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INTRODUCTION

Accounts payable (AP) processing is a time-consuming,
laborious, error-prone and paper-based process at most
companies. Research shows that many finance professionals are
overburdened by manual data entry, and that processing invoice
exceptions and dealing with the resulting delays are particularly
challenging. In fact, the cycle time of the manual invoicing
process can take as long as 90 days for some organizations.

The burden of AP processing could be greatly alleviated by
automation. While comprehensive solutions are widely available
on the market, only 10% of businesses have fully automated
their AP processes. More than half of invoices are submitted in
unstructured formats such as paper or PDF.

Fortunately, businesses are starting to move on automation.

A study by research company PYMNTS found that 64% of
mid-size companies — those with annual revenues between
$3.5 million and $15 million — have at least partially automated
their AP disbursements. And, after seeing the resulting
improvements in accuracy and efficiency, the vast majority
(93%) of these companies plan to automate more of their AP
and AR (accounts receivable) processes.

AP automation can lower processing costs by 81% and make
processing cycles 73% faster. Perhaps that’s why two-thirds
of finance professionals expect to fully automate their AP
departments by 2025.

But even more compelling than reducing processing costs and
inefficiencies is AP automation’s potential to manage one of the
most challenging risks companies face: liquidity risks. In AFP’s
2023 Risk Survey Report, 43% of respondents cited financial
operations risk as one of the most challenging to manage,
second only to cyber risk. Of that 43%, more than half report
that liquidity risk is the most challenging.
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AP AUTOMATION:

WHAT IT IS AND HOW IT WORKS

Automated AP covers the entire invoice-to-payment cycle. Automation software converts suppliers’ invoices into a
standard digital format and then enters them into a digital workflow that ends in paying suppliers. (For a list of AP
automation software providers, see AFP’s Treasury and Finance Marketplace.) Receiving invoices, coding, routing for
approval, payment and reconciliation are all automated, eliminating the need to manually input data at any stage in
the AP process, and approvals can be made by simply clicking.

THE AP AUTOMATION PROCESS

Invoices can be received electronically — via EDI or as a PDF,
for example — or converted from paper to electronic. If an
invoice is paper, Al or optical character recognition (OCR)
extracts the necessary information by scanning, reading and
converting the invoice into digital data.

Once the invoice data has been captured, the system
automatically compares and matches invoices to
corresponding purchase orders and receipts for goods or
services to confirm that invoiced items align with agreed-
upon purchase terms. If exceptions are identified, the solution
can trigger an exception-handling process and notify the
relevant parties.

Next, according to predefined rules set by the company, the
system automatically routes invoices for approval based on
amount, vendor or other criteria. Alerts and reminders can be
set up to expedite the approval process — even approval itself
can be automated.

Once an invoice is approved, the AP automation system
facilitates the payment process, either through the business’s
ERP system or its accounting system. This process may
include scheduling payments to optimize cash flow, selecting
the preferred payment method, and executing the payment
automatically or with minimal human intervention.

The system then carries out an automated reconciliation
process that matches transactions with bank statements to
verify amounts and beneficiaries. AP automation tools can
generate detailed reports on metrics like spending patterns,
vendor performance and potential cost-saving measures.
Some solutions use machine learning to recognize patterns
over time and improve accuracy.

Finally, invoices are securely archived, and audit trails of all
actions taken on them are stored for easy access in case of
financial audits. Invoices can be pulled from the archive at any
time.
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THE BENEFITS OF AUTOMATION

AP automation has a long list of benefits. First are the processing benefits: improved efficiency, cost savings, reporting and
analytics, more effective fraud tracking and mitigation, and easier compliance. But the benefits go beyond process — automated
AP can enable a business to optimize its working capital and liquidity management.

EFFICIENCY AND COST SAVINGS

As described above, the AP function can be automated from
end to end, resulting in substantial efficiencies and savings.
Automated AP systems make the entire process faster and
more accurate. If a business’s liquidity position allows it,
payments can be made early to receive discounts, avoid late
fees and reduce supplier inquiries.

Other capabilities include:

* Automated vendor management that keeps vendor
details up to date, tracks communications and ensures
compliance with contract terms.

» Automated processing of expense reports that captures
and verifies employees’ receipts, categorizes expenses,
routes them for approval and ensures compliance with
company policies.

* |If cloud-based, mobile interfaces and dashboards that are
accessible from anywhere, enabling mobile payments and
allowing AP staff to work remotely.

« Al technology that analyzes invoice processing workflows
to detect bottlenecks and inefficiencies and then
recommends improvements or automates certain steps to
improve efficiency.

* Audit preparation by organizing and retrieving the
necessary documents, ensuring compliance with financial
regulations and providing detailed reports on financial
transactions.

Together, these features and benefits drive down processing
costs, reduce errors arising from human intervention and

help businesses scale AP as they grow — without having to
hire more people. According to Ardent Partners’ State of
ePayables 2022 report, the cost to process a single invoice
manually starts at $10.18, with automated processing costing
a mere $3.12 per invoice. Simply put, automation makes the
whole process faster, cheaper and more accurate.

FRAUD TRACKING AND
MITIGATION

One of the most important advantages of AP automation is
the ability to detect, prevent and reduce fraud. According
to the AFP’s 2024 Payments Fraud and Control Survey, 80%
of organizations reported having been targets of payments
fraud activity in 2023, a 15% increase from 2022. Paper is
particularly susceptible to fraud; 65% of respondents to the
AFP survey said that their organizations had experienced
check fraud as part of their payment process.

Accounts payable is a popular target for cyberattacks and
other fraud. Fraud sources may include bad actors posing as
suppliers, duplicate invoices from legitimate vendors, charges
for services not rendered and internal staff who use their bank
accounts to set up illicit billing scams. Better controls and
mitigation of fraud risk have been cited as top reasons for
automating AP processes.

5 AFP Financial Operations Guide: Automating Accounts Payable Processing | www.AFPonline.org
© 2024 Association for Financial Professionals - All rights reserved


https://www.medius.com/resources/guides-reports/state-of-epayables-2022/
https://www.medius.com/resources/guides-reports/state-of-epayables-2022/
https://www.afponline.org/docs/default-source/registered/2024-afp-payments-fraud-survey-key-highlights.pdf

With automated AP solutions, advanced algorithms can
monitor transactions and flag suspicious activities. Al-enabled
AP solutions can detect duplicate invoices and look for
patterns that may indicate fraud. Furthermore, accounts
payable activity is centralized, so multiple employees cannot
pay invoices from multiple offices. All invoices proceed
through one online process, enabling end-to-end visibility.

Lauren Crenshaw of PHX Holdings, LLC, in Atlanta, Georgia,
can confirm that AP automation solutions can prevent and
reduce the number of fraud incidents. Their vendor, Finexio,
has “many checks and balances,” she reports. “In one

year, we’ve had only one instance of attempted fraud, and
they caught it. Nothing has come back to us. Finexio calls
customers and verifies [transactions] for us.”

REPORTING AND ANALYTICS

AP automation software typically provides dashboards and
analytic tools that help businesses manage the AP process,
diagnose problems and uncover opportunities. Automated
analytics and reporting can identify bottlenecks, spending
patterns and opportunities for further optimization. Even
other departments can benefit; for example, the procurement
department might detect an upcoming price increase and
take pre-emptive action.

For the treasury and FP&A teams, the reporting and analysis
generated by automated AP solutions can improve the
accuracy of forecasting. AP automation can enhance treasury
teams’ liquidity management by enabling them to accurately
forecast cash flow. Real-time, reliable data on imminent
payments and available cash allows them to make informed
decisions about borrowing, cash positioning and investments.
Accurate data and consistent, streamlined processes also
benefit FP&A by enabling better financial analysis, budgeting,
financial planning and forecasting. Analytics identify trends,
provide historical data and forecast future performance, which
can be shared across the organization.

COMPLIANCE

Automated AP solutions can calculate tax liabilities, ensure
proper documentation, allow for real-time tracking and
generate required AP reports, reducing the risk of non-
compliance penalties. Al-enabled systems can be trained to
understand and monitor compliance with local tax laws and
invoicing regulations so businesses can avoid penalties.
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BEYOND THE PROCESS:
WORKING CAPITAL MANAGEMENT

When companies think about automating AP, they tend
to focus on improving the process. But AP automation
can have what is arguably a much bigger benefit:
optimized working capital management.

Automation appeals to many AP departments because
they are overburdened and under-staffed. Inundated by
invoices, they want to pay them as quickly as possible
to lighten their load. A more efficient process does

just that; in fact, companies pay within 15 days, on
average, even when the payment is due in 30 days. But
the moment that payment is made, as Tamir Shafer

of Coupa Global Pay points out, a company’s liquidity
decreases, as does the potential yield on liquidity
opportunities.

AP automation can do more than expedite payments;
it allows businesses to schedule payments to improve
cash flow and to choose the right payment type for
their liquidity strategy every time. Companies can
manage their days payable outstanding (DPO) more
intentionally, paying key vendors and early discounters
sooner (when it makes sense to do so) while saving
other invoices for later to maximize liquidity.

To make the most of its working capital, a company in a
healthy liquidity position can pay a supplier who offers
an early discount — typically 2% for payment within 10

days — ahead of the due date. But the company must
consider whether holding onto cash until the due date
might earn more from extra yield in interest-bearing
accounts or other financial instruments, or might be
better spent on paying down debt. Payment terms
may be extended even beyond the standard due date if
suppliers are paid with credit cards. The card payment is
typically due 20 to 30 days after the supplier has been
paid, giving the business more time to earn yield on its
liquidity and the opportunity to earn cash rebates for
each dollar spent.

Using real-time data from automated AP solutions,
businesses can “enhance financial agility and decision-
making and maximize cash for growth,” Shafer notes.
“This data provides critical visibility for AP teams into
current liquidity, invoice due dates, payment methods
by supplier and opportunities for early payments.”

Using an AP automation solution can pay for itself

or even gain additional revenue. PHX Holdings has
benefited from such an arrangement. Crenshaw

notes that PHX’s solution provider moves vendors to
“cash-back forms of payment.” “We have only paid an
activation fee. The rest pays for itself; in fact, Finexio
pays us to use them,” she says.
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CHOOSING A SOLUTION

When companies are considering AP automation, before
choosing a solution, they should identify the problem they are
trying to solve. The best approach is to involve not only the
AP manager but also the company treasurer and the CFO in
the conversation. The silos between each must be dismantled
to develop a comprehensive solution — one that may go
beyond the AP process alone.

Once the problem (or problems) to solve has been
determined, choosing the right solution should consider
factors like the organization’s size and transaction volume,
current processes, unique business needs, each vendor’s
credibility and a solution’s scalability.

The solution must be able to handle purchase orders, invoices
and payments, or to easily integrate with other systems,

such as ERP systems, financial platforms and other essential
business tools. It should be:

* Scalable and flexible to accommodate growth and
changing needs.

» Easy to use to ensure employee adoption, with a relatively
short learning curve.

» Cost-effective, including the total cost of ownership as
well as the cost of the initial set-up, licensing, maintenance
and potential upgrades.

And it must have:

* The ability to accommodate all payment methods,
including international payments.

» Capabilities like OCR for invoice capture, machine learning
to detect fraud and reporting that provides valuable
insights.

* Security and compliance functionality to protect financial
data and help the business meet regulatory requirements.

* Continuous vendor support and updates.

* Vendor training for users — both during and after
implementation.

» Customization capabilities to support the business’s
operational requirements.

If all of these features and benefits are present, the solution
can yield the maximum possible ROI.

When asked how to choose a solution, Maritza Montenegro
of Fairlife, a dairy company owned by Coca-Cola, advised,
“Take time to look at what the business needs: solving pain
points, gaining efficiency, scaling for growth, etc. Decide
what your ultimate goal is, and then look for [solutions
that] can integrate into your ERP and grow with you. Look
at its potential capabilities. Look at where you want to be
tomorrow.”
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WINNING BUY-IN

To implement automated AP successfully, businesses need to
win support from both senior management and employees.
Buy-in from stakeholders and even vendors helps, too, since the
project will affect multiple processes within the company and
along the supply chain. Executives, finance teams and other
internal teams need to know how they will benefit from the
change.

Winning senior managers’ buy-in typically requires a solid
business case or a clear ROI. This is where both processing
efficiencies and working capital numbers come in. Hard benefits
can be quantified in terms of the reduced processing costs,
yield on liquidity from investing it or paying off debt, reducing
headcount and/or earning discounts from paying early. A
discount of 2% adds up considerably when paying thousands

of invoices a year. “Softer” benefits may include deploying
employees to more value-added activities, although this gain
can be difficult to convey if those roles have yet to be defined.

Winning employees’ support can be just as, or even more,
important to successfully automating AP. Staff may fear
losing their jobs to automation, but automation can allow
them to pivot to more strategic, higher-value activities, such
as investigating irregularities, resolving exceptions, finding
opportunities to negotiate better contracts and building
customer relationships. Their productivity and value to the
company will both be stronger.

Montenegro said that her small AP team is “excited about
learning something new.” As the company grows, “They want
to stay ahead and engaged in the change,” she said. “Their jobs
have changed, but ... now they’re resolving issues instead of
processing. They’re actually seeing how [AP automation] has
helped.”

AP employees can even be assigned to drive the automation
project, Shafer suggests. By processing invoices every day, they
have built up expertise that can be strategically leveraged. They
can identify unique needs and issues that outside consultants
and other team members are not aware of.

All of these advantages must be clearly communicated

to employees and other stakeholders. Everyone in the
organization should understand how the move to automated
AP will benefit the business overall.
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Managing Change
by Focusing on People

According to research by McKinsey & Company,
companies that meet their automation targets
typically make automation a strategic priority. They
focus on people along with technology and design an
operating model that is conducive to scaling. To focus
on people, a company can:

Explore and build AP staff’s automation-related
capabilities and fill any gaps in needed skills,

as employee training and skill-building are top
reasons for automation success.

Gather data on employees’ expertise and design
automation solutions accordingly. Successful
companies often “train” automation platforms
over time based on staff input.

Communicate early and often across the
organization during implementation. Ensure that
communication goes two ways, so employees
can ask questions, voice concerns and offer
suggestions and insights.

Establish and communicate the goals of the
change, and set KPIs to track progress and impact.

Promote a culture of “continuous learning” as
the organization adds new technologies. Provide
ongoing training to refine the AP process.
Emphasize flexibility, job security and enthusiasm
for trying new things.

Encourage cooperation across functions, since
automating a process can require knowledge in a
range of areas outside financial operations.

After running the system for a few weeks, make a
list of potential changes and refinements.

| www.AFPonline.org
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ADVANCED CAPABILITIES THROUGH Al

Not surprisingly, coming improvements in AP will be enabled
by Al, along with machine learning and advances in ERP
systems. Machine learning can categorize and search for
documents and then extract needed data, especially when
combined with OCR technology. AP systems are merging
with ERP systems, which integrate all of an organization’s
essential business processes including human resources,
manufacturing, supply chain, finance, services, procurement
and accounting processes. Merging a vast trove of AP data
into these systems will allow businesses to mine insights like
never before.

But the big game-changer is Al. When an AP automation
solution includes Al technology, it can analyze invoicing data
to detect impending cash flow bottlenecks and early payment
opportunities, and it can suggest optimal payment schedules
based on available cash.

Al capabilities in AP will advance even further. Organizations
like Billentis, an e-invoicing company, and others predict that
Al will:

* Integrate with blockchain technology and smart contracts
to streamline contract management and trigger automatic
payments, and to automate the invoicing and payment
process from end to end. Blockchain technology provides
a permanent ledger of transactions that ensures accuracy
and reliability in financial records. It can help manage
complex, diverse tax laws and invoicing regulations and
could even automatically update systems as laws change.

* Enable dynamic pricing strategies, in which prices are
adjusted in real time based on factors like demand and
availability.

* Automatically resolve disputes over invoices by analyzing
contracts, purchase orders, service delivery agreements,
past data and communication between parties, and then
recommending or even implementing solutions.
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* Predict supplier or customer behaviors, such as their
likelihood of paying late or canceling an order, so a
company can more actively manage those relationships.

* Assess vendor performance by analyzing delivery times,
communication records, payment history and qualitative
reports.

* Increase mobile and remote access so finance teams can
manage invoices, approvals and payments from anywhere
at any time.

* Simplify and facilitate integrations with an array of
business systems — including ERPs, procurement
systems and human resource platforms — to provide a
comprehensive view of business finances and operations.

* Provide advanced security measures to safeguard financial
data and comply with changing regulations.

» Allow data to flow automatically from clients and systems
directly into AP automation software and even real-time
reports.

* Generate voice-activated assistants that can help AP
professionals perform tasks without manual intervention,
such as checking invoice status, approving payments, and
creating reports.

* Enable cognitive automation by understanding the context
and intent behind invoices to make intelligent decisions
and recommendations.

Even today, Al can provide unprecedented insights at scale. It
can look at all invoices, the amounts due, payment due dates
and the business’s current liquidity position and determine
how much yield the business can earn on that liquidity — and
how to get there. It can identify the invoices the company can
pay, which invoices it should pay early and which payment
mechanism should be used. All of this is done at scale, rather
than by looking at each invoice.

Businesses are waking up to these future capabilities and
developing beyond nascent Al capabilities. Research firm
Ardent Partners predicts that, in 2024:

*  “Smart” AP teams will create guidelines, standards and
structures for using Al, which needs governance and
controls. Specific use cases will emerge, with quantifiable
objectives.

* Procure-to-pay teams will strengthen their controls to
detect and prevent internal fraud.

* The automation of AP and B2B payments in the mid-
market will accelerate.
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A CASE FOR ADOPTION

Businesses that adopt automated AP end up with a far With automation in place, companies can better navigate an
more efficient, effective AP process that saves costs and uncertain economy marked by inflation, supply chain issues

time, prevents and reduces fraud, and yields extensive, deep and fluctuating interest rates. They can gain a reputation
insights about their processes and customers. Even better, for paying on time and strengthen their supplier-buyer

automated AP helps to optimize cash flow and working relationships. Employees will be happier in their value-added
capital management. These capabilities will only improve and roles. Ultimately, they can stay ahead of competitors and

expand when advanced Al technology is added.
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become nimbler in a rapidly evolving field.
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