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Federal financial managementis atthe end of one era and on the threshold of another. Over the pastfour
decades, Federal agencies have adopted el ectronic payment methods that have saved the taxpayer billions of
dollars®. Butthe transitionto efficient el ectronic payments is now largely complete. Whereis the next frontier of
savings?

Today, the Federal government spends nearly 300 million dollars annually to process invoices from commercial
suppliers of goods andservices’. By converting this largely manual process to el ectronic, the government could
createsignificantsavings justas it has from electronic payments. The technology for efficient el ectronicinvoicing is
well-established and available to all Federal agencies. To continue the trend of financial efficiencythatbeganin
the 1970s, the Federal government should adopt el ectronic invoicingin the 21* century justas it adopted
electronic payment methods in the 20" century.

A historical parallel

The Federal government was one of the first organizations to adopt Direct Deposit. When Treasury issued the first
electronicsalary payments for civilianAir Force employees in 1976, Direct Depositwasinitsinfancy. The Federal
government’s confidencein Direct Deposit contributed to
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International adoption of electronicinvoicing
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Other nations realize the benefit of electronicinvoicing and have European Union
launched initiatives to increaseits use. Thirtyfive countries have (28 nations)
either mandated el ectronic invoicing for their national F China
governments or have created incentives for its adoption®. In 2012, 0 0 E::IZI

the European Unionmandated electronicinvoicing for public ) Mexico
procurementby all of its member nations. Economicstudies . Russia
estimate the European Union mightsave over 2.3 billion Euros /':2';::;”

(2.5 billion) when allinvoices for public procurement have been
converted to electronic form’.



A benefit to business

Although electronic invoicing can produce enormous savings for the government purchaser, the private sector
supplier to the government will benefit anequal amount. Each year, tens of thousands of private businesses

supply over 500 billion dollars of goods andservices to the
Benefits realized from Electronic Invoicing Federal government®. Submitting paper invoices to a Federal
agencyisasburdensometothesupplierasitistotheagency
Customer Relations itself. Typinga paper invoice, mailing and filing it prolongs an
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Cost Savings private suppliers to the governmentsaved 57 percent when
Faster Invoice Cycle submitting electronicinvoices’. Butcostsavingisnotthe
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Percent of Survey Respondents businesses found that private sector suppliers are adopting
electronicinvoicingfor a faster invoicing cycle, more accurate data, better cash managementandimproved
customer relations —notjust costsaving™.

The potential for Federal savings

The recentbenchmarking survey by Federal Chief Financial Officers found that the 24 CFO Act agencies spentover
297 milliondollars processing 19.1 million invoices in 2013% Only38 percent of these werein electronicform,
largely dueto the departments of Defense and Veterans Affairs, two agencies that vigorously embraced el ectronic
invoicing over a decade ago. The Federal government still processes over 12 million paper invoices per yearatan
estimated cost of about 230 million dollars for those paperinvoices alone™.

A survey of all available research reveals that processingan electronicinvoiceis atleast 50 percent cheaperthana
paper invoice™. Thesestudies are surprisinglyconsistentin their estimates. Regardless of whether they were
conducted by private firms or public agencies, Europeanor American, the estimated savings are within a narrow

band between 45 percentand65 percent. At
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these estimates. When the Bureau of Engraving Institute Of Financial Operations, 2013 49%
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precisely appliedto an enterpriseaslargethe
Federal government, the studies do provide an order-of-magnitude indication of the potential savings. Assuming
thatthe Federal government couldrealize the 50 percent savings that the seven independent studies suggest, the
potential savings could be on the order of one hundred million dollars per year when allinvoices are el ectronic™.

Conclusion: Is electronicinvoicing at the tippingpoint?

Federal agencies have showna growing interestin electronicinvoicing. Currently, seven of the 24 CFO Act
agencies have established electronicinvoicing capabilities and several more have expressedan interestin
implementing some capability inthe near future™®. Over a hundred thousand suppliers are currently enabled for
electronicinvoicingwith the Federal government®. The earlyadopters have proven that electronic invoicing can
produce benefits for Federal agencies andsuppliers and savings for the taxpayers as well. The tipping point will be
reached when the Federal government mandates el ectronicinvoicingjustas it mandated el ectronic payments in

2010%.
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John B. Hill is the Assistant Commissioner for Payments and Chief Disbursing Officer at Treasury’s
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