
evaluation of the relation for that work 

position to the products, we can obtain 

a very clear indication of what crime can 

be committed. Taking also in account 

the intellectual level, knowledge and 

creativity of the person in that position 

and evaluating the business routine for 

that position we can have an even clearer 

view and get numerous versions of possible 

crimes that can happen.

The de-concentration of functions is 

needed, especially for a position where the 

power and authority given to the person 

is higher. For example, if a manager is in 

charge of the storeroom, sales and the 

tills, any surplus can be easily converted 

to money, and it usually not a big problem 

to take it out of the store as goods are 

exchanged for money (just sell the article 

for the normal price without recording the 

sale on the till). That is an almost-perfect 

crime, as this crime usually leaves no tracks.

Under these circumstances, this position 

can generate more income for dishonest 

managers and they may not even worry if 

they get a salary or not.

Most of the signs of criminal activity will 

often be discovered only after stock-take 

and a report by the auditors, but by then 

it is too late. The damage is done and the 

possibility to recover the loss is very slim.

An experienced retail storeowner usually 

knows about criminal activities that can 

take place, but the truth is that the crimes 

that they know about do not reflect the 

actual situation.

Protection systems are mostly based on 

crimes that the retail owner is aware of. 

Some unethical security service providers 

use it to their advantage and charge more 

for consultancy fees, security guards, more 

lights, detectors, fences, locks and camera 

systems.

How can an owner of a retail store 
analyse exposure and predict retail 
crimes and activities that will damage 
him financially?

In that analysis, the concentration of 
functions should be the basic foundation 
of the estimation and prediction of losses, 
as well as the kind of attacks that will be a 
threat to the business.

In my previous article (Supermarket 
& Retailer, January 2017) I explained the 
concentration of functions and the main 
groups of criminal activities that have a 
negative influence on retail business. To 
better understand this, it is very important 
to note seven main modus operandi:

 I The appropriation of not-recorded 
surpluses caused by average accounting 
for allowable losses on commodities and 
norms in production;

 II The appropriation of not-recorded 
surpluses on customer accounts (quantity, 
quality and price); 

 III The appropriation of not-recorded 
surpluses caused by the manager doing 
business for his/her own account, like 
selling single cigarettes, or from his/her 
own bottle of whisky while on duty;

 IV The appropriation of losses as a result 
of forgery and other methods (capturing 
fake invoices for goods paid for, but not 
received);

 V The appropriation from sources of 
corruption and abuse (apparent damaged 
stock is booked as write off; over-ordering 
where the salesperson delivers a “free 
packet” to the manager’s home);

 VI “Useful” frauds (manager showing 
shrinkage of 2%, but real shrinkage is 
0,5%); and 

 VII Careless business or negligence in 
business.

By the nature of their business routines, 
small retail shops are most exposed to 
the “concentration of functions” and its 
threats. A manager of a convenience store 
will usually have more functions than the 
manager of bigger stores: management and 
control, as well as operational functions 
dealing with buying, suppliers, receiving, 
storage and cashiers. 

Based on the analysis of the 
“concentration of functions”, we can 
estimate if the threat is high or low for 
each work position. With a simple 

They will with great enthusiasm create 
“irresistible” gadgets and technical or 
service innovations without really targeting 
the real enemies in the retail operational 
processes. The main objective is to make 
money and they are not really interested in 
avoiding losses for the retail owner. To sell 
security equipment or even catch a thief 
is easy, but to reduce shrinkage in terms of 
measurable results is what counts.

Solved crimes are only showing the result 
of quality measures that are implemented. 

We have to ask ourselves what 
the influence of solved crime has on 
profitability. Maybe the thief we caught is 
causing damages of about R500 per month 
while the manager’s crimes cost R30 000 
per month? 

We also have to ask if our shrinkage 
is less than 1 % in a measurable way 
(compare with an externally done stock-
file audit report, with bank statements and 
auditor reports confirming it).

Usually, protection systems and security 
or crime-solving forces are not observing 
modus operandi I, II and III, have a minimal 
influence on IV and V, and a big influence 
on VI and VII.

We have to be aware of where protection 
systems don’t usually exist, but if they 
existed will have significant influence on 
profitability of our retail business.

For example, years ago, bounced cheques 
were a big problem for retailers. It was an 
obvious, known, often detected and visible 
crime. But we cannot build our protection 
around known crimes only. We have to be 
aware of other “dark crimes” in order to 
protect our business effectively.

“Dark crimes” (a term used for unknown 
crimes, such as rape where we are only 
aware of the crime volume when it is 
reported) in retail have a significant 
influence on profitability.
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loss control 
By Dushen Janjic

Prognostics in shrinkage control 
and its relation to profitability



It is however “covert characteristics” of 
economic crime that,have a very important 
influence on profitability and should not 
be underestimated. One reason is that we 
only find out about losses after stock-take 
(if a potentially dishonest manager was 
excluded from the stock-take) or after a 
bookkeeper’s report.

Repressive methods here will not be very 
effective. Retail owners must understand 
their business in detail and work more on 
preventive methods.

This is, among others, one of the main 
reasons we provide a shrinkage-control 
service to the owners only, not the 
manager. We meet many very skilled, 
experienced, knowledgeable managers who 
could maintain very low shrinkage, but then 
they are involved in a process of damaging 
companies in very professional way using 
“hidden-covert” methods, specific for retail 
economic crime – especially in a bakery, 
fast food, fruit and vegetable or similar 
department where more operational 
processes overlap and that can not be 
easily controlled. Unethical security-service 
providers usually target the store manager 
to approve them for shrinkage-control 
services, knowing that the owner is busy 
and more involved with the strategic 
side of the business. The store manager 
is often authorised to make important 
management decisions about shrinkage 
control. And it is at this point that a 
business can start losing serious money.

We have had examples of managers 
using our services to reduce shrinkage to 
a minimum, but still keep on doing what 
dishonest managers usually do – and 
still have the owner’s huge respect. If the 
danger arises that we are going to alert the 
owner, they will in a very sneaky way try 
to take us out of their system as owners by 
“common routine logic” have more trust in 
their “capable” manager than in an external 
service provider. Even if you have a very 
honest manager, an inadequate protection 
system can convince a manger to behave 
dishonestly, just because the system will 
allow him to get away with it.

Retail owners and their protection-
service providers should work more on 
estimating risks prognostics based on 
professional fact analysis, and introduce 
cost-effective basic preventative 
measures, not just security guards or fancy 
equipment. That will lead the business to 

maximum profitability.

Janjic can be contacted on 083 4474 223  
or ipid@iafrica.com

The working position (WP) is the place 

where everything started.

To estimate risks in our organisation, we 

have to analyse:

■	 The relation of manager to products;

■	 The level of concentration of functions;

■	 The kind of products/asset (natural, 

money); and

■	 The level and effectiveness of the 

protection system

On the work position (WP) of the butchery 

manager (BM) we have a good example of 

an almost full concentration of functions 

(CF) where all mentioned groups of modus 

operandi (I, II, III, IV, V, VI, and VII) are 

possible.

1. Relation of manager to products: 

Does the manager have assistants or does 

he carry out most of the functions on his 

own?

2. Level of concentration of functions 

(CF)

The functions of the BM are: M – managing, 

C – control, O – operational, Su – supply, 

Sa – sale, St – storeroom, T – till.

CF = M + O (Su + Sa + St + T) + C

3. Kind of product/assets

In a butchery the main product is meat 
(Mt). For this purpose we will accept that 
on raw meat the allowed waste is 2% and 
on smoked meat 5%. Who determines 
what was actual waste?

In this operation, the manager is in 
charge of the natural-perishable (N) kind 
of product – meat (Mt) and one more 
“product” called money (Mo).

(NMt + Mo)

(here prognostic should be based on 
natural behaviour of product)

4. A protection system is usually 
expressed through inventory control: stock-
take, or a stock file audit (SFA), physical 
security (PS) locked areas and safes; later 
bookkeeping (Bkp) and other measures.

(PS+ SFA) + Bkp

Even a stock-take is in most cases under 
the observation and influence of the 
manager (except in a case where the owner 
uses an external, neutral, professional third-
party service provider to deliver a stock file 
audit report). The manager is usually  
in charge of physical security and all key-
control system locks.
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I will try to explain this in more practical way. This will not be science-based 

explanation, but it is based on empirical shrinkage-control activities of our company.  

I will use a butchery as an example.

forces are not observing groups I, II and III. 

It has minimal influence on IV and V.

As an exercise, analyse the working 

position of a receiving clerk. Try to predict 

what modus-operandi group will be 

available to that position and compare this 

to the store manager’s position.

Implementing this methodology 

when evaluating risks and establishing 

prognostics will show that the 

protection system in the butchery will 

not be effective, because of the “full” 

concentration of functions”. It is not 

covering groups I, II, and III and the 

profitability of the business will be affected.

Most protective strategies are based on 

often-detected, known and visible crimes. 

Owners often misunderstand the effect 

of shrinkage control and – after catching 

one cashier not scanning an item, some 

supplier under-delivering; or capturing a 

fraudulent invoice on a cash payment – feel 

that business is now good, without realising 

they just scratched the surface of their 

problem and that their business is under 

even more dangerous threats and attacks.

The interaction and influence of elements 

that are causing what modus operandi will 

probably be used can be shown as:

M + C + O + (Sa + Su + St + T)  

+ (NMt + Mo) + (SFA + PS) + Bkp

This simple formula should be placed on 

the left side of a page and the seven modus 

operandi groups on right side.

Compare the formula on left side and try 

to identify modus operandi groups on right 

side. You will find that in butchery shops 

groups I, II, III, IV, V and VII (group VI often 

happens when we include bookkeeping 

function, which butchery or retail managers 

usually don’t have) are relevant.

(SFA + PS) + Bkp

We do not know if you are going to be 

comfortable using this way to estimate the 

risk in your organisation, but it has helped 

us to save many businesses and contribute 

to their profitability. Our intention is to 

highlight simple and workable methods to 

combat shrinkage and gain profitability.

It is almost obvious that the existing 

protection systems or crime detection


