THE BEST WAY TO HANDLE AN AUDIT IS “PREVENTION”
Many times I receive phone calls from dealers in a panic that Ford is going to be in on Monday to complete an audit.  There first question is can you help me?  In most cases it is too late, and the damage is done and you must weather the storm.  Once the audit is completed,  someone can assist in an appeal for unjust chargebacks.  There are indicators that you are about to go into the Warranty Counseling Process (WCP) that can be treated prior to an audit.  It is recommended that you contact a warranty expert to review your dealerships practices before you write a large check to Ford.  In some cases you will not get a warning and an audit can be conducted without violating any rule to enter the WCP.  In the body of this reference manual it will provide you with helpful hints to prepare for an audit and how to handle the auditor while the audit is being conducted.

React before Ford does otherwise it will cost you a great deal of hard earned cash.  In most dealerships the dealer has very little knowledge of the Ford payment system and their many policies and procedures.  This might not be true!  The dealer’s strength is to concentrate on selling vehicles to generate service business.  Having an independent warranty specialist review your warranty numbers is critical.  This generally will provide feedback of practices being conducted in your service department.  Most companies provide a written report with key facts to increase the dealers knowledge of the policies and procedures.  Generally, most dealerships have turnover that opens up the chance of an error or an attempt to fraud the company.

WHEN CAN THE COMPANY AUDIT MY DEALERSHIP
There are basically two different situations that could trigger an audit.  One is that you have entered the fourth level of  the Warranty Counseling Process or someone has contacted Ford about some alleged fraud being conducted within your dealership.  The Warranty Counseling Process will be addressed in the following pages.  Two,  the Security Department at Ford has received a tip from an anonymous male/female caller indicating some type of improper warranty practice being conducted at your dealership.  In most cases the dealer may not know who the caller is.  This type of an audit can be more costly than an audit from a rule being broken.  Most dealers are not prepared nor do they understand what is about to happen.  The major problem is that the dealer feels comfortable that personnel has not broken any rules so therefore Ford will leave me alone.  Sometimes at the conclusion of the audit the persons name will be disclosed that caused the pain.  The biggest problem is that the dealership is considered guilty until proven innocent.    

 DOES FORD HAVE RIGHT TO AUDIT MY DEALERSHIP

Ford has the right to audit your dealerships records whenever they see there’s a need.  When you signed the Sales Agreement with the Sales Division you provided them with the tool to audit your records.  Record retention means that the dealer will retain all records and documents for two years including journals and ledgers, which relate in any way, in whole or in part, to the dealership operations.  The exception is for records used as a basis for submission of warranty and policy claims, which shall be retained for at least one year.

The manufacturer may only chargeback warranty repairs that are one year from payment.  The date of repair has no bearing, it states one year from the payment date either from a company check or payment statement.

Under inspection and test the dealer must allow persons designated by the Company, at reasonable times and intervals and during normal business hours, to examine the dealerships facilities and operations.  The dealer’s stock of Company products and used vehicles and vehicles at the dealerships facilities for service or repair.  You must allow the auditor to test the Dealer’s equipment, to check and instruct the Dealer and his employees to the proper handling of warranty and other repairs and claims based thereon, and to examine, copy and audit any and all of the Dealer’s records and documents.  The Company may chargeback the Dealer for all payments or credits made by the Company to the Dealer pursuant to such claims or otherwise which were improperly claimed and paid.

If a Company representative advises your personnel to submit a claim under warranty that you know is against Ford’s Policies and Procedures, do not collect the money!  Advise the person that it is against the Policies and Procedures outlined in the manual and you want an AWA to cover this repair.  Any authorization from Ford is only authorization to submit the claim for payment and not the right to change policy.  If during a closing meeting the Warranty Specialists advise you to a procedure you feel is against policy, get it in writing.  Many times I see a claim when the representative signed off on it but, the repair procedure is against the company policy.  Note that  your representative is not god and cannot change policy.

MEASUREMENTS THAT TRIGGER THE WARRANTY COUNSELING PROCESS

By using your 126DP report or the warranty trend report you can determine if your dealership is on the road of being reviewed or audited.  Listed below is information and figures that is found on your trend to monitor the your dealerships position in the process.

You must review the information on the MSRD total line in the upper half of the report.
COST PER VEHICLE SERVICED - Important: Measurement that triggers the Warranty Counseling Process.  Six months of information is used to come up with the figure and the VIN is counted only once.  It is six months of repair costs adjusted for labor rate (regional average) divided by the six month count of vehicles serviced. So the Cost Per Vehicle Serviced(CPVS) is determined by dividing the Adjusted Cost by Vehicles Serviced within a six month period. 

REPAIRS PER THOUSAND VEHICLES SERVICED - Important: Measurement that triggers the Warranty Counseling Process.  This figure is measure of the number of repairs submitted by each VIN over a six month span.  This figure is determined by dividing the number of repairs by number of vehicles serviced within again a six month span.  Then this number will multiplied by one thousand to obtain the R\1000 serviced.  This number will generally be greater for any dealership that is charging Ford for comebacks, higher than average repairs per vehicle or improper warranty administration..  

COST PER REPAIR - Important: Measurement that triggers the Warranty Counseling Process.  The measurement represents how much it cost to perform each repair for a six month time frame.  In this area Ford uses a adjusted regional labor rate to come up with a true average.  To come up Cost Per Repair you divide the Adjusted Cost by the Repairs during a given six month span.  Many times the number can be influenced unusually high labor or parts cost than the region.  Make sure that all parts being replaced are supported by the technicians comments.  Also, check to make sure that all labor operations are collected from the technicians comments and no overlapping operations are being used.

WHAT ARE THE RULES THAT ENTER ME INTO THE PROCESS

As listed on the bottom of the 362-126DP report are the six rules that your dealership can break and cause you to enter the Warranty Counseling Process.  Remember that you can only break the rules off the Ford Measured Total line(MSRD TOTAL) and three key columns.  The key columns are Cost Per Vehicle Serviced, Repairs per 1000 Vehicles Serviced and Cost per Repair.  If you have broken a rule on any line or category on the upper half of the report, a “C” will be found with 1 thru 6 after it.  Just remember that only the three key totals will trigger the process on the Total  Measured Area and the three lines are listed again below  for your reference: 

· COST PER VEHICLE SERVICED 

· REPAIRS PER THOUSAND VEHICLES SERVICED
· COST PER REPAIR 

Listed below are the six rules that if broken a “C” and rule number will be found next to the figure in the upper half of the report.  Let’s review the rules one by one to understand them properly so, when you see a trend you can react before you enter into the process.

C1 - Is the variance for any measure for the latest period above 3.0

C2 - Is the variance for any measure over two of the last three periods above 2.0
C3 - Is the variance for any measure over 4 of the last 5 periods above 1.0
C4 - Is the variance for any measure over the last 9 periods above .5

C5 - Is the variance for any measure for the last period 4.0 variance units above the 
previous period

C6 - Is the variance for any measure increasing for the last six periods
C1 - LATEST PERIOD ABOVE 3.0: To break this rule your measured line must be 3.0 or greater.  Remember this would place your dealership in the upper 1% of the regional average.  This is not a desirable place to be and most likely the reason you are high should stand out clearly from the group.  After reviewing some claims this should be very noticeable.  If not get a specialist in the field to review the repairs that make this number so high.

C2 - TWO OF THE LAST THREE PERIODS ARE ABOVE 2.0:   To determine if this rule was broken review the bottom of the report for the three measures.  If the numbers stated there are greater than 2.0 for the two of the last three periods this will trigger the process.  Again, you are still in the upper 2% of the region and immediate action must be taken.
C3 - FOUR OF THE LAST FIVE PERIODS ARE ABOVE 1.0:   This rule looks at your last five measured areas for a variance above 1.0 for at least four times.  This then places your dealership in the upper 16% of the regional averages.  Breaking this rule means you have already broken at least one or two rules.  At this point you should have an action plan in place to reduce the numbers.

C4 - NINE PERIODS ARE ABOVE .5:  If breakage occurs the trend would be noticeable for many months.  Only a measured above .5 will contribute to this rule.  When this rule is broken you would be in the upper 32% of the regional average.  This rule is significant because this will generally start you on the way to other more extreme rules to break.  If controlled early this can be corrected in time before you enter into the process.

C5 - CURRENT PERIOD 4.0 VARIANCE LAST PERIOD:  This rule if broken means that there was 4.0 jump or variance from the previous month.  You could have been at a -1.0 and jumped to a 3.0 and you just broke this rule.  A sudden jump such as this is very unlikely and should rarely happen.  If this happens to your dealership someone must know of some factor that contributed to this influx.

C6 - VARIANCE FOR ANY MEASURED LINE INCREASING FOR SIX MONTHS:  Any area that there is a positive trend without one month being lower will trigger this rule.  You could be below zero for five months then went above and you just broke the rule.  If there is any positive trend this needs to be identified in any area and an action plan must be put into place to keep this under control.

IN-DEALERSHIP WARRANTY COUNSELING PROCESS
Let’s now review the In-Dealership Warranty Counseling Process in detail and see how to exit the program before an Audit is conducted by the Regional Warranty Specialist.  The process consists of five steps and the last four requires involvement by the FCSD Regional Warranty Specialist.  During the last four steps of the in-dealership process the Regional Warranty Specialist is involved. 

STEP 1 : Dealership will receive a Warranty Performance Letter that will either notify the dealership of a possible warranty concern or will enclose the tools necessary for the dealership to complete a self review.  This will include Warranty Claims Advisor reports detailing the categories that influenced the unfavorable trend.  Be real careful when pulling the vehicle service files because many times the same VIN may requested more than once. A reply letter needs to be completed (within 30 days) detailing your findings along with an action plan to reduce your numbers.  If you do not get this under control within 90 days then Step 2 will take effect. 

STEP 2:  This step is considered the “Root Cause Analysis” and a warranty review will be conducted by the Warranty Specialist.  The areas to concentrate on are only the categories that are major contributors to any positive trend on the Measured Total Line.

Effective March 1, 1997 , Ford announced a limited chargeback feature at this level.  This will limit the dealership’s liability to only 15 categories that cover either overpayment or claims that are false or fraudulent.  Claims deficiency categories not on the warranty review Limited Chargeback List will be handled as “coach and counsel” issues. They will be documented and quantified as a memo items during the first review.  The original Standardized Chargeback List of 29 categories will still apply for follow-up reviews or level 4.  Listed below is the Limited Chargeback List that may only be charged back at level 2:

FALSE OR FRAUDULENT CLAIM CATEGORIES:
· VIN or owner name misrepresented

· Repair date misrepresented

· Mileage alteration

· Work not performed as claimed

· Non-Ford part claimed as genuine

The above list is not intended to be all inclusive.  Any other claim category that the Company determines to be false or fraudulent will be charged back during any Warranty Counseling Process action.

OVERPAYMENT CATEGORIES:
· Customer and Ford billed for the same repair

· Duplicate claim payment for the same repair

· Overlapping labor operations - only when clearly documented as such in the Service Labor Time Standards Manual

· No-charge assembly claimed as a purchased part and billed out

· Sublet towing invoice less that amount claimed on the repair

· Ineligible P05 (AWA) adjustments as stated in the Warranty and Policy Manual

· Service part not on the original repair order as documented

· Actual time (A, B, M, & NPF) that is not supported by clock time and/or comments

There should be very minimal chargebacks as long as fraud is not discovered.  You have 90 days again to show a favorable trend to reduce your numbers within the normal range.  Otherwise your dealership will enter into the third level of the Stair Step Process.

STEP 3:  This step is a “Warranty Follow-up Review” and will be conducted within 90 days.  During this phase your Warranty Specialist has advised your dealership of areas of concern form the Root Cause Review.  If these areas were not corrected in the past 90 days then any policy infringement will be debited back.  Remember that all administration errors will be debited back from this level forward.  All 29 categories “Standardized Chargebacks” will apply for all audit chargebacks. At this level the Auditor will review a sampling of the past year.  Generally, at this level the audit chargebacks are calculated at face value. Once this audit is completed you have six months to correct any faults to stop the next stair step.

The “Standardized Chargebacks” include the item listed in level three under the “Limited Chargebacks” and the additional items listed below:

· Vehicle/part damaged (not defective in material and workmanship)

· Continuation claim bypasses deductible not supported

· Transportation claim for refund warranty  part unsupported

· Corrosion perforation claim unsupported

· Add-on repair not approved properly

· Non-reimbursable shop supplies claimed

· Outside part exceeds allowable amount

· Unauthorized repair procedure

· Sublet exceeds allowable limits

· Owner refund lacks supporting documentation

· Service Loaner (TAP) records do not support usage

· Payroll records do not support Technician payment, including hard copy

· LSG claim unsupported

· List is not all inclusive

Once this review is completed you have six months to correct any faults to stop from entering into Stair Step four.

STEP 4:  This is a “Warranty Audit” conducted by the FCSD Regional Warranty Specialist.  This consists of either a review of the complete year of repairs or a choice of group from a extrapolation method.  The advantage of the extrapolation audit is it limits Ford to the claims listed in the groups only.  Complete year audit could take months to complete but, what are the odds of having the same type of repair submitted eight times.  If you have any questions on how to react to an audit feel free to contact us for advise.  If after this step your dealership continues to break any of the six rules within six months there will be a follow-up audit.  If  Ford finds what they consider fraud, an automatic follow-up in six months or less will be conducted even if your numbers are on a downward trend.

STEP 5:  This is considered as a “Warranty Follow-up or Team Audit” conducted by the FCSD Regional Warranty Specialist/Team.  Step five is similar to step four when it pertains to the warranty audit procedure.  If the unfavorable trends continue then this will be repeated within six months.   

The timing for reviews or audits will vary depending on the workload for the FCSD Warranty Specialist or Specialists.  Normally this procedure will be conducted within the quarter from planning of the action by the Region. 
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DIFFERENCE BETWEEN A REVIEW AND AN AUDIT

There is a major difference between a review (second and third level) and an audit (fourth and fifth ).  During a review there is limited claim investigation.  This means the auditor is only going to review a sampling of your paid claims.  Most likely the representative will use a claims listing from a number of computer reports.  At these levels you will be charged back face value.

An audit is reviewing the complete years claims or a sampling of the total universe.  The audit pertains to the fourth and fifth level.  If you request that the auditor review all the repairs paid in the past year he/she will be camping out at your dealership for at least a month or more.  Remember that when the audit is being completing this does throw a monkey wrench into your day to day business.  You also will not make the Regional Office happy due to the extra time required.

The second type of audit is a “Sample or Extrapolation” method used to review a years history.  With this process the regional office will breakdown all your repairs for the past year into small sample groups (about 300 repairs per group).  Once you pick your groups the auditor will request to see vehicle files for only the repair orders on his/her lists.  Make sure to obtain a copy of the groups.  This will ensure that the auditor does not chargeback claims outside the sample groups.  Once the auditor is finished with the audit he/she will take the total dollar amount found and multiply by ten.  When a total dollar amount is obtained, the total will be divided by twenty percent for an error factor.  The only benefit to this type of audit is the time it takes to complete an audit.  Normally this procedure will take a maximum of two to three weeks. 

In November 1997 Ford removed ESP from the upper half of the measured warranty expense section of the Warranty Trend Report.  In the event of an review or audit your ESP repairs cannot be chargedback by the Warranty Specialist.  The ESP repairs will be scrutinized only if your dealership has a high loss ratio.  You will receive warnings from ESP Headquarters that you are in a high loss situation and a warning shot will be fired.  Failure to correct this situation could result in your dealership getting audited.   I have not heard of any such audits to date, but watch your reports supplied by ESP for loss ratio in excess of 100 percent.

HOW DO I PREPARE FOR AN AUDIT OR REVIEW?

Here are some helpful hints to prepare you for a company audit.  We suggest to practice good housekeeping and to stay organized.  Review the items listed below and use this as a checklist:

· Be sure that all of your filing is up-to-date.

· Make sure that all records and documents that support claim payment are obtainable.

· For a warranty audit you are only required to keep records for one year from the payment date.  Older repair orders may be in the file for vehicle history.  Some dealers may only produce records within one year when requested by a Company representative.

· Walk through the repair shop and make sure all of the technicians benches are clean and free of extra parts.  Some of these parts may be for vehicles in the yard or his personal vehicle.  If there are parts found in the box they will be considered dealership property or not used on the warranty repair.  Check for repair kits only that are partially used and/or jugs of fluid or lubes.  

· Make sure that warranty parts scraping is up-to-date and is organized.  Check the parts department for good housekeeping and have proper inventory of  Ford or Motorcraft parts.

· Have a meeting with all personnel advising them on how to react to the audit.  Advise all personnel not to socialize with the audit staff and if they need help speak with the appointed personnel only!      

CONDUCTING THE AUDIT AND HOW?

Once you have received the letter from the Regional level or General Office that a review or an audit is to be conducted at your dealership here are some tips to handle the intrusion.  Being prepared is the best way to handle the visit by the Company representative that will  review your books and business practices.  Please take a few minutes to review the items listed below:

· Arrange a quiet out of the way work area for the auditor.  Do not place this person in a heavy traveled part of the dealership.  Less contact with different personnel is a plus.

· Assign a person that could be accessible to obtain vehicle service files and all supported documents.  It is a good idea that the person that is pulling the files document the files already pulled for review.  We found on reviews or audits the auditor is using computer data to obtain files that many times the same vehicle could be listed twice.  Many dealerships have spent hours looking for a service file only to later find out the auditor already had it.

· If the auditor gives you a choice to review the findings daily/weekly or at the conclusion pick the latter.  I found if the auditor reviews daily/weekly dealer or employee may become very upset, this in turn will make the remainder of the audit extremely stressful.      

· See that all warranty related documents are not taken off dealership property.  If the auditor wants the document provide only a copy only and keep these documents organized because they may be used to support the audit appeal.  Do not alter these documents at any point.

What if you are not going to be present for the audit or the date is inconvenient?  When you receive a certified mail or by phone the audit or review date will be disclosed.  If there is a major conflict then you may ask to change the date.  This may only delay the audit by a week or so.  If there are no conflicts then prepare for the audit with everyone involved.  Remember the Warranty Specialist could have been your past field representative and you could have had a great relationship.  Know he or she has a different job and past relationships mean very little now.  They must enforce the companies policies and procedures to perform their every day job. 

DO WE HAVE A RIGHT TO CONTEST THE FINDINGS

Generally, the Warranty Specialist will provide you with a potential chargeback list at the conclusion of the review or audit.  In most cases they will allow thirty days for you to produce any additional information or locate missing documents.  Many times if you are prepared properly at the closing you can get many items reversed.  In our travels we found some a few debits to the dealerships were in error and if these are not contested they will be on the chargeback schedule.  It pays to have an expert review the list of chargebacks to see if they can be reversed or provide additional information to support the dealerships position.

If during the closing meeting you still feel you did not get a fair shake then you have the right to take your appeal to a higher court.  You may protest at the Ford Dealer Policy Board in Michigan.  If you decide to go to this level it is recommended that you are represented by an expert in the field.  Being prepared is very important at this level and have solid proof.  This process will generally be conducted within two months of the closing at the regional level.  If most cases this will take thirty days to get a reply from the board on their ruling.

If you still feel that you did not get a fair shake then you may take your dissatisfaction to a higher court.  You have every right to appeal to the public court system and you better be prepared.  This could be costly and weigh out your options before jumping the gun.
HOW TO HANDLE THE CLOSING 

Generally, the closing of the review or audit will be conducted one week after competition.  If there is a conflict with the closing date for dealership key personnel to be present, then the date will be agreed upon by Ford and you.  In the case of an audit the company will generally like the closing conducted at the regional office.  During the closing the Regional Manager, DOM, CSM and Warranty Specialist will be present.  

The Warranty Specialist will review his/her findings by the chargeback report and by reviewing individual claims as required.  Company will review any alleged fraudulent claims and discuss controls or requirements that will be assistance to the dealership.  Generally, there will be a number of controls placed on the dealership and some CCP programs taken away when fraud is discovered.  Listed below are examples that can become mandatory in fraudulent claims are discovered:

· Standard clocking letter will be issued which requires time clocking on all repairs submitted to Ford for payment.

· All warranty claims MUST be signed by the Dealer prior to claim submission.

· Actual time self approval will be taken away.  All actual time must be approved by your CSM.

· After-Warranty-Approval (AWA or P05) will be taken away for at least 90 days or more.

· Controls can be put in place to require prior approval for certain types of repair groups.

· Taking the complete warranty advance from the dealership.

· Many other controls and requirements can be assessed and a mandatory follow-up audit within one year. 

Once the meeting is completed the payment method will be discussed.  In cases of fraudulent claims, generally payment is due at the closing.  If no fraud is found a payment method will be discussed that could be extended for up to six months.   If the chargeback is small then they will debit the claims back against your warranty payment.  This method can sometimes take up to three to four months and will show up on your ACES II payment register.

How can our dealership exit the Warranty Counseling Process?

· If the dealership does not break a rule for three months straight and stays clean for one full year the dealership will exit the program.   If the dealership does not break a rule within one year they exit the WCP but a future rule breakage will result in entry to level one of the WCP.

When can the company complete an audit without first entering the Warranty Counseling Process:

· Allegations of improper warranty practices have been made by any person connected with the dealership in the past or present.

· A follow-up to a previous warranty audit or review where false or fraudulent practices were uncovered.  

Exit letter example:

Dear Mr. Smith:

Our review of your July Ford Paid Trend Analysis Summary (362-126DP) report indicates that your dealership has not EXPERIENCED AN ABNORMAL CONDITION ON THE Measured Total Line for three consecutive reporting periods following the process improvement period following the improvement period.  As result of your efforts, your dealership has been removed from the Warranty Counseling Process at this time.

In order to stay off the process, it is important that your dealership continue its efforts in the proper administration of warranty expense.  We will continue to review yor warranty performance trend on a monthly basis and strongly encourage you to do the same.  In the event that an abnormal condition does reappear on the measured total line on the 126 trend report, the local regional may re-enter your dealership in the follow manner:

· At the review state, if an abnormal condition reappears within 12 months since the last Warranty Counseling Process action.

· At the notification letter stage if an abnormal condition reappears after 12 months since the last Warranty Counseling Process action.

Your efforts in maintaining acceptable warranty performance helps achieve our mutual goal of improving owner loyalty by providing our customers world class products and service at competitive pricies.

Thank you for effort and support on the Warranty Counseling Process.

HOW TO GET HELP!!

This guide is to assist dealers and provide general information on Ford’s audit and review process.  If you have any further questions please feel free to contact Summers Dealer Services, Inc. directly.  We have worked with many dealerships through the process and we are willing to help you!  Our phone number is TBD and fax TBD,  We can also be found on the worldwide web at http://SDSWARRANTY.com

WORD OF CAUTION: The Alliance does not condone, and is not interested in defending warranty fraud, falsification of records, or misrepresentation of fact.  We are concerned only with letting a dealer know his/her rights how to assist with the warranty audit process.
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