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Who We Are
[HL Group is a global research and advisory firm specializing in technologies for the retail
and hospitality industries. The company, based in Franklin, Tenn., generates timely data
reports, offers advisory services and serves as the leading retail technology spokesperson
for industry and vendor events.

What We Do
[HL provides customized business intelligence for retailers and retail technology vendors,
with particular expertise in supply chain and store level systems. Our customers are retailers
and retail technology providers who want to better understand what is going on in the overall
technology market, or wish to identify specific equipment needs for the retail market.

When We Started
Greg Buzek served as Product Development Manager for two Fortune 500 retail technology
suppliers for 6 years. Faced with making recommendations to senior management with
spotty reports stuffed with technical jargon and unsubstantiated data, in 1996 he left to
form IHL Group as an arms length consulting firm that delivers exacting research to corporate
managers.

How We Work
Reliable market analysis is essential for corporations to accelerate revenue and expand their
market share. Most research providers do not disclose data sources or statistically defend the
validity of their assumptions. We do. We disclose in precise detail exactly how and why we
reached our conclusions so that our customers can be comfortable with the data they are using.

What We Know
Our associates and advisors have over 100 years combined years of retail technology experience.
Our associates have worked as product managers, sales representatives and executives in the
retail market. We have the relationships, tools, and experience to meet your research and
consulting needs.
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SUMMARY OF FINDINGS

¢ For this study, out-of-stocks were defined as any of the following reasons for leaving the
store not purchasing some item that they intended to purchase or a substitute for the
following reasons:
o Shelf Empty
o Saw item but it was locked or consumer could not procure the item as there was no
help available.
Found someone to help, but they couldn’t find the item.
Price/Offer on the shelf did not match the ad or online price

¢ Retailers are in denial about out-of-stocks. The true out-of-stock rate experienced by
consumers in our study is approximately 17.8%, which is about 123% higher than the out-
of-stock rate claimed by retailers for themselves.

¢ This conclusion is confirmed by data provided by those same retailers.

o More than 1 in every 5 consumers coming into the door of Consumer Electronics
retailers (21.2%) leaves without buying at least one product they intended to
purchase due to out-of-stocks.

=  Bestin Class

Retailer % out-of-Stock $ Loss for every
customer*
Fry's 13.1% 50.84
CompUSA 18.1% $1.16
Radio Shack 22.7% $1.46

* This is the burdened loss for every customer that comes in due to out-of-stocks, not just those that
experience an out-of-stock. So Fry’s is losing the equivalent of 84 cents for every customer that walks
through their doors, which is the best of all retailers in the survey. Contrast this to OfficeMax below
who is losing $1.96 for every customer coming through their doors due to out-of-stocks.

=  Worst in Class

Retailer % out-of-Stock $ Loss for every
customer
OfficeMax 30.6% $1.96
Office Depot 26.0% $1.67
Circuit City 25.7% §1.65

© Copyright 2008 IHL Group — All Rights Reserved. www.ihlservices.com
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o One in every in 6 (16.6%) consumers shopping in Grocery and household goods
retailers experience an out-of-stock situation and don’t purchase a substitute

product.

= Bestin Class

Retailer % out-of-Stock $ Loss for every
customer*
Ahold 7.4% $0.31
Winn-Dixie 9.1% $0.38
Safeway 14.7% 50.61

* This is the burdened loss for every customer that comes in due to out-of-stocks, not just those that
experience an out-of-stock. So Ahold is losing the equivalent of 31 cents for every customer that
walks through their doors, which is the best of all retailers in the survey. Contrast this to Food Lion
and A&P below who are losing 94 cents for every customer coming through their doors due to out-

of-stocks.
=  Worst in Class
Retailer % out-of-Stock $ Loss for every
customer
Food Lion 22.8% $0.94
A&P 22.8% $0.94
Albertson’s 21.6% $0.89

Consumers shopping in Home Improvement retailers experience an out-of-stock
situation 15.4% of the time they visit those stores.

O

= Bestin Class

Retailer % out-of-Stock $ Loss for every
customer*
Ace Hardware 13.6% $0.53
Lowe’s 14.1% $0.55
Home Depot 15.0% $0.59

* This is the burdened loss for every customer that comes in due to out-of-stocks, not just those that
experience an out-of-stock. So Ace Hardware is losing the equivalent of 53 cents for every customer
that walks through their doors, which is the best of all retailers in the survey. Contrast this to
Menards who is losing 80 cents for every customer coming through their doors due to out-of-stocks.
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=  Worstin Class

Retailer % out-of-Stock $ Loss for every
customer

Menards 20.5% $0.80

True Value 18.9% 50.74

Do it Best 18.1% $0.71

¢ Consumers aged 26-35 are most prone to encounter an out-of-stock situation (11% higher
than other age groups).

e For categories such as electronics, more customers now review inventory availability
online or purchase online before going to the stores.

e It isn’t your imagination, there really are fewer store associates available to help you in
Home Improvement retailers (Home Depot’s employee-per-store ratio has declined 46%
since 2000). The data showed a clear indictment, as consumers are 12% more likely to
encounter a “No Help Available” situation in their stores than in any other retailer.

e Fully 9% of survey respondents said that in the past 12 months they had stopped
shopping at a particular retailer due to their out-of-stock situation. The list includes the
likes of Wal-Mart, Home Depot, Sobey’s, Walgreen, Circuit City and Best Buy.

¢ In the last year, nearly 1 in 10 (9.4%) Sears/Kmart shoppers stopped shopping the stores
due to problems with out-of-stocks.

¢ Canadian consumers experience the out-of-stock situation “empty shelves” 24% more
often than the United States.

e For grocery items, those in the lowest income levels encounter more out-of-stocks than
any other group.

© Copyright 2008 IHL Group — All Rights Reserved. www.ihlservices.com 8
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1.0 INTRODUCTION

Introduction/Background and Objectives

In this report, IHL Group looks at the out-of-stock levels that consumers find in the retailers they
frequent. Out-of-stocks have been a problem for retailers since man first tried to sell items to the
public. Out-of-stocks take many forms, and the next section offers a definition for each. Recently,
as a result of some other IHL research, we were able to quantify the entire out-of-stock problem in
North America at approximately $93 Billion annually.

Out-of-stocks represent a problem for both the retailer and the consumer.

Out-of-Stocks Defined

For the purposes of our analysis, we are defining an out-of-stock as any situation wherein a
consumer, coming into a retailer with the intent of making a purchase of a specific item, leaves
the store without having made that purchase. For this report, we have identified five specific
types of out-of-stocks, and they are as follows.

e Empty Shelf — This is the classic out-of-stock situation. There is shelf space for the item, but
there is no stock on the shelf, nor was a purchase made of a substitute item.

e Stock Present, but No Help Available — This is the situation where the consumer can see the
item (on a high shelf, for instance), but there is no store associate available to help the
consumer get the item.

e Stock Present, but No Access — This situation is similar to the previous one, but in this case a
store associate is available, but they don’t have access to the location where the item is
stocked (in a locked display cabinet, for instance).

e Promo Price Mismatch — This is the situation where the price/offer in the store does not
match that advertised (either online, in print or via Radio/TV).

e Other — This is the situation where a consumer left the store without purchasing the item
desired for any reason other than the item was less expensive elsewhere (and the four
reasons above).

At this point we should note that the definitions of out-of-stocks shown above are in no way
related to the retailer definition of an out-of-stock. Most retailers define out-of-stocks as the
difference between a planned and actual stocking level. This is a rational approach in theoretical
terms, and it makes use of data provided by the supply chain systems of the retailer. In practical
terms, however, it bears little resemblance to reality, since the supply chain systems tend to

© Copyright 2008 [HL Group — All Rights Reserved. www.ihlservices.com 10
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ignore everyday store issues such as lost or pilfered stock, mis-shelved items and the like. In most
cases, retailers may cite a figure of, say, 6% out-of-stocks based upon this approach. Reality,
however, is more closely approximated by what the consumer experiences, simply because the
consumer numbers reflect the true success or failure of the consumer to obtain the item desired.
Consumers don’t care if the retailer’s system numbers indicate a 2% out-of-stock level when they
leave the store unsatisfied half the time they go there.

Methodology

This data for this report was obtained by performing a web-based survey. This survey was
conducted prior to the November 2008 shopping period. One of the key limitations of a study
such as this one is that this is not a review of all consumers as a whole, but it is a survey of PC-
users, who tend to be of higher income groups than the general population. These are precisely
the consumers that retailers are wanting more information on as they tend to have higher
disposable incomes and larger households (and thus need more groceries/DIY goods/consumer
electronics). We asked a wide array of questions on shopping habits and the encounter of out-of-
stock situations. The questions we asked included where they shopped, how often they
encountered an out-of-stock situation, what type of out-of-stock situation was it, etc. We believe
the reader will be extremely intrigued by the results that we found.

Pricing and Purchase Information

Description Price
What’s the Deal with Out-of-Stocks? USD $1,995

This report comes as an electronic license that can be shared freely internal to your organization.
To purchase this report, please contact us at 01.615.591.2955 or email us at ihl@ihlservices.com or
you can purchase through our secure website at www.ihlservices.com for immediate download
with a credit card.
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