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2023 Deduction Metrics Survey

... a little history ...

» Customer Deduction: Impact on Receivables first issued by CRF in 1998
= Updated every three years

= One of the best sources of benchmark information on customer chargebacks &
deductions

= Metrics & best practices used to evaluate company performance and gain insights for
Improvement

= 2023 Deduction Metrics survey was collaboration between Attain Consulting Group,
Carixa, The Credit Research Foundation, IAB and RVCF.

= Survey launched in August, 2023
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Subject Matter Experts:

Kathy Rotondo Shyarsh Desai

SVP & Chief Operating Officer Chief Executive Officer
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Survey Insights:
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2023 Deduction Metrics Survey

Deduction aging & time limits

How long can a deduction remain open until it is written off?

14% Why establish a time limit?

44%  Customer deadlines

» Decreased recovery
* May inflate A/R

42% * Optimize resources

* Focus on current

® No Time Limit ® 12 Months or Less @ Over a Year/Other
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2023 Deduction Metrics Survey

Automatic write offs

Do you automatically write off deductions below a certain value?

91% 97%

Up from
73% in 2021

2%
7%

3%

® Yes @ Depends on Type @ No ® Yes @ Depends on Type

All Respondents

Primary Customers are Retailers

2023 Deduction Metrics Survey -7- IAB SOLUTIONS, LLC



2023 Deduction Metrics Survey

Automatic write offs

What is your automatic write off What percent of total deduction dollars
threshold? are automatically written off?
0
Industry Group Median amount >5%
Up from 1.1 - 5%
All respondents S50 - S100 $25- 550 ' 0
in 2021
Food, Beverage & Grocery $100 - $250
Construction, Building Supplies $25 - $50 <0.25%
Apparel, Footwear ... $25 - $50

25 -1%
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2023 Deduction Metrics Survey

Deduction metrics

Non trade deductions as % of sales

25%
19%

13%

13%
8%

<0.25% 25-05%  0.6%-1% 1.1% - 2% 2.1% - 3% 3.1%-5% 5.1% - 10%

2023 Deduction Metrics Survey

8%
6% .

>10%

Observations

= Medianis 1.1 — 2% of sales. (2021 median

was %2 - 1% and 2018 median was Y4 - ¥2%)

= 17% reported > 5% of sales (this was 6% in

2021)

Opportunities

Many of these deductions are preventable and
should be considered the ‘cost of doing business
poorly’

=  Cross functional collaboration, corrective actions,

process improvements, automation technologies
are keys to taking control and reducing
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Profit From Our Experience



2023 Deduction Metrics Survey

Deduction reporting KPls

What metrics do you track at a KPI level to measure
deduction management performance?

Open > 90 days 67%

Total received 55%

Open as % AR 46%

38%

Recoveries

DDO 36%

Other 22%

Not Tracking 18%
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2023 Deduction Metrics Survey

Invalid deductions & recoveries

Percent of deductions invalid or disallowed:

Medlan

23%
19%

3%
1M1% 1%

<1% 51- 101- 15.1- 20.1- 31- 41- >50%
5% 10% 15% 20% 30% 40% 50%
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Deduction Qutsourcing Strategies to
Increase Recoveries:

CLOSED DEDUCTION REVIEW
SPECIFIC TYPES OF DEDUCTIONS
AGED INVALID DEDUCTIONS

CUSTOMER SPECIFIC CHALLENGES
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Deduction trends

Trend in overall deductions dollars as % of sales in past 12 months

2023 The number of companies 2021

reporting that deductions
increased rose by 38% in

16% 2023 compared to 2021 24%
47% 42%
0
3% 34%

@ Increased o Decreased e Stayed the Same @ Increased e Decreased e Stayed the Same
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2023 Deduction Metrics Survey

Outsourcing

Do you outsource deduction tasks?

25% Specific Types 50%
Small Dollars 50%
. Unidentified 50%
147 Invalid Claims 50%
9% Post Audit Claims
Reporting
Trade Promotion
Entire Process
.

2018 2021 2023 @
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Technology & automation

2021:43%

32%

2023 Deduction Metrics Survey

Use of 3'd Party Technologies

2023
2021 35%
2021: 57%
2018 30%
68%

@ Use 3rd party technology
® Do not use 3rd party technology

-14 -

73%
75%

58%
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Technology & automation

Use of 3" Party Technologies

Cash a re-processin 4%
Pp pre-p g 34%,
)
Q . 16%
c Deduction workflow a
a0%
0
e 0,
c POD / claims /| document retrieval 16% 299,
Q
E . —— . . 14%
v Claims reconciliation & validation 1%
Q
- ) " 14%
S Deduction reporting 20%
©
© Overall deduction management 12% 290,
S
O . 1%
.,&; Collections 16%
E Trad . 5%
-8 rade promotion management 299,
2 9%

OCR |/ scanning 20%

carxa
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2023 Deduction Metrics Survey

Technology & automation

ROI for Automation....

How Do | Get Started?

Capital

I Collaboration Leakage Insights

« Invalid Days Deductions « Elimination of manual - Recovery rates (i.e, « Customer profitability to
Outstanding metrics tasks with customers (e.g., measured from invalids) manage refationships
(DDO) Portals)

+ Eliminate the problem o Productivity gains for the

« Follow up prioritization
framework: assignments
to Sales, Pricing,
Warehouse, Billing and
Collections with all back
ups

« Speed up validation
research (1.e., resolution
limes)

through root cause team tracked

carxa

Profit From Our Experience

2023 Deduction Metrics Survey -16 -



Voice of The Retailer
Insights:
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Advice to Vendors — Retaller perspective

What advice would you give to your vendors in terms of trying to prevent
future deductions?

v' Be proactive! Invest in systems to ensure compliance. Focus on collaboration and seek joint initiatives that will limit deductions. A few things to
consider:
=  Read and understand our requirements
=  Make sure item set-up is accurate
=  Review POs for accuracy
= Stay on top of your business. Communicate ship / deliver delays (proactively)
* |mplement checks and balances within DCs and factories to improve shipping accuracy

=  Review and take action on non compliance communication
Understand the root cause of your issues and capture in reporting detail so that you can action on it

Read the chargeback notifications timely. Timeliness is everything to prevent compounding charges for the same issue across multiple orders
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Advice to Vendors — Retaller perspective

What advice would you give to your vendors in terms of trying to prevent
future deductions (cont’d.)?

Overcommunicate to ensure the retailer is aware of any challenges;

Take advantage of the back-up data provided to determine root cause

Communicate and partner with all appropriate parties; understand the deduction; research the cause, define the plan and execute
Partner with your counterparts in supply chain

Reach out to the retailer to talk through what specific deductions are and how they are being created within the vendor’s processes

AN N N Y R N

Ensure you are following shipping guidelines. Implement best practices in terms of shipping condition. Root cause your largest issues with the
retailer and focus on those. Scan to box systems reduce many picking errors

<

Work with carriers to ensure they are following retailer guidelines

v' Avoid bridging pallets (same SKU spread across multiple pallets); request PO changes early

RVCF&
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Questions?
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