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EXECUTIVE SUMMARY

Executive Summary

In the private sector size and scale often provides the opportunity to create
freight transportation savings through optimization. American Shipper’s
research shows that the federal sector is no different. This report will discuss
the many challenges that federal agencies face in managing both inbound and
outbound transportation. Using those challenges as a backdrop we will explore
the benefits—and savings opportunities—related to adopting best practices

observed in the private sector.

In specific, this report takes an up-close look at the freight payment processes
prevalent among civilian federal agencies. Government auditing regulations
mandate these agencies follow the same guidelines on a critical piece of the
transportation management function. On the surface this single, common trait
may seem insignificant, but our research demonstrates this critical element can
be leveraged to integrate disparate operations for mutual benefit, both in terms

of operational effectiveness and efficiency.

Federal agencies no doubt face numerous challenges when it comes to
managing their transportation efficiently. Some of these challenges are unique
to the federal sector, such as complying with outdated regulations and policies.
However, both the government and private sector suffer from organizational
issues related to talent acquisition and development, change management,

and slow systems adoption. On a positive note, these challenges are not insur-
mountable. In many cases, established best practices pioneered in the private
sector can light the way for federal agencies looking to improve their operations.

At a high level, American Shipper’s 2012 benchmarking series—focused
primarily on the private sector—points to a set of key best practices that federal
agencies should also consider when evaluating transportation optimization
opportunities. The most critical best practices for the purposes of this report
include consolidating transportation systems and processes where possible,
collaborating with agencies with similar missions and objectives, increasing
resources for federal transportation management groups, embracing mandated
freight payment processes, and setting goals to better manage both outbound
and inbound freight flows.

Applying these best practices will allow the federal sector to exploit several
significant opportunities, including creating a single source for transportation
systems and data which becomes a platform for inter-agency visibility and
collaboration. The following report, based on interviews with more than a
dozen leaders in the federal transportation management market, provides
actionable guidance for federal agencies looking to improve transportation
effectiveness and efficiency.
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Section I: Introduction

On the surface, the U.S. federal government appears to be the largest
shipper in the world. However, in reality it’s a loosely banded group

of agencies with widely varying levels of freight volume, supply chain
sophistication, skill sets, and strategic focus on transportation.
Individually, these groups operate in a unique—sometimes antiquated—
environment creating an undue burden on carriers and other logistics

providers, limiting their pool of potential partners.

There are many opportunities for federal agencies to improve on their
transportation management practices and ultimately recognize cost
savings. What might be more interesting is the huge opportunity for
cost savings that could be achieved through optimization of operations
across this multitude of agencies, but only if they are capable of pooling
their resources and available structures in a community fashion instead

of on an individual basis.

According to the General Services Administration’s Transportation Policy
Program Fact Sheet, federal government agencies spent approximately
$50 billion on transportation services in 2011. This figure includes
spending for the Department of Defense (roughly $25 billion annually)
along with a myriad of civil agencies that make up the federal government
sector. In 2010 the GSA commissioned a Governmentwide Transporta-
tion Management Study (produced by PRTM which was acquired by
PriceWaterhouseCoopers, Inc. in 2011) that suggests federal agency
spending on transportation often exceeds the budgeted amounts twofold.

FIGURE 1: Outbound Transportation Spending in 2011

Object Class 22, Transportation of Things, in Billions of Dollars
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Source: Office of Government-wide Policy, Office of Asset and Transportation Management, Transportation Policy Program.
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Looking strictly at outbound transportation—the easiest opportunity
to calculate—there is about $10 billion spent on non-defense
outbound transportation services of which the U.S. Postal Service
accounts for nearly 70 percent. This is in addition to an estimated
$12 billion spent in 2011 on transportation related to contract
services provided to civil agencies (Object Class 25.2). Quetica,

a consulting and advisory firm, estimates this segment could take
advantage of a 10 percent cost savings if the non-Defense agencies
pooled their resources on freight movements and the government
leveraged its scale in transportation procurement initiatives to obtain

the lowest possible rates.

FIGURE 2: Federal Transportation Spending in 2011

FY 2011 actual amounts that federal agencies reported to the Office of Management and Budget
for “outbound” transportation

Object Class 22 Reports (FY 2011):

DoD outbound and intra-agency $25.306 B
USPS (mail and non-mail freight) $6.981 B
Other civilian agencies outbound $0.54 B
NASA $0.879 B
Object Class 22 Total $35B
Civilian agencies, Object Class 25.2 (Contract Services)— $12.0B

estimate of the transportation component*
All agencies, inbound freight transportation spend estimate™  $3.96 B ($2.74B DoD; $1.43B civilian)

* OGP Transportation Study, February 5, 2010.
** LMI Study, September, 2012.
Source: Office of Government-wide Policy, Office of Asset and Transportation Management, Transportation Policy Program.

Further, Quetica calculates that the government sector’s non-managed
inbound transportation (pre-paid and allowed) cost as part of the fully
landed price accounts for more than half of the government’s total
transportation spend. Based on a cross-agency sample of transportation
charges broken out of the fully landed cost for goods, the federal
government pays between 25 to 50 percent higher transportation costs
when compared to GSA transportation rates. This represents an oppor-
tunity for billions of dollars in savings to the federal government. The
GSA’s Transportation Policy Fact Sheet estimates that federal agencies

spent about $4 billion on managed inbound transportation in 2011.
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All of these figures are well documented by the federal government and
other experts. The point this results in a tremendous savings opportunity
for federal agencies and ultimately the taxpayers who fund them. However,
like any massive optimization opportunity, this is easier said than done.

The federal government has the capacity to mandate practices, such as
auditing which this report will explore more in depth. Its not realistic to
suggest the government sector can integrate transportation management
(TM) efforts overnight, or at all. Rather this report will argue that agencies
should work together when they have similar strategies, requirements,
networks, costs, freight volumes, and other characteristics. This would
allow them to form clusters which benefit from established operations
practices, uniform software platforms, and a single face to the transporta-
tion market for the purposes of procuring transportation services and rates.
By clustering, agencies reap the benefits from systems that are designed for
the size and scope of their operations, without losing a focus on the unique

requirements of their individual charters and mission statements.

This report will focus first on the federal governments managed
outbound freight programs. Currently much of the inbound freight isn’t
managed because the agencies generally lack the systems and processes to
adequately oversee this piece of the TM function. The report will further
suggest that through more effective and efficient management of
outbound freight, the government sector can then take a systematic

approach to inbound management.

It is important to note that this report will not explore transportation
management conducted by the Department of Defense (DOD) or any
sub-departments or agencies there within. Compared to the majority

of the federal government, DOD has a comparatively effective approach
to managing transportation both at home and abroad. Several experts
who participated in this study feel the DOD is potentially five to 10 years
ahead of the rest of the government. Accordingly, many recommendations
suitable to DOD would not be practical for these agencies.

As agency issues and resolutions are reviewed, the central theme for
improvement will come from the auditing requirements for freight
shipments, because they are one of very few traits that are universal

across all agencies. According to the GSA:

Each agency must ensure that its internal transportation audit procedures
prevent duplicate payments and only allow payments for authorized
services, and that the Transportation Service Provider’s (TSP) bill is
complete with required documentation (FMR 102-118.10). Agencies
must conduct pre-payment audits (FMR 102-118.270) and participate
in GSA post-payment audits (FMR 102-118.415).
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The GSA issued this Federal Management Regulation (FMR) bulletin
in July 2012 with the hope of both preventing improper charges and
using requisite data to improve the ability to manage transportation
operations. It is not only important to adhere to these regulations, but
use them as a stepping stone to improve freight payment across the
board and manage spending that, according to the Governmentwide
Transportation Policy Study, can get out of control—though true
spending levels are as uncertain as the data the government collects

on them. It’s also worth noting that the GSA’s auditing standard is
often more stringent than the best practices American Shippers research

has found in the private sector.

With auditing being the thread that ties all agencies together, it serves

as the best place to look to when exploring and developing practices to
improve the civil transport space. Perhaps more important, the data
created and captured through the payment and audit process offers
tremendous opportunities to integrate and optimize transportation across

government sector agencies that heretofore have done little to collaborate.

Thus the following report explores the many challenges that govern-
ment sector agencies face when managing—and ideally optimizing—
transportation management, the opportunities for improvement, and
some recommendations on how to begin the modernization process.
The findings of this report are based on in-depth interviews with a
selection of government sector agency officials charged with managing
transportation, and a number of the logistics service providers and
industry experts they employ. For more information on the method-
ology of this study, see the Appendix of this document.

The data created and

captured through the
payment and audit
process offers tremendous
opportunities to integrate
and optimize transporta-
tion across government
sector agencies.
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Section II: Transportation Spend Manage-
ment Challenges in the Government Sector

The differences between federal agencies cannot be stressed enough,
especially when looking to the private sector as a potential source for
improvements. Discrepancies exist both between and within agencies
on the importance of transportation, which impacts how they purchase
and track it, what systems they use, what they are willing to invest in
systems, and where innovation in this area lies for their overall strategy.

Some agencies have hundreds of staff dedicated to transport, while
others have as few as two or three members and this staff isn’t neces-
sarily dedicated solely to transportation matters. The size of the ship-
ping departments within agencies often coincides with its importance,
which is closely tied to budget allowances.

Transportation management-related staffing and budgets often play into
how agencies develop their contracts and set up service to monitor data
collection for transport. Agencies, especially those with less frequent or
highly specific shipments such as hazardous materials, wrap all their
transportation costs into all-in contracts. This limits their ability to

see how much is actually spent on freight transportation versus other
related charges. While federal agencies lean toward shorter contracts

of one- to two-year durations, not spelling out transport costs separately
makes it more difficult to collect information and figure out areas where

agencies can best reduce these costs.

The GSA requires all agencies to audit their transportation spending.
However, many of them do not know if theyre auditing properly
because they often lack the required data to look into an invoice and
parse out the true transportation costs. Failure to collect transportation-
spend data also makes it difficult to target opportunities for optimiza-
tion. While many federal agencies hire service providers to manage

the pre-audit process, these firms often lack the sophistication to do

a thorough and effective job which can leave money and opportunity

for improvement on the table.
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That isn’t to say audits aren’t happening—every agency that spoke with
American Shipper is performing audits on every non-parcel shipment—
but the pure costs of transportation are often lumped into other

contract costs and fees.

Visibility is found in shipments that are managed, but two common
practices limit visibility to costs. These include when freight shipments
are not directly managed and transportation cost is considered part of
the fully landed costs, and second when the person or agency paying
for the freight either uses a non-transportation budget or a ledger code

that is not assigned to a transportation department.

RESISTANCE TO CHANGE

Surprisingly, many federal agencies admit that resistance to change can
prevent progress, such as adopting newly available—and in some cases
free—systems or updating existing platforms. Resistance to change is
neither unique to the government sector nor private companies. This

tends to be the No. 1 inhibitor to technology adoption for both.

In the federal government, this resistance to change has fostered an
environment that generally lags private sector best practices, but for
some areas of the government this mindset is the norm. Agencies get
used to doing things a certain way, particularly those with a small
dedicated staff that is intimately familiar with a specific process. This

naturally leads to an aversion to change.

Lack of transportation-related education and training are other reasons
why some federal agencies have stayed away from adopting available
transportation and freight management systems. Simmering beneath
the surface may be the concern that automation and new procedures

may impact the jobs of those who are doing this work manually today.
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THE GOVERNMENT MINDSET

!

When it comes to innovation and policy improvements, government
bears a significant responsibility, especially compared to the private sector.
This makes civil sector decisions often more risk averse and burdensome.

2

S

Rules, regulations, and protocols also provide an effective shield against
selecting carriers that aren’t able to meet the strict requirements of the
government, whether they are restrictions on employees, vehicles,
clearances, or loads. Most of these roadblocks come from the risk-
averse mindset instigated by legislation and regulations that react to .
-

a past negative event or problem associated with freight transportation

i
-

management, as opposed to the private sector’s sometimes more

entrepreneurial nature. These restrictions may prevent potential harm,

but they also continually narrow the available pool of carrier partners.

If this fear of risk leads to too harsh or strict regulations and penalties,
the civil space runs the potential of losing carrier partners and not being
able to replace them quickly. This could lead to much bigger problems
for the agency, including higher costs.

A risk-averse mentality also affects the individual employee. There is

a resistance in government to adopt new technologies and new ways,
especially when it comes to automation, because many think this means
the loss of jobs. This can lead agency employees without a transport
group to sticking with the same old practices, regardless of what’s
available and the associated opportunity costs.

HUMAN RESOURCES CONCERNS

The ability to navigate the procedures of government transportation
moves and freight payment is a valuable skill that takes years to develop.
It’s not uncommon for federal agencies to face meaningful setbacks

when this expertise is suddenly lost.

The causes of turnover within government transportation management
offices vary. One frequent concern is retirement of those individuals with
many years of expertise and no one to pass that knowledge onto. Essen-
tially, many agencies—particularly those lacking a strategic interest in
transportation management—Ilack an effective talent-nurturing program

that one would find among many private sector shippers.
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Currently, there appears to be little in the way of a pipeline to replace
talent with logistics and transport experience or education. This may
lead to pulling inexperienced staff from another area of an agency’s
operation and thrusting them into a transportation role. Also, adding
responsibilities on top of an already resource- and knowledge-strained
staff won't lead to proper cost savings, spend monitoring, or other

process improvements.

The private sector has the potential to poach government freight
transportation talent, since it’s often capable of offering higher pay

and better management opportunities. Reports on this type of turnover
remain limited because many individuals in government tend to stay

with agencies for the duration of their careers.

Reviewing regulations
and procedures can be
an ardious process that
puts a large strain on
small-staff operations.

REGULATION AS AN INHIBITOR

It’s impossible to cover the challenges of the government sector without
looking at regulation and policy, since it’s often these mandates that
heighten the challenges to service and practices for both agencies and

their partners.

Regulation often arises as a reaction to a specific situation, so it can be
viewed as a one-off remedy to address specific risks and concerns at a
specific time. Often these instances in which regulations are created
stem from efforts to protect the use of taxpayers” dollars. Regulations
do well at addressing such issues, but they can become problematic
when they’re outdated or burdensome.

Multiple agencies interviewed for this report said they were in the process
of reviewing regulations and procedures, some of which had not been
touched in decades. Unfortunately, they confirmed this to be an arduous

process that put a large strain on their typically small-staff operations.

Regulations can include such strict requirements, such as “The rear door
for trailers and straight trucks must be full roll-up type equipped with a
security locking device, safety chain, and pull-down strap” (USPS’s State
of Work for Suppliers, Part 1, Section 1.3: Vehicle Requirements And
Specification). In other words, the regulation for this agency explicitly
spells out the type of trailers that must be deployed across all its service
locations. Clearly this limits the pool of transportation providers that

can service to the Postal Service.
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Carriers working with the DOD are very familiar with the perils of
fragmented regulations. Each military service branch has a different
clearance and screening practice for carrier drivers entering their
installations. This requires Defense industry drivers to have different
badges and clearances just to get in the gate.

Regulations will always impact an agency’s ability to do business, and
lacking an internal audit of those regulations and processes means some
impediments to transport are not removed. Agencies without the policy
or manpower to look over regulations on a consistent basis may be
doing themselves harm by shrinking their carrier pools through unnec-
essary burdens, which will inevitably create higher costs and less optimal
transportation networks.

Further, regulation is not always a bad thing. This report will take a
hard look at the federal governments auditing requirements and show
that in certain cases these mandates offer the opportunity to innovate

and create positive change.

OBLIGATION OF FUNDS

Federal government agencies budget for transportation expenses
differently than their private sector peers and often the practices vary
between agencies. Our investigation does point to one common method
where agencies allocate funds for transportation expenses, hold it in a

single account, and then draw from it on a shipment-by-shipment basis.

While the way funds are obligated has little impact on the way systems
are used, the differences highlight the gap caused by the lack of an
integrated system for reporting information. Agencies tend to select
how they allocate funds based on their overall needs and transport uses.
This means agencies of similar operations may collect data that can be
compared to each other, but it often leaves information gaps that

prevent comparing transport spend across these clusters.

CONTRACT BUNDLES LIMIT VISIBILITY

For many agencies, transportation spending is bundled into contracts,
creating a barrier to true visibility to transportation costs. Bundling
allows carriers to keep costs from appearing high, but there’s not enough
available information to determine if agencies are paying too much.
While the practice can make it easier for bids to be made and contract
agreements reached, agencies are doing themselves a disservice by not
requesting their contractors and carriers to break out and clearly define

transport costs through itemized invoices.
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PROMPT PAYMENT INTEREST

The Prompt Payment rule ensures federal agencies pay vendors in

a timely manner. If not, interest penalties may be assessed for late e

payments. This regulation dictates that the payment period should

begin when a proper invoice is received or seven days after the shipment /N ’/

is executed. Agencies have seven days to correct an improper invoice.

Proper invoices are to be paid within 30 days, unless other acceptable Woig

payment terms are noted in the contract.

There are two main concerns with Prompt Payment that lead most
to think it’s not a sound or competitive process: the interest rate and

the fact that it’s self-assessed.

The Prompt Payment interest rate, which was most recently updated

on July 1, 2012, stands at 1.750 percent. This is well below a carrier’s
weighted average cost of capital (WACC), which frequently ranges from
7 to 12 percent while many smaller carriers are significantly above that
range. Combine that with thin margins estimated at 4 to 5 percent for
U.S.-based trucking companies and it’s easy to see the emerging discon-
nect. Carriers feel the interest rate isn’t compensatory and fear it can
cause significant harm if an agency frequently pays beyond terms. This
additional cost is inevitably factored in the higher rates the government

pays for transportation services.

Second, under the Prompt Payment rule, the payment period does not
begin until the date the invoice is received, audited and approved by the
designated agency office, giving agencies leeway in case the invoice is
delivered incorrectly. However, this reasoning has been mentioned by at
least one carrier as a possible way for agencies to avoid assessing interest
at the appropriate start date. The agencies are supposed to self-assess but
the carriers typically have to request the interest payment. In an envi-
ronment where carriers are hungry for liquidity these small percentages
add up fast. A delayed payment can quickly erode the carrier’s margin
and over the course of just a few months change that profit to a loss

for the carrier.
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The ultimate goal for the federal government should be to leverage its
size and budget to present a consolidated front to carriers. American
Shippers research shows these practices can help companies rein in their
transport spend while they become a more desirable customer for
carriers. Beginning to achieve such an ambitious undertaking will
require agencies to look outside themselves for help with best practices

and search within the government to find areas of similar functionality.

The private sector, from this perspective, is well studied and presents
a strong contrast and comparison for the government sector, as well
as highlights some of the government’s strengths. One such strength
is freight payment, a common ground between all agencies due to the
auditing mandates. Since agencies are beginning to shine in this arena
already, it should serve as a consolidating force. Combining efforts on
a freight payment and auditing system should be used to create a

foundation for collaboration and addressing the issues called out above.

Section 3: Comparison to Private
Sector Practices

American Shipper’s research on transportation management and related
functions such as freight payment demonstrates a clear divide between
companies from different market segments or sizes. Simply put, best
practices are never universal. Accordingly, there will be a gap between
private and government sector shippers. However, our analysis of the
government sector shows there are a number of issues where these two
segments are on the same page. Perhaps more important are the issues
and trends where these two groups differ. If the government sector is
indeed 10 years behind the private sector as many agencies and carriers
report, certainly the agencies will want to understand these areas where

they can catch up.
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SECTION 3: COMPARISON TO PRIVATE SECTOR PRACTICES

At a high level, American Shipper’s 2012 benchmarking series—focused

on the private sector—pointed to a set of key best practices:
1. Centralize transportation management functions, including

procurement, execution, settlement and measurement.

2. Automate with modern technology wherever possible.

3. Consolidate disparate systems to get more functionality from
fewer platforms.

4. Connect to suppliers, carriers, and other partners electronically

using hubs or communities where possible.

5. Collaborate with the partners in your supply chain eco-system
to create savings opportunities for all parties.

6. Close the transportation lifecycle loop by leveraging settlement

data to improve planning, procurement and execution processes.

7. Institute training and education programs, which lead to higher
levels of performance and staff retention.

These best practices appear each year in American Shipper freight payment
benchmark studies and establish a clear benchmark to compare the govern-
ment space against. With the GSA’s audit mandate, these industry bench-
marks can serve as a helpful guide when noting the discrepancies between
government and private sector systems and practices for freight payment.

FIGURE 3: Closed Loop Transportation Management

Settlement
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AUTOMATION FOR COST SAVINGS

Automation of business processes remains a hot issue within the private
sector. American Shipper’s 2012 Transportation Payment Benchmark
Study shows many companies have begun adopting automation—or
plan to—for the payment process as well as increasing their use of
electronic payment forms like automated clearinghouses (ACH) and
other types of electronic banking.

Government agencies have access to some automation and electronic
services around payment through the GSA’s Center for Transportation
Management, but like the private sector the move to automation is

often slow.

For the private sector, automating freight payment has yielded signifi-
cant savings. On average, domestic costs were reduced from $14.17
to $5.07 for in-house systems, and down to $3.38 for an outsourced
process. A similar decline is true for international invoices, dropping

the processing cost by as much as $10.87.

Like their shipper counterparts, carriers made significant investments in
automation for parts of their freight pay cycle, but the two sides have
not yet met in the middle with an automated approach for dispute
resolution. Part of this is due to the fragmentation of freight payment.
For the private sector, there is no universal standard, which helps keep

this process considerably manual.

The private sector is approaching an electronic pay environment. The
progress may be slow; however, companies are seeing benefits from these
electronic systems, including better visibility of costs, cash flow
enhancement, and resolution. The government sector should see the

same benefits and more.
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SECTION 3: COMPARISON TO PRIVATE SECTOR PRACTICES

DISPUTE RESOLUTION

The outlook for the government sector isn't all negative when compared

to private industry, especially in terms of dispute resolution.

In fact the government sector could conceivably surpass private industry
in dispute resolution capabilities, if it introduces an automated platform
into its contracts to bridge this gap. The government here has enough
sway that most, if not all, of its major transport partners would get on

board with such a system if it were a requirement in their contracts.

Among agencies, carriers, and analysts following this industry there’s a
concern that dispute resolution is driving a deep wedge between

agencies and their partners, alienating carriers from government work.

Despite expressing these fears, on the whole federal agencies said they
often try to make payments quickly and communicate as much infor-
mation as possible when disputes arise. Tying this to the pre-audit
mandate from the federal government means many mistakes are caught

early on and resolved before the work is finished.

Carriers that responded to this survey noted that federal government
work did have some hiccups in dispute resolution, but always character-
ized agencies as willing to pay what was owed and work to resolve

discrepancies.

Both on the agency and carrier side of the issue, those with the closest
relationships and best rapport with specific members across the aisle
have the confidence to overcome issues that arise and do not feel issues

like Prompt Payment interest cause enough headaches to affect business.

AUDITING: MANDATE VS. BEST PRACTICE

On the surface, auditing practices appear ubiquitous for both the
government agencies and private sector, but this is actually an area in
which the government could really shine. Federal agencies must audit
their non-parcel freight invoices prior to payment—this is not optional.

However, in the private sector, audits are a best practice, not a mandate.

Private industry often needs to be reminded to perform audits on every
transaction. Federal agencies may already have a leg up, if they are doing
what’s required of them. Agencies also have easy-to-use options for

audit outsourcing, including turning to other government agencies like

the GSA.
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These robust freight payment systems that are currently available to the
government sector are on par with those available to the private sector.
American Shipper’s research on freight payment often highlights the
value of these systems in terms of efficiency gains, but equally important
is data collection and management. An efficient and effective approach
to freight payment can yield valuable insights that are critical to plan-

ning processes and fine-tuning procurement and execution.

The government is on the right track for its pre-pay audits, as American
Shipper research found carriers prefer shippers’ audit payments prior to
completing the transaction. The government sector can only benefit
from auditing if it is complete, so best-practices here should follow
those of the private sector in looking at all critical elements of every
freight bill, from the obvious to the subtle charges.

For the audits themselves, the government does a basic match of invoice to

bill of lading and checks rates. The audits that can be performed include:

* Valid trading partner * Valid account

* Two-way header and line item * Residential /commercial
match address

* Three-way header and line * Incorrect address
item match (BOL / PO, * Manifested not shipped

iot, Tnvoi
Receipt, Invoice) * Multiple pickup fees per
* Origination (valid origin and location

destination types) * Lost packages

. Contrac't price (line haul and « Damaged packages
accessorial)

« Hard and soft duplicate * Services charged/not available

checks ¢ Valid accessorial

. . . . i i
¢ Transit /service completion Incentives (volume tiered

. discounts and rebates)
e Service level

There are two areas in which the government sector remains challenged
in terms of freight bill auditing. First, the mandate that requires agen-
cies to conduct freight payment audits does not cover parcel shipments,

which leaves a significant amount of transportation cost unchecked.

Second—and perhaps more important—government freight audits have
little or no threshold for inaccuracies, which can lead to additional costs
for the government and their carriers stemming from disputes and
reprocessing of invoices and payments.
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SECTION 4: OPPORTUNITIES

Section 4: Opportunities

For government agencies, policy sets the course. Establishing realistic
policy is the best way to get both the agency and carrier on the same
system and processes. During interviews, members of both agencies and
carriers admitted they have avoided some action, even if it was poten-

tially beneficial, because there was no mandate to do it.

Instituting new government-wide regulation would change the game,
but that’s rigorous, time-consuming and generally a long-term goal.
Working within existing policies is likely the best place to start

combining efforts.

There is an existing mandate for government agencies to audit every
single freight order they undertake. This may offer the best opportunity
to begin developing a strategy to improve communications, visibility,

and cost-effectiveness of federal transportation spending,.

Paired with this is a suggestion for how to structure future freight transpor-
tation management changes in the government: Combine like efforts and

agencies into groups or clusters operating in an integrated manner.

The concern with clustering groups of related agencies around similar
systems is that useful practices and applications will not be found if all
agencies aggregate transport requirements and dilute their operations to

meet the needs of the masses.
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In terms of these agency clusters, the easiest way to secure valuable
leverage is to group around issues and characteristics that benefit freight.
For the federal sector, these characteristics include:

* Volume—Total freight amounts taking into account seasonality

or other abnormalities.
* Speed—Timing and immediacy of needs.

* Network—Origin and destination pairs, lanes, carriers, etc.

FIGURE 4: Federal Agency Clustering Concept Diagram

Cluster 1

Cluster 2 @ Government agencies,

with size of circle
representing volume.
Fast a

Cluster 3

Speed

Slow e

Small Large
Network

Federal agencies looking for the right partners with which to cluster
should also take into account the value of collaborating with agencies
that have consistent carrier restrictions, facilities, IT systems and

transportation resources.
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A SINGLE SOURCE FOR DATA, TRANSPORT MANAGEMENT

The government could benefit considerably from adopting a consoli-

dated data pool where all (or more realistically a lot of) transportation

data is housed and made accessible to groups like the GSA for review to

adjust their efforts, and on which to eventually build a strong transpor-
tation management system. A single data repository is one of the easiest

)

ways to give agencies visibility around their practices and those of 0
others, helping to answer oft-asked questions such as “Are we auditing

o

properly? Are we getting competitive rates? Are other monitoring
separate charges better?”

For the day-to-day and basic supply chain operations, many agencies

A single data repository
would be one of the
easiest ways to give
agencies visibility around
their practices and others.

use the same vendors, so they can benefit from sharing information and
experiences related to these logistics service providers (LSPs) included in
that general repository. This could open the door to opportunities for
groups of agencies in related areas to integrate transportation efforts,
such as combining similar loads from multiple sources to make a full
truck or ocean container move to save money versus the generally

higher cost of using multiple less-than-truck/container load shipments.

The next step after establishing a repository for all of this data is putting
it to good use. One of the more worthwhile efforts for this data would
be to develop a universal transportation management system (TMS) or
integrate the information with available, and future, TMS that all

agencies can use.

The federal government is in the process of developing and expanding a
TMS, and pushing all of this information to it would allow the system
to account for any special needs for moves, as well as integrate
contracting concerns and audit service support. The TMS could then be
expanded into a single system to monitor, aggregate, and analyze all of
the data from these disparate entities. An integrated system would also
prevent any historic data loss as agencies shift from one contractor to

another.

While other suggestions in this report can have an impact on govern-
ment freight payment, the best approach to begin making improve-
ments to the system is with the development and use of a central TMS.
It presents an interesting opportunity to start the integration and
optimization process, because it’s a shared trait, and potentially the only
shared trait among all agencies.
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AUTOMATION AS A MEANS TO VISIBILITY

Levels of automation within the government sector run the gamut,
which can be especially disruptive to the supply chain and freight
payment process. As agencies often admitted not being able to specifi-
cally tie-down the exact costs of freight movement amongst their

contract bills, visibility becomes a key concern and smart place to start.

Using automated transportation processes to provide this visibility is a
natural progression as it removes manual labor that can be error-prone
and puts a system in place that can collect information at its source,
whether that’s the bidding process, verifying movements throughout a
transportation management system, auditing, disputes, or making final
payments.

Freight audit and payment systems can process complex tasks and track

their progression among transportation departments, accounts payable,

carriers, and even some 3PL systems. Rather than wait for invoices to be
received and processed all along the way, everyone involved can monitor
the changes online and gain real-time visibility into ongoing transporta-
tion spend. There are clear benefits here in terms of collaboration,

efﬁciency, and cost savings.

Automating the process, for private and government sector transport
also hosts a series of other benefits that support best-practices and

visibility. These include:
* Collaborating between supply chain partners.
* Eliminating errors and duplicate payments across all modes.

* Automatically comparing and maintaining records on contracted
rates and final charges.

* Identifying charge tolerance boundaries, such as assessorial or rate
changes that could be contested.

* Maintaining audit information and records even if outsourcing

the process.

* Building a system to innovate and improve on.

Transportation Management in the Federal Government | Best Practices Report: 2012

21

SECTION 4: OPPORTUNITIES



22

SECTION 4: OPPORTUNITIES

TRAINING: EXPAND SUBJECTS AND PARTICIPANTS

Different government agencies make training available around transpor-
tation best practices, logistics operations, and products/services acces-
sible via resources, such as the GSA. However, this study found mixed

results from these training programs.

While overall it seemed to provide a good foundation for those who
took the training, not all employees in federal transportation manage-
ment roles had to do it. This lack of training seemed more prevalent in
agencies that have staff members who are tasked with a variety of

functions and responsibilities.

That said those who had been trained did find it beneficial. Thus, the
natural suggestion is for agencies to make training a requirement for
anyone who’s involved in freight pay and logistics processes. Many of
these training courses have started migrating to the Web, so they are
available in on-demand formats that don’t require physical attendance
at workshops or off-site events. This should help make training more

widely accessible in the future.

Often training is software-specific but typically not agency-specific. The
average government agency would benefit from tailoring a training
program, regardless of length, to their specific systems and requirements
to help existing employees and ensure new hires have a strong foundation.

A COLLABORATIVE, COMMUNICATIVE APPROACH

Carriers that are willing to do government work and take their time to
g g
get aligned with all of the required certifications and regulations are

willing to work with agencies.

There is a need to establish lines of communications with carrier
partners and make them aware of the places an agency wants to go,
what they wish to do with data, and how best that can be accomplished.
Carriers currently working with agencies have shown they are willing to

play ball, so there’s no need for a heavy-handed approach.

Agencies, on the other hand, recognize the benefits from integrating
with an efficient logistics partner. As agencies coalesce around a few
robust platforms, carriers will be happy they put in the effort to get on
board early. Using a light touch will also help agencies develop a strong
relationship with partners, making them more likely to discuss prob-

lems they have with the process.
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For the carriers that spoke about these issues, there was no single over-
arching problem to highlight. Different carriers had different issues based
on the agencies they worked with and the size of the carrier’s operations.

From Prompt Payment Interest concerns to agency-staff turnover and
being forced to accommodate outdated systems, carriers were all over the
map. The one thread linking these issues was communication. Carriers
that had the best relationship with agencies could name the people they
worked with at an agency off the top of their head. Those carriers that
were the most frustrated complained loudest about not having consistent
conversations with the same agency employees, due to turnover and

logistics not being the core responsibility of any specific individual.

Opening up lines of communication is one of the best ways to address
partner frustration, and will likely help on the path to determining

where else agencies and carriers can perform better work together.

INBOUND TRANSPORTATION OPPORTUNITIES

As this report mentioned at the outset, there is a huge opportunity for
optimization and ultimately finding savings in managing the govern-
ment sector’s inbound transportation. However, this is a considerably
more difficult task than managing outbound transportation where the
agency has the control over the origin, destination, carrier selection,
timing, etc. Simply put, managing inbound transportation is an
initiative that should only be pursued by the more sophisticated

government-sector shippers.

Challenges aside, there are two main reasons an agency would want to
manage inbound transportation. First, the cost of transportation is
ultimately included in the purchase price the agency is paying for the
goods or services, but these transportation rates are negotiated and
contracted by a firm with presumably less negotiating leverage than the
government can bring to bear. If the agencies could identify the trans-
portation cost, it will—on the whole—come at a higher cost. Second,
managing inbound transportation in concert with outbound allows the
shipper (government or private sector) to create savings through
network optimization. Shippers can find complementary loads to

eliminate or reduce empty backhauls among other things.
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Section 5: Recommendations

* Policy setting bodies should prioritize their efforts to focus on
opportunities with the largest potential impact. In the government
sector, policy blazes the trail for actual change and development,

and forces those lagging behind to get on board.

* Consolidate where you can, not just where you must. Developing
a government-wide consolidated transportation platform and data
pool will benefit agencies by helping them identify potential price
savings, improved methods, and available carriers. However, this
vision is far more realistic if approached on a clustered basis as

opposed to a government-wide initiative.

* Accordingly, agencies should build relationships with other agen-
cies, even if it’s just for the sake of benchmarking. In particular, all
agencies should consider collaborating with the GSA as it’s the only
agency that can procure transportation on behalf of other agencies.
Access these shared services and, even if you don’t use the GSA to
procure final contracts, let your carrier partners know what you

have seen available elsewhere.

* Develop and invest in the transportation group of your agency.
Automation levels and systems-related savings depend on the agency,
and those with transport groups do better with innovation. Its clear
that like the private sector, groups with higher levels of training and

automation will outperform their less sophisticated peers.

* There is a government-wide trend towards consolidation of systems,
which will benefit transportation management. Get on board with
the consolidation and share what works with others. The easiest
way to get smaller agencies involved is to make it easier for them to
join. The more agencies in a system the stronger it is and the better

deal-making power it has.

* Mandated freight payment processes are one of the very few
threads of commonality between all government-sector shippers.
Leverage that common practice as a starting point to consolidation

and integration.

* Set a goal to optimize outbound transportation processes, but
don’t stop there. Use that momentum and those integrated systems
and processes to take on the next challenge of managing inbound

transportation.
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Appendix A: Methodology

The primary research supporting this report was conducted from August through October 2012.
American Shipper editors interviewed eight representatives from various federal agencies on transpor-
tation-related challenges and opportunities. Likewise, American Shipper interviewed representatives of
10 logistics service providers handling the federal government’s non-military freight transportation
business and four analysts tracking government transportation issues. These in-depth interviews are
used in concert with American Shipper’s benchmark research results collected throughout the year,

paying close attention to our annual Transportation Payment Benchmark Study last published in
March 2012.
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APPENDIX B: ABOUT OUR SPONSORS

Appendix B: About Our Sponsors

A CITI

Citi Transaction Services, a division of Citi’s Institutional Clients

C I Group, offers integrated cash management, trade, and securities and
fund services to public sector organizations, multinational corpora-
tions and financial institutions around the world. With a network that
spans more than 95 countries, Transaction Services supports over
65,000 clients.
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Appendix C: About American Shipper Research

BACKGROUND

Since our first edition in May 1974, American Shipper has provided U.S.-based logistics practitioners
with accurate, timely and actionable news and analysis. The company is widely recognized as the voice

of the international transportation community.

In 2008 American Shipper launched its first formal, independent research initiative focused on the state
of transportation management systems in the logistics service provider market. Since that time the
company has published more than a dozen reports on subjects ranging from regulatory compliance to

sustainability.

SCOPE

American Shipper research initiatives typically address international or global supply chain issues from a
U.S.-centric point of view. The research will be most relevant to those readers managing large volumes of
airfreight, containerized ocean and domestic intermodal freight. American Shipper readers are tasked with
managing large volumes of freight moving into and out of the country so the research scope reflects

those interests.

METHODOLOGY

American Shipper benchmark studies are based upon responses from a pool of approximately 30,000
readers accessible by e-mail invitation. Generally each benchmarking project is based on 200-500

qualified responses to a 25-35 question survey depending on the nature and complexity of the topic.

American Shipper reports compare readers from key market segments defined by industry vertical,
company size, and other variables, in an effort to call out trends and ultimate best practices. Segments
created for comparisons always consist of more than 50 responses to keep the potential margin of error

to a minimum.

LIBRARY

American Shippers complete library of research is available on our Website: AmericanShipper.com/Research.

Annual studies include:

* Environmental Sustainability * International Transportation Management
* Export Compliance * Transportation Invoice Payment
¢ Import Compliance * Transportation Procurement

CONTACT

Jim Blaeser

Publisher

American Shipper
Blaeser]@Shippers.com
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