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Abstract

Invoicing inaccuracies have plagued the air freight industry for many years. Inherent factors,
including complex and volatile pricing, and the need for carriers to cut costs, continue to per-
petuate this problem. Invoices are often overcharged or under-billed. Customers identify
overcharged invoices and either adjust the CASS billing or file an overcharge claim, but un-
der-billed invoices are often neglected and the result is hundreds of millions of dollars in lost
profits to carriers. Recouping these hidden profits is the foundation of ARG's Cargo Revenue
Recovery service---and the benefits are impressive. Some major air carriers have experi-
enced a 5% gain in gross profits without incurring any incremental cost.

The Challenge

Itis well known that invoice accuracy has been a major challenge for air cargo carriers. CASS
adjustment rates have been above 5% for years, and exceed 10% for many carriers.|ATA's
e-AWB has simplified and streamlined the air freight supply chain process, but it has done
little to reduce the number of billing discrepancies. According to the most recent CASS sta-
tistics, almost every air cargo carrier has an adjustment rate over 1%.

It's an Industry Problem

With so much technology and automation available, why hasn't the situation improved? The
answer lies in the complexities of the air cargo industry, and the need for carriers to cut costs.
Air freight pricing is extremely complex, and continuously changing. Auto-rating systems are
only as good as the data inputs. One data capture error during booking may result in a ship-
ment being under-billed or overcharged by thousands of dollars. Adding to the problem is
the need for carriers to cut costs, often outsourcing key functions, including booking. docu-
mentation and accounting. More experienced personnel are being replaced with cheaper
employees or contractors and invoicing quality controls are placed on the backburner.

Customers complain when they are overcharged, but do they say anything when they are un-
der-billed? Most are glad to pocket the extra profit, and don't speak up. If a customer doesn't
complain, then suppliers are left with few metrics to determine the accuracy of their invoicing.
In an industry with volatile revenue yields, and tight operating margins, it seems implausible
that carriers have neglected a key process area that directly impacts their bottom line. The
end result is that carriers are losing hundreds of millions of dollars a year in under-billed reve-

nue.
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The Solution: Hidden Profits Found

Most customers have audit programs in place, typically handled by 3rd party firms, to verify
the accuracy of their CASS invoices. When an invoice exceeds their liability, the balance is
short-paid or an overcharge claim is presented to the carrier. With so many 3rd party options
for customers, why haven't air cargo carriers followed a similar path?

The reason lies with the complexity of the service. Carriers require a revenue recovery ser-
vice, which is much more in depth and complex than an AP audit----that is why there are
hundreds of providers in the AP space, and very few that provide cargo revenue recovery
services. AP audits typically search for duplicate payments, and / or compare liability to the
CASS invoice amount. A revenue recovery service requires a deep understanding of the in-
dustry, its nuances, and a technological infrastructure to process transactions in real-time. A
revenue recovery service can also be a major source of hidden profits for carriers by recoup-
ing otherwise lost revenue. It levels the playing field between customers, who file millions of
dollars in overcharge claims on an annual basis, and carriers by recouping the correct
amount of revenue based on services rendered.
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ARG’s Cargo Revenue Recovery Services

ARG provides highly specialized revenue recovery services to air cargo carriers. This service
identifies hidden profits by recapturing under-billed revenue either through a pre-audit and /
or a post-audit, and the benefits are often significant---some carriers have experienced a 5%
gain in gross profits.
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@c Current Controls are Inadequate

Most companies have sophisticated auto-rating systems, and often an internal audit team re-
viewing CASS exceptions. For ARG, every client has advanced invoicing systems and controls,
yet every client has benefited significantly from ARG's Cargo Revenue Recovery Service.
Why? Because ARG has learned from its many years of experience exactly where to focus its
resources and efforts. Experienced analysts utilize ARG's ATLAS system, which is a robust
platform that employs predictive analytics and other functions to analyze millions of transac-
tions in milliseconds. The end result is that ARG can perform this service better than its clients
can internally. Proof of this can be found in ARG's references and the fact that every ARG
client has continuously renewed their agreement since inception.

' Potential sources of revenue loss (partial listing):

m Ajr freight base charges

= Spot rate validation

= Service contract / tariff validation

= Weight issues (actual vs dimensional)

= Service issues (i.e. Temp controlled, Express, etc.)

= Container validation
= Container count
o Container type (i.e. RKNs, PMCs, PAGs, AKEs, etc)
= Pivot charges \ over-pivot charges

® Surcharges
= Fuel surcharges (when applicable)
= Hazmat fees
* Screening \ security fees
= Other assessorial fees

ARG's Cargo Revenue Recovery Service analyzes client CASS invoices with the objective of
identifying under-billed revenue, & collecting it on their behalf. Engagements are ongoing, re-
quire no staffing resources from the client, & are facilitated at ARG's corporate office. Com-
pensation is based on a percentage of revenue identified & recovered by our analysts. Since
the costs associated with the shipment have already been incurred, any incremental revenue
identified by ARG goes straight to profits.
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On a periodic basis, management reports are provided to clients detailing the revenue leak-
ages identified and recovered during the previous period. Real time results can be obtained
from ARG's client web portal.

Pre-audit vs Post-audit

This service may be performed as a pre-audit, before invoices are actually sent to the cus-
tomer and / or as a post-audit. During the pre-audit, ARG monitors and analyzes transactions
in real-time, and provides adjustments as needed. For the post-audit. ARG reviews transac-
tions on a monthly or quarterly basis, and will generate and recover supplemental invoices. To
achieve transactional assurance, ARG recommends doing both a pre-audit and post au-
dit---both are seamless and easy to setup.

Query total: Total Customers: 100 | Total BOL: 810 | Balance Due Count: 810 | Total Balance Due Amount: 884,229.89 | Total Balance
Due Paid Amount: 119,967.03
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Requirements to setup and maintain ARG’s Cargo
Revenue Recovery Service

= Upfront:10-15 hours to generate data reports, and setup system access plus 1-2 hours of
training on rating and cargo operations system & pricing guidelines

m Ongoing: 5-7 hours a month to review ARG's findings
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l Benefits of ARG's Cargo Revenue Recovery Service
G

= Requires few resources to implement

= Requires few resources to maintain

= Improves revenue yields and overall profitability by recapturing under-billed revenue
= Ensures revenue accurately reflects services rendered

= Provides insight for management into systemic process / system issues

To learn more about this service, please contact Mark Palladino of ARG at 609-288-2160 or
through email at mcpalladino@argglobal.net.

About ARG

ARG, consisting of ARG LLC and ARG Ocean LLC, was founded by a highly skilled and know!-
edgeable group of principals. After years of running the largest freight payable recovery firm
in the United States, representing freight forwarders and integrators, the primary equity hold-
ers formed ARG to service ocean carriers (VOCCs, NVOCCs), air carriers, and forwarders.
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