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Introduction

In 2014 and continuing into 2015, product recalls in the 
automotive industry have grown exponentially. They cover 
millions of vehicles across international borders. They have 
become political issues that receive global media coverage, 
especially when a failed part affects the safety of passengers. 

Complicating this further: international suppliers provide 
entire vehicle systems for OEMs, not just parts. The continual 
expansion of computer systems on vehicles, and ‘telematics,’ 
related to consumer demand for enhanced communication 
and entertainment increase the complexity of the situation 
even more. 

OEMs are more aggressively pursuing their suppliers at all 
tier levels for reimbursement of recall costs. While many Tier 
1 suppliers have had experience with major recalls, smaller 
suppliers typically do not. 

With years of experience working at all levels of the 
automotive industry, Aon Risk Solutions knows that many 
suppliers are woefully unprepared for this new age of 
automotive recalls. There’s new terrain for many businesses; 
developing a product recall strategy, internal preparation, 
contractual understanding, control of foreign partnerships, or 
the tricky world of public relations and crisis management. 

It’s with this backdrop that Aon teamed up with Crain Content 
Studio – Detroit (a division of Crain’s Detroit Business) to host 
a business roundtable focused on the implications of product 
recalls for auto suppliers. 

The roundtable brought together experts in product recall to 
present their perspectives and to discuss the many facets 
of these new, complex, and at times treacherous issues. 
The roundtable discussion was divided into two parts: Part 1 
covers preparing your company before a recall occurs; and, 
Part 2 is a talk on how to respond when a recall is announced.

 Part 1 covers preparing your  
 company before a recall occurs

 Part 2 is a talk on how to respond 
 when a recall is announced
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How are automotive recalls expanding? 

Neil Steinkamp, Stout Risius Ross: In 2014 the number of 
units that were recalled is greater or nearly as much as the 
total units cumulatively from 2010 through 2013. It’s double 
the prior historic average, two times the prior annual units that 
were recalled last year. But in addition you have a significant 
change in the regulatory body. National Highway Traffic Safety 
Administration (NHTSA) testified in front of Congress. They 
were highly scrutinized last year for their identification and 
handling of certain recall situations.

There’s a perception that recalls are very large but, in fact, 70 
percent of the recalls last year were less than 100,000 units. 
So there are major recalls, but there’s a tremendous number 
of smaller midsized recalls that happen where the financial 
exposure isn’t quite as great. Aon is able to customize 
products to meet some of those risks; they can appreciate the 
fact that not every recall has to be a million units and a billion 
dollars. That’s an interesting element that’s important to 
consider with respect to the size of the average recall.

Tim Guerriero: formerly TI Automotive: To Neil’s point, 
he’s right; the vast majority of recalls are small recalls, and 
the time-tested method of dealing with those on the part of 
most automotive suppliers is a negotiation with the OEM and 
that negotiation is primarily commercially driven. It’s about 
your business relationship with that customer: what is your 
current business, and what will be your future business. 

Preparing your company for a recall: 
What should you be thinking about?

Steinkamp: The perspective has begun to change to “how 
do we prepare now for recalls that could or will likely happen 
in the future?” Within the organization itself you have a 
question of what would the cost of a recall be? I’m having 
conversations with suppliers right now, downstream suppliers, 
material suppliers as well, who are Tier 3 or lower are 
saying, “what is the likelihood of my material going into this 
component, being sold into this assembly for this customer, 
and then failing?” Because of what has happened last year, 
because of the change in regulatory environment and the 
congruence of all of these factors, the perspective has begun 

to change. There is much 
more immediate thinking on 
how recalls will affect lower 
level suppliers.

Katherine Cahill,  
Cahill Consultants: One of the things that I’m seeing when 
I go inside of the Tier 1s, 2s and 3s is how they’re not as 
versed as you would expect them to be on the law and how 
the law applies to them. I’m talking about in the day to day: 
here’s how we build, here’s how we design, here’s how we 
integrate our products into the OEM spot. I would say that 
understanding how the law applies is absolutely critical.
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Tim Guerriero, recently retired general counsel of  
TI Automotive after 15 years in that role. 

Matt Seeger, dean of the College of Fine Performing 
and Communication Arts at Wayne State University. 
He has spent years studying recalls and advises 
companies on crisis communications in both the 
automotive and food industry. 

Jeff Soble, a partner at Foley & Lardner LLP and 
former co-chair of the automotive industry team.  
He brings broad expertise in the automotive and  
legal fields. 

Mike Stankard, automotive and manufacturing 
industry practice leader for Aon Risk Solutions. With 
more than 30 years working with major manufacturers 
in automotive on a global basis, he brings a deep 
knowledge of the industry. 

Katherine Cahill, founder and CEO of Cahill 
Consultants, a regulatory compliance and product 
safety consultancy. Her organization advises 
manufacturers around the world in multiple industries.

Neil Steinkamp, managing director for Stout Risius 
Ross. He has extensive experience providing a broad 
range of business and financial advice to business 
professionals, risk managers, in-house counsel and 
trial lawyers and has been engaged as an expert in 
numerous matters involving automotive warranty and 
recall costs. 

“The perspective has begun 
to change to ‘how do we 
prepare now for recalls that 
could or will likely happen in 
the future?’… There is much 
more immediate thinking on 
how recalls will affect lower 
level suppliers.”

Neil Steinkamp, 
Stout Risius Ross

Part 1: 
Preparing for a 
potential recall



Second, and I think this is one of the foremost leading issues 
that we’re seeing as well, a lot of our supply chain is now 
going into foreign countries, in places in Asia. The cultures 
of those countries are not being taken as seriously as I think 
that they need to be because the cultures of the countries 
dictate how those parts are being manufactured. In some 
cases the manufacturing of those parts are not what I think 
the Tier 1, 2 and 3 suppliers think they are. 

Jeff Soble, Foley & Lardner: In every industry companies 
want to simplify their supply chain. They want just-in-time and 
sole source. So, the procurement department goes out and 
gets a sole source just-in-time supplier, say, from China and 
no one says, “If that goes bad on a day’s notice what are we 
going to do?” And because of the legal option in that case, 
if they go to legal and say, “can you help us get a Chinese 
company to supply their widgets tomorrow?” the answer 
legally is almost always “no.” Also, you don’t have consistent 
terms. As a Tier 1, you may give a two-year warranty to 
an OEM and your Tier 2 supplier part gives you a one-year 
warranty. Now you have a gap and haven’t insured for it. 

Indemnification and the “12-cent part”

Mike Stankard, Aon: I think from a contractual liability 
or responsibility in the industry, those indemnification 
obligations have been pushed down to the Tier 1 supply 
base for decades. What I see is the potential implication 
on enforcement of the contracts as you go down the supply 
chain into the lower tiers. The Tier 2, might be a $500 million 
company, and a Tier 3 might be a $50 million supplier, they’re 
reading those contracts three times and are growing far more 
concerned about the implications of them. 

Guerriero: I think the 
best practice at the Tier 
1 level is taking the time to identify those aspects of their 
obligations which need to be addressed at the contract 
level. As an example, my former company manufactures 
fuel pumps. One of the things that’s well-known about that 
product is that the quality of the fuel that is in the tank 
affects the performance of that product. The other thing 
that’s very well known is that as you go around the world you 
have different quality and standards of fuel. So we learned 
early on that if you don’t carve something out from the 
indemnities and warranties that you’re giving, i.e., we will not 
warrant this product in this country free against their grade 
of fuel, then you will be on the hook for that. 

But to Mike’s point, when you push that down to make that 
fuel pump, I have to buy a small plastic injection molded cap 
from a local supplier in Brazil or China or Czech Republic, 
it’s a 12-cent part but it’s a part that if it fails, if it’s not 
conforming to the appropriate specifications, can cause the 
larger part to fail which is a safety failure which is a recall. 
But convincing that supplier who is getting 12 cents apiece 
for that part to take on unlimited indemnity, it’s not possible 
and you’re not going to get the part.
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“I think from a contractual 
liability or responsibility in the 
industry, those indemnification 
obligations have been pushed 
down to the Tier 1 supply base 
for decades. What I see is 
the potential implication on 
enforcement of the contracts 
as you go down the supply 
chain into the lower tiers.”

Mike Stankard, 
Aon

“The best practice at the  
Tier 1 level is taking the  
time to identify those 
aspects of their obligations 
which need to be addressed 
at the contract level.”

Tim Guerriero, 
TI Automotive - recently 
retired general counsel



Complications from 
advanced technology

Soble: Many of these supplied parts have some sort of 
control unit or software, so while the supplier may make the 
same part for 2 million vehicles, its software programming 
may be differentiated across many different platform lines. I 
know that in my experience, historically I was working mostly 
with mechanical engineers on these things, now I have to 
bring in electrical engineers, computer software people, to 
understand how a part is programmed. 

Cahill: When you’re talking about software and telematic 
components, the lines of responsibility are incredibly gray. 
It’s no longer simply “build the software to a spec” because 
software engineers come in and say, “it’s not going to work 
the way you want it, we’ve got to tweak it.” So, they tweak it, 
they get it to where they think it needs to be, engineering puts 
it in the car, and then, six months later it starts to fail. So who 
is at fault? Who is at the heart of the root cause of that? In 
my opinion the automotive industry really hasn’t nailed it from 
a legal perspective.

Estimating risk and  
product recall insurance

Stankard: It’s a new day. Suppliers need to take a fresh 
look at not only their risk, but the volatility of those risks and 
the contractual responsibility to their partners. What is a 
supplier’s ability to enforce its contracts? 

What’s interesting from my perspective is that the ability 
to reach out for third party capital in the form of insurance 
has grown substantially in the last five years. My message 
today is that there’s a lot of misperception about the use, 
the availability, and the value of product recall insurance. It’s 
changed quite a bit. I’d say just in the last three years the 
market’s appetite for risk has grown substantially, even while 
we’ve had a major run up in recalls. It’s been our job to talk 
to the suppliers at all levels about taking a fresh look at their 
perceptions and their experience with managing risk.

A supplier’s exposure to product recall is more easily 
quantifiable than predicting the outcome of a product liability 
suit. You look at the probability of failure and the number of 
units out there. You examine what your cost of goods sold is 
for replacing the part, and estimate removal and re-installation 
labor costs and other expenses related to a recall like 
incremental shipping and warehousing. It is very determinable 
and makes it easier for the insurance industry to underwrite. 
There’s plenty of information out there. 

Cahill: We are seeing the large insurance companies have 
now really focused on Tier 1, 2 and 3 suppliers and they’re 
customizing and tailor-making product recall insurance 
products that those Tier 1s, 2s and 3s can purchase. What 
we’re seeing is sort of a new day now with suppliers, they’re 
going to be required by the insurance industry to put together 
recall processes and procedures for working hand in hand with 
the OEM. That’s very new. We haven’t seen that to date.
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“When you’re talking about 
software and telematic 
components, the lines 
of responsibility are 
incredibly gray.”

Katherine Cahill, 
Cahill Consultants



Part 2: 
Responding to 
a recall
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There are many critical decisions to be made by an organization 
related to a pending recall. What are the kinds of strategies a 
supplier and their OEM customer should consider? 

Matt Seeger, Wayne State University: There are two 
dimensions that are usually the focus of the public relations 
activity. One of the challenges in a recall is not only the threat 
to the brand and the reputation of the organization, but more 
specifically, a perception that the organization knew that there 
was a problem and did not take it seriously. Second, the right 
hand and left hand didn’t know what was going on; therefore, 
the organization comes across as incompetent and not able to 
really take issues of risk and consumer safety seriously, then 
the reputational threat is much worse. 

When we look at the cases that really have been very, very 
effective, and there are some, these are cases where the 
question of blame and responsibility is really put aside and the 
focus is on the needs of the customer.

What’s really good to avoid, if possible, is a public debate or 
public argument between OEM and supplier about who is at 
fault, where the CEO of Company A stands up and says, “Well, 
it’s the supplier,” and the supplier stands up and says, “No, 
it’s the OEM who is at fault in this case.” So really, hopefully, 
there’s going to be some coordination, consensus about a 
strategy so that we’re not engaged in this sort of public finger 
pointing.

Soble: I had one client dealing with 
a recall situation where the OEM did not consult the Tier 1  
on the recall.  

The Tier 1 found out by press release and the same day, a very 
senior executive for the OEM publicly blamed the Tier 1. It went 
over very poorly with the Tier 1 and, really, negatively impacted 
the ability to resolve the dispute for 12 months. Every time we 
got close to resolving it, the Tier 1 would say, “they blamed us 
openly” and it really got very personal. 

But even in that case and even after the OEM had filed an initial 
lawsuit publicly, we reached an agreement to arbitrate it and 
take it out of the public eye, the press died off and eventually it 
was resolved between the two of them.

Cahill: There are some of us in the room who can clearly stand 
in the middle of the lawyer on one side and public advocate on 
the other side. For all the recalls I’ve deployed over the years I 
think three things we stick with when there’s an argument in the 
press is: what are we doing to deploy the recall currently, what 
would we like the consumer to do, and then our message: how 
much we care about the safety and security of the consuming 
public. And to your point, a really smart idea, to negotiate the 
idea behind closed doors. 

Replacement Parts:  
How does that factor into the equation?  

Soble: There is something that can further complicate things 
in the larger recalls: the supplier is providing the replacement 
parts, and if the supplier goes to 24 hours a day, seven days a 
week, it can’t meet demand. So one of the requests that I see 
often, particularly with something supplied foreign, “we want 
you to air freight a part.” So, you just took something that costs 
$500 and now it is $1,500. That becomes part of the whole 
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A balancing act: 
Public relations, maintaining OEM customer 
relationships and legal/regulatory response

Matt Seeger: One of the typical public relations approaches 
to recalls is, first of all, focus on a denial strategy. Often an 
organization will say, “this is really, you know, not an issue, it’s 
being pumped up, there’s really nothing wrong here.” That’s 
often a very typical initial response, and then later on we move 
into what is a diffusion of responsibility strategy: blame the 
Tier 1 supplier, blame the Tier 2 supplier, blame the customer 
in some way in which the product is being used, or blame the 
regulator. That’s another useful or typical strategy in those 
cases.

Jeff Soble: Certainly as the trial lawyer in terms of what 
should be said to the press, the answer is, “dear God, please 
say nothing- no comment.” 

The legal strategy is really how to manage the recall, the 
consequences, the cost and where all the money comes from, 
insurance, et cetera. And all of that is part of it, not just the 
direct cost of the simple recall and the consequentials and so 
on and so forth.

“When we look at the cases that 
really have been very, very effective, 
and there are some, these are 
cases where the question of blame 
and responsibility is really put aside 
and the focus is on the needs of 
the customer.”

Matt Seeger, 
Wayne State University - 
dean of the College of Fine 
Performing and Communication Arts



“At a glance” 
Five suggestions for suppliers 
considering recalls

Guerriero: It’s incumbent upon every manufacturer, regardless 
of the industry, but particularly in the automotive industry to 
have in place those processes, procedures, systems which 
allow you to put a product out there with competence, quality, 
manufacturing design and -- most important, to be able to 
demonstrate through written documentation and communication 
the steps and the processes that took you from conception 
to installation. If you have that in place, the vast majority of 
the issues that we talked about today can either be avoided, 
mitigated, or managed properly.

The one thing we haven’t talked about in this area that every 
company should have is a product safety team. I see some 
companies with them. Their product safety team is run through 
compliance or legal or what have you. It should be independent. 
The product safety administrator or manager should be 
someone who direct reports to senior management, not to any 
department. Every division in a company has a representative 
on that team, and it should be run by an independent person. 

Steinkamp: We’re entering a new era in the automotive 
industry. Everyone in the supply chain right now has the 
opportunity to assess the risks, the opportunities, the 
challenges, the costs this new era is going to bring about. It 

will require new methods, new processes, new controls, new 
thinking, new teams, but right now is the opportunity, the 
opportunity to rethink the model. And, frankly, the ones that 
take that opportunity seriously and engage collaboratively within 
their organizations are the ones that will develop competitive 
advantage and be successful going forward. 

Cahill: Preparation is the key to success. We’ve seen a lot of 
departments that specialize in innovation, looking more and 
more at safety, design, manufacturing, managing supply chains, 
that sort of stuff. Put that stuff in writing. It’s nowhere near 
where it needs to be: preparation coupled with education is 
absolutely key.

Seeger: In terms of the recall response, the one issue I 
would say is the most successful responses are value based 
responses. They are not responses that are grounded solely in 
the business decision or the economic decision, I would say, but 
they’re decisions grounded on larger values of the organization, 
and usually its relationship to the customer base.

Stankard: On the theme of prevention, one good step in 
prevention and planning is to conduct risk modeling. Quantify 
the financial impact, the risk tolerances that you have to absorb. 
Evaluate product recall risk as part of your planning processes; 
it might motivate you more on the prevention side, and then 
look at it from a capital structure standpoint and make a fresh 
evaluation of how potential insurance capital could benefit and 
complement your capital structure.
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conversation, the whole business conversation of the supplier 
asking me, “Are we going to be able to get that back?” It’s never 
an easy question. 

Steinkamp: That in some ways takes us full circle. You’re 
expediting a lot of times because you need the parts faster to 
get them to the dealerships, so the consumers can have the 
repair done instead of the dealer saying, “I don’t have the part, 
come back in three weeks.” It becomes a consumer reputation 
issue.

Seeger: And it extends the story. No longer is it a two-day story 
or three-day story, now it’s a month-long story. And enterprising 
journalists are out there interviewing the mother with the SUV 
who is waiting for the part to be replaced so her car will be safe. 
One thing we say in crisis management is whatever you do, get it 
over with as quickly as possible.

Voluntary recalls: 
Something to even consider?

Seeger: There’s a reputational argument to be made 
for the voluntary recall. If you choose to do that, go out 
and say, “we’re not being required to do this, there’s no 
government agency that’s demanding that we do this, 
but we’re so concerned about our customers and that 

they have a positive experience, that we’re not willing to take 
the risk. Please bring it in.” That can be a very positive sort of 
reputational step for an organization.

Cahill: I want to make a comment about that because in 
practice the reality is the human factor of fear dictates that most 
companies will not stand up and voluntarily recall a product. 
The biggest issue I have occurs when we are in that very critical 
moment when a company has to recall their product, but the 
CEO and CFO haven’t quite gotten their head around it. I can 
explain legal triggers 10 times, but their focus is, “oh, my God, 
my brand. Oh, my goodness, what is this going to mean, how is 
this going to impact us financially?” That human factor issue is 
a very powerful thing, and it’s something we spend a lot of time 
managing when we deploy a recall. 
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“Right now is the opportunity, the 
opportunity to rethink the model. And, 
frankly, the ones that take that opportunity 
seriously and engage collaboratively within 
their organizations are the ones that will 
develop competitive advantage and be 
successful going forward.”

Neil Steinkamp, 
Stout Risius Ross
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