innovations—such as cars that parallel park without 

the driver touching the wheel—are being added. The 

integration of new technology brings new risks and the 

possibility of unanticipated failures. 

Automakers are also using lighter-weight materials to 

help vehicles achieve better gas mileage. While these 

materials are rigorously tested by manufacturers, 

tests may not always account for extreme real-world 

situations such as exposure to severe heat, bitter cold 

and corrosive elements over long periods of time.

In addition, suppliers and OEMs are interacting 

more and more on the design and engineering of 

new components and assemblies using these new 

materials and technologies. This elevated level of 

collaboration and coordination also brings additional 

risk for the supplier with respect to their contributions 

during this process.

OLDER CARS: Parts made for OEMs several years ago 

can come back to haunt suppliers when automakers 

issue recalls for older cars. 

The age of the U.S. auto fleet is going up—the average 

age of a vehicle on the road was 11.4 years at the 

end of 2013—older-model vehicles may be more 

likely to be involved in accidents involving injuries 

or deaths and may have components that fail for 

reasons unexpected at the time of manufacture. It can 

be challenging to test products for safe and reliable 

use during the first several years of ownership, when 

the car is covered by a manufacturer warranty; even 

more so after 5 years and over 100,000 miles. When 

cars manufactured with new technologies and using 

new materials are expected to be safe and reliable 

for consumers after 12 to 15 years, the possibility of 

recall or unexpected product defect may rise. 

GLOBAL RISK: Though there are varied levels of 

international regulatory oversight for passenger 

vehicles, OEMs and suppliers should be alert to the 

possibility of major global recalls that involve multiple 

automakers and suppliers. 

As more automakers adopt global platforms and 

assemblies, suppliers may become more financially 

exposed in the event of product failure. The Takata air 

bag recall is one example of a supplier whose defect 

had a major impact on several automakers and across 

the globe.

Automakers are required to notify NHTSA if they are 

involved in an international recall campaign for a 

vehicle substantially similar to one being sold in the 

U.S. But, for the most part, based on SRR’s analysis 

of international campaign disclosures, regulators have 

not pursued recalls in response to campaigns initiated 

outside of this country. In many cases, the parts 

may have been manufactured in different plants or 

integrated into the assemblies in a different manner. 

However, as the data sets requested by regulators 

and provided by OEMs improve and increase, and as 

suppliers increasingly participate in global platforms, 

the risks associated with larger recalls increase.

IDENTIFICATION OF SUPPLIERS AND  
COST RECOVERY

In recent years, large suppliers have taken on more 

responsibility in the production of vehicles, including 

11.4 Years
Average age of a  
vehicle on the road  
in 2013.
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RECALL RISK AND MONETIZATION ASSESSMENT    

SRR utilizes a robust financial and predictive model 

to conduct risk and monetization assessments that 

assist OEMs and suppliers to determine whether 

their recall expenses are probable and reasonably 

estimable.

If a supplier manufactures low-risk parts—such 

as interior trim—that have experienced few, if 

any, recalls, accrual for future recalls may not be 

necessary.

However, suppliers of safety-related components such 

as air bags, seat belts, windshield wipers, steering 

systems and service brakes need to determine how 

they can financially plan for a long-term elevated 

level of risk. If, by the end of the assessment, the 

company cannot determine that the cost is reasonably 

estimable or probable, they may not need to accrue for 

financial statement planning purposes. However, they 

can apply those findings to their company’s financial 

plan and strategic thinking.

A recall risk and monetization assessment will help 

the manufacturer quantify the potential risk scenarios 

of a component recall. Recalls affect more than just 

revenue. They can impact pricing, insurance, potential 

acquisition and divestiture and the product portfolio.

To start the assessment, SRR will meet with a cross-

functional team. The makeup of the team is critical as 

there will be many different perspectives on risk from 

groups such as risk management, finance, insurance, 

legal, engineering and design.

The team would be responsible for helping assess 

risks on a component-by-component basis, because 

the risks are different for each. 

Once the components are identified and the team 

members are selected, they will assess all prior 

warranty claims, recalls, expected warranty issues and 

a historical assessment of what went well or what went 

wrong with the component and the costs of those.

SRR will then apply an essential qualitative element 

to the assessment of risk through its institutional 

knowledge and expertise based on years of 

consultation in the automotive manufacturing 

sector. In addition, SRR will review its exclusive and 

comprehensive research to help the supplier gain an 

appreciation for the costs it is likely to incur on a risk-

adjusted basis.

The ultimate goal is to create a more balanced 

financial position for the OEM or supplier in order to 

prepare for years of more frequent recall activity.


















