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Loss prevention is actually an organisational
perspective aimed at reducing or preventing
potential losses. The approach suits any
company or organisation that conducts
some sort of operational or logistic business.
The inventory, warehouses, movement of
merchandise inside and outside the
organisation, the interfaces between the
various departments and the other
processes and activities, are generally
examined in purely operational and logistic
terms of production efficiency and
availability of logistic support and not
through potential loss parameters.
This may create a situation where the
organisation loses a lot of money due to
abuse or unintentional operational and
logistical errors.

The failure can be a breached process that
can be exploited for theft or it can be a
process that contains the potential for
errors. The leak can appear in interfaces
inside the organisation, in logistic or
operational processes, and more.
Loss prevention is part of the organisational
strategy and not a specific reaction to an
error or malfunction. The goal is to find the
weaknesses and faults in an organisation
and address them in order to eventually
attain prevention on a daily level.
In most organisations, the company’s
problems are forecast to come from external
sources and therefore, almost every
company that takes operational efficiency
seriously has a security officer that is
responsible for protecting the company
from external threats. However, according
to a study conducted by the University of
Florida, over 60 per cent of an
organisation’s losses are caused by internal
factors that manifest according to the
following:
System synchronisation – Bypasses and
partial processes to the ERP systems that
abuse the system, cause inaccuracies, and
give options to alter operational procedures
The solution: The main work perspective in the loss prevention process is preventative.

Loss Prevention

Proactive Strategy or
Reactive Response?
Loss prevention actions are meant to
generate and implement work processes
that completely integrate the inspection and
security components with operations.
Minimising and/or preventing loss is a
critical element in managing expenses and
improving profitability. Loss minimisation is
a long road strewn with surprises, since
most organisations are not at all aware of
the financial value of their annual losses
(aside from inventory losses). Loss
prevention examines all the processes
within an organisation in order to find
failures and weaknesses through which
money can leak through the organisation.
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BUSINESS LOSS is a common
phenomenon in the market and it
significantly damages many companies’
profitability. Against the backdrop of the
current global recession where companies
are experiencing financial hardships and
trying to minimize expenses in any way
possible, the question arises of whether
companies are truly doing everything in
their power to improve their profitability.

that help in cases of inefficiency,
information leakage and abuse of the
organisation’s resources.

Destructions – Often, where a product is
eliminated from the inventory and cannot
be counted, a bypass is created where these
products are reused but not through the
company, causing the company to suffer
twofold (eliminating useable inventory,
reselling the product by someone else and
thereby harming the company’s sales).
Inventory management – “Closed”
systems such as ERP systems do not enable
changes to be made once the data has

already been entered. In many cases, data
is incorrectly entered to the various systems,
mainly due to typing errors.

Data verification – Two main problems
in large organisations are data verification
and control & inspection at the senior
management level. In numerous cases,
weaknesses in the processes cause a
disparity between the actual data and the
data on which operational decisions are
made in the company. The majority of

Sources of Inventory Shrinkage
Employee Theft
47%

Paper Error
5%

Vendor Fraud
% 14

reports to senior management are made
from middle management and from
numerical reports, and decisions in the
company are made based on the data that is
received. These reports are often erroneous
and there is a large disparity between the
reports and reality.
The main work perspective in the loss
prevention process is preventative.
Prevention begins when a weakness is
identified in the organisation’s operational /
logistic activity. At the beginning of the
process, we refer to three main types of
loss: intentional, unintentional and hidden.

Loss prevention
is part of the
organisational
strategy and
not a specific
reaction to an
error or
malfunction.
The goal is to
find the
weaknesses and
faults in an
organisation
and address
them in order
to eventually
attain
prevention on a
daily level.

Unintentional loss refers to damage that
is made innocently and unintentionally,
such as an error in entering data.
Intentional loss refers to maliciously
causing damage for various reasons such as
revenge for dismissal, industrial espionage, etc.

Customer Theft
34%

Hidden loss is not considered loss but
rather as an operational expense in an
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The solution: The main work perspective in the loss prevention process is preventative.
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organisation, such as prohibited use of
organisational resources, which the
pertinent entities are neither aware of nor
have approved of.
Over 97 per cent of shrinkage is undetected
by retailers at the time of the crime or
subsequently. Over 31 billion dollars is lost
yearly in the US alone to inventory shrinkage.
This does not include ‘silent losses’.
There are several options for working
together with customers in loss prevention.
Each way yields different outcomes and
they can be combined in the work process:

Surveys – A survey that examines an

Every manager,
regardless of
rank must ask
himself at the
end of each
workday: How
much money
was lost today?
Am I working
to protect the
company’s
profitability?

organisation’s status quo, main problems
that cause intentional / unintentional /
hidden losses in an organisation from a
human resources perspective, the
knowledge in an organisation, and the
technologies implemented at the
organisation. At the end of the survey, the
organisation decides how it wishes to
proceed (continue / discontinue business,
independently fix faults).
The purpose of the survey is to increase the
organisation’s awareness and understand
the sources of the faults that need to be
addressed. As part of identifying the
problems, the organisation promotes
solutions, which lead directly to savings.

Work plan – An organisation that
understands the conclusions of the survey and
chooses to continue collaboration, undertakes
a project where the survey is taken as a basis
and every problem and flaw is analyzed and
practical solutions are designed. Loss measures
are specified during the project so the
organisation obtains a status quo and move
forward to measure losses.
Such a project provides the organisation
with operational tools for solving problems,
which directly lead to optimization, savings,
and problem solving. The purpose of the
work plan is not only to fix faults, but to
initiate a process where the main motif is
prevention as part of the organisation’s
routine, and not just investigation (which is
based on one malfunction or another that is
fixed, until the next one appears…)

Application – An organisation that
continues to combine application is one that
understands that loss prevention is part of
its routine business. Thus, we will divide the
application step in two – correcting faults
24 |
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IN THE 1933 comedic movie Sons of the
Desert, Oliver Hardy turned to partner Stan
Laurel, saying: “Well, here’s another nice
mess you’ve gotten me into.” Through a
series of missteps and short-sighted actions,
the maritime community now has gotten
masters and chief engineers into another
nice mess relating to oily water separators
and oil record books.

and setting up a loss prevention entity /
team in the organisation.

Control – Assisting the organisation’s loss
prevention team. The main profit
component in this stage is a percentage of
the savings.
Integrating the security layout in
loss prevention – Utilising all the
systems and personnel that work with
security, for operations. Using security
cameras to examine irregular processes that
include theft and break in, and also ongoing
checks of routine work methods to prevent
malfunctions on a regular daily basis.

Waste liquids naturally accumulate in the
bilges of ships. Improved maintenance and
closer attention to detail can reduce (but
not eliminate) such accumulation. Part of
those waste liquids consists of oil. To
prevent the waste liquids from
overwhelming the cargo spaces and the
engine room, traditionally the material was
periodically discharged over the side and
into the ocean. In an effort to reduce
pollution of the sea by oil from ships,
technology was developed to separate most
of the oil from the ship’s waste liquids.

Using technology – Implementing
specific loss prevention parameters in the
organisation’s current / future systems, such
as WMS, SAP, and ERP.
Characterising and highlighting
the irregular factor – Making the
irregular element the only information
received in reports and thus turning it into
red flag that alerts every time a malfunction
occurs. This makes focusing and efficiency
in real time possible, while giving a
solution, for example: an employee that
does not arrive on time or a shipment that
does not arrive at its destination.
In summary, loss prevention is gaining
momentum in numerous organisations
worldwide, and it has immense potential to
save organisations a great deal of money
and increase their profitability. However,
there are still several factors that make it
difficult for organisations to adopt this
model, stemming from two main reasons:
feeling intimidated and undermining the
authority of the operations managers, the
logistics managers and the security officers
in an organisation, and the fear that middle
and upper management have of their
conduct in the company being criticised.
Loss prevention success results in savings,
which significantly increases the company’s
profits. Every manager, regardless of rank
must ask himself at the end of each
workday: How much money was lost today?
Am I working to protect the company’s
profitability?
Planned and controlled adoption of loss
prevention measures may contribute to
significantly reducing damages and will be
financially worthwhile to the organisation.
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The oily water separator (OWS) was first
mandated for installation on ships by the
International Maritime Organization (IMO)
in 1974. An OWS separates oil from the rest
of the liquids by means of gravity,
centrifugal force, osmosis, or other process

operating OWS. The oil record book
contains detailed entries of oil accumulated
and stored, as well as the time, place, and
method of any and all disposals. Totals are
supposed to match, but this is difficult as
measurements, particularly of liquids in
storage tanks on a ship at sea, are rough
estimates at best.
There are other, more basic problems,
though. For many years, governments and
ship operators only paid lip service to OWS
operation and ORB entries. Waste oil in
excess of the authorised limit was routinely
discharged at sea and few seemed to care.
Chief engineers were under pressure to
keep operating costs down. One method
utilised was to ignore maintenance of the
OWS. When OWS wasn’t working properly
or when the filter needed replacing, the
system would be circumvented. This could
be done either through use of a by-pass
hose to divert the discharge around the
sensor unit or by adding non-oily flush
water to artificially reduce the level of oil
passing the sensor unit to below the
authorised limit. In addition, false entries
could be made in the ORB to show that
more waste oil was burned on board than

Liquid Wastes

Another Nice Mess
or combination of processes. The OWS was
originally designed to reduce the level of oil
in discharge water to 100 parts per million
(ppm). Ships could discharge waste water
that contained up to that level of oil so long
as the ship was underway, at least a certain
distance offshore, and not in a particularly
sensitive area.
When the requirement for the OWS was
developed, the IMO also established a
requirement that the ship maintain an oil
record book (ORB). The ORB is intended to
show how much oil is accumulated and how
it is disposed. There are three major
methods for a ship to legally dispose of
waste oil: (1) burning on board, (2) transfer
to an appropriate facility ashore, and (3)
discharge into the ocean through a properly

was actually the case. As long as everyone
played by the same rules though, the system
(while flawed) was stable.
In 1992, though, the discharge standard
was strengthened to 15 ppm. Problems
surfaced immediately. The OWS equipment
was not operating properly. Filters regularly
clogged and discharges ceased frequently.
Meanwhile, waste water levels in the bilges
were rising. It turned out that many OWS
manufacturers had merely fine-tuned their
old 100 ppm devices to reach the new 15
ppm requirement. This was achievable on a
test platform in the factory, but frequently
failed on a ship at sea. Chief engineers were
having increasing difficulty in managing
this problem while keeping the ships
operating.
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