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Intercompany: The Case for 
Transformation

Due to recent global economic events, finance continues to be challenged to do more 
with fewer resources, and intercompany processing is no exception. In addition, 
this area is garnering increased scrutiny because of a post-crisis focus on controls 
and risk management. Although intercompany has not garnered a lot of attention for 
transformation historically, it has recently become an area of concern, with companies 
investing in systems to support financial consolidations and general ledger reporting 
activities and ultimately, improved transparency. 

One of the best ways to assure data integrity is to examine intercompany processing. 
Although frequently ignored by finance leadership (given that it is an internal process), 
diagnosing the health of internal controls relies on understanding the different 
component processes related to recognizing revenue along the supply chain, which 
is essentially the crux of intercompany processing. Depending on a company’s 
growth history, intercompany “clutter” takes many forms: intricately linked manual 
processes supported by one or two knowledge experts with many years of experience, 
processes that work smoothly until a payment or supply-chain issue arises, or mounting 
intercompany elimination account balances that carry over each month.
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Executive Summary
Intercompany deserves attention because the risks of real cash flow and poor data integrity are substantial, 
ranging from inventory write-offs, top-side adjustments, wasted resources and financial integrity risk. Automation, 
standardization and reorganization of work to reduce the volume of intercompany transactions can save organizations 
from real headaches such as restatements and statutory reporting issues. But in addition, revisiting intercompany 
processes is likely to uncover significant value in the form of opportunities for lower costs and greater productivity. For 
example, organizations that tend to overlook intercompany accounting have traditionally compensated for their lack of 
process rigor with additional resources, a tactic that can become quite costly to sustain.  
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These trends can be viewed as an opportunity for the finance organization in general and 
intercompany accounting in particular to transform. The broad, diverse areas of traditional 
transformation also fit an endeavor centered specifically on intercompany issues, including:

Improving the efficiency and effectiveness of intercompany processes.

Maximizing automation and use of supporting financial systems to ensure data integ-
rity and develop a reliable source of data for financial reporting and broader analytics.

Advancing the capabilities of the function.

More importantly, intercompany has one of the largest disparities between the efficiency 
of world-class and peer-group finance organizations. Peers have twice as many FTEs 
per billion dollars of intercompany revenue (Fig. 1). Organizations that tend to overlook 
intercompany accounting have traditionally compensated for a lack of process rigor with 
additional resources, a tactic that can become quite costly to sustain.

Instituting change involves the basics of accounting, ensuring that processes operate 
with the right controls, integrity, rigor and transparency, all while continuously achieving 
efficiencies. To get back on track, companies should focus on improving reconciliations 
and processing rigor, redistribute of work through leveraged models (such as Global 
Business Services/shared services) and seek greater visibility through new reporting 
methods and tools.

How Did We Get Here?
Companies do not aspire to have a large number of intercompany transactions and a 
complex record-keeping environment. The nature and volume of these transactions 
are generally created after business decisions have been made, without regard to their 
downstream impact on supporting intercompany processes and procedures.

Most intercompany issues arise (and multiply) during the month-end close, financial 
reporting and account reconciliation processes. Individually, various intercompany 
issues (e.g., resource time, duplicative processes, outstanding balances) may not be 
material and are often viewed as an insignificant source of potential value. However, 
from a total governance and control level, these disparate problems can easily strangle 
an organization, preventing it from completing financial and management reporting 
activities that require more attention during month-end close, and ultimately resulting in 
exposure risk.

FIG. 1   FTEs per billion of intercompany revenue
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Case study: Global life sciences 
manufacturer

Situation:

Two years after being spun off 
from its parent company, a closer 
look by the company at its ongoing 
financial imbalance issues revealed 
intercompany non-eliminations as a 
material culprit.

The company’s complex effective 
tax structure conflicted with the 
flow of goods/services among 
legal entities, causing a number 
of process breakdowns extending 
from operations to finance.

Accountability to resolve out-
standing imbalance issues was 
not clearly defined between legal 
entities and corporate.

Approach taken:

Baseline assessments were per-
formed to understand how each 
intercompany transaction type was 
documented through disparate 
financial systems.

Interviews with key intercompany 
stakeholders in operations, finance, 
IT, treasury and risk were conducted 
to identify root causes contributing 
to intercompany non-eliminations.

Results achieved:

New future-state intercompany 
processes to support disputes and 
settlements between trading part-
ners were defined.

Improved reporting through exist-
ing GL systems and new dispute/
settlement management tools were 
implemented to enhance intercom-
pany information transparency.

Dedicated intercompany roles 
were established within finance 
to monitor and process ongoing 
intercompany disputes upfront to 
prevent non-elimination events from 
occurring during month-end close.
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The effects of intercompany challenges don’t end with a small group charged with 
reconciling these accounts. More resources isn’t the answer; rather, there are broader 
financial implications (Fig. 2). Therefore, it is paramount to tackle intercompany 
challenges head-on with the goal of making lasting changes that will prevent them from 
growing into a larger, systemic issue.

Over time, many companies have arrived at a disorganized intercompany process state 
because of gradual “creep” in the financial infrastructure and underlying complexity. 
Through changes in internal structure, mergers, acquisitions, or other business changes, 
the end result can be:

Multiple ledgers and charts of accounts.

Recent system implementations which do not yet rationalize the intercompany processes.

Disparate ERP and/or operational systems that make cross-entity transactions more 
burdensome.

Missing knowledge due to transfers or reductions in personnel.

Customer-facing processes are frequently ranked as the highest priority for continuous 
improvement, and rightly so. However, many companies fail to realize that internal 
processes (e.g., intercompany eliminations, dispute management) often dictate the 
relative strength or weakness of their own back -office controls. The true cost of current 
intercompany practices is revealed when the outlay required to maintain manual 
processes (or work around a lack of processes) drives revenue and cost amounts that 
are not fully realized along the intercompany sales chain. As the number of unresolved 
transactions builds, the probability of internal financial leakage rises. Clearly, the results 
can be severely damaging. This risk is often not fully appreciated or understood until the 
organization is actually faced with these issues. 

FIG. 2   Intercompany issues have broader financial implications
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Source: The Hackett Group

Addressing complexity
Business complexity leads to additional 
complications when executing inter-
company transactions. Structures and 
choices in policy can have significant 
effects on the number of intercompany 
transactions that must be executed 
and the difficulty of recording them 
properly and in a timely manner.

Addressing the following questions 
will have a marked effect on inter-
company:

Are any of the company’s business 
units in highly regulated countries 
or industries? If so, how well do 
current processes handle invoicing, 
tax and other specialized require-
ments?

What transfer pricing agreements 
exist and where does the documen-
tation reside? Are they up to date? 
Can they be easily accessed for 
reference? How is compliance with 
these agreements (and the corre-
sponding rates) enforced?

Does the intercompany process 
span more than one ERP? If so, 
how does the company guarantee 
that the corresponding journals are 
all made in the same accounting 
period with the correct accounts to 
the correct units?

Does the company have intercom-
pany transactions in foreign cur-
rencies? If so, how does it handle 
booking foreign exchange journals, 
foreign exchange rate ladders, net-
ting and settlement?

How widespread is the need for 
intercompany transactions? For 
example, might employees who 
work in one company be booking 
travel expenses in another?
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The Transformation Opportunity
Our research indicates that about half of organizations have a high level of standards in 
place for the overall intercompany function. Broken down into specifics, the elements 
vary from a high of 92% with comprehensive policies to just 30% that enforce 
materiality thresholds and perform these tasks in a shared services environment (Fig. 3).

Automation is indispensable for reducing costs and errors. But, due to the complexity 
of the tasks, intercompany remains a highly manual process (Fig. 4). Understanding the 
nature of intercompany transaction flows and setting effective process guidelines and 
standards to address defined intercompany scenarios will allow a greater percentage of 
processes to be automated.  

Source: Account-to-Report Process Performance Study, The Hackett Group, 2013

FIG. 3   Use of intercompany processes and standards
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FIG. 4   Percentage of intercompany processes automated

Source: Account-to-Report Process Performance Study, The Hackett Group, 2013
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In order to accurately assess the state of intercompany processing, a clear understanding of 
supporting systems, processes and workforce capabilities is required. Investigating inputs/
outputs and interdependencies with other financial and operational processes will reveal the 
root causes of problems, while evaluating existing technology that provides reconciliation 
support and monitoring controls will help determine whether the tools are successful 
process enablers. In most cases, diagnosing the health of intercompany processes will also 
shed light on parallel customer-facing issues such as billing accuracy, dispute management 
and collections effectiveness. In other words, addressing the root causes related to 
problems with intercompany processing can also improve customer relations. 

When undertaking a transformation initiative, consider the following guidelines to help 
govern the process:

Look past surface symptoms. Conduct an in-depth root cause analysis to identify the 
factors behind process discrepancies. Once these are identified, implement immediate 
measures to track progress over a specific time period to quantify the problem (e.g., 
number of reconciliations completed per month, number of intercompany confirma-
tions performed on time).

Cleanup cannot be avoided. Outstanding and ongoing intercompany imbalances 
need to be reconciled or written off depending on materiality in order to reset the 
baseline for intercompany process measurement. Adopting new processes is most 
effective when a cutoff point between old and new practices is established. When 
cleanup requires expense, such as in the case of having to make wire transfers, seek 
solutions that can reduce fees.

Establish “one source of truth.” Depending on legal entity setup and other organiza-
tional complexities, one common view of intercompany transactions needs to be 
used when communicating between trading partners. Whether intercompany detail is 
distributed via spreadsheet reporting or via shared “read-only” views in a system, define 
the single source of data and make its use mandatory. 

The transformation can be fast-paced and comprehensive or handled incrementally. 
In Fig. 5 below, we present some smaller projects that can be used to jump-start the 
process. While modest in scope, these actions can help prove the case that investments 
in intercompany improvements return high value.

FIG. 5  Examples of people, process and technology-related intercompany initiatives

Process Technology People

Institute a monthly confirmation 
process for all tradition partners, 
with clear deadlines and 
definitions for what constitutes a 
“confirmed balance.”

Create an “intercompany balance 
portal” in a shared tool that 
allows transaction partners to 
view their due-to and due-from 
for offline analysis (e.g., ERP, 
business analytics tool)

Create an intercompany hub/
Center of Excellence to expedite 
the resolution of disputes and 
escalations.

Run regular intercompany 
DSO reports to monitor timely 
resolution of intercompany 
disputes and watch for financial 
leakage. 

Minimize the number of 
GL systems and variations 
in the chart of accounts for 
intercompany accounts where 
possible.

Assign accountability 
for maintaining “clean” 
intercompany balances to one 
group (e.g., FP&A, internal 
controls).

Incorporate the setup of transfer 
prices between trading partners 
as a part of new legal entity set- 
up processes.

Use technology incrementally 
and migrate to a more 
systematic solution.

Define and communicate how 
roles and responsibilities are 
structured around key elements 
such as dispute resolution, 
escalation management and 
intercompany reconciliation.

Create material cascading 
measures that facilitate faster 
signoff on finalized account 
reconciliations.

Resolve any historical imbalance 
issues that may have resulted 
from system conversions.

 Source: The Hackett Group
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Strategic Implications
Intercompany may feel like “Monopoly money” to some, but it deserves attention 
because the risks of real cash flow and poor data integrity are substantial, ranging from 
inventory write-offs, top-side adjustments, wasted resources and financial integrity risk 
to major financial exposure.   

Establishing performance measures (and/or interim assessments) of the intercompany 
process is the first step in understanding the situation and determining whether action 
is needed. If so, process remediation often involves two concurrent but separate tracks: 
first, establishing visibility to the current state and addressing historical issues, and 
second, designing a sounder and better-integrated future-state process to minimize risk 
and sustain financial integrity.

The classic symptoms of intercompany issues – top-level intercompany imbalances, 
poorly understood transfer pricing, and significant volumes of processing and personnel 
time – can be clues that action is needed. Intercompany assessments are like a 
cholesterol check for finance processes. If the organization’s cholesterol exceeds the 
healthy range, immediate action is needed to prevent more significant problems in the 
future (e.g., restatements or statutory reporting issues). Intercompany requires careful 
performance monitoring and on occasion, surgery, to restore the processes to health.

Related Hackett Research
“The Close-Related Practices of Top Performers: Essential Steps for a Better Monthly 
Close,” August 2015

“Leaders of Account-to-Report: Key Performance Levels and Methods,” April 2014

“The Account-to-Report Service Delivery Model, Part 1: Optimizing Service Placement to 
Maximize Accounting Leverage,” August 2013
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This publication has been prepared for general guidance on the matters addressed herein. It does not constitute professional advice.  
You should not act upon the information contained in this publication without obtaining specific professional advice.
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