Standard recall plan

Recall of defective products — Practical
guidelines for small and medium-size
companies
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Preface

The more individual a recall plan is, the more effective it will be.
However, many companies are unable to develop detailed recall
plans of their own due to financial constraints or other organisa-
tional reasons. Munich Re’s “standard recall plan” is designed to
help small and medium-size companies to develop their own
basic manual for the recall of defective products.

Target groups

— Companies with fewer than five products or groups of product
—Annual turnover of less than €50m p. a.

—Turnover for a single product of under €20m p. a.

— Companies for which a loss of image may be “fatal” and which
do not require a tailor-made recall plan

— Companies involved in the foodstuffs, cosmetics and children’s
toys sectors. The recall plan is specifically not intended for use by
companies in the automobile or automobile components sector.
Recalls here are invariably initiated by automobile manufacturers
and concern so-called third-party recalls, which require a high
level of organisation rather than a specific recall plan.

Modular structure

— Concise explanations of fundamental aspects
— Description of the structure

—Explanations of the individual modules

—Forms and information sheets needed to prepare and perform
arecall

—Recall plan checklist

The scenarios in the recall plan are not intended to be complete or
tailored to individual companies. The plan’s principal objective is to
offer a specific target group an instrument to help control the risks
emanating from a recall of defective products.

Munich Re Recall of defective products
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Principles of product safety

Ensuring product safety is an ongoing process,
which has to be based not only on legal parameters
but also on the safety of other products available
on the market. At the same time, the markets them-
selves influence product safety through their par-
ticular regional features, the behaviour/claims
awareness of the market participants, technologic-
al innovations, and changes in fashion and trends.

The legal parameters cover the entire legal envir-
onment from legislation to court practice and its
regional systems and features. This legal environ-
ment helps to promote product safety throughout
the world - albeit to varying degrees. However,

in spite of this fact, we are repeatedly confronted
with cases of defective products. The legal situa-
tion is therefore not dealt with in this publication,
which focuses on practical aspects of technical
prevention.

Manufacturers’ risks

Any assessment of the risks emanating from a
product must be approached in a structured and
systematic way. In doing so, manufacturers find
themselves in an environment which is at all times
influenced by their activities, loss potential and
obligations. The insurance-related questions that a
producer has to deal with concern the products, the
manufacturer, product quality and the environment
in which the product will subsequently be used.

The product itself is shaped by a variety of aspects:
safety elements, the technical requirements the
manufacturer imposes on the basis of market an-
alysis and the price range sought, the product'’s
construction and the production processes used.
Manufacturers will be assessed on the basis of
their size, organisation, activities and, for example,
the type of contracts they have with supplier
companies.

The drafting of specifications, implementation of
a quality management policy, the type and extent
of risk analyses performed and not least the docu-
mentation of all relevant records are all essential
aspects for evaluating the quality of a product.
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Other factors in the area of risk assessment include
the handling of the product and the characteristics
that a typical user of the product may have. In addi-
tion, if products are exported, itis important to
consider the different legal conditions that may
prevail in other countries, for example as regards
safety warnings on products.

Recall of defective products

If products have defects and are thus linked to
possible or actual harmful effects to customers
or consumers, it is in most cases the duty of the
manufacturer, its customer (as the industrial
processor of the product) or an official authority
to order a recall.

The recall of defective products covers all
measures designed to stop the further spread of
products with the objective of preventing loss
or damage. This includes return or repair and, if
necessary, the safe disposal of products.

In practice, there are three basic different cate-
gories of recall, based on who initiated it, how it
is executed and what form it takes. There are also
different types of recall in each category.



Initiator

First-party recall: Recall by manufacturers, traders
or importers of products that they have manufac-
tured, traded or imported themselves.

Third-party recall: Recall by manufacturers, traders
or importers of products that they have manufac-
tured, traded or imported but whose defect is
attributable to other sources in the manufacturing/
supply chain. This may also frequently concern
defective raw materials, semi-finished and inter-
mediate products from suppliers.

Execution

Public recall: Recall by manufacturers, traders or
importers via the media.

Silent recall: Recall by manufacturers, traders or
importers via instructions to wholesalers or other
service centres without the final customer knowing
about the recall. In many cases, the defect in the
product concerned can be eliminated during the
course of routine inspections, provided delays do
not involve any risks with regard to safety.

Type of recall

Recall by competent authority: A recall of defective
products which may result in loss or damage
ordered by an official authority. In addition to the
recall, the authorities may also confiscate or
destroy the products concerned.

Voluntary recall: Recall at the instigation of manu-
facturers, traders or importers of a product they
manufactured, traded or imported. Voluntary
recalls are frequently performed if damage might
occur, but is, however, unlikely. Voluntary recalls
usually indicate a high level of risk awareness and
a well-developed risk culture.

Structure of the standard
recall plan

Responsibility of the company

It is and always will be the responsibility of the
manufacturer to guarantee the safety of its prod-
ucts and to implement loss prevention measures
designed to minimise the likelihood of a recall of
defective products. However, should it still become
necessary to instigate a recall, thorough prepara-
tion, which can only be conducted by the manage-
ment, is one of the essential criteria for achieving
effective loss minimisation.

Modular structure

As mentioned in the preface, the standard recall
plan has a modular structure and provides com-
panies exposed to the possibility of a recall with a
wide range of information and checklists. A good
recall plan will contain the following elements:

- Provisions for staffing and contacting the
recall team

—Provisions for staffing and contacting the
extended recall team

— Standardised flow charts/action plans
— Availability of external specialists

- Contact addresses

—Annexes with checklists and forms
Advantages for the company

A company that recognises the need to take out
insurance against the costs of a recall action is
already at least partially aware of the risks
involved. Like risk management in general, devel-
oping a recall plan is not a one-off event. Changes
at the company affecting the organisation, staff,
and of course the products themselves must be
incorporated in an up-to-date recall plan, which in
turn may produce a competitive advantage for the
company and other positive cost effects.
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Description of the modules

Recall team

In this first module the members of the recall team
are nominated and assigned clearly defined tasks.
The team should consist of no more than four full
members of the Board of Management. The Man-
aging Director (MD) and the heads of the Sales and
Research & Development divisions (provided, of
course, the company has such divisions) should
also be automatic choices for the recall team.

The fourth place in the team can be allocated
according to requirements and company organisa-
tion. In addition, it is important to define how the
decisions in the recall team should be taken.

The data to be entered is designed to ensure the
availability of the team members during and out-
side office hours. It includes telephone numbers,
fax numbers and e-mail addresses at the company
as well as the private and mobile phone numbers
of each member of the recall team.

Extended recall team

The second module covers an extended recall
team, whose members can be taken from the com-
pany’s own organisation or called in when required.
The members of this team might include, for ex-
ample, the company lawyer, the plant manager or
regional sales managers.

However, it should not be necessary to appoint
more than four additional members for the
extended recall team. The data to be entered here
is the same as for the permanent members of the
main recall team.

Action plan with comments

Module 3 forms the core of the recall plan. As this
standard recall plan cannot deal with all conceiv-
able scenarios, this condensed version combines
public recalls and silent recalls, setting out a pre-
defined process (in the form of a flow chart) accom-
panied by relevant standard comments. These can
be revised or added to by the company concerned
in each case.
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Should further scenarios need to be dealt with,
it will be necessary to draw up an individual and
tailor-made recall plan.

The action plan contains milestones (see example)
which serve as guidelines for testing and actually
performing a recall plan. As the diagram below
shows, the milestones provide an approximate
schedule and sequence for the recall team'’s activi-
ties.

However, the fact that the action plan is depicted
in the form of a flow chart does not necessarily
mean that all processes have to be tackled in the
order given. Although the flow chart follows a
logical sequence, an action plan should always be
adapted to the needs of individual situations and
the product concerned.



Description of the modules

Milestones for the standard recall plan

Initial information for
trading partners

Planning team meeting

N

Milestone

Planning the recall

NZ

Information on
return of goods

Wrap-up

Start 2 WD 4 WD 7 WD

recall

External contacts

Module 4 covers the names and tasks of external
experts, whose services are absolutely essential for
the success of a recall action. In principle, this
should always include a contact person from the
police and an expert in crisis management and
dealing with the public (e.g. a psychologist). It is
also a good idea to nominate an independent
testing laboratory (e.g. for foodstuffs analysis), a
university institute, an authority or a recall expert
from the insurance industry.

The data entered is designed to ensure the avail-
ability of these experts, and should include tele-
phone and fax numbers, e-mail addresses as well
as private and mobile phone numbers.

10 WD Time-frame

WD = working day

Contact addresses

Quick and easy access to the data entries for con-
tact persons (Module 5) is absolutely essential to
ensure prompt execution of the recall and a high

return ratio, and thus also to safeguard the com-

pany’s public image. Data should therefore cover
not only the contact persons themselves but also
their deputies.

Media/public relations

It is important to establish relevant contacts in the
media (local newspapers, radio, TV, but also at an
international level if necessary) and to enter their
data accordingly. Early contact with the media is an
ideal way to help reduce losses and create favour-
able and objective reporting in the event of a crisis.
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Description of the modules

Crisis management specialists

For certain products, product groups or sectors of
industry there are specialists whose experience
and expertise may be invaluable to the company in
the event of a crisis. These experts can provide
support in publicising or carrying out a recall. Such
specialists may include professional crisis manage-
ment counsellors, trade associations or

interest groups.

Customers

The success ratio of a recall depends on how
quickly it can be performed and how many custom-
ers can be reached in this time. Besides the abso-
lute necessity of being able to trace the products,
an up-to-date list of customers is also a prerequi-
site for a recall’s success. Companies can decide on
the basis of their own structure and organisation
whether they want to complete the attached cus-
tomer list (Module 5c¢), add their own list to the
recall plan or simply make a quick printout of their
customer database in the event of a crisis. The only
important aspect to consider here is that com-
panies must have easy access to complete and
up-to-date customer lists in the event of a recall,
which may also involve products supplied some
time ago.
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Annexes to the recall plan

Module 6 of the standard recall plan contains
three forms that can provide valuable assistance in
carrying out the recall of a defective product:

—Minutes of recall team meetings

Besides purely formal tasks (e.g. listing partici-
pants at crisis team meetings), this form outlines
the core issues the recall team has to tackle. It
also helps to document the recall process and the
decisions taken.

— Checklist for recall team

The checklist serves as documentation of all
important aspects of the recall, and also provides
useful reference material for the wrap-up process.

— Printed form (fax) to prevent distribution of
goods in stock

Products to be recalled which are still at the com-
pany have to be listed and immediately blocked. In
addition to the possible danger from the products
themselves, there is also a considerable risk of loss
of image if acompany continues to supply danger-
ous products. The holding of goods still in stock
should be confirmed to the recall team by the
competent staff member using the same form.
Naturally, this form can also be used to stop the
distribution of external stocks, or as information
for traders.



Final remarks

As mentioned above, this standard recall plan is
not intended to cover all possible situations a com-
pany may be faced with and is therefore restricted
to an action plan designed to cover public and
silent recalls. However, merely completing the
forms and printouts does not constitute a recall
plan. All information must be updated on an ongo-
ing basis and accompanied by regular drills. The
experience gained from such drills and actual
recalls must also be included in all updated ver-
sions of the recall plan.

Nonetheless, a company’s top priority should not
be to develop a recall plan but to deal with the
risks. Identifying and assessing the risks connected
with a company’s activities and obligations are of
paramount importance. Risks should first and fore-
most be avoided in a constructive way or reduced
by means of technical prevention. Safety warnings
and instructions on safe use are also essential
aspects to consider.

In order to identify products in a recall action, it is
necessary to develop and implement an effective
system of traceability. With this system it must be
possible

—to identify which components or composition
triggered the recall,

—to identify where the product was sold,

—to identify who the current owner is,

—to identify where the product is,

—to identify how many products are affected,

—to identify what information is available on the
product.

The Munich Re Group can offer insurance com-
panies and their insureds support with risk analysis.
Our experts can help identify the risks involved and
develop an optimal recall plan for each individual
company.

Munich Re Recall of defective products

7



Summary

By using the “Find and replace” function (example
principles of product safety, the structure of from Microsoft Word 2000), companies can insert
the standard recall plan, and explanations of the the relevant names and titles in the data fields
modules. The graphs below provide an overview above.

of the structure of the standard recall plan and

The first section of this publication outlined the

the annexes provided.
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Annexes List of data fields for the action plan (Module 3)
Forms for preparing a recall #IT#
Recall team #EXPORT#
Extended recall team #R&D#
Recall action plan #COMPANY#

External contacts

#COUNTRY OF ORIGIN#

Contact addresses (media/public relations,
crisis management, customers)

#INTERNAL DISTRIBUTION#

#STORES#

Forms for performing a recall

#MARKETING#

Minutes of recall team meetings

Recall checklist

Form to stop distribution of stocks

Checklist for standard recall plan

CD-ROM

German

English

French

Spanish

Italian
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#NAME LAWYER#

#NAME IT SPECIALIST#

#NAME MD#

#NAME HEAD OF R&D#

#NAME HEAD OF STORES#

#NAME HEAD OF MARKETING#

#NAME HEAD OF TRANSPORT#

#NAME HEAD OF SALES#

#NAME QUALITY#

#NAME RTM4#

#QUALITY#

#RECALL TEAM ROOM#

#TRANSPORT#

#SALES#

#PLANT#




Important information for preparing a standard recall plan

This standard recall plan made numerous simplified assumptions, some of which will not be valid
for many companies. The following section therefore provides a list of criteria which should be

considered when preparing the recall plan.

Are the following experts available at the company or do they have to be researched and included

under external contacts?

Managing director

[ Yes

Head of sales

[ Yes

Head of R&D
[ Yes

Head of marketing

[ Yes

Plant manager

[ Yes

Head of stores

[ Yes

Head of transport and logistics

[ Yes

Head of quality management

[Yes

IT specialist

[ Yes

Lawyer (internal/external)

[ Yes

Media/public relations team

[ Yes

Police

[Yes

Psychologist
[ Yes

Haulier for return of goods

[ Yes

Fire safety expert

[Yes

[] Not relevant

[] Not relevant

[] Not relevant

[] Not relevant

[] Not relevant

[ Not relevant

[] Not relevant

[] Not relevant

[ ] Not relevant

[] Not relevant

] Not relevant

[] Not relevant

[] Not relevant

[] Not relevant

[] Not relevant

] Completed

] Completed

O Completed

] Completed

] Completed

O Completed

] Completed

] Completed

[ Completed

] Completed

] Completed

] completed

O Completed

] Completed

] Completed
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Are the following experts available at the company or do they have to be researched and included

under external contacts?

Environmental expert
[ Yes

Security company

[ Yes

Authorities

[ Yes

Insurance brokers

[ Yes

Recall costs insurer

[1Yes

University institute/laboratory

[ Yes

Professional and interest groups

[ Yes

Disposal companies

[1Yes

[ Not relevant

[ Not relevant

[ Not relevant

[ Not relevant

[ Not relevant

[ Not relevant

[ Not relevant

[ Not relevant

] Completed

[ Completed

] Completed

[J Completed

[ Completed

] Completed

] Completed

] Completed

Is there a crisis room known to all members of the recall team and does this room have the
requisite equipment/technology (e.g. tables, chairs, telephones, directories, PC with network/

internet access, stationery, calculators)?

Is there a standard reply catalogue for the recall hotline?
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