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Out of Control: Purchase to Pay processes are still in the dark ages

Over the past 30 years, businesses have systematically invested to gain better control over the corporate
finances — moving from manual / Kalamazoo 3-in-1 systems that produced day book, balance forward
statements and supplier ledger cards to fully integrated electronic ERP solutions providing highly detailed
financial information.

In the last 15 years, we have dropped almost every form of hard copy communication, moving to email, web
and corporate portals to capture and communicate information and invested heavily to ensure we are in
communication 24x7 through ever more sophisticated mobile devices.

Yet the way most businesses buy goods and services, check whether they were received and verify the
purchase invoices are correct , has not changed since he was a bought ledger clerk in 1976, explains Neil
Robertson, CEO, Compleat Software.

Finance directors are as much in the dark about what financial commitments have been made through
purchases today as they were 32 years ago. Their first knowledge of a transaction is when the purchase
invoice turns up in accounts, relying almost exclusively on budgets to control spend and predict future cash
flow.

Very few organisations have implemented regimented requisition and purchase order processing — the
document that records what has been purchased, what pricing is applicable and what payment terms have
been agreed.

Perhaps even more astounding, few organisations undertake a detailed tracking of delivery notes /
receipting. In part this is a reflection that there was no purchase order to match it to, but more often than
not, there is no discipline to ensure the capture, checking and paper flow that delivers every delivery note
back to finance for matching to the invoice. In the case of approving services, there is no documentation at
all.

The process for invoice authorisation has not changed either. Without a purchase order and associated
delivery note, there is no way to verify the accuracy and validity of an invoice (the three way check).

In 2008, companies still record the invoice in finance and then post it through internal mail or snail mail to
the relevant manager or director to verify that the invoice is correct, reflecting the values agreed and the
services / goods have been delivered. There remains an unhealthy dependence on that manager that they
have the time, the diligence (and are confident in the honesty of the entire company and every supplier) to
then check each of these invoices is both correct and valid before returning them for payment. And the
process can takes weeks to complete, often leading to key suppliers putting the account on hold for late
payment.

Worst of all — it is clear that nobody in the business is responsible for the management and control of the
purchase to pay process. The only “control” is historical management reports that show the expenditure
against budget. But in most organisations, a considerable proportion of the basic overhead budget spend is
simply an uplift from what was spent last year — irrespective of the certain waste it represents.

In summary, there is minimal discipline or control over the purchasing, receipting and invoice checking
(apart from the diligence of the authorising director — with a fine memory for detail) of a significant
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proportion of corporate spend. It is out of control.
Maximising cash preservation and utilisation

As we enter the recession (potentially the worst in 60 years according to our chancellor), every seasoned
financial director knows that cash is going to be ‘King’ and requires exceptionally close management if
many companies are to survive.

Sales will decline as previously solid negotiations evaporate as their budgets are removed and debtor days
are already getting longer as every company hangs onto its cash. Yet these same companies continues to
spend ineffectively, fail to record the details and terms of its purchases, fails to check that the goods /
services were delivered and were of an acceptable quality and relies on non financial management
diligence to authorise the invoices for payment. Apart from being wide open to fraud (in an environment
that is increasingly desperate), most companies are wasting cash.

Without any controls or visibility in the purchasing process, it is hardly surprising that the first the board
becomes aware of maverick spend is on the production of the financial management accounts up to 60
days after the event - when it is far too late to do anything about it.

In most organisations, a large percentage of the work force is involved in the buying process, whether
finding suppliers, authorising and approving orders or checking receipts / deliveries. The vast majority of
these people have had no specific training and usually little directive to consolidate purchasing,
negotiating pricing and get the best payment terms.

Yet the placing of a single order often takes a very considerable period of time as employees check out
various suppliers each and every time they buy something and that time is money. The problem is that the
more diligent a manual purchase to pay process, the more resource it requires and the longer the process
takes.

The result is duplication of suppliers, many of which compete with each other for your business and a
workforce that spends a significant amount of time spending the corporate cash with whoever they think
is most appropriate, or more often, most convenient. It is obvious that a consolidation to preferred
suppliers will deliver a better buying power (lower costs per unit) and better payment terms — especially
in a recessionary market, as organisations fight over every piece of business. Better purchasing can deliver
between 5% - 10% savings in most companies, whilst extending credit terms between 15 — 30 days — and
that is a great deal of extra cash.

A common statistic is that every order placed by a business costs between £30 to £60 reflecting the time
required to place the order, check the delivery, authorise the invoice and make payment. If a business
could half that cost, then do the math based on the number of orders raise. The savings would be
significant.

Entering the 21 century

When the purchasing to pay process is compared to almost any other aspect of the business, it is in the
dark ages.

The purchase to pay cycle (P2P) has never been owned, which is one of the reasons why it has never been
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automated. The finance director is ultimately responsible for the fiscal control of the business, but
that responsibility is delegated through departmental budgets right down to the individuals that
place the orders. The result is a completely manual, invisible and slow process that is costing every
company a fortune in labour and makes it impossible to maximise the use the cash they spend.

With recession becoming inevitable and potentially very protracted, businesses have the
opportunity to take complete control over their corporate cash. They can control spend at source
prior to an order being raised, they can buy better in terms of price and payment terms, they can
ensure complete accuracy and completeness of every transaction and they can save a huge
amount of time across the organisation in the process. Finally, they will have complete visibility of
the cost pipeline and cash flow information and the ability to reduce spending in any area of the
business at a moment’s notice. This is all about cash, conserving it and maximising its
effectiveness.

Purchase to Pay / e-procurement software offers the ability for the finance department to take
total control over corporate spend. It ensures that every requisition / purchase order is always in
budget, without the need for the individual to check. It enables a consolidation of suppliers to
maximise buying power and negotiate the best possible credit terms, generating the appropriate
T&C’s with each order, whilst capturing the supplier’s performance to aid future negotiations.

Order to delivery note matching can be a single click, but every over and under receipt is captured
against the order. Every service based order can be verified in the same way.

Invoice matching is electronic. The 3-way match (order / receipting / invoice) is done automatically
and only the exceptions are sent out for approval to senior management / directors and it is done
electronically, with the original invoice remaining in the sanctuary of the finance department.

The by-product is full sight of the cost pipeline through full commitment and accrual accounting
(whether your current accounting solution has that functionality or not). Cash flow reports reflect
reality, from the placing of an order through to payment.

As for control, a change in central budgets has an instant impact on the ability to raise orders.
Automation of the P2P process delivers total control and very substantial savings.

The productivity gains and time saved in the purchase to pay process will more often than not
justify automation whether it comes from the initial requisition / order generation, the receipting
process or senior management’s time in invoice approval. The finance department no longer has
answer endless questions on budget availability, code every invoice, pass them out for approval
and chase up their return, before posting them into the ledger — it is fully automated.

A few percent saved through more effective and better negotiated terms with nominated
suppliers together with longer payment terms adds to the savings pot. And of course the ability to
see the cash flow based on real committed spend — and the ability to stop spend instantly through
budget changes.

So who gets it?

So who buys procurement software? The answer should be of little surprise - it is those
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organisations that had very strong manual purchase to pay disciplines. Excellent manual systems required
a huge amount of discipline and resource and are usually painfully slow. Automation is an absolute no
brainer as the value proposition and ROl are overwhelming.

For those organisations that are out of control, the purchasing decision to implement procurement
software is a lot harder as who is interested or has responsibility to address the matter? Arguably it should
be the finance director based on their fiscal responsibility.

But the response from many of these organisations is that there isn’t a requirement, simply because the
foundation of the way the business spends money is completely out of control. For these businesses, they
will continue to use the same practises as those used in the 1970’s, sure in the knowledge that it is still the
best, most efficient and cost effective way to do business —or so they tell me.

That might have worked in the boom years — but in a recession they have no ability to detect the cash wall
ahead until they hit it —and even if they can see it, it is usually too late to do anything about it.

In recessionary markets — Darwin’s rule applies — it is survival of the fittest and that is measured by cash.

ENDS

About Compleat Software Limited

Compleat Software Limited (formerly Vectra IT) is a provider of e-procurement and expense solutions for
the mid-large marketplace. Committed to product and client satisfaction it strives to be at the forefront of
technologies in order to provide best-of-breed software solutions.

www.compleatsoftware.com

About Compleat Procurement

Compleat from Compleat Software Limited is a Microsoft web-based e-procurement and expense solution
that tightly integrates with most mid-ware accounting solutions. Providing your business with immediate
cost-control, Compleat controls all aspects of your company’s procurement cycle. With the most
advanced, customisable workflow solution and real-time financial integration Compleat provides a
winning procurement framework.
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