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Presenter
Presentation Notes
We are going to discuss two separate ideas that are interrelated and need to be considered in conjunction with each other.

Early Payment Discounts (also called PPD)
Definition - The vendor offers certain discounts if payments are made within a certain timeframe after the invoice date.
Early payment discounts are widely used, in fact the norm in private business.
More limited in government, so far, primarily because most states have a difficult time processing AP timely enough to achieve discounts.
But there are significant savings to be gained.

Automated Accounts Payable
Application to automate the invoice approval and submission process and shorten the time it takes to pay an invoice.

One is not dependent on the other but for the maximum benefit, it’s beneficial to have both.

Go Over Agenda


Early Payment Discounts



A Case Study

Massachusetts

A leader in early payment discounts among
States

Key Similarities to Oklahoma
Decentralized Accounts Payable
Centralized Financial System
Limited business process stanglardization

No AP Automation E
Similar workflow . “
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Presenter
Presentation Notes
Massachusetts is one state that has a robust Early Payment Discount initiative and they’ve been very successful, so let’s talk a little about what they did and what the results were.
Similar to Oklahoma – See slide


A Case Study

Program began in 2006
Contract-Specific Discounts

Varying Discounts
Net 45 Standard Terms
Discounts at 10, 15, 20, 25, 30 days
Varying Discount Percentages up to and
Including 5%
If no discount offered, vendor paid at 45 days. o
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Presentation Notes
Expand on last bullet
This is something that has been key to their success.  
If a vendor can receive payment early without offering a discount, there is no incentive to offer a discount.
In Massachusetts, all contracts require that a vendor complete a Prompt Pay Discount form.  The contract is very firm that the vendor is paid at 45 days and has no right to ask for payment any earlier if they haven’t offered a discount.
Agencies are required to consider discounts offered in evaluating a bid from a vendor.
Vendors know that their discounts are being evaluated in the bid process.
In Massachusetts, agencies keep what they save and can spend that money on other things.



A Case Study

Massachusetts — No automated AP

Worked with agencies to review their manual
AP process and helped them streamline and
eliminate unnecessary steps

Reported that 75% of steps in the process
were unneccessary o
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A Case Study

» Transparency
= Website & Reporting

» Peer Pressure within
State Agencies

= Press
= Competition



Presenter
Presentation Notes
Massachusetts has a high level of transparency regarding the discounts taken and discounts missed.
The website for the Comptroller of the Commonwealth presents a great deal of information.
Each agency knows the discounts they could have received but did not.
That has created a greater incentive to pay quickly and take advantage of those discounts.


A Case Study

Benefits Vendors
Money Faster
Consistent Payment

Benefits State

_’H Improved Processes
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> Savings to spend elsewhere

3 f’/ sisitorin D] Benefits State Citizens

S ‘ More funds for services
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A Case Study

Estimated Statewide Discounts Savings

Statewide Discounts Saved
(in S million)
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FY2011 to FY2015 Annual and FY2016 Q1/Q2/Q3 PPD Discount Taken and Discount not Taken

FY16
FY11 FY12 FY13 FY14 FY15
thru Q3
Discounts $5,526,000 | $6,973,832 | $7,970,683 | $9,673,021 | $10,316,916 | $7,251,031

Taken

Discounts Not | $1,972,000 | $1,874,287 | $1,916,214 | $2,755,483 | $3,763,928 | $2,611,392
Taken
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Presentation Notes
Massachusetts results show a fairly slow start.  
It takes time to get vendors on board and processes in place to pay quicker.
Their first year, savings were $1.3 million.  
In the first five years of the program, they saved $15.8 million
The last column here shows only 3 quarters.  That column for a full year would show a continuing increase.
Since the onset of the program, they’ve saved $64.4 million.
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An Opportunity

3rd Quarter FY16 Data for MA

Total Payments
Payments with Discounts Available
Percentage of Payments with Discounts Available

Percentage of Discounts Taken Where Available

Average Discount

$1,638,495.209.25
$201,866,684.14
12.32%

73%

1.65%


Presenter
Presentation Notes
Potential – after we get this going


An Opportunity

Oklahoma FY Estimates (using MA
percentages from Q3 FY16)

Total Payments S4,700,000,000.00
Payments with Discounts Available $579,051,687.24
Payments with Discounts Taken $421,237,195.31
Discounts $6,968,443.92


Presenter
Presentation Notes
When we correlate the percentages currently experience by Massachusetts to Oklahoma for a year, we believe that we can achieve almost $7 million a year in savings, once the plan is in full swing.


An Opportunity

How does OK achieve MA numbers?
No AP Automation Required!
Remember, MA has no AP automation

Business process review and re-engineering

MA reports removing 75% of steps as
“unnecessary”

OMES to configure PeopleSoft system to

handle PPD Q



Presenter
Presentation Notes
How do we do it?
We can do this before we implement automated accounts payable or while it is being implemented.  No need to wait.
Third bullet – encourage them to look at their processes
Fourth bullet – 
	Details are just in the beginning stages
	PeopleSoft will handle this with a fairly simple configuration change
	Terms will be changed to Net 45 (Describe)
	Certain payments will not apply, eg. utilities


An Opportunity

Add Discounts to All Solicitations and Bid
Review Criteria

Implement new ‘policy’ that state will pay
Invoices at 45 days unless discount is offered

Add early pay addendum to website for
modifying contracts for vendors who want to
be paid earlier

Begin requiring language in all new contracts

e,


Presenter
Presentation Notes
First bullet:
Discount language will be used in all new solicitations and will be a required part of the bid evaluation

We must communicate the policy that terms for the state will be ‘net 45’.
	Currently PeopleSoft is set up with terms that are Net -0-
	Which is why when you send your vouchers in to Transaction Processing, they flow right through and pay at the Treasurer within 2 days.
	When we make this change in the system to ‘Net 45’  your voucher will be held in a queue for it to be paid 45 days after the invoice date.
	We know that there are certain types of invoices for which Early Pay Discounts will never apply (such as utility payments) and for those invoices, the terms will remain Net 0.


We will add an addendum to the Central Purchasing website that has an addendum that vendors with existing contracts can use to offer terms and be paid earlier than 45 days.

All contracts will require the vendor to offer discounts or state that they do not offer a discount and will be paid at 45 days.


Third Party Vendors

Some of the benefits over a third-party
program

One process for all invoices

State retains 100% of discount

State controls technology and processes
and does not become locked Iinto one

vendor
All agencies benefit rather than only those
that enroll in third-party program o
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Presenter
Presentation Notes
There are third party vendors who negotiate prompt pay discounts, or handle more dynamic discounting through their AP automation systems.  There are several reasons why we are not in favor of using a 3rd party vendor for discounting.  By doing this in-house, we maintain
One process for all invoices, rather than invoices going through a separate process if discounts apply;
We retain all of the discount;  Third party vendors take a percentage of the discount – up to 50% and we are locked into that forever unless we start over and end up doing it ourselves later.


Agency Action

Review AP process and eliminate steps

Review current contracts and report any
that have terms included

Contact DCAR with concerns or special
circumstances that should be considered

Put discount terms In all new contracts
Communicate with vendors


Presenter
Presentation Notes
First bullet:
Every agency needs to be looking at their process and determining where they can eliminate steps.  DCAR will work with agencies as requested to help in this process.

Second bullet:  Every agency needs to look at their current contracts and report any contracts that have terms included so that we can prevent defaulting that existing contract to 45 days.

Third bullet:
We want to vet any concerns now as details are being worked out.  So please e-mail me with any concerns or special circumstances that should be considered.

Fourth bullet:
Once the details are complete and we are ready to go live, it will be important to communicate with vendors and encourage them to complete the addendum on existing contracts, for the vendors benefit and so that you can experience savings sooner.


AP Automation

WE CAN DO BETTER



AP Automation

"The Commonwealth lost the opportunity
during the first nine months of FY2016 to
save an additional $2.6 million due to
delayed pavyment (invoice) processing

by departments.”




AP Automation

Cycle Time in Days from Receipt of Invoice Until Payment Is Transmitted
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Presenter
Presentation Notes
These are cycle times in Days from the receipt of an invoice until it is paid.  This reflects an overall average of industry, not government.  We could find very little on this from the public sector.  

Lowest group took 10-15 days to process
Median 12-20 days
Slowest group took 14-30 days to process an invoice
The state’s average based on what information is available to us is estimated at 23 days.


AP Automation

Tangible Benefits of Implementing an AP
Automation Solution

Reduction in transactional labor activities
Reduction Iin paper, storage, and handling
Reduction in audit and compliance costs

Capture of additional early payment
discounts


Presenter
Presentation Notes
Jeff


AP Automation — Example
Current Process ) e

image
St Time and
can to
AN 0 FEE Repository Resource
Intensive!

Manually 2/3 Way
Manually Collect \WELEINAGY Match Vouchers

Invoices Vouchers

Pay Invoice / Store

Invoice

Route to
Approver
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Jeff


AP Automation — Future
Process

Scan to PDF; Email; S 00 Freeing resources to
Fax: EDI; Web . ' K | dded
Services, Etc. WOrkK on value-adde

activities!

Automatic Invoice
Matching (2/3 Way)

Automatically Route
Invoice for Electronic Pay Invoice
Approval

Automatically Collect
Invoices to Appropriate AP Staff

e Automatically Route Exceptions

No more printing printing!
No more paper!

21
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Jeff


AP Automation

Will result in shorter time from invoice to payment
Can realize higher percentage of early payment discounts
Fewer human hours to process invoices (lower cost to do business)
Accountability in the process
No longer need to manage approval authority outside the process
Analytics to monitor the overall process and spend of the State
Improved visibility into “dollars in flight”
Automated two and three-way matching
Alleviate clerical errors from keying

Free up AP Clerks to focus on exceptions entirely and not on routine
invoices

“Up Front” scanning
Invoices routed electronically, so no more printing and re-scanning

~
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Presentation Notes
Jeff

Third bullet – You would have the ability to see exactly where the invoice is in the process


AP Automation

- Statewide

243

Year 1 Year 2 Year 3 Year 4 Year 5 Tatal
ESTIMATED BEMEFITS
Productivity Through AP Automation (Soft Dollar Savings) 52,736,204 54,104,306 55,472 408 55,472 408 55,472 408 | 523,257,734
Early Pay Discounts Through AP Automation [Hard Dellar Savings) 5818,026.25 | 51,519,191.49 | 52,337,217 48 | 52,337,217 48 | 52,337,217 .48 59,348,870
Total AP Automation Benefits ¢3554230 | 5623497 | ¢7.800625 | <7.809625| 7,809,625 $32,606,604
Early Pay Discounts Available without Automation (Hard Dollar Savings) 52,271,197 54,217,937 56,489,133 96,489,133 56,489,133 | 525,956,531
Total AP Automation Benefits + Full Early Pay Discounts 45,825,427 | $9,841,434 | $14,208758 | 914,208,758 | 14,208,758 958,563,135
ESTIMATED COSTS
Software Support $176,044 4358,688 4455672 4343,468 543,468 | $1,717,338
Managed Cloud Hosting 5152,000 5152,000 5152,000 5152,000 5152,000 5960,000
Implementation Services 5350,000 5175,000 S100,000 5625,000
Total Cost 930,742 | 41,221,985 | 41,496,667 $535,468 $535,468 | 44,720,329
MET
Net Attributable to AP Automation (Hard and Soft Savings) 52,623 488 54,401,512 56,312 958 57,274,157 57,274,157 | 527,886,275
Discounts Mot Attributable to AP Automation 52,271,197 54,217,937 56,489,131 56,489,133 56,489,133 | 525,956,531
Met Annual Savings (AP Automation + Full Early Pay Discounts) 54,894 GBS 58,619,449 | 512802091 | 513,763,290 | 513,763,290 | 553,842 806
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Presenter
Presentation Notes
Back to Lynne

Based on estimates that have been compiled from what we know about Massachusetts; What we know is happening in private industry; and What has been provided by experts in AP automation.

Let’s just look at the total column – after 5 years of the program:
$23 million in savings due to AP automation’s effect on productivity.  
This is soft-dollar savings.  
By that I mean that if you can significantly cut the time it takes to process AP, you have a savings but what you do with that time is up to your agency.   

Then there’s the total of early payment discounts we believe we can achieve without AP automation and the additional early payment discounts that we believe we can achieve with AP automation – totaling $35.3 million.

After taking into account the cost of implementing automated AP statewide, the net full savings is estimated at almost $54 million after 5 years.
________________________________________________________________________________________


Summary

Early Pay Discounts and AP Automation
are not dependent upon one another

However, AP Automation allows the State
to fully realize discounts available

AP Automation also helps improve
Internal processes and adds much needed
accountability, metrics, and analytics to

the AP process o
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Next Steps



Next Steps

Compile Information from Agencies

Begin Early Pay Discounts Project
Streamline AP processes throughout the state

Change business process to hold payment
with no discount to pay on 45th day

Place in Solicitations Now
Negotiate with Vendors

Move forward with AP Automation


Presenter
Presentation Notes
IMPORTANT:  For this project to be a success, it’s very important that you communicate with us.  E-mail me with special circumstances or terms already in place with vendors that affect your agency.  We don’t want to set this up in a way that compromises discounts you already have in place.


Questions?
LYNNE BAJEMA

OMES.OK.GOV



http://www.ok.gov/cio/
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