











i Review of recent recalls

= Scope
= Costs
= Consequences

i Scope of Recalls
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2007: The Year of the Recall;

Union Rell Top Food and Product Recalls this Year

Washington, DC—This year there were a record number of recalls involving dangesous foods and unsal
prodfucts, according to a compilation of these recalls released woday by Consumers Union, nonprofit
publisher of Consumer Reponts magazine, 01 a press conference with U, 5. Speaker of the House Nancy
Pelosi

One million eribs with side rails that can rate and strangle infants, 175 million picces of children’s
jewelry made with hazardous levels of lead, and 30 million pounds of ground beef contaminated with the
abendly e-coli bacterin all appeared on the list of recalls for 2007,

“Recalls are an ineffective method for separating consumers from harm's way,™ said Donabd Mays,
Senior Director of Product Safety Planning and Technical Administration for
manth’s recall of one million Simplicity cribs had a consumer response rate of a mere 4.5 percent,
950,000 huzardous eribss still in the homes of unsuspesting parents,” added Mays

from reaching the marl




i Scope of Recalls

Consumer Products (CPSC)

Foods, Medicines, Cosmetics (FDA)
Meat and Poultry (USDA)

Motor Vehicles (NHTSA)

Boating (USCG)

And more ....

i Costs of Recall

m Direct Costs
= Communication

= Implementation
= Retrieval, return, repair, replace, retrofit

= Management of returned goods
= Monitoring recall effectiveness




i Costs of Recall

= Other/Indirect Costs
= Lost income/profit
= Lost good will
= Diversion of capital
= Diversion of human resources

i Consequences of Recall

Improve product safety, performance
Decrease consumer risk

Impact on reputation and public trust
Impact on litigation risk

Impact on regulatory risk




i Regulatory Environment

= Consumer Product Safety Commission
= Food & Drug Administration

= National Transportation Safety Board

= OSHA, ANSI and ISO 9000 Standards

= International regulation of US products —
RoHS, FTCA, etc.

i Liability & Responsibility

= Potentially any entity in supply chain
= Materials/component suppliers
= Component or completed goods manufacturers
= Distributors
= Sellers
= Potentially any recall-associated claim
= Recalling entity’s costs
= Indemnification of another entity in supply chain
= Product end-user claims for Bl, PD & economic loss
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i Corp. Recall Preparedness & Response

= Develop recall plan before recall event
arises

= Reduce recall plan to writing
= Provide adequate resources and support
= Test and rehearse
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i Corp. Recall Preparedness & Response

= Establish internal structures for recall
assessment and implementation
= Safety, quality, track & trace, recall SOPs
= Constitute recall team
= Designate recall coordinator

= Address recall in supply-chain contracts

= Incorporate safety, quality and notice
standards
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i Corp. Recall Preparedness & Response

= Establish external relationships that
enhance recall implementation
= Regulatory agencies
= Professional services providers
= Recall support vendors

= Establish crisis communications plan
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i Crisis Management

= Crisis Management Plan?

= Dealing with the media
= Managing employee reaction & comments

= Dealing with regulators
= Extra expenses
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i Crisis Management

= Coverages available
= Expenses
= Vendors
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i Need for Product Recall Coverage

= Coverage under the 12/07 CGL

= Product Liability covers Bl, PD resulting from a
failure of “your work” or “your product”

= Bl includes care, loss of services, death
= Covers defense costs/expenses

= Excludes: Costs/expenses for loss of use, withdrawal,
recall, inspection, repair, replacement, adjustment,
removal, or disposal of “your work”, “your product”,
or “impaired property” resulting from a product recall
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i Product Recall Coverages

= Coverage trigger

= Both voluntary & involuntary recalls and most
carriers cover product tampering

= Whose costs
= All forms cover 1st party recall costs

= A few carriers cover 15t & 3" party in basic form — 1
carrier adds 3 party by endorsement and another
offers standalone 3" party coverage

= Coverage territory

= Not all carriers offer coverage for US products sold
internationally
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i Product Recall Coverages

= Covered expenses

= Most carriers cover: disposal, communication expense, materials
for notification (i.e. stationery, stamps), overtime/temporary
labor, transportation, repackaging, storage

= Many carriers offer an option to cover costs to Repair or Replace
a recalled product

= Only a few carriers cover 1%t party loss of profit/net income

= Only 2 carriers cover Good Will Advertising expense

= Excluded expenses

= Most carriers exclude: good will advertising, loss of profit/net
income, copyright/patent infringement, deterioration or
decomposition, recall expenses for non-defective kindred
products, known or intentional defects, litigation or defense
costs, redistribution/redesign, fines/penalties/non-compensatory
damages
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i Product Recall Coverages

= Limits generally available up to $1M per
recall/$1M Annual Aggregate — higher limits
upon request

= Deductibles often range from $1,000 to $25,000

= Some carriers use a Participation % as well a
deductible ranging from 0% to 20%

= Crisis management coverage usually purchased
separately for an additional premium

= Premiums based on product risk, breadth of
coverage form and options selected — minimums
usually around $1,000
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i Product Recall

Q&A
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Risk Consulting Practice

MARSH

14 Points for World Class Recall Preparedness

In benchmarking a company’s
recall preparedness, Marsh’s Global
Product Risk Practice evaluates the
fourteen areas identified below. This
is not an exhaustive list, but an over-
view which will assist companies in
their preparations to avoid a recall.
Marsh is ready to assist companies
in any or all of the areas discussed,
or others not covered here.

1. Recall avoidance (raw-material
supply chain)—One way in which
Marsh assesses a company’s
activities to avoid the necessity
of a recall is by focusing on the
company’s relationship with its
suppliers. Marsh assesses, among
other things, how a company
qualifies its suppliers, its proce-
dures for preventing a supplier
from changing raw materials, its
procedures for evaluating supplier
testing of components/products
being supplied, its tooling main-
tenance/calibration protocols, its
suppliers’ recall procedures, and
whether unannounced audits are
conducted.

2.Issue  identification—Marsh
assesses the procedures a com-
pany has in place to identify a
product safety-related issue;
whether the company has an
early warning system; the trig-
ger for initiating an investigation;
and whether the company’s pro-
cedures are written, understood,
and followed.

3. Issue escalation—Marsh assesses
the procedures a company has
in place for escalating a product
safety-related issue or incident
within the company and the time
frame for escalation.

4. Contractual agreements—Marsh

assesses the nature of a compa-
ny’s agreements with upstream
and downstream customers,
assesses procedures for notifying
insurers, and assesses indemnifi-
cation agreements.

. Investigation of a potential safety

issue—Marsh assesses whether a
company has defined the terms
“incident,” “safety incident,” and
“crisis”; whether the company
has written procedures to follow
in a crisis; whether the company
has a means for identifying a
problem and conducting a risk
assessment; whether it con-
ducts a wishbone analysis; and
whether independent experts are
available to conduct a root-cause
analysis.

.Communications—Marsh

assesses whether a company
has in place a written commu-
nications plan, a crisis-manage-
ment center, and a trained media
spokesperson; whether the CEO
has received media training;
whether sample documents are
prepared, e.g. draft direct mail/
e-mail notices, a draft press
release; whether there is a proce-
dure for informing employees of
a product recall; whether there is
a field response team; and how a
company communicates with key
customers.

.Product Recall Task Force—

Marsh assesses whether safety
is a company priority; whether
there is a preestablished crisis
management/recall task force
team comprised of appropriate
departments and disciplines;
whether there is a leader

. Traceability—Marsh

11. Field

empowered to make decisions
and, if not, how decisions are
made and by whom; whether
contact information is up-to-date;
and whether members of the task
force have defined roles.

assesses
whether a company has proce-
dures for tracing its products to
the end consumer, the company’s
method for tracing its products,
and whether traceability mark-
ings are easily identifiable by the
end consumer.

.Regulatory compliance—Marsh

assesses whether a company
knows which regulatory authority
hasjurisdiction/responsibility over
the product involved, whether the
company has a relationship with
the agency, whether members
of the company’s recall task
force are trained on regulatory
requirements, and whether
there are written procedures in
place for complying with global
regulatory requirements.

10. Product recall procedures—

Marsh assesses whether a com-
pany has a formal written recall
plan ready to deploy in the event
of a product crisis or recall,
whether the plan is comprehen-
sive and has all of the elements
necessary to be considered
world-class, and whether a com-
pany has the means to replace
the recalled product with a new
one.

response teams/sales
teams—Marsh assesses whether
a company’s sales force has
been trained to work with the
recall task force; whether the



sales force provides appropriate
information to the customer
base; whether the sales force has
a written document to provide to
customers describing the recall
in detail; and whether the sales
force can advise the customer
base when replacement products
will be delivered to them.

12. Experts—Marsh assesses wheth-
er a company has appropriate
third-party experts on call, who
can be deployed at any time
in the event of a product cri-
sis; whether outside technical
experts have access to testing
laboratories 24 hours a day, 7
days a week; and whether there
is an outside crisis-communica-
tions firm a company can call
upon, if appropriate.

13. Testing—Marsh assesses the
nature and scope of product-
safety testing a company con-
ducts or has conducted on its
behalf, including testing of raw
materials; the level of testing of
finished products; and whether
the testing that is conducted is
statistically significant.

14. Product disposal—Marsh assists
companies in determining
the appropriate disposition of
products recalled due to safety
reasons. Options can include
returning the product to the
manufacturer, reworking the
product to eliminate the defect,
salvaging usable components of
a product, and destroying the
product.

Marsh’s Global Product Risk
Practice

Marsh, through the expertise and
services of its Global Product Risk
Practice, is recognized as the leading
authority on product risk and prod-
uct recall issues. Members of the
Global Product Risk Practice have
been involved in more than 5,000

product recalls worldwide and travel
the world assisting clients with pro-
tecting their brand and reputation.
The practice addresses all aspects of
a client’s product risk life cycle, from
risk identification and assessment,
to quantification and prioritization,
to prevention and resiliency, to miti-
gation and risk transfer.

Katherine Ann Cahill, a renowned
expert in the area of product recalls,
heads Marsh’s Global Product
Risk Practice. Ms. Cahill’s global
regulatory compliance expertise
encompasses sectors such as
motor vehicles, food and beverages,
pharmaceuticals, medical devices,
and consumer products. She
has managed and coordinated
international multimillion-dollar
product risk and recall campaigns
and speaks on these issues at major
conferences and at law schools.

Alan H. Schoem, the former direc-
tor of the Office of Compliance at
the U.S. Consumer Product Safety
Commission (CPSC) is also a mem-
ber of Marsh’s Global Product Risk
Practice. Mr. Schoem was instru-
mental in developing many of the
procedures under which consumer
product recalls are conducted in
the United States. Mr. Schoem has
expertise in all aspects of regulatory
compliance and consumer product
recalls and has participated in many
safety seminars in the United States
and around the world.

Another member of the practice
is Theresa (Terri) D. Rogers, an
internationally recognized expert
in toys and children’s products
regulatory compliance and recalls.
She developed the CPSC’s toy
premium policy, and many of the
recalls on which she worked—
including that of millions of infant
car seats/carriers whose handles
suddenly unlocked or broke—led
to new industry or government
standards. At CPSC, Ms. Rogers
advised and worked with many

MARSH

major toy and children’s products
companies and participated in
national and international industry
and government-sponsored safety
seminars and conferences.

Contact Us

To learn about how Marsh’s Global
Product Risk Practice can help with
evaluating your company’s recall
preparedness, please contact your
local Marsh representative or:

Katherine Ann Cahill

Global Managing Director
Office: +1 (212) 345-3036

Cell: +1 (516) 353-7947
katherine.a.cahill@marsh.com

Alan H. Schoem

Senior Vice President
Office: +1 (202) 263-6783
Cell: +1 (301) 758-2701
alan.h.schoem@marsh.com

Theresa D. Rogers
Consultant

Cell: +1 (703) 577-5574
theresa.d.rogers@marsh.com

Visit us on the Web at:
www.marshriskconsulting.com or
www.marsh.com

The information contained in this publication is
based on sources we believe reliable, but we do not
guarantee its accuracy. This information provides
only a general overview of subjects covered; is
not intended to be taken as advice regarding any
individual situation or as legal, tax, or accounting
advice; and should not be relied upon as such.
Recipients of this publication should consult their
own insurance, legal, and other advisors regarding
specific coverage and other issues.

Marsh is part of the family of MMC compa-
nies, including Kroll, Guy Carpenter, Putnam
Investments, Mercer Human Resource Consulting
(including Mercer Health & Benefits, Mercer HR
Services, Mercer Investment Consulting, and
Mercer Global Investments), and Mercer spe-
cialty consulting businesses (including Mercer
Management Consulting, Mercer Oliver Wyman,
Mercer Delta Organizational Consulting, NERA
Economic Consulting, and Lippincott Mercer).
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