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The ABCs

LoWwer

SOme shippers think that simply negotiating the lowest

jrices with their carriers means they are shipping at the

lowest possible cost. But more experienced distribution
professionals know better. The reality is that shipping costs
include additional expenses beyond price, and you may be paying
maore for transportation services than you realize

These hidden shipping costs are a growing factor in how much
you pay. An infusion of several billion dollars in new systems by
leading small-package carriers exploits shippers who operate
under traditional assumptions, making it important for shippers
to approach shipping costs a little differently. The good news is
that advances in technology are quietly altering the economics
of transportation, and shippers can adapt and reduce shipping
costs with little effort

Total Cost

Everyone uses the principles of total cost instinctively. Consider
the example of purchasing an automobile. If you've ever
purchased an automobile, you know the importance of looking
beyond the dealer sticker price when calculating the cost of a car
Additional costs such as gas mileage, depreciation, service costs,
insttranee and warranty must be included to determine the “total cost
of ownership.” These extra costs are not visible in the dealer’s
price, but they are real, and an educated buyer accounts for all of
them. A knowledgeable buyer can evaluate competitive alternatives
and negotiate the best deal. This same approach works just as
well for shippers when purchasing transportation services

Shippers who look at the costs beyond freight price pay less
than other shippers. Just as hidden costs vary between different
vehicles and car dealerships, hidden shipping costs also vary
between shipments and different carriers. The problem facing
most shippers is accounting for these expenses. Fortunately,
new software makes this easy for shippers by automatically
employing the ABCs of shipping costs

Garriers’ ABCs

There’s no better way to learn the ABCs than from the experts
leading small-package carriers. With millions of packages in the
balance each day, squeezing the last few cents out of every
package can impact profit margins by millions of dollars annually
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Carriers such as FedEx and UPS spend a fortune each year
capturing shipping data. Utilizing Activity Based Costing (ABC),
carriers calculate their true costs of delivering each package by
totaling all eosts associated with a shipment from initial dispatch
through Accounts Receivable, This final cost is the Total Delivered
Cost (TDC), analogous to the total cost of auto ownership in our
previous example. Adding margin to TDC ensures carriers of a
profitable price

Smart ABC systems allow carriers to compensate for unpredictable
costs in a number of ways. Surcharges can be automatically
assessed for shipper-imposed exceptions such as incorrect
addresses or pickup delays. Package handling can be prioritized
based upon shipment profit margin or account profitability.
Finally, data feedback is incorporated back into pricing systems
te ensure profitable pricing on each shipment. As carriers use
sophisticated systems that inextricably link pricing and logistics
performance, shippers must respond in kind.

Putting the ABCs to Wark

Smart systems work as well to minimize shippers’ costs per
shipment as they do for the carriers. These systems operate
alongside a shipper's existing business syslems. Most ABC
systems do not require process changes or IT resources to be
utilized, allowing some vendors to provide no-cost analysis of their
ABC solutions. Other ABC systems offer optional teols to reduce
rosts associated with exception management and freight payment.

Here's an illustration of how ABC saves shippers money. Let's say
that you have a package you want to ship “least cost” method
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With millions of packages in the halance each day,
squeezing the last few cents out of every package can
impact profit margins hy millions of dollars annualily.

Carrier X b5 a livthe more sophisticated and provides you with mone
“wilhae-added"” techanlogy than Carrier Y. Carrier X quotes you
$201, and Carrier ¥ quotes 310 for the same service commitmend,
Which carrier i3 leas expensive?

[retermire the tre cost of the shipmend (the TIC) by accounting
for all costs associated with the shipment. Caleulsting the TDC
for Carrler ¥ looks like this:
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ABC reveals that shipping with Carrier Y is 73% more expensive
than Carrier X. These hidden costs are every bif as real as freighl
expense, and they impact your company's bottom line the same
way. The anly difference is thal your manifesting and sccoanting
systems do not ilemize these expenses. Consequently, these
expenses become obscured overhead and continue out of conbrol.
You can’t fight what you can't see

Choosing an ABC System

All ABC systems share a three-step cost reduction process;
accounting, which calculates accurale shipping cost (TDC);
benchmarking, which identifies excess coats and savings: and
evatral, which directs action for repeatable results,

Accounting

TOC clarifies transportation analysis by comparing dilferent
carriers” warying pricing. performance standards and billing
practices, A universal TDC measure for all carriers will expese
higher costs thal may be concealed by low-ball prices or
complicated proposals, Betier sysiems can compile a varbely of
cost factors to determing yoar TOC:

Labor — shipment preparation, tracking, accouning,
payment, claims

Fredght Expense — fransportation, surcharges, semvice
fees, insurance

Accuracy — data errars, billing errors, service fallures,
rauting mistakes

Property Loas — damages. theft

Packaging — cost of packaging maserials

Benchmarking
Berschmarking TOC and extermal benehmarking discloses savings
npporiuniibes that are everlooked by traditional freight cost
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analysis. Some ABC systems enable praaclive cost prevention by
monitaring incoming and culgoing shipments in real-time,
comparing actual performance against expected results, The
prosuctive approach s prevents delivery exceplions, Regardiess
of a particular system's capabilities, all ABC sysiems use
henchmarking results that direct the shipper lo take cost-
aaving aciion.

Comprol

Thee beeesd ABC sysiema show the way 1o repeatsble gakna through
procesa improvements and identification of new savings
opporiunities. Features might Include automatically alerting
parties upon delivery excepiions, elecironically conlesiing
evercharges on carrler invalees ar sdentifving beller pracing
arramgements. The shipper can use this data for a recommended
process improvement such as filing daima for missed delivery
ar renegotiating pricing, terms or technology arrangements.

Feedback tor Negotiations

‘Carrier conlract terms, pricing and billing practices are growing
mure complex with every negotiation. Shippers who use TN have
awider range of options with greater savings potential, just like
the educated aute buyer. An ABC system compares carrier
proposals so ibey can be translated into dear fimancial terms. The
shipper can negotiate technology, human resources, berms and
equipment based upon their true values. Benchmarking TDC
externally with other shippers and carriers allows a shipper o
readily validate the competitivemess of any proposal. Additionally,
ABC systems identify opportunities for reducing a carrier’s TIIC,
allowing the carrier to offer a bower price without eroding its
margins in ihe process.

A Win-Win Approach

The ABCs of lower shipping introduce a win-win sifuation ints
the shipper/carrier relationship, Mary of the costs constituting
acarrier’s TDC are also present in the shipper's TOC, Shared costs
can be shipsient data entry, data inaccuracy, dock time, exception
management, tracking, accounts receivables, ete, Reducing a
shared cost redwces the TOC of bodh parties, Keep this in mind
the miat Yime your carrier representakive louts the value of
spotting a traiter or offers the shipping. tracking and billing
systems o no change. Sure, these “extras” lower your operating
casts, hut ihey also increase your carrier's profitshility. That's how
the ABCS i lower shipping cost work, You're both winning.

ABC gyatems aller an exciting new spproach for redueing shipping
cosd, improving performance of shipping and receiving operatinm
a8 well as enhancing shipperdcarrier relationships. The argoing
efficiency gains and business intelligence will do far mare for
your business than a one-lime nagotiation for kwer prices. An
AR syalem i nod jusl smark; iUs & bechnology that smarl shippers
cannid afford to eperate wilhoul.

Kesph LaBots s president of Clearbislg Sotutions, LLC a frm
that specunlizes in pseng emart fechrology fo redece shipping
erats M may be reached by e-mod of Mabotz@crvatanst For more
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