Part 5: Cases

CASE 20
Best Buy Fights Against Electronic Waste*

Although Best Buy has not been in business as long as other established brands, the com-
pany is a well-known name both within and outside the United States. This consumer
electronics retailer is the largest specialty retailer within its sector throughout the United
States. To maintain its competitive advantage against rivals in specialty electronics, Best
Buy began investigating competitive pricing strategies, international expansion, and the
targeting of a younger demographic.

In addition to its discounted and high-quality products, Best Buy became known for
its customer-centered approach and sustainable outreach, After realizing the importance
of sustainability to its customers, Best Buy implemented an extensive recycling program.
In the process, Best Buy earned itself a name as a socially responsible company. The
company adopted programs and systems to provide flexibility and aid to its employees,
As a result of its corporate and social responsibility initiatives, Best Buy has been awarded
numerous honors, including Ethisphere’s World’s Most Ethical Companies and Forbes’
Americas Most Reputable Companies,

This case provides a brief history of Best Buy, including details on its expansion and the
models it implemented to become the success it is today. Next, we discuss Best Buy’s vision,
along with the actions the company is taking to turn its vision into a reality, We briefly
analyze Best Buy’s community outreach programs, We look at Best Buy’s large-scale envi-
ronmental initiatives, particularly those regarding energy savings and recycling. Finally,
we examine some of thie challenges Best Buy is encountering as it struggles to maintain its
dominance in the consumer electronics market.

Best Buy has undergone a number of changes over the course of its 40-year history. The
company was founded by Richard Schulze, who worked as a representative for a consumer-
electronics manufacturer. Schulze recognized that a demand existed among college-age
consumers for audio equipment, and in 1966 he opened an audio specialty store called
Sound of Music in the Twin Cities (Minnesota) area. A year later, the company acquired
the Kencraft Hi-Fi Company. The company continued to grow and flourish over the next
few years, hitting $1 million in annual revenue by 1970. Best Buy’s equipment was origi-
nally targeted to college students who wanted electronic goods at the higher end of the
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Spectrum. However, becauge of increasing competition in the consumer electronics indus-
try during the 1970s, Schulze realized his stores had to adapt to compete effectively.

In 1983 Schulze converted his Sound of Music stores into a high-volume discount
chain selling electronics, consumer appliances, videocassettes, and records, He renamed
this chain Best Buy. Competition remained fierce from companies such as Sears and
Wards, and Schulze was once again forced to innovate. He came up with an entirely new
model that revolutionized the retail industry as a whole. The changes Schulze implemented
included eliminating the backrooms of stores and bringing all merchandise onto the sales
floor, paying salespeople hourly wages rather than commissions, and retraining salespeo-
ple to be more customer-focused,

Best Buy embarked on partnerships and acquisitions to increase its market share, such
a$ acquiring the computer repair service the Geek Squad. With the downward trend in
computer sales in the 2000s, Best Buy embraced what it calls Concept 5 stores—companies
that would not oaly sell products but alse teach consumers how to uge them. With the

service turnaround time, leading to higher customer satisfaction and a new chapter in the
consumer electronics industry.

Best Buy operates businesses in several countries outside the United States as well,
including stores in Canada and Mexico. While attempts to open Best Buy stores in China
were unsuccessful, the company’s subsidiary Jiangsu Five Star Appliance is thriving,
In 2009 the company opened its first stores based in the United Kingdom. Best Buy began
opening branded Best Buy stores in the UK. in 2010. Today, Best Buy is a leading provider
of consumer electronics with a presence in U, Canadian, British, Chinese, and Mexican
markets, :

In 2009 the company became the primary online and brick-and-mortar provider
for the eastern United States after its rival Circuit City closed its doors. Unlike Best Buy,
Circuit City failed to adapt to a fast-paced marketplace; it chose to hire workers at lower

' Wages and encountered severe inventory backlogs that resulted in less loyal employees,
greater inefficiencies, and customer dissatisfaction. With 2012 annual revenue of more
than $50 billion, Best Buy dominates the marketplace for brick and mortar electronics
retailers, The company currently employs about 160,000 people. However, competition
from online rivals including Amazon.com has created challenges for Best Buy, resulting in

“People, Technology. And the pursuit of happiness.” This is the corporate vision Best Buy
strives to achieve. The company attempts to apply best practices in every facet of its opera-
tions. To meet the needs of jts customers, employees, vendors, and stockholders, Best Buy
adopted a stakeholder orientation that focuses on quality relationships with these various
groups. Technology is an inextricable part of this orientation, since the company prides

itself on selling quality technological products and services that meet its customers’ var-
ied needs. Best Buy wants to create a satisfying work environment and give back to the
communities where it operates. The company feels happy employees and communities
translate into happy customers. The following sections describe the initiatives Best Buy has
implemented to fulfill its visiop, '
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Consumer Engagement

Best Buy views itself as a customer-centered organization and aims to achieve better
customer refationships, a greater understanding of customer needs and preferences, and
continual engagement in customer dialogue. Best Buy encourages its customers to rate .
their experiences and products on www.BestBuy.com. The company invited customers to
leadership meetings in order to gain a better outlook on their needs. In this way, Best Buy
hopes to create a better fit between the company and its customers.

Best Buy takes the concerns of its customers seriously. In 2007 the company published
its first Corporate Social Responsibility Report (CSR) in response to consumers’ demands
to know what Best Buy does in the area of sustainability. Electronic waste has been rapidly
accumalating in landfills, and society has became increasingly concerned with how to
reduce this waste. Best Buy's surveys revealed its customers want the company to find ways
to recycle electronics and use less energy. Best Buy answered this call through implementa-
tion of a wide-scale electronics recycling program. Best Buy works to continually improve
its customer service. its subsidiary, the Geek Squad, provides 24-hour service on-site, at
home, or through the Internet. The Squad’s Agents—wearing their signature white shirts,
black ties, black trousers, and sporting Geek Squad logos, complete with black and white
cars for at-home services—are often able to malce repairs in a matter of hours (versus days
or weeks for many other computer repair services). Overall, Best Buy’s customer satis-
faction ratings display an upward trend in the past few years as the company’s customer-
centered focus provides it with an advantage in the marketplace and enables it to grab
market share.

Employee Engagement

Employees are an integral part of Best Buy’s vision. Best Buy requires a talented, dedicated
staff to solve technical problems and demonstrate exemplary customer service. As a result,
Best Buy invests heavily in training its employees. The company devoted 50,000 hours to
employee training to teach employees about the newest features of the Windows & product
so employees could betfer assist customers in-store. '

Best Buy’s corporate culture emphasizes listening to employees as weli as customers.
Employees are able to post their thoughts on online forums such as the Watercooler and on
an internal news site. The company’s Chief Ethics Officer Kathleen Edmond demonstrated
the importance of communication to the company when she created the Chief Ethics Offi-
cer Blog for employees to view. Edmond used cases of unethical events that took place
within the company in order to teach employees about ethical conduct. Her actions caused
her to be listed in Ethisphere’s Most Influential People in Business Ethics,

Best Buy takes a stand on diversity training for its employees. Every year it holds a
Cultural Immersion program for its employees at the Lorraine Hotel in Memphis. The
hotel was the site where Dr. Martin Luther King, Jr., was assassinated in 1968; in 1991 it
was converted into the National Civil Rights Museum. It is Best Buy’s goal to encourage
employees to practice inclusion and awareness of different cultures.

Finally, Best Buy offers a wide range of benefits for its employees. Employees who work
32 hours at the retailer qualify for family health insurance, tuition assistance, and adop-
tion assistance. In addition to offering fiexible programs, Best Buy allows those employees
working at least 32 hours a week to reduce his or her hours or engage in job sharing as
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needed. Due to its flexibility and benefits, Best Buy was awarded firgt place in Working
Mother’s 2012 Best Companies for Hourly Workers.

Community Engagement

Best Buy adheres to the beljef that being a socially responsible company requires contribyt-
ing to the communities where it operates. Thus, Best Buy frequently engages stakeholders
in these communities, particularly in the areas of education and technology. For instance,
Best Buy established the Best Buy Children’s Foundation. The Foundation provides grants
to eligible nonprofits committed to creating opportunities through technaology for increas.
ing education and skills among teenagers. While Begt Buy’s community programs give back
to the communities where jt does business, it also provides the company with opportunities
to create long-lasting relationships with consumers, employees, and other stakeholders,

Best Buy supports corporate philanthropy through programs such as technology access for
teams and disaster relief funds,

TECHNOLOGY ACCESS FOR TEENS  In efforts to expand its local community pres-
ence, Best Buy began to extend s reach to teens by establishing a new program titled
Best Buy Teen Tech Centers, Here, teens go after schoo] and explore the world of current

in workshops at the centers. Best Buy seeks to reduce common barriers associated with
gaining access to technology, including economic, social, and physical barriers that hinder
many from using technology. Because of the growth in technology in recent years, Best

employees and their “Geek Squad” are involved to help the program reach 45 many teens

as possible. In 2012 tech centers opened in Chicago, Miami, San Antonio, and St. Paul/
Minneapolis.

DISASTER RELIEF  Begt Buy partners with disaster reljef Organizations to donate money
and aid to hard-hit areas around the world, Best Buy donated $200,000 for disaster relief jn
Haiti after the devastating earthquake in 2010. In Jate 2012 Best Buy donated 1,000 disaster
kits through its partner, The Salvation Army, to provide tonnectivity in times of crisis,

The kits contained batteries, flashlights, and chargers, all to be used when disasters strike
unexpectedly.

Best Buy supports employees who live in areag affected by natural disasters. If the Best
Buy store in the area is forced to close, employees are paid until the store reopens or are
" given the Opportunity to work at another Best Buy if the store remaing closed. Hotlines,

tounseling services, and employee assistance Programs are available for employees
impacted by natural disasters.




Part 5: Cases

also incorporates innovative eco-friendly inventions into its product line. For instance,
Best Buy began selling electric bicycles and providing charging stations for Ford Motor
Company’s electric cars. To reduce its environmental footprint, Best Buy formed partner-
ships with other companies such as Energy Star. Best Buy joined with SmartWay Transport
to reduce greenhouse gas emissions. SmartWay Transport is a collaboration between the
Environmental Protection Agency and the freight industry with the goal of reducing waste
and becoming more energy efficient. '

Best Buy began to enforce ethical and sustainable practices among its vendors. Suppli-
ers must adhere to the company’s Supplier Compliance Standards, and to ensure compli-
ance, Best Buy audits its various suppliers each year. Factories found to have violations are
dealt with accordingly; those that do not improve sufficiently in the designated time frame
may be dropped. To ensure suppliers are not abusing worker rights, Best Buy conducts
ongoing human rights audits.

' CONSERVING ENERGY ONE

 STOREATATIME .~

One area of particular concern to Best Buy is energy consumption. Realizing its stores
consume large quantities of energy—some that could be conserved through more sustain-
able practices—Best Buy joined the Business for Innovative Climate and Energy {(BICEP)
in February 2010. BICEP is a coalition of companies wanting to advance climate and
energy policies within the United States. The focus of BICEP is on embracing innovation
in sustainability. According to Best Buy Senior Director of Government Relations, this is
one step toward Best Buy’s commitment for promoting sustainability both inside the com-
pany and among consumets.

As part of Best Buy's energy conservation program, the company set the goal of reduc-
ing carbon emissions 20 percent per square foot by 2020. The company’s action plan
includes improving lighting in its stores through skylights, implementing a “no-idling”
policy prohibiting trucks from running their engines outside Best Buy locations, and
investigating new energy-saving technologies such as virtual servers and surge protectors/
power bars. Additionally, in 2010 Best Buy created an everyday in-store recycling program
in U.S. stores with a goal of increasing its recycling rate to 1 bitlion consumer products in
five to six years. That year Best Buy collected more than 75 million pounds of electronic
waste for recycling. These changes improved Best Buy’s ability to become more sustainable
through energy conservation and recycling.

VIRONMENTAL SUS

NERGY STAR PRODUCTS

In addition to saving energy in its operations, Best Buy sells energy-saving prod-
ucts. Best Buy’s extensive partnership with Energy Star saves its customers money on
energy costs and helps the environment by selling energy-efficient items. Energy Star-
qualified products meet strict efficiency guidelines set by the U.S. Department of Energy
and the Environmental Protection Agency. It has been estimated that Energy Staf
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As the world moves toward sustainability, the issue of €-waste takes on an increaged
importance anong consumers, Begt Buy surveys revealed that both its employees and
consumers are concerned about the growing amount of electronic waste that ocours
after an item breaks of, more frequently, becomes obsolete. Without any clear idea
of how to recycle these electronic items, consumers were often forced to throw them

t Buy also offers haul-away services for large items. If a customer.bur

Bes :
from Best Buy and has it detivered, Best Buy offers to haul the old:tele
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recycle it for free. If consumers want to hire Best Buy to haul a large item off without 2
purchase, Best Buy charges a $100 fee. This is Best Buy's attempt to gain environmentally
conscious customers. The company is dedicated to its mission of recycling unwanted
materials and, if possible, giving the products a second life. As part of this mission, since
2003 Best Buy has been a member of the Environmental Protection Agency’s Plug Into
eCycling program that is committed to increasing consumer awareness about the impor-
tarice of recycling.

Managing such an extensive recycling program requires that Best Buy callaborate
with other organizations committed to the same cause. As a result, Best Buy has part-
nered with various recycling companies, many that attempt to give used electronics a
“second life” Several of Best Buy’s recycling partners take the items apart and organize
them into plastics, metals, glass, etc. Then they decide whether the products can be
repaired before recycling the parts for other uses. To ensure its partners are acting in a
socially responsible manner, Best Buj monitors recyclers to make sure they follow safe
recycling practices. These partnerships serve to reduce pollution by keeping items out of
jandfills.

~ RECYCLING PROGRAM BENEFITS

The environmental benefits of recycling are quite clear—reduction in waste, decreased gas
emissions, energy-savings, and more. However, as Best Buy demonstrates, recycling can
have positive implications for the business worid as well. For example, if a product like a
cell phone can be fixed, it can be sent to outlets like eBay who can resell the product. If not,
the products are taken apart so the materials can be reused. Best Buy splits the profit made
from recycled products with its partners.

Recycling programs encourage manufacturers to take greater responsibility in
product design, With the growing demand for sustainability, many manufacturing com-
panies began to embark on new and innovative designs to make their products more
recyclable. For example, Dell began using fewer screws in its computers to make them
easier to recycle. Best Buy supports this movement toward lighter recyclable electronics, as
demonstrated by product offerings like its organic LED (OLED) televisions that are lighter
and easier to recycle.

OF course, with the benefits of recycling come costs as well. Televisions are heavy to
handle and not as recyclable as other goods. Dealing with them costs companies like Best
Buy time and money. However, Best Buy feels the connections developed between Best Buy
and the community male the company’s effort worth the cost. Best Buy hopes its status as
a sustainable and ethical company attracts more loyal customers, aiding both its reputation
and its bottom line.

In 2012 Dow Jones announced Best Buy made the Dow Jones Sustainability Index
for the second year in a row. The index evaluates 2,500 companies globally, including 600
within the United States and Canada. The index measures and compares companies across
57 industries on environmental, social, and corporate governance standards. To qualify for
the index, the companies must score better on sustainability than most of their contem-
poraries within their industry (best-in-class}. The index is used by investors to evaluate
sustainability leadership and risk management. Best Buy placed in the 68th percentile and
increased their score from the year before by three points.




were delayed and not delivered until after Christmas, Begt Buy apologized to thousands
of customers and experienced a dip in customer satisfaction ratings. However, overall
customer satisfaction rose to its highest score in 2012,

One strategy Best Buy began to implement to combat showrooming started during
- the holiday season of 2012. Best Buy began a holiday-price matching policy that stated the

back customers from online competition.
Best Buy faces challenges in global markets, The company’s big-box retailers did not
perform well in the Chinege market, causing Best Buy to abandon its nine branded stores in

the prices were too high. However, Best Buay is not abandoning China entirely. While it is 3
shutting down its branded stores, Best Buy has expanded its Chinese subsidiary Five Star, ]z
Currently Five Star has about 200 stores and is looking to add up to 500 more by 20186,
The subsidiary took 5 different approach when targeting China’s middle class, specifically
by diverging from its initial approach of emulating an American lifestyle, 1t began to target
China’s lesser known cities, where 70 percent of consumers are young farilies, As China’s
economy progresses, Best Buy is confident thege stores will continue tg profit,

Along with its China Stores, Best Buy looks to close 15 of its big-box stores in Canada,
eliminating 900 jobs. This comes after closing 50 U.S, stores in 2012. Continually, sales
for Best Buy have slowly declined, New CEQ Hubert Joly plans to revive the company

ent and projected market trends and reaching younger demographics
through innovative campaigns,

E GOVERNANCE
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ternal investigation from the audit committec led to accusations he violétefc'i_ cony’
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behavior. However, some of the behavior that occurred included lunch and drinks on multiple
occasions along with the distribution of concert and sporting event tickets as gifts. The andit
committee spoke with current and former employees, who stated they witnessed evidence of
the relationship. A supervisor of the employee informed the committee the employee’s work-
place behavior was impacted, thereby contributing to a distracting work environment, This
violated the company’s policy against creating a negative work environment. Brian Dunn was
pressured to resign and was provided with a $6.6 million separation package.

Even more distressing for Best Buy came the decision of founder Richard Schulze to step
down from his position as Chairman after it was revealed he had knowledge of the relationship.
This, along with continual declining sales, may have contributed to the decision. The inappro-
priate relationship between the CEO and the employee became known by other employees
and was reported to Schulze by an executive. Schulze approached CEO Brian Dunn about the
incident, but he did not inform the board of the matter. The audit committee found Schulze
acted inappropriately by not making other board members aware of the incident. They also
stated Schulze did not act according to good governance practices. In confronting the CEO,
Schulze divulged the name of the executive who reported the inappropriate relationship. The
company believed this could have potentially created a situation of employee retaliation.

The actions of Best Buy’s board show that all employees, no matter how high they
may be in the organization, must demonstrate appropriate conduct. It also made clear the
company makes corporate conduct and employee protection top priorities. However, the
scandal still has the potential to damage Best Buy’s reputation. The company must con-
tinue to reinforce ethical standards and ensure employees and board members understand
company expectations for corporate governance.

~ CONCLUSION

Best Buy occupies an important link in the supply chain of electronic products that reach con-
sumers. In many ways, Best Buy influences producers and suppliers to become more sustainable
by encouraging products that reduce waste and are more efficient to use. Its recent initiatives to
help consurners recycle old electronic devices provide an incredible opportunity to deal with a
significant sustainability problem. Its approach to social responsibility identifies key stakehold-
ers and incorporates importart ethical and social concerns in its overall business strategy.

Best Buy’s continuous efforts toward sustainability and ethical practices earned it a
place among Ethisphere’s 2012 list of Most Ethical Companies for four years in a row. While
the company will have to overcome obstacles to retain its competitive edge and rebuild its
reputation after a corporate governance scandal, Best Buy is a shining example of how a
company can use social responsibility, a strong stakeholder orientation, and the enforce-
ment of company values and policies to make a difference. In order to retain this image,
Best Buy should continue to maintain high ethical standards regarding its customers,
employees, vendors, and the environment.

QUESTIONS

1. Why do you think Best Buy has been able to gain competitive advantages in the retail
electronics marlet while also driving many initiatives to support sustainability?
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