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Introductions

« Speakers:

— David Speights, PhD., Chief Statistician,
The Retail Equation

— Thomas Hacker, Director of Loss Prevention,
The Home Depot

— Paul Paglia, Sr. Director of Loss Prevention & Retail
Operations, Donna Karan
* Moderator:

— Gregg Smith, Sr. Director, Loss Prevention,
The Children's Place

Realizing the LP Benefits

« What do we mean by:
— Merging Refund Management with Customer
Data
« We are going to focus most of our examples
on return fraud, but we will touch on how the
linked identities can impact other types of
fraud reduction.

6/27/2012
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Examples of LP struggles

» Return policy’s in a customer centric
environment

« Subjectivity in decision making process
» Shrink associated with theft of product
» Return rates and high shrink

» Non-receipted return rates on high theft
product

« Linking customer data to return policy

Jo NRF LOSS PREVENTION CONFERENCE & EXPD | owmsa ineim zos wmomemer

Return Rate by Shrink

Results from 7 Major U.S. Retailers Across 7,400+ Stores

20%

\

Q
R

Store Return Rate (2011)

5%

<1% 1% to 2% 2% to 3% 3% to 4% >4%
Store Shrink (2011)

=4=25th Percentile =e=Average =a=75th Percentile
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What are Retailers doing Today?

« What solutions are available?
— No automation, address via policy
— In-house solution
— Vendor-based solution

'he Science of Linking and

Fraud Detection

David Speights, Chief Statistician,
The Retail Equation

meRetail
‘O Equation
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Components of Return Fraud
Detection

Gather relevant history (linking)

Create variables to make a decision
Utilize models to detect unusual patterns
Output a ranking of “odd” behavior

Take action

Study Impact

NEW ORLEANS
CONFERENCE JUNE 20-22, 2012 EXPOJUNE
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Which Transactions Actually
Belong to a Consumer

Following the
paths between
various IDs can
form a complete

picture of a
customer

6/27/2012
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Linking Methods

« Old Method: Manual review of receipts
— Takes many man hours
— Can only review a few cases at a time
— Usually initiated by observing or reported suspicious
behavior
* New Method: Automated Linking & Visualization
— Done nightly on all transactions
— Can review all cases easily
— Data can be used to discover new cases

-t . Connect many IDs

8 (every circle is an ID)
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Advanced Algorithms ca eIp
Remove Weak Connections
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Visualization

Example Good Customer

Links

[
L3

Listed as original transaction

=0 Identifier used in transaction
Person Identifiers

n .
= . Credit Card

: . Loyalty Customer ID
] ® | Transactions
@ Purchase

. Return
) Exchange

)

]

5274

@

g

,
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Visualizati
Example Suspicious Customer
7241
6805 B8 g &t
6933
B6E5 8830 5807
" 4286 3225
2 e, Links
868 8404583 qyaF3 Listed as original transaction
3476 5110 ET-‘.‘
f\ %‘z: as:m 6382 B,m Identifier used in transaction
hr A 2 =u | Person ldentifiers
B creditcard
L g
1783, =T 2617 8501 - Loyalty Customer ID
- o Transactions
8404314 ‘ Purchase
Return
5% "t 263 .
70 4007 @ Exchange
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Linking in Action

Example #1: Return Fraud/Abuse

* Group of Individuals D T o LTIV S o
B Gartske QLDW;L;‘RL iy SrjmhLake'lnhne‘
— 11 Loyalty Customer IDs B ik A ‘Hcmmus_ Folgk e Fd
ualala land ‘_elg S - Folsom Haceryile o
— 138 Different Payment Cards e " o ELPQORAJL - e
. uemevle & C“m“"“ ma oy
« Visited 38 stores S NN o i R hr
. dlur i VRS -A "1 an Anrehs
» Buys with one card and o e L omdes i
returns to another o . Loy e s g m?.“fL“M”N”:
Farallon Islands P  Craielan, |

« Total Returns = $30,807 sanFrancics) S et L

« Total Purchases = $33,705 | o ety ?\ s ol e

* Purchased and Returned S Shanose oot ‘ ’*’m
1_20+_ BIu-Ra_y Discs and b‘% S tos e’
Pirating Equipment

Da
- Hollls\er
Prunsciale:

Homerey Qalmas
Monterey:

Carmel Highlands MONTERN
Copyright @ 2003 Merosoft Corp. andorits suppiirs Al ights reserved

FIREENO

SANBENITCG ., o
i Carithers:
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NEW ORLEANS

Linking in Action
Example #1: Return Fraud/Abuse

Automated
linking can
-4 bring together
®  very complex
connections

r CONFERENCE JUNE 20-22, 2012 EXPeJUNE 20-21, 2012

o
77107263

NEW ORLEANS

wawnd.comlLPi2

SC = Same Credit Card

RT = Returned 4+ times
within 30 minutes of each
other in same store

SA = Same Address
Year Month Returns

2007 133,521
175,313

Activity
163 disappears
after system >

oC deployment };

18,438
1,857
387
105
2,185

6
7
8
9
10

),
27649322

2008, 1 2,026
717
92
278
46

45
281
515

O N D W

€7 &7 O & B B P P G P B P PP P

Grand Total 335,806

6/27/2012
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Variables to Model Return Fraud

» Example Categories to detect fraud

— Unusual return activity

— High risk products

— High risk stores

— High risk tenders

— Associated individuals and their profiles
« Example Categories to evaluate profitability

— Return rate

— Net sales

— Discount usage

— Gross profit

— Loyalty values

be NRF LOSS PREVENTION CONFERENCE & EXPQ | coevencane e zcte emossme e, 201

wawnd.comlLPi2

Modeling Consumer Returns
(Simplified View)

- Fraud Modeling
Involves
- Extreme determining
o) Outliers
5 99% of unusual values
Customers .
% Makjhg a Retu:n } \ -Suspicious . fordUpdtO f
> ‘ \ Return HelEeks o)
x variables
o simultaneously
Risk Variable 2
Total Amount Returned ®®® $0to $50 ©0©0© $100to ®®® 3500 or more

$500

6/27/2012
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Where Linking Fits into Return
Authorization Predictive Models

AN

Model Pre-Processing
Return Predicts the likelihood of
Authorization @ fraud or abuse
g
Sales and :-g Return
Returns o —» | Fraud
(TLOG) % Score
i
Iltem Data %
/ z
€
(0]
S
Real Time Decisions , .
Customer Employee Optimization : ’g&{@@‘
‘ -

Returns Product Scans Receipt Integrated or
Provides Receipt Enters Info Stand-alone
Look into Receipt Predictive Analytics:
Look into SKU Database Fraud Prevention Model
Database /

Considers all Store Brands, SKUs,
“w=| Locations, Purchases and Returns.
And more...
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Impact of Return Fraud Detection

52 Week Moving Average

11.5%

11.0% 7 a.:‘-on
o pUtNOR

10.5% A "V"“-\ &)

o
3
ES

Return Rate

9.0% 1

8.5% Authorization
Enabled

A 4

NEW ORLEANS

The Home Depot Perspective

Thomas Hacker, Director of Loss Prevention,
The Home Depot

National Rotail Federation”

6/27/2012
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» Stores: 2,246 (Q411)

» Operations: U.S., Canada,
Mexico, Puerto Rico, U.S. Virgin
Islands, Guam and China

» Associates: approx. 300,000
* Revenue: $70.4B USD (FY11)!
* Member of DOW

* NYSE (HD) since 1981

1) Continuing operations

~= o NRF LOSS PREVENTION CONFERENCE &EXPO | twmminemes i amvaneros o

Store Operations: Asset Protection
VP
Asset
Protection

Safety Environ- Crisis Loss F?eIT d
Health mental Management Prevention Organization

Corporate Storg
Design & Build Execution

6/27/2012
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Shrink and Non-Receipted Returns

\

A
“\\ -

~—__—/

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

NON-RECEIPTED REFUNDS % TO ALL REFUNDS SHRINK RATE

Customer Experience- Old

Customer attempts
to make a return
without 3 receipt

Cashier enters
customer’s ID into
register

v
ID is reviewed

Approval/denial
decisions only
valid for store
being visited;
customer can

be denied in
one store, visit
another store
and be
approved

Inconsistent Approval/Denial Across All Stores

against internal
customer database

ID is flagged by one
of our internal
suspeng codes”

ID is approved for a
non-receipted
return

Manager must
respond to register
and review history

A 4
Processed as store
credit, HD Prox or

cash override

Manager decides to
deny the
custome‘(’s return

y
Manager decides to
approve the
customevr’s return

Transaction is log
attempted and
customer denied

Processed as store
credit, HD Prox or
cash override

6/27/2012
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Policy vs. Model-Based Decisions

60%

50%

Far Fewer People Affected
by Model-Based Approach
To Fraud and Abuse

Many Good Consumers
Affected by Simple
Policy Based Denials

Percent Denied
w
o
o

0%
P Good Consumers Fraud/Abuse‘

«

'

Old System Impacts ALL Customers Equally

Jo NRF LOSS PREVENTION CONFERENCE & EXPD | owmsa ineim zos wmomemer

The Home Depot’s Objectives

* Minimize Fraudulent Return Activity
— “Decision” non-receipted returns with data & analytics
— Reduce shrink associated with theft of product
» Enhance the Customer Experience
— Significantly reduce the volume of “suspend” activity
— Increase flexibility on valid non-receipted returns
» Obijectivity vs. Subjectivity
— Remove approving manager from decision making
— Reduce levels of conflict management regarding returns
— Reduce liability exposure relative to profiling

6/27/2012
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Proof of Concept

» 90 day POC

2 districts in Pacific South (California)
— 23 total stores

* Monitored surrounding stores to
measure impact

 KPIs
— Total returns as % to sales

— Non-receipted returns as a % to total
returns

— High theft SKU activity (returns &
sales)

— Shrink results

Proof of Concept Results

{Non-Receipted Returns ]— { Shrink ]—

e

R |

TY %

» 244 bps drop vs. LY * 21 bps drop vs. LY

6/27/2012
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Labor Savings

Number of Mgr Overrides for Returns

| 12/13/2010 Dec

ning date

i ) Al s.nnnlune Hunnal.
11/1/2010 11/8/2010 11/15/2010 11/22/2010 11/28/2010 12/6/2010 12/13/2010 12/20/2010 12/27/2010

Significant Savings for Leadership Team

JEW ORLEANS
ERENCE JUNE 012 Expu JUNE
Linked IDs
Transaction Key Store  Purchase  eturn Return
Date - Store - Register - Nui Dollar: D N
. Tran Humber) [ =
. 23 |D I k d t 822966 20090615-1543-1-833 1843 5 698 § -8 -
S linke O one 822966 20090615-1843-16-5868 18435 - 5 (698 §  (299.00)
822966 20090615-1843-24-1748 18435 - 5 (29900} § .
TRE ID# 822966 20090615-1843-24-1749 1843 5 29900 § - s
522966 20090615-1843-58-2301 1843 5 29900 § - s .
. 822966 20000616-644-22-0135 645 - § -5 (24900
822966 20000617-1843-15-612 1843 § 5 -5 (24900
° ConSIStent non- 822966 20000617-1843-16-6412 1843 § 5 -5 (269 nn%
. . 522966 20000617-6966-12-4193 6968 § 5 -5 (26900)
rece|pt return of h|gh 822966 20090617-6966-13-7199 6968 § 5 -5 (20900)
522966 20000618-644-22-9791 645 - § -5 (279.00)
822966 20000618-644-57-2196 644 5 11010 § S -
theft prOduCt 822966 20090615-6968-1-7724 5965 5154140 § - s -
522966 20090618-6966-13-7252 69685 - S -5 (269.00)
. 522966 20090622-6677-57-3823 6677 5 1155 § -5 -
522966 20090624-6968-13-8577 5968 S - S (46B.00) S
o PurChaseS Ilnked to 522966 20090624-6966-56-2786 5968 S 468.00 § - s
822966 20090624-6968-57-9244 5968 § 458.00 § - s -
redeemed Store 822966 20090625-1069-15-5228 10695 - § -5 (299.00)
822966 20090625-1843-16-8303 1843 § 5 - s (139.00)
. 822966 20090625-6677-8-4934 8677 § 5 - s (12900)
Cred |tS 822966 20090625-8572-10-4854 8572 § 5 - 85 (408.00)
822966 20090626-1069-15-5376 10698 - § - s (149.00)
822966 20090626-1069-2-5659 1069 5135790 § - s .
= 5 = 1 (299.00)
TREID Purchases hcceiPted  Non-Receipted r ., poyiin g Return Rate PereentNon-| i,
Returns Returns Receipted
r r
822966 $ 25,094 $ (14,551) $ (9,439) $ (23,990) 96% 39%
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GoREEREN

Linked IDs

« 23 IDs linked to one
TRE ID#

« Consistent non-
receipt return of high
theft product

* Purchases linked to
redeemed store
credits

Receipted  Non-Receipted
UREIY  [(RICREse Returns Returns

822966 $ 25,094 $ (14,551) $ (9,439) $ (23,990)

Total Return $ Return Rate

Percent Non-
Receipted
r

96% 39% | —

POS Integration

Things to Consider:

* Update returns &
pOI|Cy and S|gnage Swipe or enter customer ID information.

ID State or Country Cade |

» Cashier training

guide
» Customer service

department and
escalations

* Reporting access
for AP team

B wiitaryip

6/27/2012
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Customer
attempts return
without receipt

Cashier enters
customer’s ID
into register

ID is reviewed

Customer Experience- New

against TRE
Customer is Customer is
Denied based on Warned/Approved
history based on history

Refund does not
occur; transaction
is terminated

Processed as store
credit, HD Prox or
cash override

Consistent Approval/Denial Across All Stores

NEW ORLEANS

CONFERENCE JUNE 20-22, 2012 Expe JUME 2021, 2012

De-Linking Pro Customers

6/27/2012
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De-Linking Pro Customers

)

@ @
Delinking

Post-Delinking
; TF!Ewnow ;
i,\ T v N |
L7 o)

['he Donna Karan

Perspective

Paul Paglia, Sr. Director of Loss Prevention &
Retail Operations, Donna Karan

National Rotail Federation”

6/27/2012
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DKNY LP & Retail Operations

 Wholesale Division & Retail Division

Operations Standards & Controls

Business Analysis

Audit (Retail Stores & Distributions Centers)
Awareness Program

Training

Investigations

Expense Control

6/27/2012
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Fraud & Shrink Control

Fluid Risk Assessment Process
Exception Base Reporting System
CCTV / Video Analytics

Store Audits

Refund Policy & Operational Procedures

Audit:

Theft:
Controls:

Staff:

F

High Risk Shortage Reporting

Assessment Scores / Reduction in Score Results

Management: Turnover { Open Postions / Experience / Involutary Terminations

External & Internal Theft Activity / Defeated Tags / LP Investigations / Return Rate
Cash Shortages / Self Assessment on Time Submission / Self Assessment Accuracy
Conversion / UPT

Low Shortage Risk

Ave Shortage Risk

High Shortage Risk

6/27/2012
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Riverhead

Orlando

Cypress
212 Wacaville

213 Tinton Falls
Miagara
Aurora

Atlantic City
Milpitas

012 Expo JUNE 2021, 2012

Exception Based Reporting

Incidents — Violations — Excessive Violations
Return Rate by Store

Returns Exceeding Purchase Reporting

No Receipt Returns Reporting

Customer Information Tracking

23
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‘Ehannel #5[Registers]
|3 Channe| 5l

CCTV Analytics / Staffing & Schedules

Business Analylic » Conversion rate > Hourly

Search Bate 04262012 | 5] [ view Report | &)

227 Orlando International

ChartAnalysis
a0
7 View Siles

. e
= A P '__'"\__V/ N JARY

/ ‘\"/ \‘L""—-—--/ \' O T
a1/ R
i N

Enahle Ranking

20
10
o
10000 41:00- 12:00- 12:00- 14:00- 15:00- 16:00- A7:00- 18:00- 12:00- 20:00- 21:00- 22:00
11:00 12:00 13:00 1400 15:00 18:00 A7:00 18:00 19:00 2000 21:00 z2:00 2300
Region Mame | Site 10:00-11:00 11:00-12:00 12:00-13:00 13:00-14:00 14:00-15:00 15:00-16:00 16:00-17:00 170
Total Retail % 10% 12% 9% 0% 10% 3% 10%

227 Orlandao Inte| 16% 16% 27% 1% 23% 3% 16% 20%
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Contrast: DKNY/The Home Depot

Direct Relationship between Return Activity &
Shortage “Shrink”

Customer Experience Important

Base Decisions on Statistical Data

DKNY Less Fraud Exposure than THD,
Associate to Customer Ratio

0.5
0.45
0.4
0.35
0.3
0.25
0.2
0.15
0.1
0.05

Results

-

Shortage as a % to sales

NEW ORLEANS

m 2006

u 2007
02008
m 2009
m2010
m2011

JUKE 20-22, 2012
wawnd.comlLPi2

EXPOJUNE 20-21, 2012

6/27/2012
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Justifying New LP Programs

ROI Analysis

v Turn Returns into Sales

v Customer Experience

v Fraud & Shortage Reduction

NEW ORLEANS

Recommendations to Address

Return Fraud and Abuse

Gregg Smith, Sr. Director, Loss Prevention,
The Children's Place

THE CHILDREN'’S

PLACE

26
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Recommendations

 Returns needs to be a focus

 Linking consumers’ transactions builds a picture
of their behavior, eliminating false positives and
identifying negative actions to address.

 Think twice before you let a restrictive return
policy impact your good customers.

 Build a business case. Reducing fraudulent
returns is a measurable action and should have
a documented ROI.

53

NEW ORLEANS

Questions and Answers

Gregg Smith, The Children's Place
David Speights, The Retail Equation
Thomas Hacker, The Home Depot
Paul Paglia, Donna Karan

National Rotail Federation”

6/27/2012
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