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yrand

had an overheating problem with power adapters

manufactured by an outsourcer in Thailand, A

worldwide recall was required involving up to
4.4 million units. Then, in November 2003, it
effected a voluntary recall on laptop batteries

made in China and Japan, again duc (o an over-
heating fault.
Apple has considerably increased its market

presence with its iconic iPod. However, reli-
ability issucs on the hard drive and short life
of the battery gave pressure (o recall. This
was resisted, albeit some localised replace-
ment agreements were made. When launching

the replacement, the iPod Nano, Apple came
under immediate pressure to recall where the
screen was not considered to be robust by some
consumers. The pressure and threat of class
actions continues.

It is clear that the consumer expectations
increase and, in turn, there will be commer-
cial pressure to pass on the costs and make
rec

ries wherever possible. Product recall and

liability insurers will see more claims, and will

also attempt recoveries against suppliers and
designers. Professional indemmity policies will,
therefore, also be drawn in.

Recovery prospects
So, does this create a problem for insurers? Well,

not if the underwriters had anticipated the claim
potential on a worldwide basis, and were happy
that any recovery prospects would be remote
and uninsured.

Was it understood that the OEM has little
control over the outsourcer or lesting of any

components and is simply relying on paper certi-
fication? Also, lo compete in the market, costs
might be driven down annually and components

sourced from relatively unknown suppliers with
no track record or, possibly, a string of defaulting
insolvent companies hehind them.

Consequently, it is becoming ever more
important at renewal for underwriters to check
outsource lerms and to understand how manu-
facturing is changing. All notifications should be
investigated, preferably by a pre-appointed loss
adjuster or claims team, in case the incident is
just the tip of the iceberg. Brokers must ensure
indemnity levels are selected that would cope
with recall in all territories. Any increase in back-

ground incidence of returns or recalls should also
be notified, to avoid non-disclosure concerns.
Equally, OEMs should review partnering agree-
ments for responsibilities in respect of damage,
injury, financial loss, recall costs and insurance

backing. Compliance with UCTA is a must, and
the agreements need (o be negotiated — pref-
erably annually and combined with a current
risk assessment. The same considerations apply
whether it is the food, textile, engineering, or any
other industry.
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