AMPLIFA PROCUREMENT GLOSSARY

Freight cost management: systematically
steering and reducing transport costs

Freight cost management encompasses the structured steering of all costs incurred in the transport
of goods between suppliers, production sites and customers. This includes the selection and
management of transport service providers, contract design, cost control and the continuous
optimisation of the logistics chain. For industrial buyers it is a central lever, because in
procurement-intensive industries transport costs frequently account for a significant share of total
procurement costs and have a direct impact on material costs.

Key facts

« Freight cost management encompasses contract negotiation, rate management, shipment
consolidation and ongoing invoice verification.

 In practice, transport costs typically lie between 3 and 10 percent of procurement costs, depending
on the industry and depth of value creation.

* Incoterms determine who bears freight costs and risks, making them the most important contractual
lever.

« Key performance indicators are the freight cost share of procurement volume, cost per shipment or
tonne, and the audit pass rate of freight invoices.

- Digital freight exchanges and TMS systems increase transparency, but do not replace active market
monitoring.

 Incorrect or fragmented freight invoices are a frequent source of excess costs and are often detected
too late.

Definition: freight cost management

Freight cost management refers to the entirety of all measures for the planning, steering and control of
transport costs along the entire supply chain. It combines operational logistics management with
strategic sourcing and contract management.

Distinction from classic procurement

Classic procurement focuses on material prices and terms; freight cost management broadens this view
to include the complete cost chain from the supplier's factory gate to the point of receipt. In practice, the
transport price is often included in the material price, which impairs transparency. Those who disclose
and manage freight costs separately can compare offers much more effectively and exploit negotiating
latitude.

Legal foundations: Incoterms

The chosen delivery clause determines whether the buyer or the seller organises and pays for transport.
Under EXW the buyer bears all transport costs ex works, under DDP the seller delivers cleared and free
of freight. Buyers should choose the clause deliberately, not out of habit: under CIF or CIP the buyer
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does not control the freight but in effect pays for it anyway. A coordinated clause strategy across
contract management is therefore a prerequisite for effective freight cost management.

Methods and approach in freight cost management

Effective freight cost management follows a clearly structured process: make costs transparent,
structure the market, conclude contracts, steer and control on an ongoing basis.

Cost transparency and carrier selection

The first step is the complete capture of all transport costs, including surcharges, demurrage and
detention as well as loading costs. Building on this, market sounding is carried out, frequently via a
structured request for quotation (RFQ) with defined volumes and lanes. When selecting an A-supplier in
the transport sector, delivery reliability, damage rate and IT interfaces matter alongside price. A network
analysis of transport flows then shows where consolidation potential can be unlocked.

Contract design and rate structure

Freight contracts should contain price adjustment mechanisms with transparent index references (for
example for diesel surcharges) so that price movements remain traceable. A change-order clause
governs how changes in volumes and lanes are evaluated. For international shipments, the Incoterms
govern risk allocation and cost transfer; here coordination with the legal department is recommended,
as detail questions such as burden of proof and liability limits should be examined case by case.

Operational steering in day-to-day business

In day-to-day operations, the focus is on consolidation, load planning and mode selection. Common
levers are the bundling of small shipments into consolidated loads, switching between LTL and FTL
structures, and auditable documentation of every shipment process. A well-organised PO cycle time
between order placement, collection and delivery reduces expensive express and priority freight, which
in practice can account for a disproportionate share of the freight budget.

Key KPIs in freight cost management

Without robust key figures, freight cost management is flying blind. The relevant metrics address both
the cost side and the service side.

Cost metrics

Central metrics are the freight cost share of procurement volume or net sales, the cost per shipment,
pallet or tonne, and the freight costs per unit delivered. A planned-to-actual comparison against the
contractually agreed rate exposes billing errors. In addition, one measures the share of freight costs in
the total cost of the procured goods in order to identify price dynamics in the transport market early —
an aspect that should also feed into price formation with suppliers.

Quality and process metrics

The audit pass rate of freight invoices (proportion of approved invoice amounts without objection) shows
how cleanly the billing process operates; a high invoice error rate is an early warning indicator of
incorrect rates or duplicate surcharges. Carrier delivery reliability and PO cycle time also indirectly
influence freight costs, because delays trigger express transports and inventory replenishment. Those
who measure the master data quality of addresses, weights and dimensions using a data quality score
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create the basis for reliable rate calculations.

Risks and controls in freight cost management

Freight costs are exposed to numerous disruptive factors: market price fluctuations, capacity
bottlenecks, customs changes and billing irregularities. Systematic controls limit these risks.

Financial risks and liquidity

Freight costs are incurred with high frequency and short payment terms, which can strain liquidity
planning. Instruments such as factoring or supply chain financing can act as a buffer here, but must be
weighed against costs and balance sheet effects. For cross-border shipments, there is also a currency
risk in procurement, for example when freight rates are billed in a foreign currency such as USD or
EUR; hedging horizons should be contractually stipulated.

Billing control and GR/IR clearing

Freight invoices are prone to errors: incorrect weights, double-charged surcharges or outdated rates
occur frequently. A systematic freight invoice audit — ideally automated before release — demonstrably
reduces the error rate. In the ERP context, clean GR/IR clearing ensures that goods receipts and freight
costs are allocated to the correct order. Inconsistencies should be clarified within defined deadlines, as
claims for subsequent payment are often time-limited under the contract.

Disruptions and liability issues

Port outages, strikes or extreme weather events can cause delays with considerable additional costs;
force majeure clauses then govern who bears detention and demurrage costs. In the event of damage,
the quality of documentation decides the success of recovery claims: identified transport damage must
be documented photographically and anchored in the goods receipt inspection instructions. Carriers'
liability limits are also capped and should be supplemented through insurance for high-value goods.

Current developments in freight cost management

Digitalisation, regulatory requirements and sustainability goals are fundamentally changing freight cost
management.

Digitalisation and data transparency

Transport management systems, electronic waybills and freight exchanges create real-time
transparency over prices and shipment status. Al-supported forecasts improve capacity planning and
reduce emergency freight. The prerequisite is a clean data foundation: those who maintain the master
data for packaging, weights and delivery addresses as part of systematic catalogue management
achieve significantly better rate calculations and higher catalogue compliance in order processing.

Sustainability and circular economy

Emissions figures per shipment are becoming increasingly relevant for reporting and customer
requirements. Carriers with modern fleets or alternative drives sometimes achieve surcharges that can
be offset through optimised route planning and higher utilisation. Circular economy approaches — such
as reusable containers instead of single-use packaging — reduce not only packaging costs but also
transport weight and thus freight costs. Sustainability performance should therefore be evaluated
systematically when selecting providers.
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Market dynamics and resilience

Freight markets are cyclical: capacity bottlenecks drive prices up, overcapacity opens negotiation
windows. Smart buyers secure capacity commitments in exchange for volume commitments in
negotiations and keep alternative options ready for critical lanes. Diversifying the carrier pool increases
resilience, but carries the risk of losing volume discounts; this requires a deliberate balance between
price optimisation and security of supply.

Typical metrics

Freight cost share of procurement volume: 3-10 %
typical benchmark, varying considerably by industry and distance

Freight invoice audit pass rate: > 95 %
proportion of freight invoices audited without issue, target value achieved in practice

Cost per shipment: planned-to-actual deviation <2 %
deviation between invoice and contractual rate as a control of billing quality

Carrier delivery reliability: > 95 %
on-time deliveries; a lower value leads to express freight and additional costs

Practical example

A mid-sized mechanical engineering company with roughly 30 percent of its procurement volume from
overseas discovered during an analysis that freight costs were not itemised in its suppliers' material
prices. The purchasing department subsequently introduced structured freight cost management and
reduced freight costs per container by a double-digit percentage within one year.

« Switching the Incoterms with key suppliers from CIF to FOB in order to steer and price freight itself

» Consolidating 14 carriers down to 3 framework contract partners with an index surcharge
mechanism

« Automated auditing of all freight invoices before release; the audit pass rate rose significantly in
practice

» Network analysis to bundle small shipments; reduction of express freight by around one third

Conclusion

Freight cost management is not purely a logistics topic but a genuine procurement task with a direct
impact on material costs and the ability to deliver. Four building blocks are decisive: transparent data,
deliberately chosen Incoterms, robust framework agreements with adjustment mechanisms and a
complete invoice audit. Companies that operate these levers systematically typically reduce their
transport costs by noticeable double-digit percentages — without any loss of quality. The prerequisite is
close collaboration between procurement, logistics and finance. Those who manage freight costs as an
independent cost block also gain substance in price negotiations with suppliers.

Frequently asked questions

What does freight cost management mean?

Freight cost management encompasses the systematic planning, steering and control of all transport
costs along the supply chain. This includes carrier selection, contract design, shipment consolidation
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and invoice verification. The aim is to reduce transport costs without jeopardising delivery reliability or
quality.

Which Incoterms are most advantageous for buyers?

That depends on the buyer's negotiating power and logistics capability. EXW or FOB give the buyer
control over freight costs and carrier selection, which in practice often enables more favourable rates.
DDP offers planning certainty, but conceals the actual freight costs and weakens the negotiating
position.

How high are freight costs typically as a share of procurement volume?

In practice, the freight cost share usually lies between 3 and 10 percent of procurement costs,
depending on the industry, depth of value creation and transport distance. For bulky or lightweight
goods, the share can be significantly higher. A dedicated analysis of actual costs is therefore essential.

How should freight invoices be audited properly?

The basis is contractually agreed rates, weight documentation and correct shipment data. The
verification should take place before release and cover typical sources of error such as duplicate
surcharges, incorrect weight billing or outdated rate versions. Automated audit tools compare invoice
line items with the contractual terms and flag deviations.

What is the difference between freight costs and transport costs?

These terms are often used synonymously. In the narrower sense, freight refers to the carrier's transport
service, whereas transport costs may additionally include loading, storage, insurance and customs
clearance. For effective freight cost management, all cost components should be captured and
disclosed transparently.

What role does the diesel surcharge play in freight costs?

The fuel surcharge is a dynamic component of many freight rates and is based on published index
values. Buyers should stipulate in the contract which index is authoritative and how frequently it is
adjusted. Only then can price increases be traced and miscalculations identified.
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