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The automotive aftermarket business, like most other bus-
inesses, is constantly changing. Engineering changes have re-
quired stocking of hundreds of parts we never had before,
Purchasing practices have changed considerably in recent
years. Our sales programs include a wider market than be-
fore. And the computer has changed ouy office procedures.

One thing hasn't changed, however. Internal pilferage is
still with us. Internal pilferage refers to an employee’s theft
from his employer. What has changed are some of the meth-
ods used. To better arm you to cope with changing condi-
tions, ASIA appointed a committee to update its existing
Internal Security Guidebook, and “Internal Security Guide-
lines” is the result of the committee’s efforts.

Many theories attempt to explain why internal pilferage
is rampant. Some point to lowering of moral standards, or
our permissive society. Others accuse a judicial system that
“Arrests ’em Monday. Tries 'em Tuesday. Turns 'em loose
Wednesday.” _

This publication emphasizes how to cope with the pro-
blem today rather than analyzing its roots. Fraud, embez-
zlement, customer pilferage and burglary are mentioned, but
they are separate major topics, and should be so handled.

These are not the *‘good old days.” And to reduce pil-
ferage you may have to change your attitudes towards em-
ployees and running your business. In order to analyze
pilferage trends in the industry, we contacted several thous-
and ASIA members. Those questioned represented-Whole-
salers, Warehouse Distributors, Heavy Duty Distributors,
Auto Trim Wholesalers, AEA Members, and Paint &Body
Wholesalers. Thus the survey fairly represents our entire
industry.

Over 90 percent of the book is new, including the re-’
sults of more than 1,000 returned questionnaires from our -

member survey. Also, sample business forms appear in sev-

“eral sections of the text. Use them as guides to implement

the manual’s recomnmendations. Finally, the questionnaire
enclosed with this book is for collecting your opinions of
this publication. Please help us by completing’ the ques-
tionnaire and returning it to us. .

The dictionary defines pilferage as the “unauthorized re-
moval of property from the premises.” Although this defin-
ition includes property taken by customers, this publication
deals primarily with employee theft, because this represents
the greatest potential loss. Your customers cannot pilfer in
six months what a dishonest employee can remove in a day.

INTRODUCTION

What is the pilferage loss in your establishment? It is
undoubtedly much greater than you believe—and there
are many substantiating figures to prove this.

We urge you to use these “Internal Pilferage Gu1de-
lines” to eliminate unnecessary losses and |mprove your
overall profit structure.

'CREDITS

Naturally, the first credit should go to the 1,000 ASIA
members who took the time to fill in our questionnaire.
This effort provided us with the largest statistical base ever
assembled on our industry’s internal pilferage problem.

The respondents gave freely of their experiences, regard-
less of how costly and painful they may have been. Although,
most respondents gave us permission to use their names, we

“decided against identifying any firm or individuals.

We'also owe thanks to:
e

EARL DOLIVE OF GENUINE PARTS COMPANY,

Atlanta, GA, who let us extract information from his
company's management publications on this topic.

THADDEUS DZIERGAS OF SYRACUSE DIESEL
AND ELECTRIC, INC,, Syracuse, NY, who contri-
buted data of importance both to AEA distributors
and the membership as a whole.

RIGHARD REINERTSEN OF REID PSYCHOLOG-

gan Ave,, Chicago, IL 60601, for his contributions in
the areas of polygraph and pre-employment testing.

(f\*‘ ICAL SYSTEMS, Two Illinois Center, 233 N. Michi-
3

PHELPS TIME RECORDING LGCK CORP,, 53 Park
Place, New York, NY 10007, for their input on time
locks material.

And, of course, special congratulations are due to
ARTHUR WOLFF, Chairman of ASIA’s Marketing Com-
mittee and Executive Vice President, National Auto Sup-
ply Co., Hazelwood, MO, who chaired the Internal Se-

curity Guidebook Comm:{;teef He spent countless hours

supervising the gathering of material,
organizing the text into its finished form.
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»  Cashing Checks R - 19 . ‘
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MANAGEMENT OPTIONS -

.
Whenever a battle i$ lost history blames the general—not the
private. The same is true if the battle is won—the general
gets the credit. This is true, also, in combatting pilferage. If
it is going on in your establishment, it is your fauit, especi-
ally if you have spent little time doing somcthing about it.
In exercising your managerial responsibility to prevent pil-
ferage, countless methods are available. But the manage-
ment options that have,-over time, produced the most sat-
isfactory results involve a logical sequence f management
actions: /é
//

e CONVINCE YOURSELF THIS IS HAPPENING IN
YOUR ESTABLISHMENT. As illustrated in the previous
section, pilferage can be very costly to the wholesaler/dis-
tributor. And do not make the mistake of concentrating all
your attention at-the cash register. Managementall too often
feels that watching the cash register is 90 percent of the sol-
ution. In actuality cash register losses are the least costly of
all shortages, since they are most easily checked. Neverthe-
less, most safeguards are built around checking and double-
checking the register, while the rest of the operation re-
ceives only casulal attention.

Merchandise is the wholesaler/dlstnbutors primary in-
vestment. It is worth a far greater-amount than fixtures,
equipment, “cash on hand, shelving, etc.. Your financial
statement will show that the greatest concentration of dol-
lars is for inventory. This is the area to watch.

It is better to pay for every cotter key -
that you use, so that you-can truthfully
tell any employee that every man in the
company, including the Boss, must pay
for everything he gets, no exceptions at
any time. ’

e SET AND PUBLICIZE CLEAR “ANTI-PILFERAGE”
POLICIES. APPLICABLE TO ALL EMPLOYEES, IN-
CLUDING YOURSELF. And set the example in adhering
to these policies. If you take anything even as small as a rol]
of tape.and walk out without billing it, you have given root
to a trend. Any employee who sees you do it has been given
an idea, It is bétter to pay for every cotter key that you use,
so that you can truthfully tell any employee that every man
in the company, including the Boss, must pay for every-
thing he gets, no exceptions at any time. "

This is a much better approach than totake anything you i

need and walk out with it. There is bound to be some envy’

by employees who are riot authorized to do the same thing.
They are tempted to do it themselves, and you, the Boss,
have caused thistemptation.

Do not underestimate envy. Consider the following
situation:

Your wife comes in and askes the counterman for a can
of polish,.a roll of polishing cloth, a flashlight and six
100-watt bulbs. And .your son, who is building some-
thing, needs a box of % x 2 stove bolts. She takes all
this material and walks out without a ticket. Under these

circumstances, what coufiterman’ would not envy her

priviledged position and resenthls inability to do the same
thing? B

There should be no doubts as to your
policies on handling of merchandise, and
no firm is so small that it cannot have
written policies on at least a few of the
items. - x

There should be.no doubt as to your policies on handling
of merchandise, and no firm is so small that it cannot have
written policies on at least a few of the items. Prepare type-
written sheets and give them to every employee. [t might be
wise to bring your policy to their attention at one of your
company meetings. When pilferage is discussed, it must
not be approached in such a fashion that your people feel
it is an accusation. Indicate that this'new system is being in-
stalled because it will facilitate handling, or it has been used
effectively by other firms, or ASIA has recommended this
new, improved policy. All of these are of course, trie. }

Do not apologize: to your people for using this new sys-
tem, but also do not présent it on the basis that you know
there is something wrong and you are going'to correct it.
A “First Sergeant” type of approach to this topic will not

be the best. You will be much better off if you can get.

their compliance by co-operation rather than by fear.

These written policies can iriclude:

—~ Employee Purchases

— Checking in .of Merchandise

— J0OUs B
Everything Must be Billed ~ ™©

. Pilferage Is a Crime :

.

They are discussed in detail in later sections.

o ESTABLISH HIRING AND DEPARTMENTAL CON-
TROLS. Avoiding a problem before it begins is always a
good idea, and you can do this by setting up practical hiring
controls that allow you to thoroughly screen and evaluate
prospective employees before they start on the job. Hiring
controls are discussed in detail in Section I1|. Departmental
controls are covered in Section V.

¢ ESTABLISH CASH REGISTER CONTROLS AND
FIRM BILLING PROCEDURES. These are discussed in
Sections V and VI, respectively.

If your equipment were not identified
and you discovered any of these items in
an employee’s basement, or in a police
recovery operation, how could you
prove in court that the equipment was
your property? . )

.. IDEN'IIFY YOUR PROPERTY In addmon to parts
inventory, your company owns a lot of personal property.
Use an electric engraving tool te permapently mark your
company’s name on typewrlters adding machines, CRT’s,
staplers, copying machines and other stealable ofﬁce
material. Also engrave your company name on drills,
impact wrenches, special. tools, valve refacers, grinders,
jacks, etc. Even include hand tools if you want to go that
far. If you look around your premises you may find other
items such as ladders, counter adding machines, coffee
maker, etc,

Although the primary purpose is to avoid having em-
ployees take these items, it is also a deterrent to customers
and burglars. If your equipinent were not marked and you
discovered any of these items in an employee’s basement,
or in a police recovery operation, how could you prove in

court that the equipment was your property?

* TRY INTRODUCING DELIBERATE ERRORS
(TIDE). Here we introduce a “new” term called TIDE. As
you go through the year you may want to check on an in-
dividual or department for pilferage. The best way is to
introduce deliberate errors. In the case of a:

Driver: Put extra material on his truck to see if he re-
turns it. :

Recelvmg Clerk; Have extra material put {n a shlpment
tosee if it is reported as “over”.

- Bookkeeper: When someone gives you “Paid-()ﬁ-Ac—

.count” money, or any money, add an extra few .

bucks before handing it to the bookkeeper.

All Employees: Credit their account with_too much to
. see if they tell you about it.

Branch Stores Over-smp, to see if branches report they
got too much merchandise.

Cash Reglster Put in extra money, to see if the person
checking the register lets you know.

TIDE can be used in almost every depai'tment. It will be
further referred to throughout this gujdebook. An important

- thing to mention here is that unless you have a large organ-

ization, take no one else into your confidence when using
TIDE. The best way to keep a secret is to tell no one. In-
troduce all the dv:;hberate errors yourself, If you can't do
it -successfully on &the day you planned, then wait for a
better day. !

It would be bad practice to establish a
system so tight that you require opening
of lunch boxes, or other actions which
would alienate the good will of your
personnel

s DO NOT OVERCOMPENSATE, It is important that

you not overcompensate. |t would be bad practice to estab-
lish a system so tight that you require opening of lunch
boxes, or other actions which would alienate the good will
of your personnel. Pilferage is an important.item in your
business, and should be watched for and safeguarded

‘against, but be sure you keep itin proper perspective.

Remember, there is no 100 percent cure for pilferage,
Obviously, we can never expect to completely eliminate this

‘problem. We can only hope to use whatever the safeguards

available to us to keep the problem to a hon-injurious level,
It is possible that many of your precautions will somehow
be circumvented. If this happens, do not drop your guard
on all the others. There is still a difference between a drip
‘and ‘a flood—do not become discouraged  because all Your

plans._have failed to work, There will always be what some

wholesalers. call “acceptable pilferage”, such as disappearing

" pencils, scratch pads, envelopes, etc. How much of this you’

permit is, of course, up to you. -
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Chapter 3

PRE-EMPLOYMENT SCREENING

.

Everyone has done something only to regret it later. With a-

little precaution you can avoid the regret of having hired a
pilferer. A few pre-employment screening tactics may pre-
vent the hiring of someone you cannot trust. Here are a
few suggestlons

THE APPLICATION FORM

Use an applica‘tion form that asks for more than name,
address, phone and previous employer{s). The application
form should include questions on honesty and integrity,
such as: .

Have you ever had an absenteeism problem?

Have you ever used drugs? )

Will you take a Polygraph test? -

Why de you want.to work for us?

Why did you leave your previous employer(s)?

Were you ever bonded or have you ever_been re-
jected for bonding?

In addition, keep these points in mmd when selectmg or

using an application form:

 Include a statement that the new employee is on a 60
day probationary period when first hired. This allows
you time to make a complete reference check

e Employee signs the application underneath-the proba-
tionary statement. It may save you a lawsuit later

¢ ook over the completed application for handwriting,
spelling, attention to detail and thoroughness

e Applications should provrde space for interviewer’s

~comments. _—

Always check references. Use the phone
if at all possible—you have the advantage
of listening to voice inflections. Always
ask if the reference’s company would

re-hire the applicant. o .)t

REFERENCES~. .

Always check references. Use the phone lf at aIl p
you have the advantage of listening to voice inflectins. Al-
ways ask if the reference’s company would re-hire the\appli-
cant. Use a Jetter only when previous employers refl \se to
discuss the candidate by phone.>

6
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POLYGRAPH (LIE DETECTOR)

The polygraph is an instrument that records physical re-
sponses. Changes in the subject’s respiration, blood pressure,
pulse and galvanic skin response indicate the likelihood of a
lie to a trained poiygraph operator. The polygraph examina-
tion has three phases.

\

THE PRE-TEST INTERVIEW

During this phase, lasting between 15 and 45 minutes; the
examiner explains the test’s purpose and the nature of the
instrumeynt. The examiner ‘develops and reviews all test
questions with the subject.

Three types of test questions—irrelevant, relevant, and
control—comprise a polygraph examination. Typical “irrele-
vant questions” are, “Do you live in lllinois?” and “Did
you ever go to school?” These “irrelevant questions” estab-
lish the subject’s normal response pattern

In addition, four or five “relevant questions’ are asked.
The “relevant questions” relate to the matter under investi-
gation. For example, “Did you steal the missing $5000 from

Smith Auto Supply?* Included also are “control questions” .

Although not directly related to the specific incident under
investigation, these relate generally to the underlying issue.
For instance, in a theft case the control question might be,
“Did you ever stsal anything ir/ vour life?” or “BeSIdes
what you told me, have you ever stolen anythmg else in
your life?”

. At the conclusion of the pre-test interview, the exammer
reads each test question to the subject. Surprise or trick
questions have no place ina properly conducted polygraph
examination,®

THE TEST ,

The examiner reads each test question to the subject, and
the polygraph records the subject s physical’ responses as an-
swers are given. This pfocess is typically repeated two, three
or four times, and rest penods provided between éach test,

THE DIAGNOSIS

The examiner interprets the subject’s physical responses
usually reacmng one of three concIuSIons

¢ The subject. truthfully answered relevant guestions

e The subject did not truthfully answer the relevant
questicns , :

* The test results are inconclusive.

Cmente

s Py e C R PO

“Inconclusive” means that, in the examiner’s opinion,
information from the physical recordings is inadequate for
diagnosing truth or deception,

ADDITIONAL COMMENTS
ON POLYGRAPH TESTING

Although the instrument and technique used in any poly-

graph examination are important,-the critical factor is the
examiner. An examiner must be an intelligent person with

-a good education. Dealing with people in sensitive situa-
tions, he must also get along well with others and be sincere.

He must view each examination objectively, and not permit
his personal views, prejudices or biases to distort his per-
formance: Also, the examiner should have served a reason-

able internship under-another examiner.

As a result of the sophisticated equip-
ment and testing techniques, most
knowledgeable people in this fieid feel
the polygraph is easrly over 90 percent
‘accurate : "

It is common for a polygraph subject. to be nervous and
apprehensive about an upcoming examination. This feeling
is understandable. Nervousness, however, will not cause a
truthful subject to fail the polygraph examination, Physical
changes induced by nervousness are separated by the exam-
iner from those caused by lying. And during the pre-test in-
terview, the examiner allays the apprehensions of truthful
but nervous_ subjects. As a result of the sophisticated equip-

. ment and testing techniques, most knowlédgeable people in

this field feel the polygraph is easily over 90 percentaccurate.
As an emp|oyer you would be usingthe polygraph most
often as a pre-employment screening technique. Here is an
example of how the polygraph worked for one firm.
A young man recently out of the military servicezapplied
for a job with an armored car, check-cashing agency. The
company’s armored trucks call at large companjes to cash

. -payroll checks at a relatively small service charge. Since he

had entered military service immediately after high school,
this. was to be the applicant’s first job. He had received an

- honorable discharge and hjs references were all favorable,

During a pre-employment lie-detector test, the subject
gave deceptive answers when asked if he had. ever stolen
money. He later admitted that during the: brief perjod since
his military discharge he had committed four burglaries. He

obviously was not a good risk for a position with a check-'
cashing agency! Moreover, for his own good he should nhot
have been subjected to\the temptation that this position
presented.

Laws regarding admrssrblllty of polygraph wrdence in
legal cases‘vary from state to state. However, as polygraph-
testing becomes more proficient, courts are increasingly
accepting their resuits, Currently 23 states require the lic-
ensmg of polygraph examiners. Additionally, 15 states limit
its use to criminal offenses. The states in each category are.
shown below,

Examiner’s License Use Limited to Criminal

Required Offenses
Alabama Alaska
Arizona i California
Arkansas Connecticut
Florida - Delaware
Geéorgia" ’ Hawaii
fifinois Idaho
Kentucky Maryland .
Maine . Massachusetts
Massachusetts Michigan
Michigan Minnesota
Mississippi Montana
Nevada New Jersey -
New-Mexico Oregon
North Carolina Pennsylvania
North Dakota : Rhode fsland
Oklahoma Ly )

. Oregon s
South Carolina _
Tennessee -
Texas
Utah
Vermont
Virginia“ *
WRITTEN “HONESTY" TESTS M

An honesty. test is a paper and pencil psychological test;
which measures a person’s attitude toward honesty, 1t
gives an employer the applicant’s level of predictable trust-
worthingss, Further, this type of honesty testing is perfectly E
legal without restriction in all 50 states, :

Need, opportunity and attitude operate together to pro-
duce dishonesty. Psychological testing focuses on the third
factor, identifying people with theft prone attitudes. Even
though. it will not eliminate aII ‘employee theft, statistics

7
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PRE-EMPLOYMENT SCREENING continued

__

show it will probably reduce the rate ol;o'ilferage when used
for employment applicant screening.

These tests are based on a discovery made by a pioneer
in the field of polygraph testing. l;ls/noted that whenr an
identical question is asked of a verifiably honest person
and a verifiably dishonest person, their answers are diamet-
rically opposite. Thus, he could create .through -question-
naires, a rough equivalent of the polygraph. Since 1950,
when henesty testing was made available to the public, a
number of these tests-have cropped up around the country.

If validated, honesty testing has been
found to be accurate 85-88 percent of
the'time. With its accuracy factor, hon-
esty testing has assisted companies in
dramatically increasing their ability to
identify and hire. honest employees.

TEST SELECTION

When selecting an honesty test, determihe.wherher or
not it is reliable and valid. That is, does it accurately pre-

dict the risk of pilferage? The test’s publisher can be of

help in these areas.

® }’-\sk the publisher for any outside, independent re-
search which testifies to the test’s validity and has
becn accepted for publication in a recognized, profes-
sional psychological journal. Have him get you copies
of that research. .

¢ Ask if, in the event of a discrimination charge, the test
publisher will supply professional testimony and legal
counsel in the defense of their results, This should all
be offered, and any expenses incurred if such a charge
is made should be absorbed by the publisher.

There is another check for a test’s validity. Check to see
if it is listed and reviewed in Mental Measurement Yearbook
by Oscar K. Burds. Mental Measurement Yearbook, available
in your public library, is America’s standard of the industry
on psychological testing. :

If validated, honesty testing has been found to'be accurate
85-88 percent of the time, With its accuracy factor, honesty
testing has ‘assisted companies in dramatically mcr\,asmg
their ability to idéntify and hire honest employees.

All pre:screening honesty tests must be able to prove and
statistically demonstrate that their results have no adverse

Q

impact on minorities. Obtain assurance that the honesty: test
does comply by asking the Equal Employment Opportunity
Commission (EEOC) for copies of decisions rendered by
federal or statetigencies in discrimination investigations.

Test only those job appiicants in whom
you are interested.

ADMINISTRATION AND COSTS

Test only those job applicants in whom you are inter-
ested. The test can be completed at your location in approB(-
imately 45 minutes. Once completed, the test is chécked,
assuring that all questions have been completed.

The completed test is mailed to the testing firm’s office.
It is usually scored, analyz/ld and the results called back to
authorized personnel on the same day it is recelved It can
also be phoned to the test publisher. If he has ah incoming
WATS line, it will, of course, save phone costs. An analyst
will ask for scoring numbers and immediately return a ver-
bal result. Regardless of the scoring’ method used, a written
confirmation should be sent.

PROS AND CONS
Just as there are two sides to every story, there are ad-
vantages and disadvantages to the use of psychologlgan\
honesty tests. Here is brief list of both: \
, A
ADVANTAGES
. o Effective ‘
e Inexpensive
. Lf'*gal in all 50 states
® noffenswe non- threatenmg
. /Easy to administer and obtain results .
e// Creates an immediate security consciousness in new
and present employees

DlSADVANTAGES

2

o Difficult f\or employers to interpret. results and evalu-

ate candrda’f\es based upon numerlcal raw -score
indicators -y : ,

 The applicant who was dishonest in the past, but has
recently “gone stralght " wrll probably be re,ected

USE WITH CURRENT EMPLOYEES

Many testing firms also offer tests for checking the

trustworthiness of your present employees. They are gen-
Ry
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GAINED NO RECOVERIES

erally used before promoting someone or when a significant
stock shortage is detected. Typically the test is administered
to a large group of employees equally under suspicion. The
test minimizes the investigation’s scope by identifying the
personnel most likely contributing to the ‘shrinkage” pro-
blem. Follow-up with another procedure, such as a poly-
graph test, can be used with this smaller group. The concept,
validity, EEOC acceptability. and other considerations for
these tests should be essentially the same as for those de-
signed for pre-empioyment screening.

The cost of these tests varies widely, ranging anywhere
from $10 to $30 depending upon the volume and the
testing firm, Details of thil"\ variety of test and its func-
tioning, advantages and disadvantages, should be discussed
with each test producer. ;

BONDING EMPLOYEES
o
Bonding an employee is a kind o*' insurance which pro-
tects you—up to a’specifi ed dollar amE}unt— against pilferage
by that employee. If you do not presently bond employees,
you. should look into it. If bonding is currently part of your
operation, review the level of your coverage. To illustrate, if
Yyour cashier absconds with $15,000, and your coverage is

‘only-$10,000, then you lose the difference. Most people

now covered find out too late that they are under-protected.

Our survey on bonding indicates:

BOND EMPLOYEES

DO NOT BOND

As a result of bonding; those who do:

RECOVERED LOSSES

When recovery is not made, one of two common fac-

= tors is usually involved. Either the amount stolen is too

small to bother with, or adequate proof for a court case
cannot be obtained. However, as the survey shows, the min-
ority who do bond stand a good chance of loss recovery, and
the 62 percent figure is over twice what it was 10 years
ago. Changed attitudes foward the thief have made the
difference, Employers prosecute more now and recover
more. Merchants are no longer taking the fatherly attitude

- toward pllferage The losses are becommg too severe to

overlook.

Beware when dealing with bonding companies. Bonding
does not necessarily insure you against loss. Like any other
business, bonding companies exist to turn a profit. There-
fore, their contract wording and business practices are
often designed with their convenience and profit in mind.

For example, your contract with the bonding company
may state that you will be reimbursed “after proven theft.”
“Proof” that an employee took some specific items can be
extremely difficult to obtain. It is improbable that you
could submit an jtemized list like the one below.

1,282  Spark Plugs
16  Electric Drills
34 Point Sets
11 - Socket Sets
83  Screwdrivers

Most contracts state that the employer must provide the
proof of piiferage. The bondmg company wiil not do the
detective work for you. Of course, if you suspect a theft,
the police department might conduct an investigation, and

" the bonding company might participate. If you are using a

bonding service, check your contract to see if the bonding
company will also gather the proof of employee theft.

Also, not all bonding companies actual_ly check out
your employees. They may do some surface checking— in-
vestigating credit rating or driving record—but they do not
always dig deep. They play the law of avgrages, avoiding the
expense of heavy research. They feel the extra payouts
caused by superficial investigating will be less than the cost
of doing all the background, work. o

Some emplovers feel that the illusion of being checked”

by a bonding company ‘deters pilferage. They have their
personnel fill out a bonding form but never send it in for
processing. The employee has the feeling he -is bonded,
and this acts as a deterrent. .

Until recently, the employer in many cases was his own
blggest problem because he refused to pursue total prose-
cution. Employers have historically taken the *‘soft” ap-
proach, which has meant a light sentence, generally consist-
ing of some sort of probation. Management choosing not to
prosecute justifies this by saying the amounts stolen are too
small t'o, fool with: The managers contend they will prose-
cute if serious amounts are involved. The bonding compan-
ies state that employees who see other personnel-going free
will be tempted to_pilfer also.

We are not recommending -any approach; because each
wholesaler/distributor’s circumstances are unique. However,
as we mentioned earlier, an incrbasing number of whole-
saler/distributors are taking a hard-line attitude toward
employee theft. .

e
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Chapter 4

DEPARTMENTAL CONTROLS

To "'facili_vtate effective anti-pilferagé controls throughout

'your establishment, we have segregated the wholesaler/

distributor’s various operational areas into “departments,”

or general areas of concern. These include:

- Receiving
Shipping
Drivers
Shop

~Counter
Supplier Salesmen
Office

‘Branch Stores
Drive-In Service
Computer Operations
All Departments

i

Aithough some general procedures apply to nearly every
operational area, each has its own'set of idiosyncracies, op-
portunities for pilferage and methods for combatting it.
Each of these areas is discussed in detail below,

’ RECEIVING

Receiving appears to be the least likely place to have a
problem, because, the topic under discussion is merchandise
“leaving” the place, not coming in. However, ‘this depart-
ment enjoys no immunity. “Recewmg pilferage can be
accomplished in many ways. 8 .

As mentioned before, in small organizations the receiving
clerk is often the same person who puts the merchandise

‘on_the shelf, and also the one who ships it out. In these

~cases it is easy to claim there was a shortage in shipment,

because the merchandise has already been put in stock.
The best procedure to counteract this is:
o Have the clerk notify you right away of every incom-
. © ingshortage. Instruct him not to wait several days.
¢ [nstruct him not to putany of the merchandise away
~ until he calls you.
. ® Check with the shipper or supplier promptly, while
everything is fresh in the minds of the people who may
» shave handled it, This is an easier situation to handle if
“ your Perpetual Inventory is accurate. *

The important thing to note here is that a receiving
clerk’s collusipn with a freight driver, wareHouse driver, etc.
is all that is needed to form a “shortage” team, The incom-
ing driver is able to get the. merchandise out of the building,

because he’s able to leaye without suspicion ‘with a truck-"

load of merchandise intended for other customers. .
Other employees in your orgamzatlon also get to know

-

incoming drivers, and might be tempted to use the same

means to get their material out of the building via the re-

ceiving dock. To make this more difficult, some establish-
ments set up a “yellow line’ area, with'a sign stating that
non-employees are to stay within those liies.
Cdtisa good idea to spot check the. ne‘\tt _incoming shlp-
ment yourself from that company which aiways seems to
have shortages. This is also a good place for{TIDE.

The ASIA Member Survey indicated the recemng “clerk

was responsible for 7 percent of recorded’ »pxlferage This )

\\

was at the low end of the spectrum % e

§

In one case reported in the Member
Survey, the shipping clerk was routinely
parcel posting a box to his own house.
Not only was he stealing, but the owner
was paying the postage.

SHIPPING
Ne

The greatest pilferage loss comes from collusion, and the -

shipping clerk and driver combination enjoys the perfect
set-up for getting merchandise out of the building without

it being obvious..In fact most pilferage teams seem to in--

“clude either a shipping clerk or a driver. The shlpolng clerk
is always at the shelving, pulling parts, and the driver i is al-
ways foading it onto the truck. It is an easy matter to put

more on-than was invoiced. There have been cases reported

in which' the rebuilders’ truck-driver, working with the ship-
ping clerk, was able’to easily haul out extra material at the
bottom of the core barrel,

In one case reported in the Member Survey, the shlppmg
clerk was routmely parcel posting a box to his own house.
Not only was he stealing, but the owner was paying the

postage. Naturally, one box mixed in with several others

was easy to “lése” in the everyday crush of.business. ~

% To avoid this, try to use a Schedule of Shipments similar

to the example shown on page 11. You can easily make up

your own form, and make several photocopies. After you

determine what form works best foryou, have it pnnted

By usmg this kind of form you can spot~check to see if .

any shipments are ready to go out, but are not listed.

In the ASIA Member:Survey, the shipping clerk was re-
ported: responsible for. 10 percent of the pilferage. This is

- higher than supplier salesmen, shop or receiving department,

&
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A “Record of. Shnpments" book is easy to maintain, and en-
tries require approximately 10 seconds per shipment. Note

- fthat there is a place for the person who handled the trans-

action to sign his first name and last initial.
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DEPARTMENTAL CONTROLS continued

o DRIVERS
In the Member Survey, the driver was mentioned as the
culprit- mare often than any other employee, except the

counterman. This is not surprising, since the driver has count;. -

less opportunities to. get merchandise out of the building.
And he also knows a lot of potential customers who might

be looking, for bargains. In fact, drivers were 'mentioned so

often there E.ghtybe a tendency to assume there are no hon-
est ones, which, , of course, is both unfair and untrue.

Here is a sampling of how drivers have worked some
schemes: "

1. - Picked up orders at warehouse, but not ail of the mer-
chandise got to the store. The driver made an extra
stop at home to drop off the contraband. It was
checked in as.a shortage. .

2. Loaded extra material on the truck, and left it with
a customer to hold temporarily.

3. Offered to help with order filling (so he could get to
the bins).

4, . Picked up returns from custoriiers—saw that they got
credit—but parts never got back to the store.

5. Put in two gallons fess gas in truck than gas ticket
showed. At the end of the week the unused gas was
put in his own car.

6. Brought in Cash Tickets showing customer got 2] ;.e: I

cent discount for cash, when it really didn’t happen.
7. Left stelen merchandise in his truck, which was parked
. outsrr 6. Came back at night and retrieved it.

8. Wheh customer paid cash, the driver pocketed the
money and reported that the customer didn’t need the
merchandise, so he put it back on the shelf.

9. Driver’s. duty included working on Perpetual Inven-
tory, so he changed the cards to match his pilferage.

* 10. During a delivery, while waiting for the customer to

get out from under the car or to come in from out-
side, the driver would steal from the customer’s stock.
11. The driver taking Parcel Post to the Post Office took
along exira labels addressed. to himself,. and applied..
them over the original label, The problem was later
blamed on “poor postal service’
12, The driver sold the truck’s spare trre and wheel, and
“claimed it was stolen, )
13. The driver claimed that while he was rnsrde making a

delrvery, someone stole parts off the truck, while in, =

fact it was the drivér whotook them

The following procedures could‘ help prevent some of ;

the examples of pilferage numbered above:

ol Call the manager at the warehouse rightaway while

t's fresh in his order picker’s mind. Do this every
tlme there is a shortage,

= ‘

jg//,3. Occasionally, and unannounced, check every item

& on the truck just before it leaves, to see if every-

thing is covered by an invoice.

The driver should not be permitted to return mat-

erial directly to stock or to ring the ¢ash register

from: his own. deliveries. He should check in to
another person, .-

5. 'Every gas ticket turned in should be entered ona
sheet showing speedometer miles, gallons purchased
and- dollar amount. |t takes only a few minutes to

determine if the truck is gettliig respectable mile-
age, or only four miles to the gallon. :

Have the driver make a Police Report. It may deter

. future mc:dents be\iause it is illegal to file a pohce

report on a.false crime. ’

1 4,6,8.

12,13.-

In some cases as many as: 20 different companies reported

the same schemes. Other schemes were also mentioned, but.

these were the most common.

In the Member Survey, drivers were reported responsrble
for 27 percent. of the thefts. ThIS is a hrgher percentage
than any other area, except the counter.

v

- Naturally, you do not want to slow

- down the operation, but you could and
probably should insist that all parts be
pulled by the counterman,

THE SHOP

The rrachme shop, in most cases, is vrrtually a separate"

entity. The customer usually goes directly to. the sitop and

deals. directly wrth the machinist. The work to be performed :
and price to be charged are determined between the two of

them. The machine shop man, more often, than not; also
pulls his own parts.

. The whole set-up is so self-contained that, if the mach--
inist wanted, he could perform work and not charge for it, ’
and give out parts and not charge for them, While: hes“
pulling the parts he needs, he could also.puli-parts for the

customer.
Naturally, you do not want to slow down the operatron

but you could and probably should insist that all parts are .

pulled by the counterman, who should llSt them directly on
the Shop Ticket,

One of the most-cited reasons machmlsts are aIIOWet.vo

go to the shelves themselves is that “the: ‘counterman ds al-
ways busy.” This can be cured to some degree by making

- the machinist think ahead and be more: businesslike, nstruct

R

— SO oy

him to make a list of what he needs, and:
— Request all parts for each job at one time, St
= Submit the request when he receives the job, not

three mmutes before he’s going to use them.

The counterman can then pull the parts at his fi rst break

'~ in counter traffic.

. Elsewhere we mentioned the technique of putting good

material in the scrap barrel that’s outside the back door, then.

retrieving the material after closing. The machinist is in the
best position to do this. Some cases were reported in which
the Internal Revenue Service (IRS}), while going over tax re-
turns, asked what happened to the money. the wholesaler/
drstrlbutor received from sellmg scrap.

If you cover his tools on your insurance
policy, get an inventory of his property.
This avoids his adding new numbers to
his tool box at your expense or clalmmg
excessrve Iosses

Tool insurance coverage is another facet of potential
machine shop problems General industry practice is that
the mechanic furnishes his own hand tools, and the em-
ployer furnishes the air, electric and special tools. If you

cover his tools on your insurance policy, get an inventory ‘

of his property. This avoids his adding new numbers to his
tool box at your eyjense, or claiming excessive losses.

In the Member Survey, the shop man was responsible
for losses in 7 percent of the cases, He was the least trouble-
some person of all the employees—but 7 percent can still

represent quite a few dollars,

THECOUNTER o

Because the counter.is the hlghest-traff‘ careain your és-
tablishment, it has a high. poteritial for pilferage activity.

Since the owner often spends a lot of time on the counter,

he may feel he s watching it, and probably is. Neverthe-
less, pilferage still occurs, Here are the prmerpal “schemes ‘
to watch for; & :

e Customer and counterman have an arrangement in °

which purchases are rnade right at the counter, but
. only .a portion of them are billed. These transactions
¢an even be handled right under your riose. This is

- $1.22,

especially true where a lot of merchandise is on dis-
play. These transactions usually result in-the custo-

. mer’s hurrying to leave the counter as soon as he has

his material. This type of. collusion can often be de-
tected when a customer insists that a particular coun-
terman wait on him, or. when his phone calls are al-
ways limited to this counterman. ?

Also watch for invoices on which items have been
scratched off because ‘‘the customer decided he did-
n’t need it after | got it out.” The deletion may have
occured hours after the customer/accomplice leaves,
aliowing him to walk out the door fully invoiced in
case he is stopped.

¢ Counterman writes refund slips. for material or core

deposits which are not actually returned. Since most
firms require the cash sales ticket in order to make a

_refund, insistithat this ticket be attached to the “Paid-

Out” slip, For returns made on charge accounts, the
office copy should be marked showing that it Was re-
turned. This will keep you from wntmg several credits
on the same item.

e Counterman puts list prices on cash tieketsto list

customers, then alters them to show net price before
ringing them on the register, and keeps the difference.
The safest way to handle this is to have validating-
type cash registers. This is the register that stamps the
amount of the ticket. The other choice is to have'one
cash ticket copy -stay in the machine. This copy, of

course, cannot be altered (See Section VI, Cash':

Register Controls),

e Counterman deliberately: mis-adds cash tlckets then

corrects the amount after customer leaves and pockets
the- difference. If your office procedure is such that
yod check additions or extensions, then you will catch
this. If not, be on your guard if one clerk seems to
always have tickets with erasures or corrections =,

e Altering..of amounts on.cash tickets, as shown on

example below:

/.22 2.95

. w2z (122) 795 (493 -

Skl.z2 (ﬁ.z;)
47 22 (yo.22)

Note how easily the $11.22 was changed to $4.22,

745 G33)

converted in this manner.

or $10.22, and how $7.95 was changed to-
other lesser amounts. Other numbers can easily be

tt\
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e Counterman issues phony Paid-Outs for pickups or
hardware items, which have not actually been made.
All Paid-Outs should be made (or OK'd) by the
manager, and should have the sales slip attached.

e Counterman voids cash ticket, then pockets the mon-
ey. To prevent this, instruct the counterman to fol-
low a set procedure whenever he vords a ticket, as
follows: : :

— Draw a line through every-entry in such a man-
ner that the Ticket can still be read. Otherwise, you
will -often find that when you refer to a voided
ticket, it has been 0 obhterated that you cannot
make it out.

— Mark the Ticket “VOID” in bold letters..

— Mark the reason for voiding, such as:

“Duplicated Billing”
“Wrong Parts”
, “Rebilled” -
— When it is rebilled, give the “new” invoice number.

You‘ might also consider changing your‘ policy of
voiding “Cash Tickets” to one of “Absolutely No
Voiding of Cash Tickets.”. (Write a refund slip insj:’ead)

® Since the counterman takes most of the calls for de-
livery to customers, he can fill the order with the re-
quested items—and add in extras—or simply not bill
all of what he has given,

o . See “Cash Hold Tickets” under Office control.

0
v

These transactions can even be handled
right under your nose, This is especially
true where a lot of merchandlse is. on
dlsplay

Some of the previous transactions cannet be easily ace
complishéd when there is computer billing at the counter
since the computer makes the entrles Many wholesalers/
distribitors-commented in ithe Member Survey that since
lnstallmg computers their gross profits improved. Some of

" this is, of course, due to the ehmmatlon of errors. But we
‘cannot overlook the probability thaf ?ome of this improved

margin is the result of closing some pllferage leaks. -
In the Member Survey the counterman was reported to
be the most prevalent department in which pilferage oc-

curéd. The counterman was responsible in 31 percent of the .

cases. This was nearly as great as the combined total of

* shipping clerk, salesman, shop operator and receiving clerk.

14 -
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SALESMEN

The Member Survey indicated that the wholesaler’s/

distributor’s own salesmen are involved in pilferage more
often than ‘the-Receiving Department of the Machine Shop.

~Salesmen were reported responsible. for eight percent of

the pilferage {oss. A
This is possible because of their unique posrtlon A sales-
man, most times, has access to everything in the store. He

is always in the shelving, office, shop orshippingareas. He

handles a lot of paperwork, includifig writing credits.
Typical sales pilferage techniques include:

o Taking material as salesman’s sample or leaving mat-
erial on trial with customer, and not returning it. To
counter this, establish some type of Salesman Sample
Procedure. Do not trust anyone’s memory to get the
samples back. Two control methods which will“ac-
complish this are: :

© —_Actually invoice to the salesman, at déaler cost,

items taken by him, and write a credit upon. re-
turn. If you feel this could be confused with his
regular account; then use two separate statements
with one marked ““Sample Account.” “

— Make up a 3 x 5 card for every item taken as a
sample, and have him initial it. Upon return of the
item, have him-request the card back. Obviously,

" any card still in the file with, his srgnature mdlcates

he stlll has the sample

e -Bringing in cash for customer payment on account,
-but ‘instead writing a credit for equal amount of

merchandise. Do not permit salesmen to write credits,
even though they are permitted to'give the customer
a Pald-On-Accountw receipt when collecting money.
Credits for returned merchandise should be written
by other authorized personnel. )

e Claiming customer was shorted on order, and asking
for “no charge” material. As outlined elsewhere in this
book, shortages should always be handled at depart-
ment-head levels. Do not permit order filler or ship-
ping clerk to correct any errors without your approval..
It-is important to place shortages in a major category
where “the boss is informed of it.” (Se¢ Section VII,
“Dealing with Pilferage”)

OFFICE

Off" ce type thefts. are usually. constdered as embezzle-‘

ment and ‘we said we would not cover fraud or embez-

W
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zlement because they are full topics on their own. However,
some office activities should be w/aEched closely:

¢ The person making up bank deposits should not be
permitted to write credit memos. This keeps them from
writing a credit memo for payment on account, then
pocketing the money. The customer will not com-

+ - plain, since his next statement will show a clean slate. -

e Office personnel making payments to non-exrstent
companies.

¢, Office personnel paying for invoices on which mer-.

chandise has notactually been shipped. These cases will
.- more readily occur with the collusion of small local
suppliers, rather than direct factory-type shipments.
e [f the.same person who checks the cash register alsc
" - handles Perpetuaj Inventory, bé sure he or she is not
working in complicity with someone at the counter,
or.in some other vulnerable place in the:store. A few
cases were reported in which office personnel, when
checking the register daily, managed to accomplish

.a false shortage. This is a place for TIDE.

‘Make it a standard practice for the person signing the
checks to ask at random ‘‘to see the entire file’' on some
of the transactions. Special attention should be given to
checks made out to lumber companies, appliance whole-
salers or other areas where the material may be siphoned
off into personal channels. Also, periodically look at a few
of the files on local warehouses and transient help payroll.
Avoid a pattern of checking, and do not explain your rea-
son for wanting to see the entire file. Keep your inquiries
“all over the lot” so that the office cannot be sure where
you will loek tamorrow, or next month.

It is important -to ask many questions when you are
looking into the “entire file.” Go into great’detail with
your questions, and do not show that you are completely
satisfied. Do not complain by saying you are dissatisfied,
but do not express satisfaction either.

e Cash Hold Tickets. Although they originate at the
counter, Cash Hold Tickets eventually end up as an
office function. A cash-hold transaction is a peculiar-
ity -of the wholesaler’s/distributor’s business. It is
.not a cash. sale, nor is it a charge sale. It is some-
thing in between and is comparatively easy to void
or to write off. It is usually poorly vrritten- and
cryptic, such as:

Bili .

@ Maln Street Motors — $5.00
or

Red.

@ Acme Chevrolet — $7.00

The beneficiary is ‘usually an . employee of a regular -

charge customer, to whom ‘we have given this temporary

“charge. Many of ‘these people are transient, and a month

later they aré gone without a trace. Since cash-hold items
are not usually for large amounts, management often has
a tendency to overlook them. But watch .them, they can
add up.

BRANCHES

Branch stores are good examples of areas where large vol-
umes of material are handled well out of your sight. In
places like this, the activity is fairly high, and underhanded
activity can easily get lost in the shuffle. Pilferage is easily
accomplished. in the branch operation, because the branch
store truck (or your truck, if you deliver) is in and- out of

" the branch every day. Overshipping is a simple matter, dif-

ficult to detect because the branch was never billed for those
items, and, therefore, cannot be short those part numbers.

The accomplice in this:case does not necessarily have to
be the driver. The accomplice could be the person at the
branch who checks merchandise in. He is the one who would
report overages or shortages.

This is where TIDE must be used often. As stated else-
where, when you Try lntroducmg Dehberate Erreors, do it
as follows:

" — Overship severai items.
— Undership several items. -
~— Do both'in the same shipment,

If the shortages are reported—but not the overag_es_—' v

you will know you have a problem. If you overship only,
and don’t undership, the branch store can always say ‘‘We
were busy that day and didn’t check in the shipment, so
we didn’t kriow it was overshipped.” lnsrst that branches
check in their shlpments at once.

Branch store: returns should also be watched, because -

they sometimes run as high as 15 percent of sales; Tnis
makes for a lot of return traffic, Branch store operators
have reported ‘‘pilfered’ returns; such as: = -

— Old cores instead of new in the box. )
— Boxes that are returned as 10-|n-the-box are not
full boxes.
v— Gasket sets and other sets have been broken open,
and have parts-missing- -
— Merchandise is.returned in a brand you do not
stock, or it was discontinuéd three years ago.

If these returns are accepted without close ¢check-in, and
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that store is credited with full value, the branch has built up
a “balance” to-work from. -
- Paperwork between stores must be complete and revnewed
at:least annually. ~ ep a

*  DRIVE-IN SERVICE

In recent years some wholesalers/distributors have added
drive-in bays, and this has created the fieed for a new set of
safeguards. We now have a simple way for the-thief to get
material ‘out of the building. When the customer picks up
his vehicle, he could Jeave with a:trunkful of your merchan-
dise. If company tools are left in the vehicle, and discovered
there by management, the perfect excuse is ‘“They: were left
there by mistake.”

The relatlonshlp between an empioyee and a drive-in
customer is much closer than at the counter. Many car own-
ers will hang around for hours waiting for their vehicle, and
this gives them an. opportunity to become: friendly with
shop personnel. Also, if the customer leaves with a box of
merchandise “‘that he had in the trunk,” who is going to
stop him?

Another technique is not to list on the Shop Ticket all
the parts that were used.

Many vehicles require road -testing when completed, and -
this, again, provides an unsupervised channel through which .
parts can leave your business

Obviously, controls ar pecessary, even though they are
hard to implement. I the summer,; most overhead doors
are fully -open, and people stream in and out all day. Never-
theless, you should establlsh ground rules -to cut down
pilferage possrblhtles - '

These ground rules can mclude

e The vehlcle owner s‘tould talk only to the Servlce '
Manager, and leave his vehicle vyhere he puiled in. -

~.e Have a separate waiting area for customers, ‘with

chairs and perhaps a television'sef., - - -

e [f the mechanic is ready to test drive the vehicle, the -
Service Manager should look in the. trunk and back
seat.

¢ The mechanic should not be permitted to get any-
thing out of stock. Instead, he should pm‘:l\s request
on a note and hand to the parts man or\Serwce
Manager, - ‘

-+ When the vehlcle is ready and parked outside, lock all
doors to be sure nothing is put in it later,
Of courrse,. these precautions have to be accomplished

P o

with tact. Do not approach. them in an
manner.” There is no need to alienate either the-customer

or the mechanic,

" COMPUTER OPERATIONS

In the early bdays of computers it was easy to avoid com-

puter theft. You merely “put.a lock on the input'machine .,

and .went home.”” But today it is. a whole new efectronic
battle, A smart thief can steal more with a terminal than he

can with a gun.-Several cases have been reported in which

high* school students have manijpulated computers through

a telephone modem link, and defrauded unsuspecting com-

panies of thousands of dollars in merchandise. Others have
gained access to travel agency computers, acquiring scores
of free travel tickets. Bank employees have juggled accounts
for years béfore being caught. Other trusted personnel have
put phony people on the payroll, paid ghost companies’
non-existent invoices, made refunds to phantom accounts,
etc. Strangely enough, publicity on these has been sparsebe-
cause compames fear thie bad publicity, and ‘management

‘does not want to admit they have been taken.

When - establishing ‘computer controls' and safeguards
keep these factors in mind: s T

e It is difficult to thwart a computer professional who
has chosen your.computer to tap—but the pro is not
the major threat. The major threat comes from the
opportunities provided for your own employees to
“play” with your computer,
All computer systems provide the possibility of an
activity report at the end of the day. Use it! This is
your most effective safeguard against computer theft.
Request the suppliers of your computer hardware and

. software systems to.advise you on methods to make
your. computer system more resistant .to theft. Or.

secure the services of a “computer consultant’ .or
“data system consultant” (often listed in' the Yellow
Pages of tl‘e telephone directory}. If your local

o pohce department has a #+Fraud and Bunko depart-
ment, they might also be able to help, If you decide
to bring in a computer consultant; get his price first.
Some of these specialists charge $100 an hour plus
expenses, if travel is invoived.

‘s Establish levels of access, such as “Read Only" for

all personnel who do not know the “password” to

vulnerable areas in the computer, -

Do not-‘abdicate -responsibility” to the computer.
Many organizations, for instance, insist that all checks
be signed by a responsiblé official, rather than letting
the computer issue and "'sign’’ checks. This provides

“investigative .
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an important safeguard.
e You may also want to discuss coverage of computer
operations with your insurance carrier. Get from him
- the advisability and price of coverage on:

— damage, theft or wiping out of software, programs
and security discs -

— damage to hardware and main frame

- business‘ ‘in‘terrubtion during downtime

Coverage of cornputer operations is different than
ordinary fire or loss coverage—check it out.

PILFERAGE POSSIBILITIES
in ALL DEPARTMENTS'
s ; v

We have segregated the boek into departments, showing
what to watch for and actions to takein those departments,
But some activities can be accomplished in several depart-
ments, and sometimes by everyone,
. © - R . o

e Taking out merchandise in a lunchbox or a coat. in

some cases? when the person is caught, he or she will

claim it was placed there by another employee as a

prank, or maybe to “get even.” Security is generally

not as tight at Junchtime as'it is at night—and material
" may be more easily taken then,
e Putting merchandisé in the trash barrel outside and

T A R e e T,
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taking it out of the barrel after ¢losing. ;
& If trucks are parked inside, puts merchandise in the
truck, and retrieves it after the truck leaves the
premises. T :
¢ “Breaking Out.” This means an employee ‘conceals
himself in the store just before closing. He then takes
whatever he. wants, and “breaks out®™ NOTE: This
cannot be done if all doors need a key, even to get out., ‘
® |f there is a second floor window (especially if over- '
looking an alley or parkinglot), it is an easy matter to
throw pilfered merchandise to an accomplice,’
* If a customer asks-to have someone drop merchandise
off on his way home, this creates an excellent oppor-
tunity to take along a few extra items. ‘ k
* Factory men-spend: alot of time in your disles, They
may not steal their own material, but may take mer-
chandise from another salesman’s area or tooli line. |
e  “Stuffing.” This is concealing small articles in a big-
ger box. Items such as ratchets, ‘sockets‘, grease seals, 5
ignition' parts, valves, hydraulic parts, gas filters, e
- boxes of ‘bolts, PCV valves and many others can be :
hidden in boxes of brake shoes mufﬂers, water
» pumps, pressure p!ates, etc. ‘

L.ook over thlS list 'and set up your safeguards, such as 3
changing all “snap-lock” doors to deadbolts so *“‘breaking N
out” cannot occur. You may want to move the frash bar- - 7
rel inside, and develop other procedures that fit your own !
srtuatlon o ) ‘ ‘
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Chapter 5

CASH REGISTER CONTROLS

Run properly, the cash register.is an important and accurate’

tool. Howeyer, loose procedures at the register can incur a
substantial financial drain on your business. The key to
safe use of the register, as mentioned earlier, is an.estab-
lished po’licy—-one which everyone understands and follows.

‘The following eight situations represent typical costly
cash reglster transactions to watch for

° The customer buys . mree items and leturns one of
- them. But the refund ticket indicates all three items
were returned, and the employee pockets the differ-
_ence. To avoid these phony paid-outs or refunds have
_the customer sign the refund slip. Also, attach the
“original sales slip to the refund slip. Since most whole-
salers/distributars require the invoice for any refund,
. this is easily. done. ,
® Another common problem is persrstent cash shortages
inthe register. If this occurs at your counter, consider
using .a multiple drawer register. Each: employee has
access and responsibility for only one drawer. A re-
duction in—or the elimination of—shortages often
comes with the loss of annonymity. A validating
-register also combats shortages. This machine stamps
the amount of the sale along with the clerk’s num-
ber on each ticket. Injaddition, a validating register
also confirms paid:euts,” which eliminates that .pro-:
blem. Paid-outs are discussed later. A rebuiltymachine
costs about onie-third the price of a new one, and,
although specral invoices are preferred, this type. of
machine will work well with your present mvorces

o

‘Do not permit the driver to ring up his
own deliveries or anyone but authorized
reglster personnel t6 make change for
personal use. . }

e Unauthorized personnel. in the register. Do n'ot,‘ pers
mit the driver to ring up his own deliveries or per- ~
mit anyone but authorized register personnel to makeé,

" change for.personal use. The fewer people into the
register, the better It is easy to explain that if there is
" a shortage, employees are not suspect if they never go

" .10 the register. -
e 10Us should be avoided altogether However, if you
~ choose to allow them, only a department head'should
write them. And the date the employee is going to
pay back should be noted on the IOU. 10Us are too
~ easily “lost” from the register, Having the employee get
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the money from the office, rather than the register,
also avoids problems, -
e Bogus checks. An empioyee may cash a bogus check
~ for an accomplice and then be “unable to fecall” who
presented the check. An established check-cashing
procedure avoids this. Refer to the next section on
cashing _checks for suggestions. In a similar vein, use
of stolen credit cards has become,popular' 5D you
should be on the lookout for problems with unauth-
orized credit cards. One counterman may. catse all
the problems and can quickly relieve you of a lot of

money. o
G-

. Temporary paid-outs. You can stop another cash leak
by prohibiting all “temporary”—and undocumented—
paid-outs. For example, someone takes $10 from the

- register and gives it to the driver to take the parcel to
~the post office, saying,"I'll write the ‘paid-out’ when
~~you come back and give me the exact amount.”
~ Writing the “paid-out” later is easily “overiooked,”
.and the register is suddenly $10 short. Establish a
policy: Even if the driver will be gone only a few
mmutes, show the “‘paid- out” on a slip placed in the
re;,lster

Cash register overages also present temp-

tation. An employee may pocket an
overage that has built up in the register
durmg the day

e . Cash register‘ overages also present temptation. An
employee may pocket an. overage that has built up

in the register during the day. The overage can ac-
- cumulate from a number of small sales (10 to 25 cents)
for which tickets are not written. Frequently,” the
money from such %ales is left on the register’s ledge,
becoming a temptation for use in a vending machine
or building an overage. Such pilferage is not necessar-

ily in-small amounts. An overage can also be created -

by simply not writing a ticket for a large ticket item.

One possible solution is to establish a procedure

whereby all items, regardless of" price, must be in-
voiced: 4t the time of sale. Some wholesalers/distrib-
utors have a policy where any sale under 50¢ value
is still invoiced at 50¢. The customer is forewarned

that the minimum. charge on. cash:sales is 50¢. If

such policies, or, variations thereof, are used, the
practice of establishing overages will probably hever
occur,

& Cash refunds for charge itemns. Many customers rout-

" inely charge some items while they pay cash for
others. A dishonest employee might write a credit
- memo for a returned charge item, while at the same
time writing a cash refund. The refund is, of course,
pocketed by the employee. The solution? Mark the
original office invoice on all returns and refunds,
Additionally, add a note to the original office invoice
indicating the item has been returned This prevents

" several returns of the same item,

Some wholesalers/distributors have insti-
tuted a so- -called ‘“cash register is for cash”’
program They have removed all other
transactions from the register.

W

One simple policy avoids many register problems. Some
wholesalers/distributors haye instituted a so-called. *‘cash

_register is for cash” program. They have removed all other

transactions from the register. If there are any refunds,
I0Us, paid-outs, etc., they are-handled from the office. The
cash register is Used only for cash sales.

Although it is unlikely that you are experiencing a sig-
nificant cash loss from each of these deceptive practices,
your awareness of’them goes a long way toward prevention
of significant losses from all of them added together.

CASHING CHECKS

Durmg the business day, checks presented- at your coun-
ter fall into two categories. Flrst are those presented by a
well-known customer, someone established with you from
~~“whom you would have neZirouble getting payment for a
check that bounces. Second, are those presented by anyone
else,

The second category creates the problem And although
only. about three percent of the checks accepted are bad,
they are 100. percent of the problem Checks that come in
the mail cannot be screened, but these are not part of the
trounlesome three percent. Checks commg across the
counter create the headaches. .

1t is a good idea to appomt only one person to approve
every check that comes across the counter. Normal business
flow’ permlts this policy. You might need an alternate to
provide check approvals during vacations and lunch hours,

but-the one-person policy should stand. Why? Simply be-

cause it is easier to teach check cashing caution to oneperson .
than to an entire crew.

To some degree, a check is a “‘promissory
note,” saying the holder has the cash on

“hand in a checking account. If this.is
true, then the individual should not
object to your calling the bank to find
out. )

If someone in the second category comes to you and
you must decide whether to accept a check; there are only
two things you need to know: ¥

e s there a bank balance to cover it?
o Is this person the Jawful holder of the check?

To some degree, a check is a “promissory note,” saying
the holder has the cash on hand in a checking account. If
this is true, then the individual should not object to your

calling the bank to find out. This answers the first question *

in approving the check.

Next the individual must"provide identification to your
absolute satisfaction—not to your casual satisfaction. In
states that have a photo on the driver’s license, request to
see the license. Compare the name thereon with the name
on the check. And, of course, compare the person with the
photo. In addition,"it is useful to have identification by
someorie who knows this person. If the individual says that
Mr. Jones from Jones Service can provide identification,
then call Mr. jones and give him a description of your cus-

tomer. You can then inquire if Mr, Jones has taken this

person’s checks. Only wheri identification is absolute
should the check be approved

If the holder cannot be properly identi-
fied, or if the banks are closed, then it
is wise not to cash the check until both
questions of approval can be answered.

fe
i3

You will sometimes be asked to approve second-person

checks (those written by someone else and given to or en-"

dorsed to the current holder.)These are even more risky than

19
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“direct personal checks, and identification and references

must be absolutely sound.

If -the holder cannot be properly identified, or if the -

banks are closed, then it is wise not to cash the check until
both questrons of approval can be.answered. In order to

justify this actlon, merely ask yourself if you would extend

. credit to such an individual without checking. In actuality,

this is what you are doing by cashlng the check without
proper research.

Some firms approve checks only if a driver’s license. or
other identification is shown, This, of course, does not
prove the money is in the bank. It only verifies identifica-
tion. Nevertheless, each company should set its own policy
based on experience. v

Avoid taking a check for any amount o

greater than the purchase. If the check is
bad, you lose the merchandise and the
extra money.

Followmg are sormme gurdelmes and precautrons for check
approval:

e The “passer” is usually an intelligent person who
makes a business of cashing bad ‘checks. Do not
underestimate him. Do not be afraid to ask questions,

“and do not hesitate to check on the answers.
e Be sure the person is of legal age. Charges cannot be
" pressed against juveniles in some. states. Beware—

. ‘forgery rings frequently use young people. )

. Avoid taking a check for any amount greater than the
purchase If the check is bad, you lose the merchandise
and the extra money. .

¢ Reject a check showing any sign of alteration.

¢ Do not accept as automatrcally safe: cashiers checks
payroll checks, checks cashed by clergymen Follow
your-firm’s standard approval policy. . :

e Do not. be rushed, and dao not let-the customer’s
anger color your research. Ifin doubt pass it up'

e Traveler’s Checks have an almost astoundmg reputa-
tion. Few instances of. fraud exist, and in some cases
involving fraud, the Traveler’s Check companies have
covered the checks. Nevertheless, there is nothing
wrong with askmg for some identifi cation |f itappears.
necessary.

o Never take a check from a customer made outto your .
company, if the clstomer simply wants ‘cash. In this
case have the customer -make it out to himself or to

@
- .
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‘ \\\ sash.” If you cash' a check made out to your com-
hy, the customer can come t6 you at the end of the
month, claiming that he has paid something on ac-
count—and he will have a cancelled check to prove it.

In 2 moment they give you an approval
(or rejection) for the check. If you get
the approval and the check bounces,
they will make it good. o

“Check guarantee” services, such as Telecheck and

. . Telecredit, operate on a fee- per-check basis. They work this
T oway: : -

4

* You cail them on a toll free 80C number,
* They ask you a few vital questions.
In a moment they give you an approval (or rejection)
for the check. If you get the approval and the check
- bounces, they will make it good.-

The fee is reasonable. You pay.a percentage of the am-
ount. only on checks you have called in. You pay ‘nothing
for any other checks you approve without their service.

G

In our survey we asked members about thejr check cash-
ing policies. The responses revealed. that fmost member
wholesalers/distributors use the following guidelines:*

o/

e Obtain- identification through driver’s license, especi-
~ally in'states that now have a photo on the license.
¢ If the license meets approval, cash checks up to $25
(some went to $35),
. lfthe amount is over $35, check WIth the bank

Bl

Oul'r origmal impression ‘was that this pollcy was loose
and unbusmessllke It looked like a real playground for
“check artists,”” but it does ot seem to have worked that

. way, Of course, there were some losses but the people we

lnterwewed said they were few. ylorcover checks ‘that did
bounce were Usually so small thcy,mused little fi nancral
pain.

An established check approval and cashmg policy saves
both'dollars and sanity. To be ‘effective the policy must be
understood -and followed by all employees. And to assure
continued adherence to your guidelifies, revuew your pohcy
with employees penodlcally,

o
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Chapter 6

BILLING PROCEDURES

— e, s

Most ‘employees are honest people. And as honest people,

they naturally on occasion want to purchase items from
you. ‘This need not ‘be a problem, but inadvertani—and
sometimes calculated—theft can occur. if you have no set
policy for handling these transactions.

EMPLOYEE PURCHASES

. Each establishment should have one person whom every-
one goes to for personal purchases, This individual should
get the parts, write the bill and price all items for the
employee. ‘

This avoids notes, memos and any other un-numbered
piece of paper, which might be easily lost, It also avoids
improper pricing.

Watch for employees who never seem to
make any purchasgs. It is reasonable to
assume that anyone owning a car and
working for a parts house will require
some parts, accessories or additives at
least once during any 90-day period.

A—

You can establish the price at which items are to be sold.
Most wholesalers sell at cost or’ cost-plus 10 percent They
feel if goods are sold on that basis, and the employee knows
it, theres-may be less temptation to steal. .

Watch for employees who never seem to make any-pur-
chases It is reasonable to assume that anyone owning a
car and.working for a-parts house will require some parts,
accessories or additives at least once during any- 90-day
period, A good practice might be to insist that all employ-

‘ees’ purchases are charged so that the records may be kept.

If there is a potential credit problem, write it on a charge
ticket and enter the money as ‘‘paid qn account” so that it
will still pass through the books. |

“Trading” is another way employees remove mate*ral
from your shelves. They trade some of your items to the

- fellow who works at the hardware store or drugstore They

might trade to a mechanic who works on their cars, and
«the trade is made ini lieu of cash. Trading also occurs with
Jocal “pick-up warehouses” where employees of both places
have a chance for mutual gain. In several cases where this
was uncovered, the employees did not really consider it
stealing. They admitted it was not honest, but felt it was
a step above actual stealing, because the components were
not traded for money. When discussing pilferage with em-

JE e

ployees, remember your idea of stealing and theirs may be -
quite different.
If you need some justification for changing your em-.
pioyee purchases policy, you may want to use the suggested
statement of policy that follows. Simply fill in the blank
spaces and post it or distribute it.i in your next pay envelope.

V4
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EMPLOYEE PURCHASES POLICY
We follow the recommendations of the Automo-
tive Service Iridustry Assn. (ASiA) for employee
purchases. )
¢ One person and an alternal:e will be responsible
for billing all employee purchases. f
. — Billing will be handled by:
— The alternate will be:
s Purchases will be billed at: : L

— Since this is lower than catalog price, do not ®
" request this price for friends or relatives. It is T
for your personal use only.
— Do not use notes or memos to take out per-
sonal need items.

= _If an exchange is invoived, you will be billed for
the core until it is returned. N i
¢ Our terms are cash or charge. If you charge pur- i
chases, the charge is to be paid by the 10th of
the following month. If you cannot meet these
terms, please notify us at time of purchase. Em-
ployees are not tax exempt.You will have to be
charged sales tax.
o If you afe familiar with the catalog, please sup- B
ply the part rumbers when requesting the parts. 0
@ Notify us of your purchase as early in the day
" as you can so we can pull the parts foryou. It
avoids a closing time rush.
e Returns, if any, should be handled through the
. person designated above !

Thank you for your cooperation

S ©
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EVERYTHING MUST BE BILLED'

The reason everything leaving your premises must be
billed on a numbered plece of paper is that it is to edsy to
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BILLING PROCEDURES continued
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lose a note. For instance, an employee takes a bunch of

parts home, not knowing which ones will be used. The in- ..

dividual puts them -all on an un-numbered note and bills
himself after bringing back what is not used. Sounds simple.
Saves bookkeeping. Saves time. Right? g

When discussing pilferage with employ-
ees, remember youridea of stealing and
theirs may bé quite different.

True, but it also tempts the employee to save money at
your expense.If the note is “lost,” no one is the wiser. The
employee may keep the memo for several months. And if
you inqiiire about it, the individual can produce the note to
show the purchase is not forgotten. The note is only lost
after you have forgotten it.

;-We propose:you soften the bxllow to your employees by
ifitroducing a new, overall program that covers all phases of
billing everything. This way, you will not appear to be sing-
ling out any one employee or group of employees. A policy

statement such as that below can be used as instructions for .

billing everything.

{3 S

Every time something feaves the store, it must be
recorded on a numbered invoice, transfer, debit or
other applicable paper. Notes or memos should not
be kept on any itemsthatare “blllable ” The following
are typical examples:
e Customer borrows a tool from the shop.*
e | oaner grease gun, battery charger, or other in-
strument is loaned: to the customer.* v

e Customer or employee takes two items, not
knowing which will fit. Bill both. Write credit
upon return. -

e Returning a “pick up’ to a local car dealer. Put

on a debit.

¢ Return of cores to our alternator supplier,

clutch supplier or any other supplier.
Return of warranty material to supplier.
Deposit on ridge remover.*

EVERYTHING MUST BE BILLED

e Material on which you do not have the price.
Bill it and leave price open.
¢ When you send a customer something that he has
been “shorted,” bill it “no charge” and refer-
. ence the original invoice on the bill, -
s When sending equipment items out for repair,
use an order number. :

All items must be billed on some nurr;bered piece of
paper. [y

\\II

*Anytime you give somecne a loaner tool or equip-
ment, use new equipment prices. This gives an am-
ount high enough to induce the customer to re-
.turn it promptly. It should make very little dif-
ference to the customer, since he will return it
anyway,

Q
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Chapter 7

DEALING WITH PILFERAGE

After you have established a system to keep pilferage to a

minimum, the system should be considered. in the same
light as a piece of machinery. it should be tested. How?
Introduce deliberate” errors. It is a relatively simple tech-
nique for checking the honesty of your employees and keep-
ing everyone aware that you are concerned with accurate
reporting and pilferage.

Each department requires a different ‘technique and
errors should be introduced only by a person in upper man-
agement. Since wholesalers/distributors have many differ-
ent procedures, no standard method for checking can be
recommended. However, we suggest possible techniques in
the following section. Some of them have been mentioned
in previpus sections, but are worth repeating.

When a shipment arrives and is unpacked
but not yet checked in, have someone
call the receiving clerk away from the
area. In his absense, add extra items to
the shipment.

TRY INTRODUCING DELIBERATE ERRORS
(TIDE)

The receiving department is easily tested. When 2 ship-
ment arrives and unpacked but not yet checked in, have
someone call the receiving clerk away from the area. In
his absense, add extra items to the shipment. Use parts
from your own stock of that line. You' will soon know if
the overage is called to'your attention or “‘absorbed.”

Here is a <uggested technique for checking a truck dri-
ver, Use the same general procedure as above, but this time
put some extra material on the truck. This test is best made
with valuable items or easily disposed-of items such as an
electric drill, spark plugs, etc.

Many wholesalers/distributors have branch operations.
They should also be tested occasionally. You,can overship,
using the above method, to see if it is réported. When this is
done, on the same shipmént include an itef that is short.
This avoids the excuse: “We didn’t check that shipmeént in
because we were too busy that day.” if the shortage was
reported on that shipment—but the overage was not—you
will know someone has yielded to temptation.

The cash register should also be subject to sporadic ard
deliberate errors. To check the register sirply put extra
money in the drawer to see if it is reported. Do not always
use an even amount such as $5 or.$10. Try $4.20 or
$16.35 or another amount.

Other departments can also be spot cheskgd by intro-
ducing deliberate errors of some kind. Adopt methods
suited to your own operations. Spot checking should occur

constantly and foliow no set paitern. If you are always test- -

ing your system and your people know it,"they can never be

sure which errors you are aware of. As a result of your ef:

forts, many shortages you did not know about will undoubt-
edly be called to your attention. A spot checking system
should be vague. No one should really understand how
the checks are made or what you really do. How often or
to what depth you check should always be unglear to your

employees. This keeps anyone from learning a pattern. It

also keeps them from knowing what facet of your operation
you are not checking,

Many people are opposed to spot checking as outlmed"

here. They claim that it is like leaving the keys to your
car in_front of your teenage son when he has been denied
his driving privileges. - A

We are aware that spot checking may tempt some em-
ployees to pilfer, evzn though they have never stolen from
you in the past. This is not a dlsadvantage And your spot
checking will not start anyone on the road to ruin. If the
temptation placed before employees causes them to slip off
the straight and narrow path, then how can you be sure it
has not happened befare? For your business’ sake, it is bet-

ter to identify any pilferers early rather than find out

after you have suffered a considerable loss.
Spot checking, of course, cannot be well done in aloosely
knit establishment. The deliberate errors would probably

identify someone as a pilferer, when actually the shortage -

is due to lax procedures. Spot checking is best accomplished
after set procedures are established.

Obviously, use of this approach requires a detached ob-
jective attitude. Introduction of deliberate errors includes
the element of baiting, and some wholesalers/distributors
may be uncomfortable with this. Nevertheless, these things
may. become necessary. And the individual wholesaler/dis-
tributor must decide if the ends justify the means.

Checking services are outside agencies
which send someone to shop in your
store, making purchases which create op-
portunities for the counterman to pilfer,

\\ : 'CHECKIJ‘NGSERVICES
j)

Checking services are outside agencies whlch send some-
one to shop in your store, making purchases Wthh create
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opportunities for the counterman to pilfer. In response to

~our member survey, a surprising number of wholesalers/ .
distributors asked where they could contact one of these
‘services. Some implied the service would be useful at any -

price. Even if the check uncovered no theft, it would at least
give the wholesaler/distributor peace of mind.

How do they opeérate? Here are some typical checkmg

service techniques:

¢ They make a purchase and try to walk out without
getting a ticket. K

¢ Or they make,a purchase, get a ticket, and after the
ticket is written, ask for another item to see if the
counterman does add it to the existing ticket.

¢ They also shop at clos?n?n;t\i\me, when the counter
people may be tempted to cheat because the register
has been checked out or the lights are already off.

Several different contracts can be made
with checking services, and you would
be wise to read them twice before sign-
ing. Some contracts are written so that
the service gets 50 percent of any
recovery.

COSTS AND CONTRACTS

Several different contracts can be made with checking
services, and you would be wise to read them twice before
signing. Some contracts are written so that.the service gets
50 percent of the recovery. Some include prosecution costs,

and others make the wholesaler/distributor pay these costs._

If you are interested in merely finding out if you have a
problem at your counter, be sure your contract calls only for
discovery— and not recovery. Some recovery contracts
insist on. prosecution, with 50 percent of the settlement
going to the checking service.

A checking service usually makes 12 to 20 separate cony
tacts over a two or three day period. Different people make
the purchases. Sometimes the service uses a team, including
up to four people, some of whom are women.

A report is provided,and includes each fndividual trans- ’

action. The report gives the following information:

s The name or descriptioh of the counterman.
e Date and time of contact.

¢ The invoice that covered the sale.
" Comments on courtesy, appearance, and promptness,

Employment of a checking service involves two basic

costs. First, wholesalers/distributors must refund money for.

all materials the checking company purchases when making
buys. In addition, the fee for the service usually runs be-
tween $125 and $200 per store, depending on which, of the
above contracts you use. Many state associations have
group rates for this service. These rates represent a substan-

tial savings to association members.

If you do decide to use a checking service:

e Contact them yourself, not through your secretary.

e Determine whlch contract you want—with recovery
or without.

Get the price.

Ask how many “buys” they will make.

Have them show you the report form they will use.
Consider the dates. Are they to be selected by you or
by the service so that they are a surprise to evenyone?
e Do not tell anyone else in your company. E:)

/L

When contacting a checking company, °
it is wise to use the phone. If you must
write, prepare the letter yourself.

CONTACTING A SERVICE

o

When cohtacting a checking company, it is wise to use
the phone. If you must write, prepare the letter yourself.

:Do not dictate to your secretary. She may tell her boy-
friend who works on the c?unter or notify someone else of

the letter. When the checl\mg date arrives, do not inform
anyone, not even your manager or other confidants. Opinion
is divided on whether your crew should be informed that
you are using this service. One side says that if the employ-
ees know a checking service is being used, they will be afraid
to cheat, not knowing. which customer is a tester, Whole-
salers/distributors holding the opposite opinion say they are

" .more interested in finding pilferers. Whatever your current

opinion, these points, should be discussed WIth the checkmg
company you intend to use.

Checking services prove mvaluable in many instances,
and most often it is the trUSted -employee who is caught.
Thus, in our opinion, you are wisest to keep your use of
this service a secret from everyone. .

LR S T L S ST R T
R AL T S i s

The frequency of checks must be up to the individual
wholesaler/dlstnbutor but we recommend checking about
oncea year,

‘UNDERCOVER OPERATORS

Many checkmg services also have facilities for under—
cover operators. These people are actually put on your
payroll as employees and then placed in the department
where you feel there is a problem. Most undercover oper—
ators can accomplish their job in less than 12 weeks. Stan*\,‘
ard practice is to keep them on the payroll for several weeks
after their work is accomplished, never exposing them as
operators. This permits the wholesaler/distributor to use
inside undercover operators again without causing a tight-
ening up every time a new person is hired. And what will
this cost your business? The charge for this service consists
of the regular salary for that job plus the service company ’s
override.

SURVEY RESULTS

Our several thousand member survey included the fol-
lowing three questions regarding the use of checking ser-
vices. We feel the response from more than 1,000 members
is significant: .

¢ o &
Ne Do you use i checking service to see if i invoices are
written on every sale?

Yes ' +1%

No

Yes

No

e )’6 they charge you a percentage of the amount they

recover?

Yes

"Note that the 47 p‘ércent who said they ca9g11t some-

‘one is not 47 percent of all firms surveyed. Rather it is 47

e

percent4f theM1 percent iising a checking service. -

The figuréd:shaw that dishonest employees are discovered’
about half the time when a checking service is used. Our fig-
ures do not indicate the number of countermen caught pil-
fering per firm. However, we have beén led to believe it is

~always more than half the people tested.

Listed below are some typical comments our members

listed on the survey in reference to checking services:

Have not used checking service in 10 -years. Do not

know why.

We are a WD, and have almost no cash sales,

It is hard to find a good checking service.

This service is a must. Try it. You will like it!

We have paid 50 percent of recovery—and it is worth

it.

¢ Our checking company did not catch anyone the iast
time. | do not know if they are lax orifouremployees
have become honest.

e Where can we find the names of some of these service
companies?

SHORTAGES

Shortages aR every level, and however slight, should be
checked by the &wriér or his designee immediately. A feeling
of importance must be attached to any shortage. Impress all
personnel ‘with the idea‘that any shortage is handled at the
top level. Create a firm understanding that shortages are a
nffatter of concern. Otherwise you may have problems. For'
example, most bank tellers, payroll clerks and sales people
who are tempted to steal start by taking a little bit. And if
they get by with that, they take a bit more.

The greatest mistake made by management is taking only
“casual notice of shortages. We cannot overemphasize the
value of top management involvement in investigating any
shortages. Many have a tendency to watch closely the cash
transagtions in their establishments, but as soon as that
cash is con\%rted to merchandise, concern with theft de-
clines. The/subject is of great importance. Bnng it up at
company meetings. Talk about its importance and demand
improvement, " \

All personnel must be tramed to mvestlgab‘e every short-
age thoroughly and promptly. Hopefuily thIS practice will
keep everyone from taking a few small, inexpensive items
and later graduating to. larger, more valuable components.
Discourage everyone from taking the first step. ;

In large establishments, shortages should be handled by
management at or above the de artment head !- ;

N
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DEALING WITH PILFERAGE continued

all possible. Shipping clerks, order fillers, and countermen
should never be authorized to decide how to handle any
shortages, even small ones. Granting such authority to em-
ployees at this leyel issues them a license to get material
out of the building on a no charge basis—and minimizes the
seriousness of theft. *

Compare your procedures with those of a bank. If at

a physical inventory. Since a physical inventory is usually
taken only once a year, a Iong time elapses before a sus-
pected shortage can be checked A reliable method of
predicting shortages i is needed.

Bookkeeping figures, available on the

SALES-INVENTORY-PURCHASES (SIP) CHART

any time your deposit slip did not agree with the cash am- , . . The SIP Ratlo encourages a balance between sales and purchases. And if that balance does
ount received by the teller, you would quickly hear from - premises, provide data that can be con- ¢ not exist, further checking clarifies the reason.
the bank’s management. Yet the loss of cash in the whole- verted to useful percentages. The Sales N
sa:cleﬁdisltribuaion arl:to’ xl)arts fielgs rz!)res‘?nts only afraclzticlr} to lnven_tory to Purchases (SIP) Ratio; = )
of the loss through stolen merchandise. Your personnel wi . .
not place the same value on merchandise as théy do on using available data’ reveals the balance SALES PURCHASES@SO% THIS MAKES . Now
money, if management does not set the example. of sales to purchases. GROSS PR(_)SFth y INVENTORY SHOULD HAVE
< e . ' . Were . Have Been’ Over Under .
B 4 A useful method exists. Bookkeeping figures, availabie St
Frequently, the shelf quantity does not on the premises, provide data that can be converted to use- ‘ — ~ _ :
‘match the perpetual inventory amount ful percentages. The Sales to Inventory to Purchases (SIP) JAN $0, 000 T, 7&, 200 — — 2800, coo |

Ratio, using available data, reveals the balance of sales to
purchases. It also provides a running record of inventory

F/90__ LO2, /00

What is done about it? A simple change

Ask the counterman to be sure that he is putting down the
proper part numbers, that he writes legibly and that he is
meticulous about writing credits, Remind the order filler to
be careful about puiling the right numbers from the shelf.
Also speak with the receiving clerk and emphasize that if an
order is checked in wrong, it is entered wrong on the
inventory sheets, creating problems throughout the system,
Do not hesitate to speak with other personnel if the situa-
tion requires. Always stress the need for accurate, legible

is made in the recorded amount so that level. An example explains how this SIP Ratio works: ,igaa lﬂ& 200
it matches the_shelf amount. * If you made a 30 percent profit last year, and you 200 705, 220
plan to make 30 percent this year : 4
| S and ; 300 106,000
A COMMON SEORTAGE PROBLEM o If you replace every item you sell thls month at 70 7’0 /zz 300 )
percent of selling price 1
Frequently, the shelf quantity does not match the per- and :
petual inventory amount. What is done about it? A simple * If you never increase or decrease your dollar volume i 7090 /786, 200
change. is made in the recorded amount so that it matche,,‘. ' : s i :
the shelf amount. And ‘what if it is short again next month? of stock then- i {77 /ﬂ? 00
Again, the records are altered. This, of course, is easy to * Your inventory would be the same at the end of every 29 o0 /’W Soo
do, but it is not really a cure. It is a compensating entry month and at the end of every year. T u
that makes the problem appear to.vanish, How does this data work to the wholesaler ’s/distributor’s {
In cases like this, the wholesaler/distributor knows there advantage? Assuming a business expects a 30 percent gross, 2 : /4 ?W 22-1 g m
is a shortage, but does not know where to pin the blame. every month's purchases should be 30 percent less than ft Bwo M __ZOO ‘ /0 EE é & 3 ]
To cover your most likely. leaks, talk to your personnel. ©  sales. If npt, then the overages or shortages are recorded. «f DEC J; 200 ' l&- oy 7S, oo 0 e | SO " 7’0
;{ 7 v LA
;

Purchases are never exactly 30 percent less because of
overbuying, underbuymg and seasonable items. However, at
some time purchases and sales ought to balance. If after six
months, for example, purchases are not 30 percent less than
sales, check inventory further. Either inventory has actually
increased, or it just appears that way.

If a check of inventory and buying practices shows that
purchasing has not increased, then maybe someone is ab-
sorbing merchandise. Of course, an adiustment must be

(NOTE: Figures are rounded out to the closest hundred)

The arrow shows how much ifiventory should be in stock It appears that there is pilferage by customers or employ-
if gross profit is set at 30 percent.

ees. Possibly the firm is selling cheaper than it should. Or
there may be poor check-in procedures. Only further inves-
tigation will reveal the reason for imbalance. If this year

e

records and exact counting of all components. made if selling prices have been cut or the gross profit If the amount shown by arrowis . .. ..., $104,700  -the wholesaler/distributor is buying better—or conversely,
, , margin altered in'some other way. And actual counted inventory is. .. .. . . .. 100,000 buying poorer—he has to adjust the “Purchases @” column
SALES-INVENTORY-PURCHASES (SIP) RATIO " The two SIP charts shown on the next two pages provide You have a shortage of . . ... .. .. $ 4,700 to reflect the amount being made. ‘

‘ sample ﬁgures for gross profit margins of 30 percent and
The only way to accurately identify a shortage is to take 331 /3 percent

26
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_ inventory would change from $119;400 to $114,000.

DEALING WITH PILFERAGE continued

SALES-INVENTRORY-PURCHASES (SIP) CHART

SALES PURCHASES @33 1/3% THIS MAKES NOW
GROSS PROFIT INVENTORY SHOULD HAVE
Should
Were HaveBeen | Over “ Under
Start S00,000

/04 360
L% 680
/28, 6220

JAN A9, 000 35,000 | 76,700 | ;300
FEB 32,000 \33,000 | 79,700 | 3300
MAR ___2@,000 | JEo000 ”ie,gm__mm

APR 26,000 o000 39,000 | Foco 20, 600
MAY 36,0006 45,500 \39,000 | 1590 #3, 400
JUN 27, poo MO_M Soo Y2 G40
JuL 35,000 75200 |43 600 |F200 1, B0
AUG Y, 00 |\, 700 5 00 /77 300
sepT __ 37,000 53; o %Y, 700 (17200 (/5,400

ocT 37 oo

L4200 | SoO B

¢, /00
/S, fO0 D

Nov 3¢, 000 29,000 |4000 ‘
DEC ' . .
37,000 |\ Y00 \ 7700 (/300 | ——2 | /T, 00
To clarify:
If the amount shown by arrowis . . . ... .. $119400 1 ange the locks. This should be done even if the individ-
And actual counted fnventory is. . ... . .., 100,000 ual is honest. It eliminates a suspect, if a shortage comes
You have ashortageof. . .. ........... $19,400 up ’ !

p
Do not l{ave keys hanging on a nail near the door they
open. Anyone can have a duplicate made and return the
~original to the nail before management realizes it.
Neither drivers nor anyone else should take vehicle keys
home. Trucks are easily stolen by an accompllce or used for
unauthorized purposes.

Let us assume the wholesaler’s/distributors margin has
dropped from last year’s gross by 1 1/3 percent. Year end

Inventory at 33 1/3 percent gross. . ;. . . . $114,000
Actual inventory countof. . ........... 100,000
“Shortageof ... e, $ 14,000

Remember that ,Ional buys, special buys and late
shipments all ‘cause u;ﬁba.lance in sales/purchases. figure.
However, the ﬁgun,s should balance eventually—perhaps in
90 day intervals. Waiting too long to physically check in-

RECORDING DOCR OPENING

A recording door openmg device is a simple bolt-on
mechanism that reg:sters every time a door is locked, not
just closed. It registers the time the door is unlocked for

G R B i

ventory cduses the biggest problems. Our advice? Do not
wait for year end. Take a mid-year inventory.

HANDLING KEYS

Whenever ‘a key-holding employee leaves your firm,
28

the day and locked for the night, The device also registers
any times the door is unlocked after hours,

The door lock company which installs the lock fixes all
other entry doors so that the last door closed must have the
security lock. This means no one can circufnvent the
security-door by going through another door.

AR
AL,
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The lock contains a paper disc which is mailed in once a
week for decoding. The lock company then mails the whole-
saler/distributor a report showing the times the store was
locked and unlocked. The man removing the chart cannot
tamper with it because it contains markings that mean
nothing, until it has been put th Jughti decoder. For great-
er secrecy, the weekly report. can beHsent to the whole-

1

saler’s/distributor’s home. ‘

|
WHEN YOU UNCOVER PILFERAGE

Outrage. Shock. Vengeance. Pity.-Hate. The discovery
of pilferage leads to a complex emotional reaction. A few
words of advice. Do not act on your first impulses, Take
a little time to think it through. Acting on the rebound
might be expensive and counterproductive. Avoid doing
something that puts the pilferer on guard, permits the per-
son to get rid of the evidence or undo something that has
been done.

Avoid doing something that puts the
pi\ﬂlf\ﬂerer on guard, permits the person to
gev-tid of the evidence or undo some-
thing that has been done.

Professionals in this field like the advantage of surptise
confrontation with a suspect. If the person is questioned
early or in some other wdy learned that he is suspect, the
advantage is lost, _

Once a pilferer is identified, it does not necessarily fol-
low that discharge must be immediate. This avenue is not
ruled out, but there are alternatives. However, if firing is in
order, we suggest the following precautions and procedures:

 If you are not pressing charges or attempting to re-
cover the money, have the person resign in- writing,
rather than being fired. - This tactic has special value
in .cases where guilt is simply your word against the
employee’s. Laws generally favor the underdog—the
employee

o If an attempt to recover the money is plannéd, and
the employee has admitted theft, have the individual
handwrite an' admission in his own words. Have it
witnessed and signéd. A typewritten sheet, signed by
the employee, is less acceptable in court. A clever
lawyer can make quite a presentation for the defend-
ant, claiming the individual was made to sign under

pressure, in a state of semi-shock or under consider-
able duress -
e Our general advice—get rid of the employee. How-

ever, extenuating circumstances may keep the individ- ..

ual on the payroll. Perhaps the pilferer is your broth-
er-in-law. If this is the case, make it clear that this is
a second chance, but a third will not be granted. Stat-
istics show the employee is not discharged in one-
third of such cases, and 90 percenti of these people
are caught stealing again!

Do not attempt your own interrogation
or handling of the case. Leave this to
professionals who have studied and
worked in this field.

o If your decision is to fire, to press charges to the ex-
treme and to recover the money, talk to an expert.
The bonding company, a qualified attorney or law

. enforcement personnel can tell you how ‘to prepare.
a strong case.

" Do not attempt your own interrogation of handling
of the case. Leave this to professionals who have
studied and worked in this field.

s Do not reveal the discovery to the employee until
after you have consulted with this expert. juries are

~=>-ggnierally favorable to the accused, so you need as
close to an iron-clad case as possible. Y .

s Consider unemployment compensation. ln/f/ man’")'/
states you must have an actual court co’hviction
to avoid unemployment compensation. Pa)}ing the
compensation may, of course, be less costly in the
long run than permitting theft to continue.

o |f an admission of theft is given and the stolen amount
is stated, you can almost be sure it is twice that much.

Even if the employee feels an honest answer is being’

given, it probably is the amount gotten for the stolen
goods—not their sale value at your location.

* A final caution. Where there is one, there are two.

o

< Unless you have a small organization, you will seldom
find someone working alone. Most thefts require
collusion. Be on the lookout for the accomplice.

Although we have presented several suggestions for hand-
ling the discovery of theft, ‘there is no best approach for all
cases. Individual wholesalers/dlstr'butors must do what is
best in their unique situations. <o

29
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Chapter 8

ASIA M‘EM‘BER SURVEY

This section brings together the survey results, mcludmg
typical comments, that do not appear in earlier sections of
. the manual. Although this material does not fit neatly into

the earlier main sections of the manual, we feel it provides
important additional and enlightening insights into the
problem of pilferage. . :

SURVEY RESULTS

lF YOu FIRED AN EMPLOYEE FOR STEALING AND A.PROSPECTIVE EMPLOYER CALLED FOR.
REFERENCES ‘WOULD YOU:

Tell him the truth?

Answer ‘“‘no comment?”’

Say nothing derogatory?

COMMENTS

v Why should | not tell the truth? | would expect hlm to
tell me the truth if I called him. :
v The new laws make me lie.

v If the employee was dishonest, we hint around; but do

notsay it outnght

v | do not tell the whole truth, but I do mention the |
would not re-hire the individual.

¢ | told the man who called me that the employee was a
crook, but he hired the person anyhow.

v There is no reason not to tell it like it is.

¢ | answer some of the questions by saying, “If you come
to see me personally | will give you all the details »

7 Notonly would | tell the truth, | would call the employee
and repeat what | said. - ?

v 1t depends how well | know the caller,

¢ Sometimes i tell them it is partly my fault because | let

the individual get away with it too long.
v 1 tell my employees when hired that | will tell later
employers the absolute truth.
v Our management group decided to tell the truth, but our
lawyer said not to. '
I would tell the truth only if | decided to prosecute.
A fired employee never gave me for a reference.

NS

TWO THIRDS OF OUR RESPONDENTS HAVE CAUGHT PILFERERS. OF THOSE, WHAT PERCENT
HAVE CAUGHT:

“ One or two people
Three or more people
Five or more people
e 10 or more people

15 or more people

COMMENTS

v 1lost $100,000, but only recovered $45,000.

| guessed the amount of loss and settled for $4,000.

. v Lost $10,000. I am supposed to getinstallment payments
but | have not seen anything yet.

v | am aware of no loss, but that does not medh one doés
not exist .- '

v Had a $1,000 loss but had to settle for $500 because the
judge said some items did not have serial numbers, And |
coujd not prove they were mine. .

v | ‘have caught three people, but Lord knows how much
they took

-~

‘o

Had about five people who averaged $2,000 each,

He took $2,000. | got back $1,200 only after threatening

prosecution.

I have not caught anyone in the last elght years, and it is

starting to worry me.

Of the three people we caught, one admitted to $2,000;
one to $6,000; andtone to nothing. .

Lost about $8,000, but what hurt was that he was a key

man.

We are in the mlddle of a $30,000 claim now. '

We, had 14 employees take $20,000, Our recovery was

<
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only 50 percent.

¢ | have two men who | know are stealmg, but | cannot.

catch them.

v/ The courts are not very good when a wholesaler tries to

prosecute.’

v The, last pilferer | fired went on unemployment for six
months. It cost me more than my loss.

v Three people took $25,000.

v Of a $9,000 loss | got back $5,000 from the thlef and
$4,000 from the bonding company.

v Our loss was $400,000, but recovery was only $22O 000.

¢ Of 2 $20,000 loss I have only gotten back $200.

¢ Had a $12,000 loss. Got back $2,000--and the lawyer

got most of that,

¢ They admitted to $4,600, and paid it all back, but | am
sure they took much more.

v My losses would have to be very big before | would
fight the court system.

+ Lost about $10,000. The thief was a partner in a branch

_ store.

v Lost $3, 000. The employee returned $400 and went to
prison.

v My $20,000 loss was not dlscovered until inventory time.

v 1 lost $4,000 and recovered 100 percent. But the CPA
costs were $1,800. ‘

WHERE, AT YOUR LOCATION, HAS THE GREATEST AMOUNT OF PILFERAGE TAKEN PLACE?

" 27%

Coyhtermen

Driver

Management Person .
Shipping

Salesmen

Shop

Receiving

EDITOR’S COMMENT

10%
8% B
[ 7%

. v Note the positions of the management personnel ar‘ld‘ salesmen,

&

HOW LONG WAS THE PILFERING EMPLOYEE WITH:'YOU?

B

Less tha (;one year
 One fofive years
Over five years

EDITOR'S COMMENT

'38%

¢ Note the relatively high percentage of employees w;th over five years service who were caught pilfering. it is

aimost one out of every five,

REGARDING YOUR EMPLOYEES

What percent is 90% honest?

. What percent takes small items?

What percent is dishonest? under

EDITOR’S COMMENT

10%

—

(3 . e - ' . )
¢ This substantiates the industry belief that almost everyone takes some small items

N
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o ASIA MEMBER SURVEY continued

system allows flexibility but makes checking shortages

Ca v We feel we have too many peopie with authority to write
: difficult.

credits, to go to the register, to make purchases, etc. Our

IN YOUR OPINION WHY DOES THE EMPLOYEE PILFER7

WHAT ACTION DO YOU TAKE AGAINST EMPLOYEES CAUGHT PILFERING?

1) General need for money
2) Lower prevailing moral standards ’ Our survey asked several questions about what a whole- made him our most valuable man today.
3) Knows it is easy to get away with : saler/distributor would do if a pilferer were caught. Answers v My bookkeeper ripped me c.>ff. The bonding compary
3 4) Employer is underpaying employee ‘ = Ivaried widely, but most are represented in the following paid me off. But the police still have not found her.
o k! ist:
5) Supporting a habit (drugs, drinking, etc.) ¢ Would not fire him the first time. Would if he did it again, The quejti?n “Are you reluctant to discuss theft with an
. 6) Thrill of getting away with it z ¢ | am a former court judge. It has made me tougher, employee?” yielded these responses:
. EDITOR’S COMMENT v/ ;ic)iznlzjard to fire someone in a small town. Word gets Yes
v f‘rjr;p(l)?y;r‘i I?i\:nz;);?e control over the third and fourth factors, but the remaining items are essentially / Wrong is wrong. | would have him arrested right away. No
: 0y : ¢ Itall depends on the amount he took. Asked, “Would you disregard the theft if the value were
IS IT EASY TO STEAL FROM YOUR COMPANY? o v 1do what the bonding company tellsme. .~ . 4107 e : :
: ’ 0 : v The few times we gave a second chance, they st ... gain, $100, $50, $10?" respondents answered:
Yes RN . ¢ Each circumstance is different. We make up our mind as
) N e - : we go. $100 Yes A
J ° ﬁ ¢ We are disgusted with the way the courts handle it. No
) COMMENTS ‘ ¢ We admit we are weak. We never prosecute. 58 i '
7 We periodically hire an inside informant from a detective v We randomly stop our delivery trucks on the road to v The law ought to be changed so that you must prosecute. ? Yes
agency. He operates as a regular employee, The last time. check the paperwork against the load. voIf it was the .ﬁrs.t time, | would ask for double the No - -
we used an agency, we caught five pilferers. ’ v We have installed a metal detector on the employees’ amount in re.stxtL.Jtlon. ] - $10 i
¢ We feel theft has dropped considerably since we started exit door. v | can get restitution by going to courtand piea bargaining. Yes ;
N using polygraph tests. v For the past 10 years we have used a detective agency. v Inmy case the court fined the employee, but | had to No
v Even though we feel our employees are honest we do not In addition to identifying pilferers, the agency told us sue the bond..ng company in order to get my mone;/ d Clearly, our members are concerned about any amount
close our eyes to the possibility of pilferage. who was drinking, smoking pot, and leaving early. Y The attorney was a bigger chOk than th? person | fired. stolen, However, there does seem to be some reluctance to
v | feel we reduce the need to steal by selling to our em- ¢ When we discharge someone for stealing, we leak the v \z‘lou}u} be based on the quality of our evndenc'e. . discuss it with employees.
ployees at cost. information so that all personnel hear it. ¢ Catching a man four years ago and not firing him has
COMMENTS OF PROSECUTION EXPERIENCES GENERAL COMMENTS ON PILFERAGE
¢ When wev-ﬁ\red a minority person. for stealing, we found v Not only are the courts“a problem, but pilferage is ; v When we uncover theft, we feel it is only the {ip of the afraid it would cost an arm and a leg.
ourselves de“fending our position with EEOC. - socially acceptable today. o jceberg. \ v Personnel see the employer not reporting overages from
v From what'] see, the offenders usually go free and steal v The hardest problem was getting the State’s Attorney v It was surprising to find that thermostats were being suppliers and holding back credits from customers. Why
again. \ to prosecute. When the employee was convicted, he stolen, since they never had been a problem before. The should employees not follow suit?
v Employee stealing will .be here forever because the got five years, but it was a suspended sentence, and the 4 thief explained they are light enough to put in a ocket. ¢ | cannot understand why employees see other personnel
courts are in their fayor. _ man is back on the street. A few fit a lot of cars, and they are fairly expensive. steal and do not report it. When questioned, they say
v We cannot check . erson’s background anymore be- / From past experience, we have a new motto: “Never v We discovered one counterman who swapped our mer- they did not want the individual to lose the job.
cause EEOC reguldtions make former employers afraid accuse - unless you can prove.” ' ‘chandise for work on his car by a garage customer. v We need a book on this topic. The small jobber has no
to talk. ~ : 1 v We have had some theft from outsiders, such as the guidance.
‘ g freight delivery drivers, and servicemen who come in to v Honesty has no grey area. We discharge people for any
COMMENTS ON UNFORTUNATE EXPERIENCES: work on electrical or plumbing problems. " theft.
v Our system is not that good. We cannot really tell if . own relatives, ! ¢ One of our counter girls was concealing merchandise o
someone is stealing. /My employees make long distance calls on the.company " where we could not look. ~ Knowing that many wholesalers face problems similar
v Until ‘we got the questionnaire, -we d|d not reahze we phone. | call that stealing. - ¢ Stealing can be avoided by dealing fairly with employees. to yours, hold some of the same views and have had similar
" had a poor checking system, © ¢ | had continual cash shortage, and when it was traced i ¢/ | believe that almost every employee takes something, experiences in attempts at prosecution may help save your
. v/ In some instances we have lost stock due to our loose down, my most trusted man was the culprit. i however small. sanity. Hopefully, this final chapter goes beyond that by
v controls. ‘ v~ We do not know who is stealing and who is not. We v Most employees feel that the employer has plenty of giving you greater understanding of how pilferage takes
v There have been several cases where an employee left us, suspect, but we have no proof, - g money and will not miss what is taken. place. Recognizing a potentlal problem s the first step in
and we later found out the person had been stealing. v It seems that in my comﬁany we close the barn.door : v Would like to put in some kind of program, but | am
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