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Complexity Grows

A housing market weakened by soaring interest rates and
stiffening compliance requirements is making the already
complex financial landscape more tenuous for the con-
struction industry.

Costs Increase As Construction Delays Mount

Delayed payments are causing headaches for contractors,
subcontractors and banks, but automation and other tech-
nologies can help ease the pain.

Slow Payments Drag Contractors’ Cash Flows

The pandemic created additional friction in B2B payments,
and the construction industry saw the value in unlocking
faster payments.

Inflation Is Construction Industry’s Top
Headwind
Inflation is a major concern for the construction sector,

and is hampering firms’ ability to purchase from suppliers
and stay competitive with larger companies.
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An Insider On Driving Business Growth By
Prioritizing Payments

Patricia Bonilla, owner and president of Miami-based
Lunacon Construction Group, provides insight into why

construction businesses need to make tracking and receiv-
ing payments a top priority.

Third Parties Offer Access To Payments
Ecosystems

Extend and Procore are leading the charge to make B2B
payments easier and faster for the construction industry.

Cost Savings Expected To Power B2B Payments
Platform Market Growth

The enormous savings they can provide makes B2B pay-
ments platforms highly desirable among construction
firms looking to adopt new technology despite concerns
about security.

About

Information on PYMNTS and American Express.
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Need To Know

As Demand For New
Construction Suffers,
Complexity Grows

Rising interest rates are setting the stage for a housing sec-
tor recession. New construction has continued its descent,
as housing starts fell 4% month over month and 16% year
over year as of November 2022. Building permits, meanwhile,
were down 11% month over month and 22% year over year,
while single-family unit authorizations were down 7% month
over month.

Simply put, high mortgage rates are driving away would-be
buyers, leading to a record 11 consecutive months of declining
homebuilder confidence — which now stands at the lowest
level in 10 years. With buyer traffic so sparse, some are calling
on the federal government to enforce policies that can lower
building costs and expand housing production.
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Homebuilders are becoming proactive

about attracting buyers in a challenging
housing market.

37%

Share of U.S. homebuilders who
have cut prices to encourage more

buyers
LY i X4 o
s 59%
P v ¢ Portion of U.S. homebuilders who

are using an incentive to encourage
more buyers
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Need To Know . . .
In addition to increased compliance

requirements, costs are growing for U.S.
construction firms.

Federal contractors

CO u ld face m 0 re 12;/0\ Share of firms that cited rising
b u rd e nso me electrical components costs
CO m p lian Ce - Share of firms that cited rising
evalu ati o n s 8% exterior finishes and roofing

costs
Construction firms could be required to produce a much broader -
scope of data and additional documentation during compliance
evaluation on federal contracts. The Office of Federal Contract 60/ Share of firms that cited rising
0

Compliance Programs recently revised its Scheduling Letter and
ltemized Listing form with changes coming as early as Q1 2023.

costs for appliances

If approved, the updated nine-page compliance review form will -
expand required documentation related to employment policies
and compensation systems, as well as data reporting requirements.
The revision aims to increase the obligations for federal contrac-
tors, exceeding regulatory requirements. These sweeping changes
could place burdensome costs on federal contractors across the
construction industry. \_ /

6% Share of firms that cited rising
0 insulation costs
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Need To Know

Companies must take

swift action to avoid

disruption

B2B And Digital Payments Tracker®Series | 9

Getting paid on time is a major roadblock in the construction
industry, disrupting cash flow for U.S. construction profession-
als. Only 11% of construction professionals say they are paid in
full on every job, and the impacts can be devastating.

Disruptions due to slow payments can throw projects off sched-
ule or stall them entirely, keeping construction firms in a taxing
cycle of plugging holes just to keep machines running. It also cre-
ates undue stress in an already complex environment, with 97%
of construction professionals admitting they experience stress
from slow payments and cash flow problems.

a
3 Ways o
Construction é, ﬂ »
Firms Can i o —————
Weather
2023: Use banking providers Replace legacy systems Identify and implement
that enable faster and prioritize vendors digital solutions that
payments with digital maturity drive stronger cash flow
\_
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News And Trends

Costs Increase As

Construction Delays

Mount

Delays are widespread across the construction industry.
A recent survey found 90% of construction firms experi-
enced construction delays, 78% reported permitting delays
and another 86% cited start delays. Funding is an increas-
ing issue, with the share of firms reporting delayed starts
because of a lack of available construction financing grow-
ing from 7% in March 2022 to 31% in November 2022. At
the same time, costs continue to rise, with three in four
firms citing project price increases averaging 9% during this
time period.

There is some good news on the pricing front, however. The
cost of lumber declined for a second consecutive quarter,
and while labor costs increased more than expected for 21%
of construction firms, the increase was the lowest percent-
age seen in six months.
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News And Trends

Cost impact of delayed
payments rising for U.S.
construction sector

Delayed payments are causing more headaches for the construc-
tion industry. Late payments for wages and invoices cost the sector
$208 billion in 2022, representing a 53% increase from the prior year.
Nearly half of subcontractors reported waiting more than 30 days
to be paid by general contractors in the last year, with another 37%
citing work stoppage or delays related to late payments to project
workers — a 28% increase from the previous year.

The impact runs deep for many, with 27% of subcontractors filing
liens to maintain possession of a property until they receive pay-
ment for work completed. Six in 10 general contractors are incurring
billing charges, financing charges and other costs when making pay-
ments to others, meanwhile. Half of those are relying on credit cards
to cover costs and one in five are dipping into retirement savings,
indicating a need to speed up payment processing systems.

B2B And Digital Payments Tracker®Series | 13

AP/AR automation can help
companies prepare for
possible recession

Construction firms are not known to be early adopters, but many are
increasingly turning to technology to create efficiencies and unlock
growth as they stare down a potential recession. Almost half of
middle market professionals surveyed said investing in technology
was a top priority over the next 12 months, with four in 10 increas-
ing their budget specifically for adding technology. Automation is a
focus area for 36%, with 30% deploying it to streamline back-office
processes, such as cloud-based accounts payable (AP) tools. On the
accounts receivable (AR) side, manual processes create pain in the
construction sector, with 26% of firms viewing manual processes
as a challenge. Automation and new digital payments options can
remove friction.

© 2023 PYMNTS All Rights Reserved

30%

Share of U.S. construction
firms preparing for a
possible recession by
investing in technology to
save time and costs

16%
Portion of U.S.

construction firms
preparing for a possible
recession by reducing
or halting digital
transformation projects
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PYMNTS Intelligence

Slow Payments Drag
Contractors’ Cash
Flows

Slow payments are more than a waiting game for the
construction industry. They contributed to 12% of total
construction costs last year, dipping into firms’ profits. As
a result, almost one in three firms surveyed must finance
gaps in cash flow, adding carrying costs such as interest
to their balance sheets that eat into the 10% profit mar-
gin construction firms typically report.

An estimated one in four commercial contractors and
more than one in three government contractors report
waiting more than 90 days to receive retainage payments,
an issue cited as a “very important” or “the most import-
ant factor” in cash flow management. Twenty percent
become cash flow negative after just 40 days.

© 2023 PYMNTS All Rights Reserved
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PYMNTS Intelligence

~
Pandemic intensified need Going digital is enabling construction
firms to receive money faster.

to reduce B2B payments
friction

83%

o
¥ Share of U.S. construction companies
With banks reporting that the pandemic added friction to that can accept electronic payments
business-to-business (B2B) invoice and payments manage- t
ment, there are a plethora of pain points for the construction o~
industry to address. These frictions have indicated a need = 790/
for modernizing and upgrading legacy payment processing _@= o
systems. There are 67% more construction firms using soft- N Portion of U.S. construction companies
ware for payment paperwork now than there were before that say accepting electronic payments
the pandemic. helps them get paid faster
Firms are using software in key areas, with 62% using it to
track and process payments, 55% to coordinate sending and - 3 .
tracking payment paperwork, 54% for task management and w _ ™ “
job site coordination and 44% for plan management and | .o
reviewing. ' )
J A . \ ..J
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PYMNTS Intelligence

PYMNTS’ research shows how U.S.
construction companies are targeting AR

N processes for innovation with plans to
adopt new technologies.

Construction industry
leads the way in innovation

0 Share of construction firms
4% )
targeting payment acceptance

Construction firms are out in front of other industries when
it comes to upcoming innovations. According to PYMNTS’
research, the construction industry is averaging roughly targeting cash application
five technologies to be rolled out in the next year. One in
four construction companies are eyeing innovation in AP
and AR integration and enterprise resource planning (ERP),
for example. These contractors are overwhelmingly aim- 320/ Share of construction firms
ing for faster payments and easier cash flow management. 0 targeting invoice delivery

PYMNTS’ research found 33% were planning to adopt inte-
gration between AP and AR and 31% plan on adding instant
bank verification and virtual cards for making payments to _

0 Portion of construction firms
34%

suppliers.
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Faster payments relieve
pressure

Subcontractors demonstrate that faster payments create
as much value as alleviating financing costs, according to
one study. While the cost of floating payments is up almost
3%, subcontractors said they would discount payments
made within 30 days by an average of 5%, a decrease from
the previous year’s average discount of 6%.

Faster payments matter so much to subcontractors that
even for those who did not get hit with costs related to
floating payments in the previous year, nearly six in 10
would offer a discount. Contractors also see the value of
credit cards: 49% of general contractors use and accept
credit cards to cover projects.

© 2023 PYMNTS All Rights Reserved
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The construction industry places a premium
on faster payments.

86%
90%

Share of subcontractors claiming a
late payment damaged productivity

Share of general contractors who said

paying subcontractors faster ensures
quality of work
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Chart Of The Month Greatest challenges for Main Street SMBs in 2022

Share of Main Street SMBs that considered a specific challenge
to be their greatest this year, by market segment

Inflation Is _
Construction | —5
Industry’s Top
Headwind

Uncertainty about economic conditions

I

Inability to hire good employees [ 6-4%
12.0%
Small to mid-sized businesses (SMBs) are facing a number 5.0%

of challenges involving increasing costs and staying compet-

-7

itive in an uncertain economic climate. The biggest concern I 2.2
. . . . . R Increasing competition from larger
is around inflation, and SMBs in the construction or utilities businesses W20%
sector are most worried, with 55% citing it as their greatest ﬂ:];%
challenge of 2022. Only 9% of these SMBs are most worried
about their inability to purchase from suppliers and 7% are I o -3%
. o ong q -5.1%
worried about growing competition from larger companies. nabiilty o purchase from suppiiers [wos
I 6.0%
7.1%

0 10% 20% 30% 40% 50%

Source: PYMNTS
Main Street Health Survey Q4 2022, December 2022

@ Construction or utilities @ Retail trade @ Professional services @ Personal and consumer services
N = 501: Complete responses, fielded Oct. 10, 2022 - Nov. 2, 2022

Food, entertainment and accommodations
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Insider POV

An Insider On Driving
Business Growth By
Prioritizing Payments

We’re in the business
of building, but we’re
really in the business
of managing risk and
managing cash flow.

20 PATRICIA BONILLA
Owner and president

N
LUNACON

Patricia Bonilla, owner and president of Miami-
based Lunacon Construction Group, asks every
prospective client the same question: “How do
you make payments?”

The construction industry’s long-standing issues
around payments are ever-present for Bonilla, who
started the firm out of her garage with two employees
and now manages nearly $500 million in commercial
projects. Bonilla has learned to make receiving pay-
ments a business priority, aiming to work with clients
who have well-established and clearly defined pay-
ment processes.
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“Most of our clients have a culture of paying on time,”
said Bonilla.

Some clients that Lunacon works with will add interest them-
selves to a payment if it is going to arrive late, in fact. When
payments do arrive late, however, it can quickly snowball into
bigger cash flow problems that can lead to delaying other
projects.

While the construction industry can be unforgiving when it
comes to late payments, Bonilla focuses on the things she
can control. This is why she targets clients with a culture of
paying vendors and tries to understand every client’s indi-
vidual payment process. Much of Lunacon’s work is with the
federal government and local municipalities, and sometimes
payments can get held up by bureaucracy, while residential
contractors often face less risk of late- or non-payment.

Bonilla, however, noted that the burden of proof always falls
to the contractor. To be proactive, Lunacon has an employee
whose job is 100% focused on following the money on projects
and ensuring payments are being made in a timely fashion.

It is wise to seek out red flags when guarding against late payments,
but sometimes those red flags are not visible until it is too late.
Bonilla said one of the industry’s biggest challenges is the ability
to view transparent, accurate data. She is charged with introducing
new digital solutions to the company that will address cash flow,
payments and data in an effort to run as efficiently as possible in
what figures to be a difficult economy and challenging construction
market throughout 2023.

Bonilla noted Lunacon started in 2007 and grew out of the reces-
sion during that time. She tapped the American Express Contract
Connections program, which helps owners secure government and
big corporate contracts and offers many resources to help busi-
nesses grow. Having weathered one storm, Bonilla said she is ready
for what comes next and motivated to relieve the pain of late pay-
ments with digital tools.

“We are focused on innovation and [getting] more work,” Bonilla said.

© 2023 PYMNTS All Rights Reserved
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Third Parties Offer K ' 4

Access To Payments
Ecosystems

American Express plans to acquire
Nipendo, the platform for global busi-
nesses to automate and streamline B2B
payments processes . This is another
strategic step in the buyer’s goal to
build a leading end-to-end B2B plat-
form that makes business payments
simpler and more efficient. Nipendo
enables easy connection, communica-
tions and automation of Procure-to-Pay
processes.

¢ extend

New York-based payments firm Extend partnered with American
Express to provide small businesses greater access to virtual credit
cards. American Express Business Card Members can create virtual
cards within five minutes and at no extra cost, enabling businesses
to pay employees and contractors and set spending limits without
requiring their primary account number.
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What’s Next

The B2B payments process in the

construction industry is often

COSt S aVi n gs inefficient and cumbersome,

but partners can help optimize

EX p e Cte d To Powe r the experience by offering easier

access to working capital and the

B 2 B Pay m e n ts automation of payables and receivables

processes. At American Express, we’re

P latfo rm M ar ket investing in solutions that help businesses facilitate more

efficient transactions with other businesses, and we have

G rOWth direct unique relationships with both the buyers and

suppliers who this can benefit. Our focus is improving how

) _ our construction customers exchange information to aid in
Despite headwinds, the global B2B payments platform market

should continue its rapid expansion. With a growing number of

communication, reconciliation and disputes, and generally

FinTechs entering the market with competitive payment solu- reducing friction for an overall better payments experience.
tions and more established financial institutions expanding their

innovative solutions and partnerships, there are more offerings CHRIS LOLLI

available to suit a greater number of use cases. Recent research Vice president and general AE’I)(EIEIIQ%%I;
projected that the B2B payments platform market will grow more manager, B2B product, partner &

than 8% annually by 2028. Concerns over digital payments secu- client management

rity and transaction-related fees could slow that growth, however.

Selecting the right technology and provider is often the great- American Express Global Merchant

est challenge organizations face, but the cost savings that online & Network Services

platforms provide will continue to drive wider adoption.

\
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About Disclaimer
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PYMNTS PYMNTS is where the best minds and the best content meet
on the web to learn about “What’s Next” in payments and
commerce. Our interactive platform is reinventing the way
in which companies in payments share relevant information
about the initiatives that shape the future of this dynamic
sector and make news. Our data and analytics team includes
economists, data scientists and industry analysts who work
with companies to measure and quantify the innovation that
is at the cutting edge of this new world.

AMERICAN American Express is a globally integrated payments com-
EXPRESS pany, providing customers with access to products, insights
and experiences that enrich lives and build business success.
Learn more at americanexpress.com, and connect with us on

Facebook, Instagram, LinkedIn, Twitter and YouTube.

Key links to products, services and corporate responsibil-
ity information: personal cards, business cards, B2B supplier
center, travel services, gift cards, prepaid cards, merchant
services, Accertify, Kabbage, Resy, corporate cards, business
travel, diversity and inclusion, corporate responsibility and
Environmental, Social and Governance reports.

We are interested in your feedback on this report. If you have ques-
tions or comments, or if you would like to subscribe to this report,
please email us at feedback@pymnts.com.

The B2B And Digital Payments Tracker® Series may be updated periodically. While reasonable
efforts are made to keep the content accurate and up to date, PYMNTS MAKES NO REPRE-
SENTATIONS OR WARRANTIES OF ANY KIND, EXPRESS OR IMPLIED, REGARDING THE COR-
RECTNESS, ACCURACY, COMPLETENESS, ADEQUACY, OR RELIABILITY OF OR THE USE OF OR
RESULTS THAT MAY BE GENERATED FROM THE USE OF THE INFORMATION OR THAT THE CON-
TENT WILL SATISFY YOUR REQUIREMENTS OR EXPECTATIONS. THE CONTENT IS PROVIDED ‘AS
IS” AND ON AN “AS AVAILABLE" BASIS. YOU EXPRESSLY AGREE THAT YOUR USE OF THE CON-
TENT IS AT YOUR SOLE RISK. PYMNTS SHALL HAVE NO LIABILITY FOR ANY INTERRUPTIONS IN
THE CONTENT THAT IS PROVIDED AND DISCLAIMS ALL WARRANTIES WITH REGARD TO THE
CONTENT, INCLUDING THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE, AND NON-INFRINGEMENT AND TITLE. SOME JURISDICTIONS DO NOT
ALLOW THE EXCLUSION OF CERTAIN WARRANTIES, AND, IN SUCH CASES, THE STATED EXCLU-
SIONS DO NOT APPLY. PYMNTS RESERVES THE RIGHT AND SHOULD NOT BE LIABLE SHOULD
IT EXERCISE ITS RIGHT TO MODIFY, INTERRUPT, OR DISCONTINUE THE AVAILABILITY OF THE
CONTENT OR ANY COMPONENT OF IT WITH OR WITHOUT NOTICE.

PYMNTS SHALL NOT BE LIABLE FOR ANY DAMAGES WHATSOEVER, AND, IN PARTICULAR, SHALL
NOT BE LIABLE FOR ANY SPECIAL, INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES, OR
DAMAGES FOR LOST PROFITS, LOSS OF REVENUE, OR LOSS OF USE, ARISING OUT OF OR
RELATED TO THE CONTENT, WHETHER SUCH DAMAGES ARISE IN CONTRACT, NEGLIGENCE,
TORT, UNDER STATUTE, IN EQUITY, AT LAW, OR OTHERWISE, EVEN IF PYMNTS HAS BEEN AD-
VISED OF THE POSSIBILITY OF SUCH DAMAGES.

SOME JURISDICTIONS DO NOT ALLOW FOR THE LIMITATION OR EXCLUSION OF LIABILITY
FOR INCIDENTAL OR CONSEQUENTIAL DAMAGES, AND IN SUCH CASES SOME OF THE ABOVE
LIMITATIONS DO NOT APPLY. THE ABOVE DISCLAIMERS AND LIMITATIONS ARE PROVIDED BY
PYMNTS AND ITS PARENTS, AFFILIATED AND RELATED COMPANIES, CONTRACTORS, AND
SPONSORS, AND EACH OF ITS RESPECTIVE DIRECTORS, OFFICERS, MEMBERS, EMPLOYEES,
AGENTS, CONTENT COMPONENT PROVIDERS, LICENSORS, AND ADVISERS.

Components of the content original to and the compilation produced by PYMNTS is the prop-
erty of PYMNTS and cannot be reproduced without its prior written permission.

The B2B And Digital Payments Tracker® Series is a registered trademark of What's Next Media
& Analytics, LLC ("PYMNTS.)
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