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Introduction

This 2003 audit of NCDS' Arbitration Process is performed pursuant to the 1975 federal
warranty raw , the Magnuson-Moss Warranty Federal Trade Commission Improvement Act and
Rule!on Informal Dispute Settlement Procedures , 16 C1F .R. Part 703 (hereafter referred to asRule 703). 
Claverhouse Associates , a firm specializing in arbitration , mediation , and program auditing,
performed the audit , which was conducted under the supervision of Kent S. Wilcox , President
and Senior Auditor. The statistical survey was conducted by the Center for Survey Research
a division of the Institute for Public Policy and Social Research at Michigan State University.

Arrangements to conduct the audit were initiated by an invoice submitted in early 2004.
Claverhouse Associates coordinated field audits , statistical survey planning, and arbitration
training with the program s independent administrator , The National Center for Dispute
Settement (NCDS). This year s report was performed as a review of the National Center for
Dispute Settement as an independent administrator for multiple automobile manufacturers.
The manufacturers participating in the NCDS automobile warranty arbitration program
included in this national audit are: Toyota, Lexus , DaimlerChrysler , Mitsubishi , and Porsche.
There are a few exceptions , wherein our review is manufacturer-specific , such as the
requirement for manufacturers to inform consumers of the availability of the dispute resolution
program whenever a warranty dispute arises.

Hearings held in Kentucky, Michigan , and Texas were included in the on-site field inspections.
Visits to these locations were arranged to coordinate with scheduled arbitration hearings. In
addition , we audited arbitrator training conducted in Grapevine, Texas , August 27- , 2004.
Thus , field audits of the arbitration hearings and arbitrator training are sometimes conducted in
the current calendar year rather than in the audit year but are assumed to reflect operations as
they existed in the audit year (2003). Performing the field audits during the actual audit year
would require initiating the audit much earlier and using a two-phased format: one
commencing during the actual audit period and the other in the following year , after all annual
statistics had been compiled. All case fies inspected were generated during 2003 as required.



SECTION I

Compliance Summary

This is the initial Claverhouse Associates independent annual audit of the National Center for
Dispute Settlement (NCDS) national third-party informal dispute resolution mechanism , called
the1'utomobile Warranty Arbitration Program (AWAQt, as it is administered by the National
Center for Dispute Settlement. We have conducted several audits of the NCDS administered
warranty arbitration program, but these reviews were of manufacturer centered and were
manufacturer-specific.

Overall NCDS Dispute Settlement Program Evaluation

The NCDS third-party dispute mechanism , Automobile Warranty Arbitration Program
(A W AP), is , in our view , in substantial compliance with the requirements of the Magnuson-
Moss Warranty Federal Trade Commission Improvement Act and Rule on Informal Dispute
Settlement Procedures , 16 C.F. R. Part 703.

The three regions audited , Kentucky, Michigan , and Texas , all function in compliance with
FTC Rule 703. Details of the field audits and any minor irregularities found are discussed in
Section II of this report.

Our random sample survey confirmed the overall validity of the statistical indexes created by
the National Center for Dispute Settlement. ' Our original survey sample consisted of 700

closed cases , of which we completed surveys for 316 customers. As we have found in other
audits , surveyed customers tended to report favorably on the program when the results of their
cases were , in their view , positive. Conversely, those who received no award , or received less
than they expected , were more likely to report dissatisfaction with the A W AP. As has been
true in most audits we have conducted for various programs , the few statistically significant
differences between the figures reported by the A W AP and the survey t1ndings were deemed to
be easily understandable and do not suggest unreliable reporting by tbe program. For a
detailed discussion , see the survey section of this report.

Arbitrators , A W AP personnel , and regulators we interviewed at both the state and federal
jurisdictions viewed training for arbitrators as an important component of the program. The
training provided for the A W AP arbitrators advances many of the A W AP objectives.
Providing such training is , in our view , consistent with the broad regulatory requirement for
fairness. The training component , in our view , comports with the substantial compliance
requirements for a fair and expeditious process pursuant to the federal requirements.

1 There were, of course , discrepancies in some areas , as we have come to expect , but those we
identified are either of no real consequence or are very understandable and without significant regulatory
implications. Discrepancies are detailed in the survey section of the report.

2 The sample was drawn from a universe of 3 722 closed cases.



SECTION II

Detailed Findings

This section addresses the requirements set forth in 16 C. R. Para 703. , of Public Law 93-
637 (The Magnuson-Moss Warranty Act, 15 U.S. C. 2301. et seq.

~. 

After each regulatory requirement is set forth , the audit s findings are recorded , discrepancies
are noted , and recommendations are made where appropriate. .

This audit covers the full calendar year 2003. An important component of the audit is the
survey of a randomly selected sample of 316 NCDS' Dispute Settement Program applicants
whose cases were closed in 2003 and found to be within the A W AP' s jurisdiction.

We analyzed several NCDS generated statistical reports covering the A W AP operations in the
United States. The reports were provided to us by Mr. Brian Dunn , Director of Dispute
Settlement Services , National Center for Dispute Settement, Dallas , Texas.

We performed field audits of the AWAP as it operates in Kentucky, Michigan , and Texas.
We also examined a random sample of current (i.e. , 2003) case tiles for accuracy and
completeness. A random sample of case fies was drawn from all case files for the years 2000-
2003 and inspected them to ensure that these records are maintained for the required four-year
period. ' In the areas covered by each region , we surveyed several dealerships to see how
effectively they carry out the information dissemination strategy developed by manufacturers to
assist them in making customers aware of the A W AP.

In addition , we monitored arbitration hearings in Georgetown , Kentucky; Grand Blanc
Michigan; and Houston , Texas , and interviewed arbitrators and A W AP/NCDS administrative
personnel.

To assess arbitrator training, we monitored the NCDS-sponsored training session held in
Dallas/Ft. Worth , Texas , in August of 2004. In addition to monitoring the training itself, we
interviewed the trainees (both before and after the training), the training staff, and reviewed the
training materials.

REQUIREMENT: 703. 7 (a) l Audits)

(a) The mechanism shall have an audit conducted at least
annually to determine whether the mechanism and its
implementation are in compliance with this part. All records
of the mechanism required to be kept under 703. 6 shall be
available for audit.

FINDINGS:

This is the initial (2003) Claverhouse Associates annual audit of NCDS A W AP
informal dispute settlement program.

3 OUf o jective was to complete 300 interviews from our original sample of approximately 750.
Experience demonstrates that completing exactly 300 is not likely. The precise sample size is discussed
in detail in the Survey Section of this report.

4 Some participating manufacturers are new to the N CDS program and therefore do not have case
files covering the entire 4-year period.



Records pertaining to the NCDS' A W AP that are required to be maintained by 703. 6
(Record- keeping) are being kept and were made available for our review.-.

REQUIREMENT: ~ 703.6 (a) lRecordkeeping)

-f. (a) The mechanism shall maintain r ords on each dispute

referred to it which shall include: .
(1) Name, address, telephone number of the consumer;
(2) Name , address , telephone number and contact person of
the warrantor;
(3) Brand name and model number of the product involved;
(4) The date of receipt of the dispute and the date of
disclosure to the consumer of the decision.

FINDINGS:

The information referenced in subsections I through 4 is available from the staff of
the National Center for Dispute Settlement , who provided us with access to all
pertinent information , which is maintained as required. Our inspection of randomly
selected case fies for each of the three regions validated these findings. The
inspections of case fies took place at the headquarters of the program s independent
administrators. Our review of randomly selected cases drawn from the four-year
period (2000-2003) demonstrated that the case fies were maintained in 2003 , as

required.

DISCREPANCIES:

The few administrative irregularities found , while appropriately noted , are
relatively inconsequential and do not pose any serious undermining of the
program substantial compliance status. The AWAP meets this regulatory
requirement and any inconsistencies we found were of the minor and
inconsequential variety likely to be found in any large administrative program.
The minor inconsistencies are highlighted in the appropriate sections of the
report.

REQUIREMENT: ~ 703. 6 (a) (5)

(5) All letters or other written documents submitted by either party;
(6) All other evidence collected by the mechanism relating to the dispute
including summaries of relevant and material portions of telephone calls
and meetings between the mechanism and any other person (including
consultants described in 703.4 (b) ;
(7) A summary of any relevant and material information presented by
either party at an oral presentation;

(8) The decision of the members including information as to date, time and
place of meeting, and the identity of members voting; or information on
any other resolution;

FINDINGS:

Some case fies contained , in addition to the various standard fie entries , other
communications submitted by the parties. Nothing in our findings suggests that any
material submitted by a party was not included in the fie, and every indication is that
the files were complete. We made no attempt, however , to validate the existence of
summaries of relevant and material telephone calls " and other such information since



---:"

we had no way of knowing whether such telephone calls took place. This is also true
for documents such as follow-up letters. A review of this type may be theortically
possible, but it is not practical without having some objective measure against ' which to
compare the contents of the tile. Even in the theoretical sense, such a review assumes
customers keep exact files of all correspondence , notes , and phone calls pertaining to
their A W AP cases. To validate this dimension , the audit would entail retrieving all
such fies as a first step. The obvious impracticility of that places such a review
beyond the scope of the audit. .

' ",. 

Information required in subsection 8 can be found on tie Arbitration Data Entry form
used by NCDS. This form also contains the essence of the decision along with most
other information pertinent to the case.

DlSCREP ANCIES:

None

The required records were all available , appropriately maintained , and properly kept.
Any exceptions were merely incidental and have no significant bearing on the
program s compliance with the regulations.

REQUIREMENT: ~ 703. 6 (a) (9- 12)

(9) A copy of the disclosure to the parties of the decision;
(10) A statement of the warrantor s intended action(s);
(11) Copies of follow - up letters ( or summaries of relevant
and material portions of follow - up telephone calls) to the
consumer , and responses thereto; and
(12) Any other documents and communications (or
summaries of relevant and material portions of oral
communications) relating to the dispute.

FINDINGS:

The information set forth in items 9 and 10 is maintained as required.'
information was readily accessible for audit.

As such , the

The information set forth in items 11 and 12 was not audited for accuracy and
completeness because of the impracticality of such a review. The examination of the
case file contents revealed few instances of this type of information included in the file
and yet nothing indicated that information was missing.

DISCREPANCIES:

None

5 -The warrantor s intended actions are a basic part of the program and are generally applicable to all
cases. All decisions rendered by arbitrator(s) will be honored by all NCDS' A W AP participating
manufacturers , thereby negating any necessity for providing a document in each individual file.



REQUIREMENT: ~ 703.6 (b)

(h) The mechanism shall maintain an index of each
warrantor s disputes grouped under brand name and
subgrouped under product model.

FINDINGS:
- '+0-

These indices are maintained by Mr. Brian Dunn , Director of Dispute Settlement
Services , housed at the NCDS headquarters in Dallas , Texas.

The audit includes a review and assessment of a data printout for the calendar year
2003.

The AWAP Statistics identifies 3 722 AWAP disputes filed for 2003. Of these , 2 626
were eligible for AWAP review, and 1 096 were determined by the AWAP to be out-
of-jurisdiction. Of the in-jurisdiction closed cases , NCDS reports that 2 110 were
arbitrated and 472 were mediated" There were 1 705 arbitrated decisions which were
reported as " adverse to the consumer" per ~ 703. 6 (E) representing 64.9% of all
arbitrated cases.

Each of the participating manufacturers submitted an index of their disputes grouped
under brand name and subgrouped under product model as required.

Indices are complete and consistent with all requirements. Some of the data included
in these reports are compared with the tindings of our sample survey discussed in the
Survey Section of this report.

DTSCREP ANClES:

None

REQUIREMENT: ~ 703. 6 (c)

(c) The mechanism shall maintain an index for each
warrantor as wil show: (1) All disputes in which the
warrantor has promised some performance (either by
settement or in response to a mechanism decision) and has
failed to comply; and (2) All disputes in which the
warrantor has refused to ahide by a mechanism decision.

FINDINGS:

A W AP reports that there were no such cases in 2002. Concerning subsection 2 , the
auditors are advised by NCDS that there is no reported incidence in which an NCDS
A W AP participating manufacturer failed or refused to abide by a panel or arbitrator
decision. As a matter of general corporate policy, all A W AP participating

6 This number is not aggregated in the statistical reports provided for the audit. We arrived at this
number by summng items (1- 4) listed on the A W AP mandated statistical report.

7 The term " mediation" in the AWAP context does not necessarily imply that a neutral third-party
assisted the parties in resolving a warranty dispute , but rather that the dispute was settled prior to an
arbitrator rendering a decision.




