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Overview
The rate of change is accelerating. Like all other organizations,
Accounts Payable (AP) must prepare to address new challenges
and opportunities. Accounts Payable is under constant pressure
from Finance and Purchasing, and other internal customers, and
from vendors externally. As the organization that controls the disbursement of 30 – 70% of a company’s funds, AP is always looking
for ways to increase its efficiency and effectiveness. AP is also
under constant scrutiny from regulatory authorities for compliance
with laws and regulations.
AP must continually identify and evaluate alternatives and implement those that best address their challenges. There are also
barriers and catalysts that impede or trigger which of these challenges AP must deal with as priorities. And, sometimes there are
significant breakthroughs that can help AP reduce pressure and
improve its performance. Some past challenges and breakthroughs
have not been as significant or had as great an impact as initially
expected. Some have not yet resulted in widespread adoption.
Understanding how to evaluate these developments and whether
they are relevant to your AP department are critical to AP’s future
success. Equally important is an understanding of the potential
barriers and catalysts affecting priorities and implementation success or failure.
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Catalysts and Barriers
For an AP organization to effect change successfully, it must understand the drivers and catalysts that may
necessitate or prioritize change. It is also important to understand potential barriers and how to overcome
them. Some of the barriers and catalysts are described below.

Catalysts
Four key catalysts provide the impetus for change to occur.
• Mandates
Key drivers of change in AP departments are mandates that typically come down from senior management within
the company. While the pressure to make changes is often clear, the specific actions to be taken to comply with
the mandate are often unclear. AP is then left with the responsibility of determining how best to carry out the steps
needed to achieve the required results.
AP may take actions that achieve the stated purpose of the mandate but have unintended side effects that conflict
with the intended objectives.

Illustration:
A senior executive concerned about controlling costs instituted a new requirement for approval of all invoices and
expense reports by 2 of 3 specific senior executives in the company. Unfortunately, two of those executives
traveled frequently so it was very difficult to obtain the two necessary approvals. Within weeks, the backlog of
unprocessed transactions increased greatly. AP staff were unable to do any processing and spent most of their
time on the phone responding to angry employees and vendors who had not received payments. In addition, many
discounts that would normally have been taken were lost.
The AP manager realized that the situation would deteriorate even more and did a quick analysis. A small percentage of invoices from a small number of the company’s vendors accounted for a large percentage of their
total spend. Those invoices were also from key suppliers and also accounted for a large percentage and value of
discounts that were being lost. The AP manager worked with Purchasing to develop a strategy that would provide
better controls over costs and eliminate excessive executive review. They prepared a short memo documenting the
adverse impact and costs of the mandate and included suggested changes. Within three weeks of the mandate,
AP was able to begin the recovery from the unintended side effects of the mandate.
• Pain Points
Within AP, there are certain issues that adversely affect employee morale and productivity. Successful AP mangers
are adept at getting feedback to identify problems and addressing the underlying source and cause. Sometimes
these problems involve specific internal customers, vendors, system issues, policies, and/or procedures. Getting a
good understanding of the problem is critical to eliminating or reducing pain.

Illustration:
An AP manager realized that problem invoices created a lot of unnecessary work for the department. For one
week the company’s AP department made a copy of each invoice that needed interaction with a supervisor, an
employee outside of AP or a vendor. Employees made simple notes as to the nature of the exceptions but did not
spend time resolving the problems. At the end of the week all of the exception transactions were analyzed and a
few significant observations were made. Ten percent of all invoices received by AP required exception processing.
About half of those invoices required interaction with purchasing, and twenty-five percent with one specific business unit. Looking at the exception invoices another way, over half of the exception invoices involved 3 vendors.
AP came up with solutions that would keep most of those exceptions from happening in the future. When AP and
purchasing decided to implement a weekly review of all exceptions. Within six months, exception processing was
cut in half and AP experienced a 40% improvement in productivity. A side benefit was a significant reduction in
calls and emails asking about the status of outstanding invoices.
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• Competition
Keeping up with the competition often drives the adoption of new ideas. Vendors of products and services are valuable sources of information. Conferences, seminars, webcasts, surveys and benchmarking are additional tools to
help learn what competitors are doing. Professional associations and publications also provide insights into new and
emerging practices and technologies.
When working with competitors, it is important to not exchange information that is proprietary or confidential.

Illustration:
A company participated in an AP benchmarking survey and discovered that it lagged behind many other companies in the use of various technologies and that its costs seemed higher than many of its competitors. To
better understand why they were lagging and to gain further insights into what they should be doing, they arranged for site visits to three companies to observe their AP operations and meet with their AP and IT staff.
The visits were extremely successful. The company was able to identify several immediate changes that could
be made to increase their department’s efficiency as well as longer term actions that would also enhance
their AP operation. Within months, the changes improved morale within the AP department and improved
perceptions of how well AP was doing. Within a year, additional initiatives were completed and resulted in
further improvements in the quality, timeliness and productivity of AP.
• Unanticipated and External Events
External events sometimes trigger major changes. The bombing of the World Trade Center in the US on September 11, 2001 followed by Anthrax scares, made the US financial system and corporations aware of how vulnerable
they were interrupted delivery of invoices and checks via the US mail. These events became major catalysts for the
adoption of electronic invoicing and electronic payment in the US. In addition, the US Congress passed legislation
in 2003 to allow for and encourage truncation of checks and replace returning of cashed checks with images of the
front and back. The law has also promoted remote depositing of checks by submitting images of the front and back
of checks rather than delivery of checks to a bank.
Other unanticipated and external events such as new regulations, mergers and acquisitions can also be the triggers
for the need to make major changes.

Illustration:
A large company acquired a competitor that was nearly as big. While the companies were in the same industry and
used the same software for AP and General Ledger, there were many differences in policies and procedures. As
soon as the acquisition was announced, the heads of the two AP departments initiated a project to review both departments and come up with a migration plan that would incorporate the best practices from each organization.
They were not allowed to share certain information or make certain changes until the deal was completed. However, each AP department learned from the other and significantly streamlined and improved their operations.
When the deal was approved, they were able to quickly do additional consolidation. As a result of working together,
the combined AP organization was nearly twice as efficient than either of the individual departments. The AP
manager of the acquired company was also surprised to be offered the job to take over as the head of the new
department.
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Barriers
While catalysts provide the impetus for changes to take place, barriers may prevent or impede the adoption
of changes. Six common barriers are:
• Excessive Implementation Time and Complexity
Some changes take too long to implement. As a result, once the final results are achieved the requirements driving
those results have changed or the original justification is no longer valid. Even worse, subsequent changes in available technology, staff or regulatory issues may have made the original solution ineffective, obsolete or incomplete.

Illustration:
Enterprise Resource Planning (ERP) systems are extremely complex and, in many instances, they dramatically impact how a company does business. When companies first started to implement ERP systems, they significantly
underestimated the complexity. The business press was filled with articles about companies that had filed for
bankruptcy, in part due to a failed ERP system implementation. Other companies pulled the plug on projects after
having invested enormous sums. With maturity of the available products and increased end user knowledge and
experience, there are many fewer stories of such catastrophic projects.

• Failure to Gain Acceptance Due to Interdependency Issues
Business to business electronic invoicing requires vendors and buyers to be able to agree upon the information to
be provided by each party to the other party. They must also agree on how to interpret such data and agree on how
rejects and exceptions are to be handled.
There are a relatively small number of software packages used to automate invoice processing in AP. Fewer than 25
packages are used by most very large companies and less than 200 packages are used in total. However, there are
hundreds of thousands or even millions of different billing systems used by vendors to generate invoices. Vendors
who generate very large numbers of invoices are typically not willing to provide special feeds to meet the needs of
specific customers. Vendor who send very few invoices are even more reluctant to provide special feeds.
Many of the companies that originally entered the electronic invoicing market over ten years ago are no longer in
business. Most of those that failed had a very narrow view of the complexity of invoices and billing systems. These
companies had developed solutions for large buyers who could mandate to their vendors how invoices were to be
submitted. When they attempted to reach a broader base, they discovered that most vendors would not adapt or
change their systems to meet the requirements of a buyer to whom the vendor sent very few invoices.
• Inadequate Usable Standards and Guidelines
In 1998 a task force began work on standards for electronic invoices. After two years, it became clear that different
members of the task force had vastly different requirements and needs.
Although the task force did produce a standard in 2000, companies found it impossible to use as the detailed
information needed on many types of invoices are unique to certain industries.

Illustration:
While the results of the task force were of limited value, certain industries used the task force’s approach to develop standards that would be applicable to a large percentage of invoices handled by their industries. Most notably, over 400 companies in the electronic components, information technology, and semiconductor manufacturing
industries have come up with standards under the name RosettaNet that have proved to be valuable for electronic
invoicing as well as other e-commerce applications.
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• Perceptions and Reality are Not the Same
There is sometimes a lack of common understanding of the actual requirements. This is often due to insufficient up
front analysis of the current situation or understanding the scope of the changes that will be required. Sometimes
a project team is missing important skills or expertise and does not realize it. Sometimes assumptions are made
about what various technologies can do and the assumptions prove to be incorrect.

Illustration:
When Optical Character Recognition (OCR) was first introduced to interpret and extract information from scanned
images of paper invoices, many solutions were found to be too limited. The error rates were extremely high and
the software did not provide adequate facilities for human involvement for verification and error correction.
OCR software has subsequently been re-designed and the solutions that are now delivered are greatly improved.
Adoption of newer OCR software solutions in AP has increased rapidly. AP processors who use OCR assisted
processing are typically twice as productive as AP processors who key directly from paper or images. Errors rates
are also significantly lower.
• Lack of Awareness
AP professionals are constantly under pressure to do more with less. Their day-to-day focus is on processing transactions and disbursing funds accurately, and in a timely, efficient and reliable fashion. As a result, they often do not
have the time to keep up-to-date with changes and advances that can dramatically affect what they do, as well as
their efficiency and effectiveness.

Illustration:
Virtually all AP organizations in the US are aware of the requirements and have procedures for the preparation
of 1099s. However, many are not aware of requirements for 1042S filings for work done in the United States by
non-resident aliens (NRAs). One major university that provided part-time work for many of its foreign students was
audited by the US Internal Revenue Service and fined millions of dollars for non-compliance. That fine was widely
reported in the higher education community and AP departments at colleges and universities are now in compliance. However, AP departments in other industries are still largely unaware of the requirements.

• Reluctance to Change and Risk Aversion
Two barriers to implementing new ideas are reluctance to change and risk aversion. In many instances, these barriers are simply putting off the inevitable. Eventually, someone will decide that the risks are overstated or that external pressures make it necessary to overcome resistance or reluctance to change. When change is avoided for too
long, there is sometimes cataclysmic or dramatic change required to solve the presenting problem.

Illustration:
One company with antiquated procedures and significantly more staff in AP than similar sized companies tried
several times to implement significant process changes. Eventually, they moved the AP operation from a major
city to a rural location that was several thousand miles away. While they offered to transfer employees, very few
were willing to make the transition. The company was able to recruit and attract a workforce that learned the existing processes and procedures with the understanding that they would be changed in many ways. Although the
company did achieve its goals, it was not as easy a transition as they expected.
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Past Challenges, Breakthroughs
and Opportunities
AP is challenged with reducing costs while increasing efficiency and accuracy. AP must keep up-to-date on
the technologies, tools and methodologies that can be drawn on to address these challenges. In addition, AP
must also keep abreast of legal and compliance issues that may affect priorities and may impact the approaches to a solution. There are four key focus areas for AP professionals to monitor carefully.

1
2
3
4

Technology

Process Analysis /
Process Management

AP is usually treated as corporate overhead that is necessary for the conduct of its business but often
not revenue-producing. Therefore, AP is usually under pressure to keep costs down or reduce them.
New technologies are often an effective way of reducing and controlling costs.

Efficient and effective processes can improve the bottom line more than technology can do by itself.
Automating inefficient processes will not produce the same results as a combination of improved
process management, best practices implementation and technology. Process and change
management are key to any successful implementation.

Regulatory

As companies expand their base of operations, they must be in compliance with an ever increasing set
of local, regional, national and even international rules, regulations and laws. These rules and regulations
are often extended, expanded and changed and have a direct impact on how AP organizations conduct
business. Fines and penalties for non-compliance, whether intentional or not, can be devastating
to a company and its employees.

Personnel

At the end of each day, a company’s most important assets walk out the door. People are key
to implementing policies and procedures to comply with regulatory requirements as well as to maintain
and enhance processes and successful use of technologies.

Some of the important technology, process, regulatory and personnel challenges, breakthroughs and opportunities that have impacted AP in the past are described below.

Technology
Over the past 40 years, many technologies have been used to attempt to improve AP with the primary focus
on lowering costs, improving accuracy and reducing cycle time. Surprising to many, a significant number of
technologies have been available for many years but not had significant rates of adoption within AP. The technologies covered below are just a sampling of those most relevant to AP. Fundamental hardware and software technologies such as personal computers, communications, hardware devices, programming languages,
spread sheets and others are not covered yet provide the foundations upon which the covered technologies
rely.
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• Automated Accounting Systems (AAS)
The first use of computers in businesses was to automate payroll in the 1960s. This was quickly followed by the
introduction of AAS for General Ledger and Accounts Payable. These initial systems were used solely by large companies. Automated AP systems became much more widely used about 20 years ago, when businesses started to
use personal computers.
Today, automated accounting systems are used by virtually all businesses.
• Electronic Data Interchange (EDI)
EDI was introduced nearly 40 years ago to allow companies to transmit purchase orders, invoices and other related
transactions between buyers and sellers.
This technology has been very effective at achieving all three technology objectives when there are high transaction
volumes between the buyer and the seller. However, the cost of setting up a new relationship is relatively high. This
set up cost has significantly limited adoption by sellers who have low transaction volumes with a buyer.
• Evaluated Receipts Settlement (ERS)
Initially used in the automobile industry nearly 30 years ago, ERS is sometimes referred to as invoiceless processing. The buyer pays the seller based on the prices on the purchase order and the quantities received. Therefore, no
invoice is needed. Often this is used in conjunction with EDI.
While adoption of ERS is high in some large manufacturing companies, it is rarely used elsewhere. While ERS can
lower costs and reduce cycle time, accurate Purchase Orders and Receiving Documents are critical to avoiding significant problems with errors and dispute resolution.
• Enterprise Resource Planning (ERP)
ERP systems began to be developed in the late 1980s with initial focus on automating order processing, inventory
and production scheduling in manufacturing environments. Most current ERP systems now fully incorporate financial transaction processing.
ERP systems are often costly to implement and require significant changes in a company’s processes. When done
well, they can achieve the 3 key goals of lowering cost, improving accuracy and reducing cycle time. Although
currently less of a problem, in the 1990s through 2005 there was a high rate of abandonment of ERS automation
projects.
• Imaging
Imaging systems were originally developed over 30 years ago and first used in AP in the mid-1970s.
Imaging is one of the most highly used technologies in AP. It dramatically reduces costs and virtually eliminates lost
documents. It, alone, does not significantly improve accuracy or cycle time within AP. However, when combined
with other technologies described below, there can been significant benefits in these two other areas.
• Optical Character Recognition (OCR)
OCR is a mature technology first used over 30 years ago in conjunction with imaging to automatically capture information from printed documents and convert text to digital data.
OCR has been used in AP for about 10 years and is the technology that currently has the greatest rate of adoption in
AP. OCR can further reduce costs and recent OCR technology greatly improves accuracy.
• Automated Workflow (AW)
Automated workflow was first used in conjunction with imaging in the AP in the mid-1970s. In the late 1980s other
technologies such as personal computers, graphical user interfaces, the Internet and rules-based software made automated workflow a very effective technology for automating and controlling the movement of transactions among
AP personnel as well as automated routing, review, approval and dispute resolution.
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Automated workflow dramatically reduces cycle time and lowers costs. The cost savings extend beyond AP into the
departments that submit, review and approve invoices and other AP transactions. Although automated workflow is
a mature and continually evolving automation strategy, adoption in AP is not nearly as high as one might expect.
• Electronic (ETE)
Travel and entertainment expense reports are typically only 10 – 20 percent of the total transactions processed by
AP. However, manual T&E reports typically have high error rates and require significant processing effort and exception processing. Electronic T&E systems typically automate expense reporting and are often combined with automated booking systems.
ETE systems have been around for nearly 20 years. There has been wide adoption in companies as these systems
achieve all three key technology objectives.
• Electronic Invoicing (EI)
In addition to EDI, there are many other ways invoices can be delivered electronically. The ability to accept many different input formats is critical to the successful implementation of e-Invoicing. Also key, is a comprehensive automated workflow system that includes routing, review, approval and dispute resolution by AP’s key partners including
purchasing and other internal departments within a company.
Early e-Invoicing solutions, other than EDI, were first introduced in the early 1980s. Although such systems dramatically reduce costs, increase accuracy and reduce cycle time, adoption has been surprisingly low and the rates of
adoption have been slow due to some of the barriers identified earlier.
• Electronic Payment (EP)
The ability to pay electronically by providing and passing payment information from a buyer to a seller through the
banking system has been available since the early 1970s. Even earlier, teletype machines were used to pass instructions for payment.
In the US and Canada, a significant majority of payments made to vendors are made via checks. Although checks
are less costly than wire transfers, they are much more costly than other forms of Electronic Funds Transfer and also
highly susceptible to fraud. Adoption of electronic payments has been growing steadily in the US in the last few
years. In Europe and other parts of the world, there has been widespread adoption of electronic payments.
• Procurement Cards (P-Cards)
Procurement cards can be used to purchase and pay suppliers for a wide range of products and services and are
very effective at eliminating invoices. Instead of individual payments to each supplier, one monthly payment is made
to the buyer’s card issuer.
P-Cards have been around for about 15 years and, in many respects function similarly to credit cards. As the majority of purchases are for small amounts, using P-Cards can eliminate vendor setup costs, invoice processing costs
as well as the number and costs associated with making payments. Within the US, P-Cards have high penetration.
Within Europe, penetration is low.
• Email
While forms of email have been available for over 30 years, its wide availability has been a direct consequence of
the widespread adoption of the internet and the use of personal computers to replace “dumb” terminals.
Within the past five years, use of email in AP has become nearly universal. While email can significantly reduce
cycle time, its impact on costs and accuracy has been mixed. AP departments that allow vendors to send invoices
as email attachments and allow vendors to submit email inquiries have typically reduced cycle time and reduced
costs. AP departments that have trained their staff and developed templates to assist in providing email responses
have also improved accuracy and eliminated many follow up questions.
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Technology Adoption and Use

Universal

AAS

Email
Imaging

High

EP

ETE

in Europe

EP

Moderate

Low

AW

in US

OCR
EDI

ERS

40 Years ago
late 1960s

30 Years ago
late 1970s

EI

P-Cards
in US

P-Cards

ERP

20 Years ago
late 1980s

in Europe

10 Years ago
late 1990s

Not all of the referenced technologies are appropriate for all AP departments. However, all of the
above are mature technologies that have been used successfully for 10 or more years in AP.

Process Analysis and Process Management
Long before many technologies were first used to improve AP costs, accuracy and cycle time, several
process analysis and process management tools were applied to enhancing AP operations. As these tools
have evolved able to draw on and build upon various technologies, there has been increased sophistication
in their scope, functionality and capabilities of these types of tools.
Those that are still used and relevant to AP are discussed below.
• Metrics
Metrics have been used for over 100 years in businesses to measure and monitor processes, primarily manufacturing processes. About 40 years ago, the concept of Key Performance Indicators (KPIs) was introduced and AP
departments began to develop and use financial metrics as well as process metrics to measure performance. Most
AP metrics are focused on measuring what is done in AP. A companion white paper, Must Have AP Metrics*, raises
the importance of AP metrics to monitor and manage the quality and timeliness of inputs to AP. It also addresses
what to measure, how metrics can be captured and how they can and should be used to lower costs, improve quality and timeliness in AP.
Although metrics are used in many AP departments, a recent survey by IOMA found that more than one third of all
AP departments do not use metrics.

*Available at www.kofax.com
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• Flow Charting, Process Mapping and Data Flow Diagrams
Process charts were first introduced over 80 years ago to outline the steps associated with manufacturing processes. Computer programmers greatly expanded the use of flow charting with the introduction of computers.
Mapping of AP processes, especially exception processing, is a critical activity that should be associated with all AP
automation projects. Successful implementation of automated workflow requires a detailed understanding of the
rules associated with all AP processes, not just within AP but in the departments that interact with AP.
Although these tools have been available for many years and have been greatly enhanced, use of them in AP is not
nearly as widespread as it should be. Broad adoption can greatly enhance AP efficiency and effectiveness as well
as ensure that new projects accomplish their intended goals.
• Activity Based Costing (ABC) and Activity Based Management (ABM)
Over a century ago, Scientific Management, which included time and motion studies, was used to get an understanding of the costs associated with steps in manufacturing processes. Over 80 years later, the terms Activity
Based Costing and Activity Based Management were developed to describe what is essentially an updated version
of scientific management principles.
“What does it cost to process an invoice?” This is probably the most frequent question that AP managers are asked
by senior management. This is often followed by, “What can be done to reduce costs?” However, most AP departments have not gone through the process of doing a detailed cost analysis of the steps in their process and therefore are unable to come up with meaningful answers to the first question and therefore find it almost impossible to
adequately address the second.
• Recovery Audits
For over 25 years, AP departments have used third party consulting firms to find and recover erroneous payments.
These firms, working for a percentage of the amount recovered, have also provided insights and recommendations
for best practices to improve procedures and tighten controls.
Additional tools have been developed so that AP departments can perform these types of audits themselves without giving up a portion of the amounts recovered. However, in doing so, they lose getting the advice and insights
that these firms can provide.
• Six Sigma
Six Sigma is a methodology developed in the mid-1980s by Motorola to improve the quality of outputs of manufacturing processes by identifying and eliminating the causes of defects. Six Sigma drew on many other quality improvement methodologies that had been developed and used for many years. This methodology has been extended
to improving business processes such as the steps associated with Accounts Payable.
Extensive training is available on how to use Six Sigma and many companies have found it to be a very effective
methodology for improving performance. However, it has not been widely used within AP.
• Benchmarking
There are a wide range of benchmarking tools and approaches that have been used to help identify and apply best
practices. Benchmarking was invented by Xerox in the mid-1980s to identify ways of comparing its approach to
manufacturing to approaches used by others with the intention of uncovering ways to improve.
Many surveys are done to help AP departments compare their key metrics against those of other firms. The Hackett
Group, Aberdeen Group and IOMA are three organizations that have provided extensive comparisons and have provided research on best practices in AP. In IOMA’s 2010 AP benchmarking survey, only 52 percent of the AP departments indicated that they had actually met or spoken with other companies to find out about the specific techniques
that they have used to achieve superior performance.
• Dashboards
Basic dashboards have been around for over 50 years and typically report information that is not current. Utilities
and manufacturing companies with real-time process control requirements have expanded greatly on the features
and functionality of dashboard reports and visual representations of key performance indicators. The introduction of
spreadsheets with business graphics in the mid-1980s began to make the visual and graphic presentation of infor-
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mation easier but did not simplify the collection of data. Basic dashboards used in AP are often little more than end
of day or start of day status reports.
Automated workflow has dramatically changed the process of data collection by making it a real-time by-product of
transaction processing. More importantly, it also provides facilities for real-time management of business processes
such as those used by AP departments.
Although they have been available for several years, real-time dashboard capabilities to manage AP business processes are not widely used. However, where they have been installed, dramatic cost reductions and reductions in
cycle time have been achieved. Real-time dashboards allow AP supervisors to identify bottlenecks, drill down to
determine the source of the bottlenecks and reallocate resources to address the underlying problems.

The following table summarizes adoption rates of the above process analysis and process management tools:

Process Analysis and Process Management
Adoption and Use
Low

Moderate

ABC/ABM

X
X
X

Recovery audits

X
X

Six Sigma
Benchmarking
Dashboards

Universal

X

Metrics
Flowcharting

High

X

Most of these process analysis and management tools and techniques are appropriate for all AP
departments. Except for dashboards that have only recently begun to be used in AP, all of the above
are mature concepts that have been used successfully for 10 or more years in AP. Widespread adoption of process analysis and process management tools is relatively low. Over time, tools go in and
out of favor and are dropped or replaced by something old that has been given a new name.

Regulatory
Regulatory requirements are among the most complex issues that AP departments face. Many requirements
are country specific but others are specific to regions, provinces or states within countries and some are local.
• Paper and Electronic Records Retention
Countries have laws and regulations regarding the types of supporting documents that must be retained and provided in the event an audit or legal proceeding. Technology has changed so rapidly that laws and regulations have
often not kept up. For example, US regulations for electronic records retention were last updated over 10 years ago.
While most AP organizations are aware of requirements for records retention, their compliance with electronic
records retention and, as importantly, records destruction has been poor.
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• Independent Contractor Reporting
The US, Canada and other countries have long required reporting of payments to independent contractors to ensure
that contractors are properly reporting income. Rules are ever changing along with filing requirements and penalties
for missing filing deadlines.
While AP departments have typically done a good job at complying with their own countries’ requirements, they are
often unaware of compliance requirements in other countries where their companies do business.
• Denied Party Controls
For many years the US, Canada, European Union, World Bank and others have maintained lists of individuals and
other entities with whom companies should not conduct business. In many instances these lists are supposed to be
checked before doing business with any party, as well as before processing individual transactions such as Purchase
Orders, invoices or disbursements.
Some of these lists have been in place for as long as 50 years. Others are more recent. What they have in common is that AP departments have been largely unaware of the need to check various lists. Even those that are
aware of the requirements are often not in compliance.
• Sales, Use and Value Added Tax
Well over 100 countries have Value Added Tax. A few countries have sales and use taxes. The laws are complex and
vary greatly. AP is often in the position of have to determine whether the taxes on an invoice are appropriate or if
tax should have been collected.
• Privacy
As the amount of information stored in digital form has increased, so are the concerns about restricting and controlling access to it.

The following table summarizes adoption rates of compliance with the above regulatory issues:

Regulatory Compliance
Adoption and Use
Low

Universal

X

Independant Contractor Reporting

Sales, Use and Value Added Tax

High

X

Records Retention

Denied Party Controls

Moderate

X
X

Regulatory compliance by AP is relatively fast, between 2 and 10 years, when compared to the rate
at which technologies are adopted (15-30 years). However, there is significant lack of awareness of
some regulations that put some AP departments at risk.
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Personnel
Accounts Payable has been changing dramatically and the people in AP must keep up with these changes.
Four challenges that many AP staff have had to deal with are described below.
• Increased Visibility
AP has received increasing visibility as companies have realized that AP is responsible for disbursing between 30%
and 70% of a company’s funds.
• Broader Responsibilities
In an annual survey conducted from 1998 through 2007, RECAP found that there was a significant increase in AP’s
responsibilities beginning in 1999. While some of this was initially due to major software upgrades and changes associated with Y2K, this trend continued with some leveling off beginning in 2005.
Accounting scandals and frauds, often in the news these days and sometimes exposing AP departments processing inappropriate transactions, have made AP a key control point for corporate financial transaction integrity.
• Formal Training and Certification
As AP’s visibility and responsibilities have increased, the need for training has also increased. Programs to certify
Accounts Payable managers and staff have been in place for over 5 years.
Training and certification programs have been successful. However, only a small percentage of AP managers and an
even smaller percentage of AP staff have participated in formal training and certification programs. Most organizations still rely in on-the-job training.
• Outsourcing and Offshoring
As AP is an overhead function, it is often a candidate for outsourcing. High speed communications and other technologies have made it possible for functions to be sent to other countries with lower labor costs.
AP outsourcing has had a mixed record of success but is something that many AP departments must understand as
the decision to outsource AP is typically made from an executive level.

The following table summarizes the prevalence of the preceeding personnel issues:

Personnel
Adoption and Use
Low

Broader Responsibilities

Outsourcing and Offshoring

High

Universal

X
X

Increased Visibility

Formal Training and Certification

Moderate

X
X

There has been a significant increase in AP’s visibility and responsibility within the past 10 years.
However, use of formal training and certification programs to enhance the skills of AP managers
and staff have lagged. Outsourcing and offshoring have received a great deal of media attention but
actual adoption of these techniques has been relatively low except in very large companies.
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Future Challenges, Breakthroughs
and Opportunities
Predicting the future is hazardous and the results are often very different than expectations. Almost every
investment prospectus includes a warning that past performance is no indication of future performance. A
similar warning should be applied to the predictions presented in this document.
Predictions about new technologies may seem impossible. Predictions about the rate of adoption of new technologies are often overly optimistic and their impact is often off-base.
Predictions about the impact of yet to be passed new laws and regulations are easy to make but are also likely
to be wrong. In fact, it is often difficult to interpret the impact of laws and regulations that are already in place.
Despite the warnings, it is still best to look ahead short and long term to anticipate and prepare for the inevitable changes that will be needed.

Immediate and Near Term
There are several actions that every AP department should take to address things that can have a significant
positive impact within the next year.
• Pay Smarter
The downturn in the world economy has put pressure on companies to improve cash flow by increasing revenue
and reducing costs. Accounts Payable may not be able to increase a company’s revenue but AP can take several
steps to reduce costs and enhance cash flow. Not every AP department will be able to implement all of these
changes and some may not be relevant or appropriate.
Pay selected vendors electronically instead of by check
In the US and Canada, most vendors are paid by check. Significant savings can be achieved within 3 months by
paying as few as 2 or 3 vendors electronically by using Automated Clearing House (ACH) transactions to disburse
funds rather than by using checks. If done properly, there is little or no downside risk. Begin by identifying the 10
vendors who receive the most checks from your company. Find out which of them are already getting paid via ACH
and where the process is working well. Speak with companies who are paying them via ACH and select 1 or 2 for a
pilot. Within a year, a company can eliminate 90% or more of its payment processing costs.
Increase float and get rebates by using Purchasing Cards
Purchasing cards allow your vendors to receive payment minus various fees within 2-3 days after submitting a transaction through a payment network. Your AP department does not have to disburse funds until some number of days
after receiving a statement, usually monthly, from your card issuer. In addition, your company may receive rebates,
also known as revenue share, from your card issuer, if your transaction volume is sufficient.
In some organizations, no physical card is issued. AP simply “pays” the vendor using a “ghost” card on or near the
date that a payment would have normally been issued.
Take discounts and use dynamic discounting to get more advantageous payment terms
The impact of discounts on a company’s bottom line can be significant. For example, a company may be offered
a 2% discount if payment is made in 10 days rather than no discount if payment is made in 30 days. By paying in
10 days rather than 30, the company is getting an effective interest rate of over 36%. The downside is that cash is
needed sooner to make the payment.
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Dynamic discounting allows a company and its suppliers to change payment terms on a sliding scale based on how
promptly payments are made. A third party supplier of capital such as a bank may be used to pay early on behalf of
the buyer and “lend” the buyer the funds for a short period of time.
All three of these strategies to help a company pay smarter drawing on proven technologies and require process
changes. While some training is required, there is no regulatory impact.
• Enhance Fraud Controls
In difficult times, fraud increases. In recent studies in the US Association for Financial Professionals APF 2009 Payments Fraud and Control Survey and European Union Ernst & Young European Fraud Survey 2009 there has been
a very significant increase in corporate fraud. In both surveys, a majority of respondents expect fraud to increase.
Although not all frauds are perpetrated via AP, since AP controls the disbursement of 30-70% of a company’s funds,
many involve processing of fraudulent transactions through AP. Many types of payment methods – check, ACH,
ACH Debit, corporate card, purchasing card and wire transfer – have been implicated.
Increase vendor verification
A company’s vendor master file is key to controlling how most disbursements are made and where the payments
are sent. When new vendors are set up and on a periodic basis, simple tests and checks can help root out fraudulent vendors.
People who are allowed to set up vendors and make changes to a vendor master file should not be able to process
transactions such as issue purchase orders or process invoices. Having a second person review all additions and
changes to the vendor master file is a basic part of vendor verification.
Vendor information such as name, address, telephone number, taxpayer identifier, and bank account number should
be compared to information for company employees. Matches on one or more fields should be investigated further.
No cost (free) checks against databases of taxpayer identifiers and VAT registration numbers are available in the US
and Europe. Many other resources for vendor verification are low cost and can detect and prevent potential fraud.
When significant amounts are involved, additional effort should be spent on vendor verification. Checking before
a contract is signed or before a Purchase Order is issued is usually more effective than waiting until an invoice is
received or a payment is made. Unfortunately, many companies do not have an effective vendor verification process
and do not take advantage of the many, often free, resources available on the internet.
Increase transaction scrutiny
Very little information is needed to pay a bill. All AP needs to know is who to pay, how much to pay and how to get
the funds to the payee. However, as every AP professional knows, there is much more that must be done. AP
must determine whether the transaction is appropriate, accurate, approved and posted to the appropriate accounts.
The level of scrutiny should be commensurate with the amount of money associated with a transaction as well as
other factors such as past experience with the vendor.
Ideally, checking should be performed before a transaction is posted and before funds are disbursed. However,
some types of problems may not be detected in the normal process and selective post audits should also be performed. Access to source documents whether paper, images or electronic feeds, and compressive audit trails are
critical to being able to perform appropriate transaction scrutiny. Front end imaging and automated workflow are
two critical technologies that make comprehensive transaction scrutiny more cost effective and thorough.
Nearly all major financial software packages include tools and reports to help enhance fraud controls. Free and low
cost information to assist is also widely available via the internet. Significant changes to processes and training of
AP staff are typically required. While there is currently no regulatory impact, when a company enhances its fraud
controls it is also positioning itself to more easily comply with future regulatory issues.
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• Implement a Contract Compliance Pilot
In many organizations, significant effort goes into negotiating contracts with vendors. Unfortunately, once the
contract is negotiated it is often filed and never reviewed to see if prices, other charges and discounts are properly
reflected on invoices. It has been estimated that overall, companies pay upwards of 2% more than they should and
that overpayments on individual contracts may exceed 20%. Studies by Aberdeen Group in 2008 and 2009 have
found that lack of adequate contract compliance checking is a significant problem in even the firms with best-inclass practices. In a separate survey of approximately 250 AP professionals conducted in 2008 by the author of this
white paper, fewer than 5% of AP departments indicated that they received copies of procurement contracts and
fewer than 3% have documented procedures for reviewing invoices against such contracts.
Contract compliance expands upon transaction scrutiny and catches many problems that would otherwise be undetected. A contract compliance program can find errors such as a vendor’s failure to provide rebates, discounts, credits for returned or damaged goods, or adding charges or surcharges that are contractually prohibited. Many other
types of overcharges may also be detected depending upon the types of terms and conditions in specific contracts,
the tools available and the approach.
Getting started
As contracts may be complex, it is strongly recommended that a pilot project be launched and that it be narrowly
focused. A spend analysis should be performed based on expenditures in a broad range of categories to identify an
area with significant potential exposure. Telecommunications, property leases, advertising and media expenditures
are a few of approximately 20 areas that should be considered.
Once an area is selected, select one or two vendors providing goods or services in that area. Criteria for vendor
selection should include high spend, high transaction volume and frequent problems. Review contracts with those
vendors and identify possible opportunities. Analyze purchase orders, invoices, and other documents to identify possible errors. Review results with purchasing, legal and business units, as appropriate, before making a claim.
If you do not have sufficient in-house expertise, consider using a firm that specializes in auditing the types of contracts and transactions that you have selected. There are several thousand of these firms and most have a narrow
set of expertise. AP audit firms rarely have expertise in auditing more than one or two types of contracts.
Get training for your staff
AP has been moving from an environment where most people do transaction processing or respond to internal customer and vendor inquiries. Some of these people can and should be trained to take on broader responsibilities such
as performing contract compliance reviews. As these people are typically familiar with what appears on an invoice
and what to look for, training them to review and understand contracts is often easier than training someone who
has no experience in AP to understand what can and does go wrong.
Technology can help to identify candidates for contract compliance reviews and assist in the retrieval and analysis of
supporting data. The greatest impact of contract compliance on a company is the need to dramatically change how it
thinks about contracts and to get the appropriate skills to perform appropriate reviews.
• Purchase Smarter
As more transaction information is available, companies can get greater insights into where they are spending and
whether they are leveraging their vendor relationships. Spend analytics can help companies identify inappropriate
expenditures, use of inappropriate suppliers as well as get improved pricing and payment terms.
Perform basic spend analysis
The first step in purchasing smarter is to analyze expenditures by vendor and by commodity. Knowing parent-child
relationships among vendors is key to understanding the total spend with vendors. It is not sufficient to know who
is being paid, as there are often many different suppliers of the same or similar products or services.
Rogue spend occurs when purchases are made from suppliers other than preferred suppliers. Analyzing payments
based on what general ledger code is being charged can often be used to analyze expenditures by commodity.
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Spend analysis by vendor is also important. However, when doing an analysis by vendor, it is important to realize that the party being paid may not be the same as the party from whom something is purchased. This happens
when purchases are made on P-Cards as well as when third parties are paid when leases are involved.
Perform advanced spend analysis
Advanced spend analysis focuses on pricing and pricing trends. Intelligent negotiation can dramatically improve
a company’s bottom line. This type of analysis typically draws on pricing information from external sources. The
internet has made it possible to obtain some pricing information at relatively low cost.
Another form of advanced analysis is to look at spend based on organization or location. Significant differences
indicate a need for policy changes or enhanced controls.
• Become Familiar With Web 2.0, Social Networking and Smart Phones
Web 2.0 refers to the second generation of the World Wide Web and expanded capabilities of information sharing,
collaboration and web-based applications. Concepts such as blogs, wikis, photo sharing, and social networking such
as Facebook, YouTube, Twitter, MySpace, and LinkedIn are all examples of Web 2.0 functionality.
Since the introduction of the Apple iPhone in 2008, there has been explosive growth in the use of smart phones and
the number of applications that are available on them. Penetration in the B2B space has been slowed by concerns
about privacy and security. These devices have the potential for changing the way transactions such as expense
reports are submitted to AP and the way transactions are approved. Texting has become a major way of using these
devices and usage is rapidly gaining on use of email.
Some Web 2.0 functionality may turn out to be a passing fad, some may be enduring and some may radically
change what is done and how. With many new technologies, initial adoption is often in consumer only environments. They then spread to Consumer-to-Business and Business-to-Consumer environments with Business-toBusiness (B2B) adoption coming last.
Passive Observation
There is little privacy or security associated with many of these new tools. Most have none of the audit trail facilities that are critical in a business environment. As a first step, people in your own AP organization can be passive
observers but think creatively as to ways some of these tools might be used.
Active Participation
Wikis and Blogs are applications that are beginning to make inroads in B2B. A good place to start is to use these
two tools internally to communicate within your AP department. They can be effective for training as well as communicating policies and procedures.
Successful use of Wikis and Blogs can be expanded, with appropriate restrictions and controls, to other departments within your company and possibly to your suppliers.
Becoming familiar with Web 2.0 and social networking is largely a process of educating your staff. Many AP staff
are already familiar with these tools and concepts in their personal lives. They should be encouraged to think creatively as to ways these resources can be used to enhance the efficiency and effectiveness of AP.
• Adopt Proven Technologies
Many technologies have been used successfully to improve AP productivity and quality. However, despite success,
many technologies have taken far longer to be adopted than many have expected.
If your organization has not already adopted the relevant technologies identified in the Past Challenges, Breakthroughs and Opportunities section of this document, it may be time to act. Get a greater understanding of the
technology and how, when and if it should be adopted – and benefit from the experiences of others. Some of the
most successful technologies have a rapid payback where the initial outlays result in savings that exceed the outlays
in less than one year. When adopting technologies, change is inevitable. Staffs and processes are affected, privacy,
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and security issues often need to be addressed. In many instances, compliance with regulatory issues must also
be dealt with.
A barrier to adopting some of these proven technologies is that they may involve potentially large investments, long
lead times and drawn out approval processes. IT resources may also be required. Software as a Service (SaaS) is a
strategy that can be used to implement many of these breakthroughs without capital investments. SaaS solutions
are typically Internet-based where standard solutions are paid for with relatively small subscription fees and charges
for each transaction.
• Implement Vendor Self-Service Transaction Processing
Virtually all invoices processed by AP are produced on a vendor’s computer. Those that are not submitted electronically are typically printed, sent through the postal system, routed internally within the buying company and eventually received by Accounts Payable. AP often keys information from the paper document into a system that performs
various checking and posts the transaction to the appropriate ledgers and eventually makes a payment to the vendor.
Many of the calls received by AP are from vendors asking about the status of an invoice or asking as to when the
invoice will be paid. These calls can add significantly to the workload in Accounts Payable. It has been estimated
that for every 75 – 100 paper invoices received each day, AP needs one additional staff member to either process
invoices or answer inquiries.
Many companies have implemented self service transaction processing for the submission of travel reimbursement
requests from employees. Leading edge companies are already implementing self service transaction processing
whereby vendors can both submit invoices for processing and retrieve real-time status information without mailing
invoices or calling AP.

Longer Term
In addition to taking actions to address the near term, AP departments must also be prepared to deal with
things that are likely to impact then in the next 1 – 5 years
• Respond to Increases in Regulatory Scrutiny and Reporting
Over the past ten years there have been many widely reported scandals along with arrests and convictions. In addition to passing new laws, governments have also been actively looking for ways to increase taxes and tax compliance.
In the US, the Internal Revenue Service has tried for many years to require reporting of all payments to vendors
whether individuals or corporations. To help finance large US federal deficits, it is more likely than ever that expanded 1099 reporting will be mandated. States and municipalities will also increase their scrutiny to ensure that various types of taxes are being collected and remitted on a timely basis. There is increased scrutiny and prosecution
for possible violations of the 1977 Foreign Corrupt Practices Act and a long list of laws and statutes, some of which
have been around for over 50 years but rarely enforced in the past.
In many other countries, the same factors have also increased oversight of companies.
Technology has made it easier to request and analyze large volumes of information. In some countries, governments have hired firms to perform such reviews and the firms are paid a contingent fee based on how much money
they find and recover.
• Adopt IFRS – International Financial Reporting Standards
As businesses around the world become more connected, there is an increasing need for consistent principles and
standards especially for public companies. Over 100 countries including those in the European Union have adopted
International Financial Reporting Standards to better allow for the use of consistent principles and standard that help
simplify company-to-company comparisons.
Other countries have their own standards and many have been reluctant to adopt IFRS. In the US, the Securities
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and Exchange Commission first proposed in late 2007 that the US move towards replacing its own standards known
as Generally Accepted Accounting Principles (GAAP) with IFRS. Like the US, other countries are also exploring but
have not committed to adopting IFRS. The process of actually switching is likely to take a decade or longer. Getting
up to speed on the differences between current standards and IFRS and putting in place appropriate processes,
controls and reporting, will affect AP departments and the providers of their transaction processing software.
AP managers and professionals who plan for the future should also plan for taking on broader responsibilities and
personal career challenges beyond AP. Successful AP professionals have become CFOs, controllers, and consultants as well as taken on responsibility for the entire procure-to-pay process in companies.
AP can position itself for the future by understanding the catalysts and barriers, areas to focus on, as well as past
and future challenges, breakthroughs and opportunities. These ten principles can help ensure success.
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Positioning AP for the Future
Ten key principles should be part of every AP organization’s
approach to positioning AP for the future:

1
2
3
4
5
6
7
8
9
10

Do a self Assessment

Identify Key Resources and Options

Set Realistic Measurable Goals

Prepare a Strategy

Identify Key Assumptions

Expect the Unexpected

Be Creative, Flexible and Adaptable

Involve People

Use Technology Wisely

Take Risks

Every AP department should do a self assessment to indentify its weaknesses,
pain points and pressures.
Key resources both within and outside of the AP department should be identified
to address issues raised in the self assessment. Alternatives should also be identified
as there is often more than one approach to addressing key issues.
Identify both short and long term goals for AP and identify metrics to measure
progress towards achieving those goals.

Knowing where AP wants to be defines goals but understanding what must be done
to get there is also important.

It’s important to identify key assumptions as things are very likely to change.
What are key assumptions.
While it is impossible to predict what you don’t know, it is possible to regularly check
your goals, strategy and assumptions. When you encounter unexpected changes,
you will then be in a position to react more quickly.
There is often a desire to focus on the goals and implement the defined strategy.
However, new challenges and breakthroughs are likely to make adjustments to your
course of action. A balance must be maintained between keeping on top of day-to-day
concerns and awareness of new requirements and opportunities.
People are your most important resource. They can enable or obstruct. Opinions
and insights from others can help improve awareness as well as enhance creativity,
flexibility and adaptability.
Productivity enhancements often depend on implementing and using technology-based
solutions. To maximize the benefits and to ensure success, AP should have a well
trained team that keeps abreast of new breakthroughs and understand the potential
impact that they have on AP.
While risk taking is often shunned, taking risks can lead to significant improvements.
Leading edge AP departments take risks and are often 10 or 20 times as productive
as the average AP department. Controlling and managing risks are key to their
successes.

