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Linking firms with supply chain finance

Technology is steadily replacing the blizzard of paper needed to manage supply chains, switching the focus

to how tech can unlock cash tied up in the system

SUPPLY CHAIN FINANCE
PETER CUNLIFFE

lobalisation has driven
innovation in the physical
supply chain where tech-
nology has been widely
applied to improve efficiency, re-
placing the traditional paper trail
associated with procurement, stock
management and invoicing.

In the wake of the financial
crisis, heralding an era of low in-
terest rates, weak growth and a
scarcity of bank funding for small-
er companies, cautious corporate
treasurers have been forced to be
more imaginative in the search
for ways to improve cash flow and
manage risk.

Their focus has turned to ways
of harnessing the working capital
lying dormant in the supply chain,
looking beyond traditional trade
finance techniques such as factor-
ing or invoice discounting where
aninvoice is sold to a third party at
adiscount.

The past decade or so hasseen the
evolution of so-called supply chain
finance in which buyers, suppliers
and finance providers are connect-
ed through sophisticated software
systems that automate and stream-
line the payment process.

Although the term can be used
to cover a broad range of finance
techniques, it generally applies to
the system that allows a buyer to
pay a supplier early in exchange for
a discount either directly or tap-
ping funds from a bank or other fi-
nance provider, which will set their
terms based on the credit rating of
the buyer company.

Sometimes referred to as reverse
factoring or approved payable fi-
nance, it offers the supplier the
benefit of improved cash flow, usu-
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ally on better terms than a bank
loan, while the buyer benefits from
putting its surplus capital to good
use or preserves its cash by using
an external funder, gaining a dis-
count in the process.

The big development over the
past decade or so has been auto-
mation of the process, speeding
up payments, reducing the risk of
errors from manual handling and
above all strengthening the supply
chain by reducing the danger of
one link breaking because of a
shortage of working capital or an
inability to secure finance.

For large companies, forging
better relationships with suppliers
is often a key goal of corporate and
social responsibility policy, par-
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ticularly given the political sen-
sitivities over the vulnerability of
small firms to any increase in pay-
ment times by bigger companies.

Stephen Baseby, associate policy
and technical director at the As-
sociation of Corporate Treasurers,
says: “Supply chain finance is a
term that has come into use as soft-
ware has developed and created an
end-to-end flow.

“We have a situation today where
big business can get access to ridic-
ulously cheap money, while small-
er businesses are watching their
costs go up and up. Supply chain
finance can help massage that and
assist with liquidity.”

A study by McKinsey in October
2015 estimated that supply chain

KEY SUCCESS FACTORS IN A SUPPLY CHAIN FINANCE PROGRAMME
NUMBER OF RESPONDENTS WHO RANKED THE FOLLOWING AMONG THE TOP THREE FACTORS*

Support and education of procurement
and suppliers

Ability to analyse spend and working
capital status

Functionality and ease of use of the
IT platform

Accounting treatment

Multiple banks providing funding

Ability to maintain current bank relationship —-

*Global survey of 70 buyers and 250 suppliers
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finance was a $1.8-trillion global
market creating a potential rev-
enue pool of $20 billion, of which
just $2 billion was currently being
captured. It forecast the market
would grow at 15 per cent annually
to 2020.

McKinsey noted that until 2005
big banks accounted for about 95
per cent of the market, but that
fintechs had grabbed a 15 per cent
share and were growing rapidly.

The sector was initially focused
on multinational corporates and
their key suppliers, partly reflect-
ing the reliance on large and ex-
pensive computer systems that
were needed to run the process.

But a new generation of fintech
companies has emerged, exploit-
ing developments such as the cloud
and software-as-a-service systems
to reach a wider customer base in-
cluding medium-sized buyer com-
panies and extending into the long
tail of small supplier companies.

One of those fast-growing fin-
techs is PrimeRevenue, set up 13
years ago and now providing a
finance hub for hundreds of cor-
porate clients, such as Michelin,
Kellogg’s and Sainsbury’s, tens of
thousands of suppliers and more
than 70 banks around the world.

PrimeRevenue chief executive
P.J. Bain says its network is ena-
bling suppliers to raise $4 billion a
month from selling invoices early.
“That’s $4 billion they can invest
back into the business if they need
to expand into new geographies,
buy more inventory, more raw ma-
terials, open new facilities, hire
more people and create new jobs.
It’s an efficient way for them to be
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If you can help
the supplier
get paid more
quickly, it helps
cash flow more
quickly through
the economy and
ultimately can help
economic recovery

able to access cash and grow their
business,” he says.

“Five years or so ago, many cor-
porate treasurers may have known
the term supply chain finance,
but very few were actually using
it. Today many are either dipping
their toe in the water or trying to
learn about it.”

This year PrimeRevenue teamed
up with business software group
SAP Ariba to offer a service that
marries their finance and transac-
tional systems.

Drew Hofler, vice president of
solutions marketing at SAP Ariba,
says: “It provides complete trans-
parency in the entire supply chain
from the moment something is
sourced by the buyer, to the pur-
chase order going out, goods
shipped in and invoice going out.”

Faced with competition from
the fintechs, some of which have
brought in insurers, hedge funds
and fixed income funds as provid-
ers, banks are casting their nets
wider, often in collaboration with
the new networks, as finance pro-
viders and, increasingly, technolo-
gy partners.

Barclays has launched a new sup-
plier finance service to customers
using the PrimeRevenue platform,
allowing it to cement relationships
with existing clients and reach out
to new ones.

Lasma Orlovska, head of open
account products at Barclays, says
there are huge opportunities for
the large banks to step in as fi-
nance providers on their own, to
participate in deals led by other
banks or to link up with fintechs
and to reach new customers.

She adds: “There are big opportu-
nities in the non-investment grade
segment, working with buyers who
were not necessarily on the top of
the list for banks to service.”

A 2016 survey of corporate treas-
urers by banking software provid-
er Misys found that 28 per cent of
small and medium-sized enter-
prises were finding access to fi-
nance harder and 9 per cent had
a greater reliance on alternative
finance than two years ago.
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AUTOMATION UNLOCKING CASH

01 ACCOUNTS PAYABLE

Automating accounts allows the buyer to
offer suppliers the option of being paid

early in return for a discount, bringing an
immediate benefit to cash flow. The buyer can
choose to use its own surplus working capital
or can conserve it by using a third-party
financer to fund the transaction.

or

means, such as a bank loan.

02 ACCOUNTS RECEIVABLE .
The supplier can automatically opt for early |
payment, providing working capital for wages O
and other bills or for investment elsewhere

in the business, such as new machinery. The
discount from such supply chain finance can
be cheaper than raising funds from other

more efficient use of space.

03 INVENTORY MANAGEMENT

Even for relatively small companies, effective
warehouse and stock control can be a huge
challenge. Technology that was once available
only to the largest organisations can now

be used to track goods accurately, avoiding l !
excess stock or stock shortages and making

04 PROCUREMENT

Electronic procurement or e-procurement saves
time, avoids unnecessary spending, eliminates
waste and can be used to reduce the number of
suppliers to make the supply chain more
efficient. It can help secure lower prices by
building in discounts for bulk purchases or early
payment and by holding online auctions to
create competition among suppliers.

O 5 CASH-FLOW FORECASTING
Businesses are adept at using systems such
as enterprise resource planning (ERP)

to generate efficiencies in supply chain
management, project management and
human resources. ERP, specialist treasury
systems or bank software can be used to
automate cash-flow forecasting, improving
financial visibility, and enabling better
management of risk and liquidity.

—

It concluded that banks must
step up automation to compete
with alternative funding sourc-
es and highlighted supply chain
finance as a key area where they
could forge stronger ties with mid-
sized corporations, reducing their
risk exposure in the process.

Ben Singh-Jarrold, strategist in
corporate banking at Misys, says:
“Banks are no longer at the centre,
so tellingly corporate treasury is
now in a very powerful position.”

Another fast-growing fintech is
Taulia, which started in 2009 and
now works with more than 100 of
the world’s largest companies, in-
cluding Vodafone, Coca-Cola Bot-
tling and Warner Brothers, which
between them have 850,000 sup-

pliers in 161 countries.

Matthew  Stammers, Europe-
an marketing director at Taulia,
says technology has opened up the
marKet so that it can now potentially
reach down to the smallest suppliers
and help them get paid early.

He believes the benefits go way
beyond the supply chain, explain-
ing: “It makes the world simpler,
which is why it is so compelling. If
you can help the supplier get paid
more quickly, it helps cash flow
more quickly through the economy
and ultimately can help economic
recovery, one invoice at a time.”

Share this article online via
raconteur.net

COMMERCIAL FEATURE

RGNS,
by Ry T —

SUPPLYING FINANCE
THROUGH THE CHAIN

Supply chain finance can be a lifeline for startups and smaller
businesses struggling with cash flow

ER PrimeRevenue

ayne Hynes is a classic example
J of an entrepreneur - cooking

up a business idea in her kitchen
and turning it into a brand that is
now stocked on the shelves of a
national supermarket.

Her company Kiddyum makes
children’s frozen ready meals that are
sold through Sainsbury’s across the
UK, and the fast-growing business
is planning to supply other retailers
and move into new domestic and
export markets.

She insists she could not have
grown the business so quickly without
the benefits of supply chain finance,
which she describes as “an absolute
lifeline”, allowing her to get almost
instant access to payments for
products at a small discount.

Kiddyum taps into a system
provided by Sainsbury’s, using
the technology and platform
developed by PrimeRevenue, with
finance by Royal Bank of Scotland,
allowing her to maintain the cash
flow needed to keep her business
running efficiently.

Mrs Hynes, 40, was juggling
her full-time job as a chartered
surveyor with being a mother to two
young children when she started
experimenting with cooking and
freezing batches of healthy meals.

She spotted a gap in the market
and spent two years researching it,
before winning a contest to pitch
her idea to Sainsbury’s who liked it
so much they placed a contract in
October 2013.

Outside investment, plus the
support of her husband who
continued in his full-time job, helped
fund Kiddyum'’s startup so she could
commit to a launch in August last

year, when five products, including
fish and vegetable pie, and chicken
curry with rice, went on sale in 330
Sainsbury’s stores.

Her concern was that retailers had
a bad press for holding suppliers to
payment terms of 60 or even 90 days,
which would have left her with cash-
flow problems. Among her costs are
outsourcing of cooking, warehousing
and distribution, plus business services
such as accountancy and marketing.

I’ve potentially saved
tens of thousands of
pounds by doing this,
but ’'m amazed at the
number of people that
don’t know this kind of
facility exists

To her relief, Sainsbury’s put her on
the PrimeRevenue platform, allowing
her to draw down on payments as
soon as invoices are approved on
the system, subject to there being a
minimum of £5,000 in the account.

“Once we were set up it was
amazing, we were able to get the
money in the account the next
day. For me as a small business it is
absolutely invaluable,” she says.

“We produce on a big scale and we
produce monthly, which is a chunky
outlay for us. If we had to wait 60
days we would need to have more
cash sat in the bank because thereis a
lot of investment in stock.”

Afeeis automatically deducted when
she draws down on a payment, which is
much cheaper than using a bank loan or
private funding house, says Mrs Hynes.

Another advantage is the system
does not require any additional
hardware and is accessed through a
website, providing information her
accountant can also tap into.

“It’s fairly easy to use and very
transparent. We have a PrimeRevenue
account manager who is always
available and | find them very easy to
deal with, very responsive,” she says.

Mrs  Hynes will need external
backing to help fund the next stage
of expansion, but she would be keen
to use similar supply chain finance
systems if other buyers made them
available, noting: “l think this is the
most ethical way of treating suppliers.”

PJ Bain, chief executive officer
of PrimeRevenue, says the network
benefits buyers, suppliers and finance
providers, dramatically increasing cash
flow for business, down to the smallest
link in the chain.

He adds: “lt gives smaller
companies access to capital at a lower
cost that allows them to innovate,
expand or pay down debt. It creates an
ecosystem which drives success for all
the participants.”

Summing up the benefits, Mrs
Hynes concludes: “For us, this kind of
arrangement is an absolute lifeline. I've
potentially saved tens of thousands of
pounds by doing this, but | speak to a
lot of other SMEs [small and medium-
sized enterprises] and I'm amazed at
the number of people that don’t know
this kind of facility exists.”

For more information please visit
primerevenue.com




