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The Profit Killer
“The Employee Thief”

As a retail operator you are probably experiencing employee theft as you read this. In fact, it is estimated that 95% of all businesses are currently experiencing employee theft with little or no management knowledge of it. Businesses with fewer than 100 employees are more likely to experience theft because of greater opportunity through less controls and supervision. 

Employees, vendors and customers in nearly every type of retail business steal over a billion dollars a month from unknowing employers - - - just like you. Inventory loss (shrink) and cash shortages can wipe out your total profits, your business. A recent National Security Service reported the highest rate of inventory shrinkage due to employee theft is experienced in convenience stores (over 80%).
How much does employee theft & shrink cost you?

Sales $ / Month  X  Shrink %   =
$ Lost / Month *
$70,000.
 1.5%

    $1155.

$70,000.
 2.5%

   $1750.

~
$80,000.
  1.5%

   $1200.

$80,000.
  2.5%

   $2000.

~
$90,000.
  1.5%

   $1350.

$90,000.
  2.5%

   $2250.

~

$100,000.
  1.5%

  $1500.

$100,000.
  2.5%

  $2500.

* This is the amount of money lost, never to be seen again. It could be used to improve business, improve employee benefits, or increase your personal income!

Coming up short on your physical inventory somehow does not necessarily mean you lost merchandise. In fact, it means you had money stolen, the merchandise did not just walk out the door, it’s didn’t, it’s cash that’s being stolen from you.

Who Steals?

In the retail business, there are four groups of people that can and do steal. The c-store industry percentages for loss by each group is as follows:
· 1 - 2% Robbers 
· 2 - 5% Shoplifters 
· 20 - 25% Vender theft 
· 70 - 75% Your employees 
This article will deal with the area that can result in your largest losses - - - employees. Vendor theft is topic for another discussion.
Why Employees Steal

The Opportunity 
· Too often hear retailers say, "my store runs on the honor system, with people keeping their own timecards and balancing their own cash drawers.” 
This policy is an absolute “gold mine" for any dishonest employees. 
· Nobody cares… employees don’t feel their employers care if there is a little theft going on. No controls or polices!
Unless retailers, operating like this, make considerable changes in their operational procedures, they will continue to lose significant sums of money that they could enjoy as profits or the possible the loss of their business. 
The Need

Need is a basic ingredient for theft. If there is any one single thing that causes a good employee to turn bad it is his / her need for money such as:
· Overextended on credit cards, behind on car/boat payments, mortgage payments or rent past due, recent divorce, medical bills, gambling habit, greed. 
The Justification / Revenge 
· You owe me - - - I’m worth more money, you have plenty, you don’t treat me fair, you didn’t promote me, you don’t pay me enough.
How Money Is Stolen from You

Of the employees who steal from you, all steal in essentially the same manner. There are a few exceptions, but by and large, a certain pattern prevails. The basic method that is used to steal is failing to ring up cash sales. The net effect is that merchandise (inventory) shrinks…. But money in the drawer most always is accurate. How can that happen? When failing to ring up cash sales, two techniques are most commonly used to balance the drawer.
· First way: The dishonest employee removes the amount he/she chooses to steal from the register drawer early in the shift, example $30. To cover the shortage, the employee just created, he/she must “pad” the drawer. 

· Second Way: The more popular of the two methods is done in reverse of the first one. The cash is removed from the register later in the shift or near the end of the shift. The employee “pads” the drawer first and then removes the excess money later in the shift, now the drawer cash balances.
What are cash register “pads?” Put simply it is a method of “keeping track of or a record of sales $$ employees do not record on the POS (cash register) to cover the money they have taken or will take from the cash drawer.” This allows the shift check-out to come out with little or no cash shortage and you are not the wiser. There are several ways employees can ‘pad’ their cash drawer. The two most common methods are: 

· Working out of an open cash drawer 
· Using the “No Sale” key 
Other methods used to bypass the register: 

· Over rings, under rings, cross rings, voids, sweetheart sales, refunds and discounts. (Sweetheart sales are made to employee family and or friends.)

“S.O.S.” Signs of Stealing:  Some signs are fairly obvious while others have to be searched for.  Let’s define some of the S.O.S. you can easily find in your store if you look for them. S.O.S. can also mean ‘Save Our Store’. 
The Cash Audit 
Remember the most common method of stealing money. . . “The employee Pad.” By doing a cash audit (mid shift checkouts) you can determine if the shift cash is over or short, depending on when the employee took money from the drawer; beginning of the shift or near the end. If the cash audit reveals an overage or a shortage it is a very good indication the employee is stealing cash from the drawer. You should have a reputation among your employees’ for conducting random shift check outs at any time of day or night! The best time for a ‘surprise check-out’ would be 60 – 90 minutes before normal checkout. Banks do it with their tellers, why not you?
Overages:  Your employees will offer excuses for being over. But simply ask yourself this question. What is the only legitimate way to create an overage?  Legitimate overages can only be created by shorting customers of the change due them. 
  

Blocking the register window: Employees who are stealing by pushing the “No Sale” key do not like customers to see them ringing a “No Sale”. They may use handmade signs or build a display of impulse items you may normally have near the POS to block the register window or in some cases turn the window away from the customers’ view. 

Working from an open register drawer:  This is a close relative to ringing up the “No Sale” key. Working from an open drawer means only one thing, the employee is stealing. Why? Well, the only legitimate reason for this is if the register is not functioning. The employee will often make the excuse for the door to being open of, “I can work faster.” Don’t fall for that line.
Markers:  When an employee is “padding” the drawer, he/she must somehow keep track of how much money they have padded so the drawer will not come up over or short. One of the most common methods of keeping track is “markers.” Markers can take the form of all most anything, but one of the most common is coins. Usually: Pennies represent dollars, nickels represent five dollars and dimes represent ten dollars; etc. Sometimes these coins will be thrown into the wrong coin bin which makes this technique less suspicious. 

Dishonest employees can be creative when using markers. Here’s a list of some to keep an eye out for: 
Rubber bands, Paper clips, Match sticks / match book with matches turned up, cell phone near register (using the calculator), tick marks on a slip of paper. Remember, almost anything can be used as a marker. 

Talley Sheets:  These work the same as markers – they allow the dishonest employee to keep track of his/her pad. Talley sheets will look like a column of numbers which are continuously being sub-totaled. Each sub-total represents the new “pad” total in the drawer.  

Less obvious S.O.S. or “Tales of the Tape” 
All the following information can be found on your POS tape. 

Excessive “No Sale” Rings - Excessive “X” Rings / Flash Reports – Early checkouts – Excessive over rings, voids, refunds, discounts, and damaged merchandise. 
· Excessive “No Sale” Rings As rule of thumb, someone who is stealing cash from the drawer will have anywhere from ten to as many as thirty more “No Sales "over and above the average number for other shifts or cashiers. CSR’s should be required to initial all No Sale register receipts.
· Excessive “X” Readings / Flash Reports: How many X readings/flash reports should there be per shift? Unless you have some special circumstance, there should not be any, unless you permit it! Why would more than one X reading / flash report be an S.O.S? Because some employees find “markers” or “tally sheets” cumbersome and rely on taking “X” readings before the end of their shift so they can remove the excess cash from the drawer. 

· Early check-outs: If an employee constantly checks his or her shift out early, it is a very definite S.O.S. Since the employee does not want anyone else to know they are stealing, they must remove the ‘pad’ before any of the other employees come in to relieve them.



 

With the S.O.S. Signs of Stealing you have just learned here, check out your store and see what you find. It just might surprise you. 
How to Prevent Employee Theft

We have learned how employees can and do steal. Now, let’s look at some of the ways to prevent employee theft. 

· Hire the right people, Create risk factors. Let employees know that you know how they steal, but don’t tell them everything you know. Install policies, procedures and controls & enforce them. Monitor trends - look for changes in your business that cannot be explained. 
· Hire the right person: Through interviews - Check references - Implement pre-employment screening procedures to keep from hiring potential high-risk employees 
· Do Background Checks - Criminal background - Prior employment records - Credit checks - Do drug testing 
If you are not doing drug testing, where do you think the drug users are going to apply? 

Do daily shift check-outs 
· If you are open 24 hours – 3 check outs should be performed, 
· If you are open 16-18 hours – a minimum of 2 checks out should be done) 

· Inventory “high shrink” items after each shift such as gift cards, cigarettes and lottery. Any discrepancy should be researched immediately. 
· Do random cash audits, frequently! 
· Don’t let employees compare cash receipts to shift totals. 
· Drop cash after check-out, then compute shift +/- 
· Make it your store policy all sales must be recorded 
· Make your store policy not operating from an open cash drawer. Make sure your register does not operate in the open position. Each CSR works out of their own drawer.
· Always pay full retail price for products you or your spouse take from the store. (Sets the right example for your staff). 
· Avoid even dollar pricing, i.e. cigarettes $6.00 with tax, fountain drink refills $1.00 with tax, etc. 
· Do physical product inventories every month. Count everything in your store! 
· Use video equipment especially if you suspect an employee of stealing. 
· Check bags and boxes employees take from the store. 
· Have employees enter and leave through the front door. 
When you spot something that indicates an employee is stealing you should: 
A. Do a cash audit during that shift. 

B. Move the employee to a new shift and see if the problem moves with the employee. 

C. Continue to monitor the daily tapes and trend reports. 

D. If you find the employee to be stealing, they should be terminated immediately.
The important thing we must recognize and accept is that employee theft happens in the retail business and drains, cripples and can destroy our business if left unchecked. 
Employee Theft is a “Profit Killer.”
Employee Theft is a “Business Killer.”
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