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Spoiler alert: Your chart of
accounts should not be
managed by your ERP

When an auditor asks for your chart of accounts,

don’tjust turn to your ERP.

You need abroadersolution; a solution that
considers the holistic functions required fora digital
financial organization. Enterprise resource planning
(ERP] systems are powerful tools to unify back office
IT systems and processes into one interface. Which
is why many companies wind up using ERPsto unify
their financial accounts and produce the chart of
accounts (COA) thatlists their natural accounts,
along with costcenter, department, location and

business unit.

Grant Thormnton Business Applications Principal,
Joseph Coniker, said an ERP could produce a COA
and related management structures—ina scenario
where the ERP contains all of the company’s
financial data. Financial data typicallyincludes:
external SEC reporting, internal management
reporting, budgeting, profitability and tax
provisions. Butone module does notinclude all the
financial data perspectives forthe varying finance

functions.
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Many organizations believe they canhave every
finance function managedinthe ERP. Some
companies think of the COA as simply a definition
of how theiraccounts are categorized and
connected. But, it's more than that—the COAhas
structures or hierarchies required forbusiness
analysis, many of which are not required foron-line
transaction processinginanERP. The CoA should
be controlled as a business functioninitself,
providing a record of whathas changed and who
made the change so thatcontrols are established
across the various finance constituents, ensuring
thataudit standards are enforced. While it might be
tempting to think the chartwon’t change often, it’s
almostimpossible to guarantee. “Becausethere are
multiple stakeholders with varying business
applications, and a changein a business
environmentshould always be assumedto occur,
it's justof matter of how much change and wheniit

will occur” Conikersaid.




How the issue starts

“In the marketplace, there has been, and continues
to be anoverall push toward a common
transactional processing solution,” Coniker said.
Once a companyconnects all of its back-office
finance systems, processes and accounts inan ERP
system, then the company mightsee the ERP as the
systemof record for theirchart, and by default the

de facto CoA maintenance tool.

“And that becomes the source for future issues when
broaderanalytics is introduced,” Coniker said.
“Because business bynature is dynamic, and the
business changes. Whetheritbe via internal
business orientation adjustments to attract more
marketshare, orthrough mergers and acquisitions.
Your ERP doesn’tcontain the data and structures to
supportbudgeting, forecasting, tax provisioning
and extended functions for consolidation and
close.” ERPs do notmanage the hierarchy
structures for all back-office financial applications—
because the ERP is designed to focus on the
business transactions andintelligencebased on the
data thatisin the ERP solutionitself.

But finance requires additional applications, which
in turn require additional views and hierarchies for
their perspective of financial reporting. Casein
point, tax requires revenue by legalentity, which
requires its own view of entity or business unit

structures.

“And that’s where ERP-based chart of account
mqnqgementfollsshort,” Conikersaid. He recently
told a clientthatwas managingits COAfroman
ERP with multiple analytical applications plannedin
the nearfuture that, “Using ERP to manage the COA

for analytical applications is nota best practice; it
will cost more time and money to maintain and will
and increase risk during anaudit”. The ERPisa
place to consume the COA, but you need to
manage the COAwith processes and a technology
where the ERP is one of multiple systems and

processes thatconsume thatchart.”

Mergers and acquisitions

Perhaps the biggest drawbackwith using an ERP to
manage your COAis the need tointegrate a new
COA post-merger oracquisition. Ina mergeror
acquisition, the two companies typically integrate
their charts of accounts into one shared structure
thatencompasses and categorizes all accounts for
the newjointentity. Evenwhen anacquired
company adopts the existing COA, there inevitably
will be updatestoitto support new transaction
types, lines of business and locations of the newly

acquired entity.

When an organization completes a mergeror
acquisition and cannotincorporate the new
company’s accounts into the existing ledger fast
enough, itmay generate reports fromother
applicationswhich could contradict the new
mapping, definition and understanding of the joint
entity’s COA.

Sharing a COA

Anotheruse case for common COA managementis
thatcompanies need tobe able to share the COA
with otherbusiness or analytical systems. Although
the ERP consoclidatesbackoffice systems,

companies needto call upon their COA for planning
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and budgeting, financial consolidation, profitability,
accountreconciliation and more. That’'s difficultto
doif the COAcannotbe easily modeled and shared

with other financial applications.

Forinstance, a companythatwants to do driver-
based forecasting and profitability by customer, it
needs to share certain COA and general ledger
data with other analytical systems. Without the
capability to share the COAonits own, a company

canlimitits decision making insight.

The move to cloud technologyhas made COA
governance even more critical. “Inthe on-premise
world, sharing common enterprise structures
through technical integrations was goodenough,”
said Grant Thornton, Business Applications-
Managing Director, Matt Lavery. But, to capitalize
on cloud agility, organizations must quickly provide
constituentviews of theirhierarchies. “It's all about
visibility. The visibility allows organizations to do
things like budget against future structures while stll
reportagainst current structures and perform
change impactanalysis as a strategic exercise,

ratherthan justa technical exercise,” Lavery said.

How to solve the problem

While it's true thatan ERP must access the
company’s COA, the company should also have
processes and technology thatlet otheranalytical
modules access the same COAwith theirunique
view. The other systems will need to update COA
properties, business hierarchies, sales structures
and account structures thatare relevantto them,

and they should be able to have this flexibility, while
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also maintaining the corporate controls forthe base

CoAvalues.

That means the company needs a data governance
process and data governance technology which
relates to the ERP and other systems, including:
data warehouses, analytical applications,
profitability solutionsand budgeting applications.
But how does a company ensure thatits data
governance processes andtechnology will achieve

success?

1. Analytical functions: “I'd startwith the
process,” Conikersaid. He suggested companies
look atthe analytical functionstheywantovera
three-yearperiod, such as profitability,
consolidation, costmanagement, tax
provisioning, accountreconciliation, budgeting
and forecasting. They should also consider the
business outcomes theywant. “I've had
companies say ‘We want to close the books in
two days,” or T wantto forecast to the streetin
sevendays, and lwantto be more accurate, orl
wantto look at my profitability by productor
financial instrument forinsurance companies, as
an example.” Whatare the outcomes thatlead to

your business decisions?”




Data governance council:Next, you should
have a data governance council to establish
norms and definitions. The council establishes
whatyour COA contains, and which elements
canbe changed and bywhom. ltalso
establishes the accounts, costcenterand
departments atthe corporate level, as opposed
to the accounts deferred to a lower

departmental business unitlevel.

Sovereign technology: Oncethe processisin
place, with norms and definitions established,
you canconsidera sovereign technology to
manage the COA, show the chartand augment
or add the hierarchies needed for different
business applications. The technology must
alsobe able to seamlessdly share the COA with

the ERP and otherbusiness applications.

Process workflow: Lastly, you will need to
establish a process workflow forchanges and
updates. “ltgoes back tothe data governance
council to allow for mobile reviews, mobileinput,
approvals of changes to terms and changesto

how do you define the terms,” Coniker said.

Achieve real value

By managing your COAinto a discrete business

application, managed apart from your ERP system,

butconsumed by your ERP, you canachieve the

value of risk reduction, organizational optimization

and betterdecision making.

Risk reduction:Formanycompanies, the COA
is atthe heartof a highly audited and highly
regulated function where business changes must

be documented with timeliness and precision.

“The financialimpactis heftyif you getthings
wrong,” Conikersaid. “If youreportto the street
incorrectly, setaccounting standardsincorrecty,
address minority interest or revenue recognition
incorrectly—to actuallygo backand restate
your financials, there’s a cost.” Acompany’s
internal auditdirector, auditcommittee, board of
directors and CEO can quickly appreciate the
value of reducing the risk of an audit, or an audit

violation.

Organizational optimization: “The
organizational value is thatyou can actually be
more nimble if you set up the data governance
process as awin,” Conikersaid. He explained
that, as businesses evolve or merge, companies
mightbe leftwith separate business units that
targetthe same customers. The company might
be accustomedto tracking the profitability of
those business units separately, butitcould
attract more marketshare through better
organizational alignment. Often, that’s not

easilydone inlarge system footprints.

“But, without changing the ERP system, your
data governance process cansetup a hierarchy
from the charts and relationships, and you can
reframe your analytics, budgeting and
profitability solution to reorganize your business
and maintain the integrity of everything in your
ERP—so you have both agility and historical
integrity,” Conikersaid.

“Plus, you have the ability to actually share that
new structure to all downstream business
applications, because you have a data

governance process, you have the data
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governance council and you have the enabling
technology. 've seenthis done overa
weekend—all analytical systemsbeing updated
with the new organizational or product structure
thatwent out in a Friday-morning email fromthe
CEQO,” Conikersaid.

Better decision making: “You can’thave good
analytics withoutdata governance. That’'s my
experience,” Conikersaid. He pointed outthat
the analytics and artificial intelligence that drive
your decision makingcanonly be as accurate
astheir base input. Companiescanuse data
governance to establish common standards at
the corporate level while maintaining differences
required atthe business unitlevel. “And there
hasn’tbeenacompanyinmy 25-yearcareer
thatdoesn’tacknowledge there are different
needs atthe local or plantlevel—andtheywant
to maintainthose differences while also

maintaining corporate standa rds,” Conikersaid.

With data governancethatmaintains a COA as
a discrete process integrated with your ERP,
“your company has the analytical definitions
and agility to make decisions on the profitability
of your customers, of your channels, of your
products—which lets you make the decisions to

improve your ROL”
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e Agility: Althoughtechnical integration builtto
share the COA across systems can achieve the
goalofaligning the values acrossthe
application footprintin the nearterm, it falls
apartwhen dealing with major organizational
change. Having a central location with the
ability to visualize the change impact to
subscribing applications, enables much more
rapid and controlled execution of

reorganizations, M&A or major systemupgrades.

Actually make it happen

The issue of data standardization propagates
across mostcompanies, and manyhave already
made heroic attempts atdata governanceinthe
past. Often executives think theircompanyis too
big to solve all ofthese issues, butimplementing
data governance solution forone business area, or
even for corporate, is a good place to start. While
implementing a datagovernanceframework across
an enterprise mig htseem insurmountable, that
doesn’tmean you can’tgain value from thinking
through the process, and beginning to look atdata

asa strategic asset. Conikersuggests that




companies startby governingthe COA with back-
office financial systems. By focusing on the data
framework, governance, technology and workflow
thatestablish a COAapartfromthe ERP,
companies can seta realistic goal thatachieves

realvalue.

“In fact, it sounds strange to sayit, butthere’s even

more value ingoing through the process thanin the

end state itself,” Conikersaid. The reason beingis Joseph Coniker
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