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Scale of the Problem andithe: Size of thePrize
ldentifying Leadershipiin Less Preveniion

Creating Collakorativer Partnersiles 1o, REdUce
Shrinkage

|nteractive: Sessionion Collakeration
Benchmark Feedbhack and Wiaprtp



PUrposerel ECR Shrnkage: Groue

Raise awareness of ther prekleni eirshinkage
Co-oradinateramnd Spensel; cutting edge reseanch
Encourage companiesiteraddress therproniem

Promote a mere systematic andrsystemic
approach to dealing withrthe problem (the ECR
Shrinkage Road Map)



DENVENADIES 8l 2

Measurng| the: Scale of therPrehlenm — 20005and 2004 WW
Understanding Hot Steres'— Vanagers ORMocation? .
Developing the ECRAppreach — e Read Viap

Scoping the Potentialfof REID

Measuring Shrinkage — Develepingra KP1

Targeting Hot Stores — Using Stere Checklists

Redefining Shrinkage — Developing the Righi*Proeiies
Exploring Stafif: Offending — Where and IHow:

Creating a Rapid Imprevement Reaadl Vap o Hei Steres
The Use ofi Technology — Understanding|its Role and ROl
Working Together — Develepingl Retailer/Manuifacturer Collanoration
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Orlglnal ECR UFGPE
DEfInItI/PI Shrlnkage
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WihatrDees shnkage VIeane

Inter-Company
Fraud

Process
Failures

Internal
Theft

External
Theft

x Deliberate Under/Over Delivery
xInvoice Errors | "
x Quality and Weight of-1tems

x Inventory Errors % Promotion Errors

x Pricing-Errors x Stock Going.-QOut of Date
x Damage to Stock x Product Delivery/Scanning Errors

x Theft of Stock and Cash

x ‘Grazing’

x Collusion

x Shoplifting x Till Snatches
x Returning Stolen Goods x-Burglary

x ‘Grazing’



NewsShlinkageninpeloay.

TOTAL LOSS
]
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I T ] _
Prqcess Product Vz_;llue Unknown Loss — |nternal Theft
Variance Loss Variance

e — e — External Theft

— — - e Error

o Unkn-own Cash
Loss







Inter,r(ationaI/C@ﬁ IASEIS

Year Source Size
2002 | National S'market Res. Group (US) 2.32
2004 ECR Europe 1.84
2003 | Retall Council of Canada 1.75
2006 | Food Marketing Institute (US) 1.69
2006 | NRSS (US) 1.57
2002 ECR Australia 1.52
2003 | Otago University (New Zealand) 1.50
2007 | Global Theft Barometer 1.36
2003 | Eurohandelinstituts (Germany)

1.23




The ECR 2004/’/8/u ey,

Sector % of Value (€ billions)
sales

Retall 1.84 18.5

Manufacturer |0.57 57

Total 2.41 24.2
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ShlinkagerRetall llcenena

49%

51%

[Fack o visioility,

Lack of awareness

x \When didJt-happen?
s \Whererdid It happen?
s HeW did It appen?

s e WaS EspoRspIe?
Lack: of accountalonity =

Prioritisation of the most
visikle/aceeptanie



Causés of Retail Stock Loss

Otago Univ (New Zealand)

External

68

49 |

Internal

Process

Vendor

31

3
European Theft Barometer 14 | 6
ECR Europe 38 28 27 7
Retail Council of Canada 35 40 y 18 7
Food Marketing Institute (US) 35 38 18 8
ECR Australia 35
NRSS (US) 33
National S’market (US) 20




Retal er VIISSEU Eroiit ©pportuniLy

/

= Average |
Retailer |
Profit
Margin

Average Retailer Margin

Current
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Scale of the Problem andithe: Size of thePrize
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BackgroundranasVetiieeeieay

Anecdetal evidence

Usual 'suspects

Findings firen Varous shinke SUIVEYS
Contacted! 20 World shrinkage experts:
Ask to select their top 5 USHretallers
Compiled a composite list




RANKING Gif USFRELAINENS

Position Name of Company
| Target

2 Limited Brands

3 BestBuy

4 The Gap

5 CVS







Senier Management Commitment

Reachning a tippino poines
Convince them ofi the GpportuRIty:

a Show the Impact on thetcoRsumer
x Show! the Impact en prefitaniity
s Show the Impact onssharenoclder value

What senier management: can provide
m Generate urgency.

s Financial support

s Ensure compliance



Organisational Ownership

Senior Management Commitment




ERsuinerOrganisatichnal ©OWRERSKIP

Beceome part eifcompanyicliture
Recognised.as Inmpertant:

Board levelsupport

Loss Preventionras AGents) eirChange:
Encouraging| a-multi fUnciieRprapproach



Organisational Ownership Embedding Loss Prevention

Senior Management Commitment




Emledding lLesstRPrevention

Make! part of reutine stereractivities

Ensure: ot

AEIF pPaNts; el tiieluSIRESS U

Into the'e

Develop's

ea and-havelten thelfagendsz

rnkage as part eireVverall

acecountanility



Organisational Ownership Embedding Loss Prevention

Senior Management Commitment




Strong| LP Ceadernshie

Provide the rght euiieekiand attitde

Drive the proklem i the BUSINESS
x Personality

x Energy.

= Determination

a [fleam building

= Relationship with the' Beard



Organisational Ownership Embedding Loss Prevention

Senior Management Commitment




Data Vienagement

Remoeve guesswork

Develop analytical capamniity '

Stay’ on tep of therdata

Make use of POS data — EXCERNORNERBIING
Use data to moniter cempliance

Create focus — the ‘hot" concept



Products
Places
People

Processes

Products

Places

Processes




Prioritise
People

Strong LP Leadership Data Management
Organisational Ownership Embedding Loss Prevention

Senior Management Commitment



Prioruse People

Organisationalftevel

Reduce chuiarand tUinreimeEnaeers
LIsten| to,Stere: staif

Link persenall benefit 1o shrRkafigure
Pre-employment: screening
Education and trainingl ol stere: Staii




Prioruse People

Loss Preventiontieam

Create a highly multi=fiunctienal team
Reduce reliance en-fermer PolICErGIfiCENS
Prioritise trainingrltk stai

Develop analyticall capainiiiy
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K

, Prioritise Innovation Prioritise
and Experimentation People

/ Strong LP Leadership Data Management

Organisational Ownership Embedding Loss Prevention

Senior Management Commitment



Prioritise Innevation; and EXpermenitation

Keeprahead ofiftiie game

Initiate |
x Pllot stUGIes 61 REW.IEEZS |
= Benchmarkingl agaist Industny/ suRveys

Expernment.....

= New: solutions

s New store layouts

ECR survey showed that retallersawne

Innovated and expernmented mest had
20% lower shrinkage



Talk Shrinkage

‘ Prioritise Innovation
and Experimentation

Prioritise
People

/ Strong LP Leadership

Data Management

Organisational Ownership

Embedding Loss Prevention

Senior Management Commitment



FalkeShRkaege

Disseminate the messagerue and GeWN
the business

Get shrink en the agenda Off GHER
functions

Make sure store teams areniorned—1no
excuses

Think creatively abouit: Updating the
message
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Emphasise

Talk Shrinkage | Procedural
Control
| Prioritise Innovation Prioritise
and Experimentation People

/ Strong LP Leadership

Data Management

Organisational Ownership

Embedding Loss Prevention

Senior Management Commitment



Emphiasise: Proced el Contio)

RemoVves opportniity
Masks malicieus; activitys =

Delivers ...

n Cost efifective,Wins

s Quick wins

n Sustainable solutions



Process Compliancer & Shldikage

10020 -
9020 1
80%0
7020
6020
5020
40%0 -
3020
2020 1
10%0 -

96%0

713%

1.5%0

Py, S—

56%0

4.7%0

%_

13%

%_

4.5% 8.0%0

[1Compliance
[1Shrink

0%o

Store 1 Store 2

Source: Ahold Hypermarkets: Czech: 2004

Store 3 Store 4




Create Store
Management
Responsibility

Emphasise

Talk Shrinkage Procedural
Control
Prioritise Innovation Prioritise
and Experimentation People

/ Strong LP Leadership Data Management

Organisational Ownership Embedding Loss Prevention

Senior Management Commitment



Create Stoere Management Respoernsibility,

Provide the tenls and thetdata

Give them training and-stability
Incentivise
Listen te them

Make them accountanie



Create Store
Management
Responsibility

Emphasise
Talk Shrinkage Procedural
Control

Prioritise Innovation Prioritise
and Experimentation People

/ Strong LP Leadership Data Management

Organisational Ownership Embedding Loss Prevention

Senior Management Commitment



Conclusions

Importance ofSenior mamagement
commitment

AllFbuildingrblocks nEed tor bE i placent
store staffi are toradeliver

Provides a benchnmanking
opportunity. ...




Benchimarking YoUBUSIRESS

Score yourseli#agaimst therltess Erevention
Pyramid! |

Feedback compositerscore: ai: e end i
Session



Benchmarking Scoring System

9 = The company is completely aligned on this issue
5 = Some progress has been made in this area but much more needs to be done
1 = Completely non existent within our organisation




Benchmarking Scoring System

9 = The company is completely aligned on this issue
5 = Some progress has been made in this area but much more needs to be done
1 = Completely non existent within our organisation

Success Factor

| There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.




There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.
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There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.
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There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.

There is clear and strong leadership in place to effectively manage shrinkage.

e




I There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.

There is clear and strong leadership in place to effectively manage shrinkage.

Ul | | W DN

The company has available actionable, reliable and timely data on shrinkage.
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I There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.

There is clear and strong leadership in place to effectively manage shrinkage.

The company has available actionable, reliable and timely data on shrinkage.
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The company is willing to innovate and experiment to deal with the problem of shrinkage.




I There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.

There is clear and strong leadership in place to effectively manage shrinkage.

The company has available actionable, reliable and timely data on shrinkage.

(o) SN I © 4 [ IR O R U0 B Y |

The company is willing to innovate and experiment to deal with the problem of shrinkage.

7 | The company has developed a strong multi functional and diverse team to deal with shrinkage.




I There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

All parts of the business recognise the value of prioritising shrinkage.

All parts of the business are taking action to address the problem of shrinkage.

There is clear and strong leadership in place to effectively manage shrinkage.

The company has available actionable, reliable and timely data on shrinkage.
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The company is willing to innovate and experiment to deal with the problem of shrinkage.

7 | The company has developed a strong multi functional and diverse team to deal with shrinkage.

8 | The issue of shrinkage is clearly and regularly communicated across the organisation.
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There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

2 | All parts of the business recognise the value of prioritising shrinkage.

3 | All parts of the business are taking action to address the problem of shrinkage.

4 | There is clear and strong leadership in place to effectively manage shrinkage.

5 | The company has available actionable, reliable and timely data on shrinkage.

6 | The company is willing to innovate and experiment to deal with the problem of shrinkage.

7 | The company has developed a strong multi functional and diverse team to deal with shrinkage.
8 | The issue of shrinkage is clearly and regularly communicated across the organisation.

9 | All parts of the company recognise the link between poor process adherence and shrinkage.




There is senior management commitment to prioritise shrinkage, oversee an action plan,
allocate resources and monitor results.

2 | All parts of the business recognise the value of prioritising shrinkage.

3 | All parts of the business are taking action to address the problem of shrinkage.

4 | There is clear and strong leadership in place to effectively manage shrinkage.

5 | The company has available actionable, reliable and timely data on shrinkage.

6 | The company is willing to innovate and experiment to deal with the problem of shrinkage.

7 | The company has developed a strong multi functional and diverse team to deal with shrinkage.

8 | The issue of shrinkage is clearly and regularly communicated across the organisation.

9 | All parts of the company recognise the link between poor process adherence and shrinkage.

|0 | Store managers and associates are given the necessary data, tools and training to enable them to

deal with shrinkage effectively.




Benchmark Results: Example

Scoring System

() High Priority (1-3.3)

Create Store

Q Room for Management

Improvement (3.4-6.6)

Responsibility

Q Good alignment (6.7-10)

Prioritise Innovation
and Experimentation

Prioritise
People

Strong LP Leadership

Data Management

Organisational Ownership

Senior Management Commitment




Benchmark Results: Russian
Retallers

Scoring System

() High Priority (1-3.3)
Create Store

Room for
Management
Q Improvement (3.4-6:6) Respo%sibility

Q Good alignment (6.7-10) _
Emphasise

Talk Shrinkage Procedural

Control
Prioritise Innovation
and Experimentation

Data Management

Organisational Ownership

Senior Management Commitment




BreakeUStructire

Introduction terthe ECR EUrepe: Shnnkage Ereup
Scale of the'Problem andlthe’ Size of tnersrze
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Collaperatien context

Manufacturer Retailer
Strategic Strategic
intent m intent
Strategy Organisational
implementation culture

Strategy Organisational

implementation culture




The CycleeiCollaneration

Relevancer

Consequences Collaboration Tiransparency

C—

.

ACLIoNS



Case Studies

Retailer 1 Five suppliers

2 | Supplier Retailer 2 Two suppliers
engagement
3 | Product launch Supplier 1 Four divisions of
Retailer 3




=nablers and nnibiorsios
collal9nration

Factor

Enabler

Inhibitor

Relevance

- Executive commitment
- Clear link between shrinkage
and sales: lose less, sell more

- Competing priorities
- Viewing shrinkage as ‘lose less,
sell less’

Transparency

- Shrinkage and sales data, by line
- Easy access to data

- Relevant reporting across
functions

- Lack of timely data
- Reluctance to share information
- Poor communication

Actions

- ldentify points of leverage
- Design in solutions
- Engage cross functional team

- Unstructured approach

Consequences

- Isolate effects of actions
- Use success to reinforce
relevance

- Inability to measure direct
effects




Link ;o/ She]/lé Outof Stocks
/

Shelf Out of
Stocks

Product not Inf?g?gon Store
Supplied Errors ‘ Operations
Examples: « Mis-picks - Master Data Errors = Not placed an order
e Late deliveries » Wrong Bar Codes = Unrecor In-Store

e Theft in Transit dam

 Damages IS-scan
e Mis-count

e Theft
e Unrecorded waste
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Approeaches/ie /ceﬂgboration

Stage

P

Steps

Relevance

- Quantify impact of shrinkage (and fear of shrinkage) in terms of:

- direct measures: lost sales and additional costs,

- indirect measures: shopper satisfaction; supply chain relationship.
- Identifying role of supply chain partners in addressing shrinkage to
create new value.
- Link reward and recognition across functions to addressing shrinkage.

Transparency

- Collate line level data on shrinkage and sales.
-Provide timely access to relevant information.

Actions

- Identify points of leverage, e.g. new product development; product
launch; annual reviews; contract (re)negotiation.

- Reach into each other’s organisations to find opportunities.

- Engage cross functional team to co-create solutions.

Consequences

- Measure effect of work: new value created together
-Disseminate and celebrate success
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Pro@it
Protection

B&Q and PJH
Collaborating to Reduce Shrinkage



About B&Q and Kingfisher

e Kingfisher is the Number 1 Home Improvement retailer
in Europe & 3" Largest in the World - 700 stores in 11
countries

e 75,000 employees and serve 6m customers per week
e 324 UK B&Q Stores 3000 — 16000 sg m

e Castorama & Brico stores across European - France,
Italy, Spain, Poland & Russia

e Strategic alliance with Hornbach Germany
* Over 50 stores in China, Korea and now Hong Kong

» T > =
o | _:_. 1L
DT m

[~ WL LAWY



Introducing PJH Group

UK Number 1 Distributor supplying Kitchens, Bathrooms
and Appliances

Sales Channels include B&Q, National House builders and
High Street Retallers

Part of Globe Union Group of Companies — Worldwide
locations in Asia, North America and Europe

7 Distribution centres in the UK each with customer call
centres

Over 50,000 sg mtr, E.25m stock holding for fast efficient
service

800 Staff
Global sourcing incl. Turkey, Italy, Germany, Spain, Asia,

Egypt
Own Delivery Fleet 135 vehicles — Delivering to Store and

to Home

Dirrtrads i iam
| | * LWL LN LY



PJH are B&Q’s biggest Supplier of...

e Bathroom Suites

e |ndividual Bathroom
components

 Showers

e ..and soon bathroom
taps

 Products are sold from
B&Q stores or delivered

directly to B&Q
customers




2004 - PJH is B&Q’s Highest Shrinkage Vendor

e > Profit =
' Flushed Away

Shrinkage =
5.70% Sales

Pm@it
Protection



Starting the Journey to Lower Shrinkage

« Commitment by senior management in both
organisations from the outset. “It must be
fixed”

« SKU level shrinkage data, with trend data
 Demonstrating low shrinkage = higher sales

* Engineering shrinkage out of the product &
packaging

 |solating shrinkage “cause and effect” in each
area of the supply chain

e Development of a “shrinkage pipeline”
approach to cross functional working



The Shrinkage Pipeline — deal with root cause

1.Historically
focus has
been here
where
shrinkage Is
reported

e £
Maxi m £
£

ProfEli&

2. Focus
has to be
on the root
cause not
the output




Aligning our Approach

Education Programme for Store Staff
Showroom Roadshow Events
Consultants — external health checks

Joint Initiatives & Action

B pegm -
o _L-I L8
Pr

Protection
*Predicted figures
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Interactive Staff
Education:

“Who Wants to
be a PJH
Millionaire”

9
8
J/
6
5
A4
3
2
1

£1 Million
£500,000
£250,000
£125,000
£64.,000
£32,000
£16,000
£8,000
£4 000
£2,000
£1,000
£500
£300
£200
£100



What does PJH
supply to B&Q?

RPNWAROOIOONOO O

niture

T
§ ¥

£1 Million
£500,000
£250,000
£125,000
£64,000
£32,000
£16,000
£8,000
/N 0[0]0)
2 0[0]0)
£1,000
£500
£300
£200
£100







Sharing Data Across Both Organisations

“ZABRQ intranct - Baothroom= - Microzoft Internet Explorer provided by BRQ Head Office vi. 0 (Tech) =] x|

Filz  Edit ‘Wiew  Faworites Tools  Help ﬁ

= Back v = - () at | fE) Search  [3 Fovorites  SPaiedia £38 | By~ & =

Address I@ http: Foontribution kinafisher coms BQUK-FIMNAMCESProfitProtectiond Commercial Stockloss Show rooms# BathroomsSindex htm? 5 5Contributor =true j @ [=a] | Lirks

(e OTgITSITeT e mar AU
Forms and Templates
GMNFR & CIS Accounts
Grass Roots
Learning and Development
Legal Services
Payroll
Profit Protection

Physical Security
Investigations

Ccommercial Stockloss

withdrawn From Sale
Fange Review Uplifts
Meet the Team
Security Tags
Commercial Repaorts

Management Information
System

Front End Dashboard

A to Z Information

Profit Protection on the run
Supply Chain Stockloss
Retail Finance

Risk Management

Strategy and Business
Performance

OnLine Expenses
Travel and Expenses
Site Tools

|

| IIL RETURMN SUPPLIER!!!! QUICK LINKS -]

& PH

PIH Contacts

PIH Process flow chart

Mira Process flow chart

PIH Deliveries

PIH Special Order stock should be sent direct to the customers address, and not wia

the stare as this minimises the amount of handling involved and therefore reduces

the risk of damage. Check whether your store has redirected any customer orders
to the store address.

PIH MOSDD's
Faised by store
This shows RNOSDD's raised by store for ¥TD up to current week.

PIH Damages

Check the value of damages processed by vour store per week, Ensure all damages
are processed accurately, but remember to use the swap over process where
applicable.

PIH Mil Returns by store

BEWARE!!! If you have any entries on this sheet, you are not following the process
correctly!! Please refer to the above flow charts to ensure the correct procedure is
used.

il

&l

T [ [ meme
Pro( £ )it

Protection



Spare Parts Available for Stores

=
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Anti-Shrink Packaging

: pedessa! ‘Basin Mixer and Pop-Up Waste
+ Cnrome Eflect

SEPARATELY)

path ("ﬁ:f:d Front Panel

. e of soss weperately)
(Pd'wgpﬂ ‘Bath Filler and Pop-up Waste




Pro@it
Protection

Results so Far....



Store Compliance Improving




A Full Range On Sale to Customers




Sales are increasing....

2005 2006 2007 2008



...and Shrinkage Is Reducing

2005 2006 2007 2008 PW@



It

&
Protection

Any Questions?
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Interactive session

Each table divides into two groeups
Each group reviews one case study(A or B)

Use the collaboration cycle template to
benchmark (i) retailer and (i) supplier

Contrast your case study with the other
group on your table

Highlight actions to improve collaboration



Collaboration Cycle template

Relevance

Consequences iansparency

C—
S

Actions



Relevance

Transparency

Actions

Consequences

- Clear link between
shrink and sales.

- Top management
buy-in.
- Shrink linked to

objectives across
functions.

- Detailed shrinkage
and sales data.

- Data mining.
- Data openly
shared.

- Structured
projects.

- Cross-function,
multi-company
teams.

- Co-create
solutions.

- Measurable, direct
benefits.

- Celebrate success.

Medium

- Unquantified link
between shrink and
sales.

- Shrinkage owned
and managed in one
function.

- Reasonable data,
not easy to access.

- Basic analysis.

- Ad-hoc
communications.

- Ad-hoc projects.
- Internal teams.

- ‘Off the shelf’
answers.

- Occasional wins.

- Direct benefit
difficult to measure.

- Benefits mostly
indirect.

- Shrink and sales
seen as separate.

- LP works in
isolation.

- No ownership.

- Low resolution
data.

- Difficult to access.

- No sharing /
communication.

- No work to
identify ‘root
cause’.

- Impose unilateral
‘solutions’.

- No measurement.
- No benefits.

- Nothing to
celebrate.




Collaboration Cycle template

Relevance

S

Conseqguences iiianRsparency.

&

Actions



Case A

Relevance

Conseguences l iiidnsparency.

Actions



Case B .

Relevance

Conseqguences iiianRsparency.

Actions
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|nteractive Session: en Collakboration

s Benchmark Feedback and Wrap Up
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