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Sustainable Supply Chains — PRO@
Prompt Payment

What does “prompt payment” mean?
Who does it affect?

Why is it important?

Evidence of compliance within Supply Chains?
Challenges (“not barriers”)?



What does “prompt payment” mean?

SIMPLY :

ALL PAYING:
« WHAT THEY ARE DUE
« AT THE EARLIEST TIME
« ASSOONASIT IS DUE (OR EARLIER)

« WITHOUT DELAY



Who does it affect?

ALL INVOLVED IN THE DELIVERY OF A PROJECT:

« Clients;

» Professional Advisors (Project Managers, Designers etc.);
» Contractors;

« Sub Contractors;

- Components Manufacturers;

« Materials Suppliers.




ProCure21+ Supply Chains

ProCure21”

PSCP | | PSCP PSCP PSCP | | PSCP

7 N

L =
L‘_‘—L : | v LLLL : |
PSCM ' PSCM

TR

|
|
|
LLLL PSCM

|
|
=
PSCM




Why is it important?

Liquidity and Cash Flow if the life blood of all
organisations;

To fund shortfalls in cash flow resulting from late
payment incurs costs;

Benefits to one organisation of not paying sums
due as soon as possible may create wider
problems for ALL ultimately;

« May adversely effect relationships and
can result in disputes;

« Can result in additional risk being
included in costs — businesses will
— asses the risk associated with some

== organisations.

PRO




PRO

Why is it important?

OVERDRAFT
LIMIT

SALARIES CREDITOR
STRETCH —~ ARREARS

NO :
WORKING TAXATION

CAPITAL ARREARS

LACK OF
PROFITABLITY




PRO
“Evidence” of Compliance within m
the Supply Chain

Data is available already — aged creditors/debtors
records, accounting systems show when payments are
received and made etc.;

Transparency/access to records throughout supply
chains;

Access to accounting systems such as SAP, Oracle
etc. — most businesses use these;

Use by industry of other systems such as that provided
by Textura or others to assimilate payment data across
supply chains.

(Supply chains need to volunteer and substantiate
evidence of payment performance)



Challenges (“not barriers”)? PRO@.

Suggestion in this area may include:

» Clients need to pay on time as well? e

» Lack of Client leadership and interest in what happen as a
result? Is this due to lack of awareness/understanding of this
or is it simply that Clients need become more demanding?

|

Difficult
doesnt
mean

'

: N
.imposs!blf.

» Clients paying Contractors within shorter periods than those
Contractors apply to their supply chains — why should we?

» Contractors extending payment periods for their supply
chains even though sums invoiced can be evidenced as
being for satisfactorily completed work?;

It simply means
that you have ¥
 to work hard.

« Contractors requiring supply chains to pay fees for payment
earlier than their normal lengthy payment periods?

» Lower levels of supply chains include risk/costs associated
with late payment whether they get paid sooner or not —
(same happens with retention)?




FINALLY !

Obstacles Can't Stop You

Problems Can't Stop You
Most of All

Other People Can't Stop You
The Only One Who Stops You

is Yourself

“‘
: . <t




Thank You
Questions?

Further Information

www.procure21plus.nhs.uk



http://www.procure21plus.nhs.uk/
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19 Payment initiatives: = Commitments = Guide &
Charter =» Code =» OGC Note =»Mandelson & Maude =»
PBAs =» Charter....

#PRODUCTIVITY

3m Jobs = Businesses
e afeconomy
person)) CLC
« Major Projects
* Housing
e Skills

membership means more



Economic factors

|

|

50-75% of total value of the work SMEs
within the supply chain

2007- 2011 8.9% W to 6.7% GD
3 recessions in 5 yrs
Lasted twice as long
No counter-cyclical public sector spending
Banking
— W¥38% -v- 5% average
— 2-3x AMtrade credit
— TCis 24% construction assets —v- 11%
— SMEs 130 hours pa = 3 wks.
— SMEs owed £30bn late payments
— 4000 late payment insolvencies
— £180m in debt interest charges

membership means more



Social factors

® Expectations
® Apple Pay

® Paypal

® Retail

— Amazon
—Ebay

® Banking
—HSBC
— Tesco

membership means more



Technological factors

®*BIM=> 3

® ERP systems
® BACS

® Gocardless

® Textura
® Social Media - API

membership means more



Disaggregation of client

24 Ministerial

3 devolved departments

administrations

12 public

) 22 non ministerial
corporations

70 high profile | 348 agencies and
groups other bodies

membership means more



Policy drivers

Value for Money

Industrial Strategy

Digital by Default

Construction 2050

Using Industrial Strategy to help the UK economy and business compete and grow

Reducing the deficit and rebalancing the economy
Making local councils more transparent and accountable to local people
Spending taxpayers' money responsibly
Improving the transparency and accountability of government and its services
Buying and managing government goods and services more efficiently and effectively

Transforming government services to make them more efficient and effective for users

Helping government departments improve their efficiency and performance to save the taxpayer money

Creating an exceptional civil service - less bureaucratic and more skilled, digital and unified

Reducing the impact of regulation on business

BESA

BUILDING ENGINEERING
SERVICES ASSOCIATION

membership means more



Disaggregation

280,000 Suppliers pay
fees and enter pre-
qualification
information at each
entry point to each tier
of the supply chain
within multiple pre-
qualification systems

Tier 1 Contractors )
- design, management and coordination )
Tier 2 Contractors I\
- design, management and coordination - typically 25% of Tier 2
contracts on large contracts with a value in excess of £15 million, were
for values below £10 7
\
FRAGMENTATION
Vi
. N\
Tier 3 Contractors
- design, management, coordination and delivery )
Tier 4 Contractors )
- delivery )
Tier 5 Contractors and Suppliers )
- material producers, plant hire businesses and intermediaries )

BESA

BUILDING ENGINEERING
SERVICES ASSOCIATION

membership means more



BESA
Cash-flow cycle Rt

JANUARY Order

Expenditure organising

* materials
Cabinet office: * labour
Procurement
Information
APRIL Delivered - remaining Expenditure
Note 2/2010

) e Often large amounts of expenditure are necessary - prior to delivery
Tier 1 contractors

are paid 14 days of
their due payment MAY installation Application

dates e Application for payment under legislation
Tier 2 & Tier 3 paid

within 19 and 23

days' respective|y TIER 1 JUNE Final Date for Payment

from the due dates

in the tier 1 ]

contracts TIER 2 JUNE Final ate for Payment Payment

TIER 3 JUNE Final Date for Payment

membership means more



Digital Hub Concept

Online Government
Construction Data Hub

Payment Procurement

Monitoring and
enforcement

membership means more



: . BESA
Drivers for digitisation e

Main Contractor

*  Competitive edge

* Real-time info = increase productivity/efficiency and improve cash flow
* Cash flow improvements = additional working capital

* Visibility key metrics

Sub-
Contractors

Main Clients/

Contractors / Developers ‘ * Tracking Supply Chain Payment
L_‘ ¢ Consistent documentation
* Legal compliance

* Enhanced
* productivity, stability and efficiency through reduction of human capital

investment
Clients/Developers  project controls and reduced risk
*  Budget * standardised processes, automated workflows and interfaces

* Big data mining
* Systematic improvement
Value for money
Enforcement and monitoring function

Sub-Contractors

* Paid on time and leverage your business growth

Visibility into valuation status, certified value and expected payment amount
Visibility key metrics Streamlined, standardised payment processes reducing the risk of delays

. . * Integrated compliance management
sat e e . =o _Tracking Supply Chain P t
Positive dlgltal dlsruptlp racking supply -hain Faymen ¢ Tracking payment

onsistent documentation Consistent d tati
- Legal compliance onsisten _ocumen ation
* Legal compliance

e  Enhanced
e  Enhanced

. roductivity, stability and efficiency through
rpeduction 0‘; humanycapital investn\:ent & * productivity, stability and efficiency through reduction of human capital
investment

. roject controls and reduced risk
pro) * project controls and reduced risk

* standardised processes, automated workflows and ) )
interfaces * standardised processes, automated workflows and interfaces

4

membership means more
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Challenges ~ Project Bank Accounts (PBA's)

*Challenges around PBA models provided by
Banks

*Guidance around bank products

Clarity and agreement on processes
‘Understanding of PBA's by Tier 1 and the supply
chain

*Cost of setting up PBA's

*Some behaviours within the Industry ~ Some tier
1 suppliers and client stakeholder buy-in

Loss of cash flow by the Tier 1

*Challenges around tax ~ HMRC

*Confusion with trust deeds

Internal client payment systems




Challenges ~ Project Bank Accounts (PBA's)

Payments

Delinguency = Payment outside of agreed terms.

*This is a relative measure of risk, were 1, represents businesses that
have the highest probability of severely delinquent payments and 100
the lowest: 60% were between 6-25 40% 60-100

Paydex = Company’s payment practice

*Most suppliers scores were between 60 & 70 which indicates on
average payment is made between the due date and 30 days after the
due date.

Environment
W Agency



Traditional Payment Process vs PBA

Traditional

Main Contractor

Project Bank Account

Client

Project Bank Account

Main
Contractor

Sub Sub Sub
contractor contractor | contractor
1 2 3

Sub Sub
contractor contractor
1 2

Sub
contractor
3

Environment

Agency

UNCLASSIFIED

31



Government Construction Board (2013)

....agreed to move to a position where use of PBAs is the default

approach to payment’.

“We will use Project Bank Accounts on central
Government contracts unless there are
Guide to best Fair Payment practices = compelling reasons not to do so and on other

OGC (2007) contracts where appropriate.” (2014)
Cabinet Office (July 2012) Industrial
- Barclays Bank
Secuﬁngiobsa'"‘ga

1. Promotes prompt

ST oymen to the supply chain,
SO g firancing Costs o

subcontractors that can be
passed on in subcontractor
tender prices

A Guide to the implementation of Project Baa
Accounts (PBAs) in construction for govg

clients 3. Gives all parties the

surety and confidence that
monies due from the
account are ring- fenced,
should a contractor become

03 July 2012

Environment
W Agency

PAYMENT CHARTER

2. Prevents payments to the &
supply chain being unfairly
delayed

4. Provides you with visibility
of payment performance to
the supply chain

UNCLASSIFIED
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Benefits of Proj

*Integrated su
*Allows the su

ect Bank Accounts

oply chain

oplier to focus on project delivery ~

elasticity of time, reduction in delivery time
*Potential savings

*Future investment opportunities for SME’s
*Transparency

*Speed of payments

*Reduction Iin disputes within the supply chain
*Surety of payment

*Reliablility of regular cash flow payment
*Reduced waste ~ SME's less time chasing

payments
*Collaboration

/ tool




New Procurement Models: Guidance

&,
Cabinet Office

New Models of Construction
Procurement

Introduction to the Guidance for Cost Led
Procurement, Integrated Project Insurance and
Two Stage Open Book

January 2014

PROJECT PROCUREMENT AND
DELIVERY GUIDANCE

Using Two Stage Open Book
and Supply Chain Collaboration

DRAFT GUIDANCE

Integrated Project Intiatives

Government Construction Strategy 2011

The Integrated Project Insurance
(1P1) Model

Project Procurement and Delivery
Guidance

DRAFT GUIDANCE

January 2014

i

Cost Led Procurement
Guidance

for the pi and

of capital projects

DRAFT GUIDANCE

Environment
W Agency

UNCLASSIFIED
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Take up within the UK

*England
*Highways England
*Environment Agency
*Ministry of Justice ~ two prisons
Defence Infrastructure Organisation
*Foreign Office ~ completed a project
*Bedfordshire council ~ completed one project
*East Riding ~ completed one project
*Education funding Agency ~ Included in the new
frameworks
*Sheffield City Council — Estate redevelopment
Committed approx. £11.5 billion
*Northern Ireland (Jan 2016) Mandated for all projects over
£2 million
*Scotland ~ 4 pilot projects
*Wales ~ 3 pilot ~ possible Wales will mandate

Environment
W Agency

35



Project Bank Accounts
Rudi Klein;

“Over the longer-term project bank accounts will transform the
iIndustry. The focus will move from using each other’s money to making
money from adding value to project delivery.”

Questions......

Environment
W Agency



_ orower oavwn cooe WY URIRING GRPTE AL Yo oara

o LATE Fn'fﬁ’éﬁ'rumSUSTMNAB".“E;G A SH - REVERSE FACTORING 2.,
.HW.;YSUPP[ _____ CHAINE

MTEGATIN IFAIR FATMENT
TION J
PAYMENT —

HH.A““HSH'FS SULSSHRTAGES =" CASTRGTIONACT == CLLABRATO MIECH SUSTAIRABLTY rﬁi’hﬁurcumm SUSTAINABILITY PAYMENT
INSOLVENCY
HARTER wieuruer pEyERSE FACTORING SKILLS SHORTAGES SUPPLY CHAIN FINANCE wesvacr INVOICE DISCOUNTING.— woscwccina CONSTRUCTION ACT s i

RElATIllNSHIPSm
) A= MARGIN=
A PANENT

VOICE DISCOUNTING - ACCESS T0 FNANCE="
N - “j SUM' cHAINlAT E PAYMEN HB“nmu“g*EanﬂluAEII“H
" FAIR PAYMENT

" INTECEAT % SUPPLY CHAIN FINANCE CASH™*™

ﬁ Textura

Europe

Construction Collaboration Solutions



Construction Payment Management — Current Challenges

Physically exchanged documents
" Slow turnaround
" Missing, incomplete or inaccurate

Significant potential for errors
® Calculations, carry-forward

The current, largely
manual process. ..

" |ncorrectly completed forms " Risky;

Significant data entry " Costly and Inefficient;
" Lacks visibility & control.
Mismatched pay apps, invoices, and payments
. . . fails to connect all your

Lack of clarity and visibility project participants and your
® Poor oversight into project status supply chain.

" Opportunity for disputes and mistrust

Disputes and Mistrust

Late Payment of Subcontractors

©2015 Textura Europe — Strictly Private and Confidential 38 " I e X t u ra®



Construction Fair Payment Charter

Builds on OGC 2007 Fair Payment Charter
Recognised 2.5% Supply Chain Savings through ‘Payment Certainty’, ‘Early Payment’ and adoption of ‘Project Bank Accounts’(PBA)

Procurement Information Note 2/2010
Stipulated public sector use of ‘PBA’s’, unless a ‘compelling reason not to do so’

Fair Payment Charter, April 2014

Agreed by the CLC and administered by the CICM, targets 30 day payment terms and Zero retention by 2025.

Mandates 60 day terms from 1%t January 2015, 45 day terms from June 2015 and 30 days by 2018. As of March 2015, 30 days is being
pushed as the ‘norm’ and a Code Compliance Board has been set up to investigate examples of payment abuse. Signatories of the Charter
agree to 11 commitments, including:

* On central Government contracts, payment will be made to Tier 1 within 14 days, to Tier 2 within 19 days and to Tier 3 within 23 days
of the due date, which will be 7 days after the common assessment or valuation date established by the client in the Tier 1 contract

*  We will have processes in place to enable the effects of contract variations to be agreed promptly and fairly and payments for such
variations to be included in the payment immediately following the completion of the varied works.

*  We will adopt a transparent, honest, and collaborative approach when resolving differences and disputes

©2015 Textura Europe — Strictly Private and Confidential 39 .‘ I e X t u ra®



Additional Legislation

Late Payment of Commercial Debts Regulations 2013

Businesses are expected to pay their suppliers within 60 days on private contracts (30 days on public sector contracts) and will be liable to pay interest (at 8% over
base) if they have not paid within the agreed period. If a payment period of more than 60 days is agreed in the contract, it must not be ‘grossly unfair’ to the
supplier.

The Public Contracts Regulations 2015

Public sector organisations are now responsible for the payment of the entire supply chain. All organisations in the supply chain must comply with 30 day
payment terms, including suppliers and sub-contractors. Public bodies must publish an annual late payment report, making their accountability more transparent
Contracting authorities will be required to publish performance data starting with their performance over financial year 2015/16 which will be published at the
end of March 2016 and thereafter at the end of each financial year. The data will demonstrate their performance on paying in 30 days to first tier suppliers /prime
contractors over the previous 12 months and calculate late payment interest due to late payment of subcontractors

Duty to Report Payment Practices, April 2016
Twice yearly reporting requirement for large businesses, covering the following:

* payment terms
* average time taken to pay
* proportion of invoices paid beyond agreed terms
e proportion of invoices paid

* in 30days or less

* between 31 to 60 days

* beyond 60 days
e any late payment interest owed and paid

©2015 Textura Europe — Strictly Private and Confidential 40
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Construction News — Survey Results

= ‘Despite our payment terms, contractors continue to pay us as and when they feel like and use the same reasons
for non-payment (director needs to sign and he/she is on holiday, payment run isn't for another 2 weeks, we didn't
receive your invoice etc.’

= ‘| was approached by Bibby last year about factoring invoices. They only offered it on final payments. Fat lot of good
that is.’

= ‘Main Contractors are leaning on their supply chain as a banking facility to command growth’

= ‘Everything is cut to the bone so big companies use late payments as free financing from small businesses’

= ‘Payments within construction needs to improve significantly’

= ‘Timely payment is essential for business operations’

= ‘Needs a change in ethic, it would revolutionise the market’

©2015 Textura Europe — Strictly Private and Confidential 41 " I e X t u ra®



Construction News — Survey Results

Polling Questions

Questionl: Question 2:

What’s your biggest barrier to growth? How does the current payment process

need to improve?

B Late Payment B More Visibility

M Better
Standardisation

B Non Payment

W Access to m Shorter Payment

Finance Terms

W Digital or Online
Processes

B Retentions

©2015 Textura Europe — Strictly Private and Confidential 42 ﬁ I e X t u r a®



Construction News — Survey Results

Would 'Digitising' the Payment Process be

beneficial?

W Yes
B No

Don't know

Average Percentage added to bids to cover

Late Payment?
%
4%

Average Percentage discounted by to receive

2.3%

Early Payment?

©2015 Textura Europe — Strictly Private and Confidential
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Textura CPM - Integrated Construction Payment Platform

s Textura

_ Integrated Supply Chain Finance
Construction Payment Management®

Payment Certification and Authorisation and

Applications Compliance Disbursement

Cloud-based workflow which connects the supply chain, improves cash
flow, reduces risk and supports the Construction Act

Integration to Subcontracts Ledger / ERP and Project Controls

©2015 Textura Europe — Strictly Private and Confidential 44 " I e X t u ra®



Textura— CPM & Project Bank Accounts (PBA’s)

o

[
PBA
Sub ‘ ‘ Sub
Contractor <« > Contractor
® L
] ]

Main
Contractor

©2015 Textura Europe — Strictly Private and Confidential 45 " I e X t u ra®



Textura— CPM & Project Bank Accounts (PBA’s)

PBA

Main
Contractor

]
Sub
Contractor

[ ]

Sub

Main
Contractor
L ]

Contractors submit Applications
for Payment and accept PBA
joining deed in online portal

Sub
Contractor
L

Contractor
[ ]
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