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Integrated Accounting in ERP-
Environment

From bookkeeper to 'knowledge
services’ professional



Milestones of Enterprise Resource Planning —systems
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Double-entry bookkeeping was
developed during the fifteenth
century and was first recorded in
1494 as a system by the Italian
mathematician Luca Pacioli.

Era of manual bookkeeping lasted
from 14th century to 19th century.
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Automation started with

mechanical systems (e.g. Taylorix).

First computer based accounting
systems appeared around 1950.
Repetitive transactions like
accounts receivable and payable,
inventories, and payroll were the
first targets.

First software packages come to
market around 1970. The Era of
ERP-systems begins first in 1990
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Enterprise Resource Planning systems
(ERPs) integrate data and processes of
an organization into a unified system.
The key ingredient of most ERP
systems is the use of a unified
database to store data for the various
system modules.

SAP AG was founded 1972. Their first
product was R/2, a character-based
software package for mainframes.
SAP R/3, a client/server system with
graphical user interface and relational
database, was released 1992.



Developing tools for financial users

Since the early years SAP R/3 has developed from accounting screens to an info
knowledge workers workstation.

The focus is moving from transactional
processing (traditional bookkeeping) towards
a decision support system.
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Why SAP R/3 ?
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Many companies had
developed an IT jungle and
were facing the risks of the
millennium change.

SAP R/3 was offering an easy
way out and many companies
started implementing R/3 and
the ‘SAP diamond’ picture
became familiar all over the
world.



R/3 modules

Overhead Cost Controlling MM .
(cost center accounting, cost \ / Material Management

element accounting)

Product Costing \PP/ Production

SD Sales and Distribution
Profitability Analysis \ /

Financial Accounting The traditional way of presenting SAP
modules




R/3 integrated business process model
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In R/3 the logistical value flows are automatically transformed
to money flows in financial accounting and controlling.
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From modules to Business Intelligence
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The traditional way of picturing SAP R/3 was a daard with basic
modules. Over the years the modules have mergea@iobre that feeds
information to the data warehouse (BW), which fothms common data
source for the new Bl-solutions on the tacticablf6EM, SCM, CRM,
SRM)

SupplierRelationshipM anagement

Supply ChainManagement (APO Advanced Planner and Optimizer)
CustomerRelationshipM anagement

ProductL ifecycle Management

New development is done on the strategic level
of a business intelligence system.

KM Knowledge Management

VBM Value-Based Management (VBM)

SEM Strategic Enterprise Management (SEM)
KPI Key Performance Indicator



From traditional reporting to data warehouse

Soon the reporting and data access became bottlenecks. In many companies certain reports were
banned and at the closing times the system was freezing. To help this area SAP launched the

business data ware systems (BW). The goal was to separate the operative system and the reporting
system.
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Accounting in ERP-environment

Accounts receivable, accounts payable, asset attnguand general ledger form a unity, which alsdudes payments are
part of the financial accounting system. Reconiidrais taken care automatically.

The accounting transactions are produced in tHg dperations and are automatically updated to attog. The real
bookkeepers can be found in the storehouses, aadegroduction.

The majority of accounting transactions come thromgegration. The postings are defined by autarreatcount
determination rules and the choices made by thesuse
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SAP R/3 is a document based system. Everything you do creates
a document in the system.

The accounting documents are generated
mostly outside accounting module as ‘by-
products’ of postings in logistics.



Statistics from a manufacturing company

| Manual postings | | Automatic postings |
e G/L documents 3.650 « Sales invoices from SD 725.380
« Manual cust.invoices  2.346 * MMinvoices 35.424

« Manual vendor inv. 9.128 * Material movements 2.775.875

\ 4

Via interfaces

» Wages, salaries

Here is an example of a company's document statistics in one year. As you
can see here the store workers produce the most of the accounting
documents.
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R/3 Is an integrated information system

Procurement
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SAP R/3 changes the world. Every store worker becomes a bookkeeper producing
accounting postings. A horror scenario for accounting department, if the SAP use is
not disciplined.
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Integration challenges accounting
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It is no longer enough to know the accounting saadsl The
better you know the processes of the company and/élys the
systems used there, the better you understandithbers
updated in accounting. It does not harm to knowetbing
about the configurations either.
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Accounting challenges the rest

In an integrated system most of the accounting ohecus are produced outside
the financial department. The problem here is ti@taccounting principles and
standards are not known to all these ‘bookkeepers’.
Although the postings are based on automatic ad¢twurules, the user does
influence the process (intentionally or unintenélby):
For example following problem areas can be idesdifi
Choice of the accounting period
Assignment of costs and revenues
Changes of the moving average price and pricerdifiee postings
Cost posted as investments
Postings in wrong company codes

Accounting team in ERP environment Clearing team in ERP environment
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Automatic account determination

Material process Accounting

oy Balance sheet

Goods are in stock

Inventories
Goods receipt or
stock transfer ,
\/}/ Profit and loss
goods issue
Material usage
\
. > - =
consumption ="
&

SAP has solved the discipline issue with automatic account determination.
Behind all logistical transactions are lots of parameters and configuration
settings that steer the process.
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On-line, real time integration

MM Sé r Posti ' terial
Material ostings in material process,
e - \ S generate postings in Fl and
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P&L Balance sheet

Capital

Costs
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Document Relationship Browser

The relations between the documents can bee seen with Document
Relationship Browser (transaction ALO1). From the document list
you can drill down to the documents.

16



fco+

Who sets the parameters?

Implementing R/3 usually means that an army of SAP
consultants occupy your company. Hopefully they do a
knowledge transfer of the configurations before they
leave. You should be the one, who understands the
system settings and knows the processes.
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Integration requires expert knowledge and new skills

A French tax
code and a US-

vendor? Tax code of

the purchase?

An integrated system demands more knowledge and understanding the process,
because also the errors are very integrated.
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Integration requires knowledge of the process

Example: production wants to produce something; where it needs raw
material from another plant. Some genius orders the stuff with a sales
order. Consequences: the goods arrive and production is happy. But
the accountant is not. The sales transaction posts the material to a cost
center. It creates a tax liability for own use and the posting goes to
wrong accounts.

The right way would have been to make a stock transfer.
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What are the main causes of the integration problems?

o Configuration errors:
e Wrong assignments
e missing account determinations...
« Master data errors:
e Wrong or missing master data
 Human factors:
* misunderstandings
* lack of knowledge
e Ighorance
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Problems, pitfalls

MM:

» Balances

* master data

e moving average prlce;

 transfer prices

SD:

 period accounting

“".f/;n . rebates

-
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Intercompany transactions

Interfaces
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Integration management — error situations

Errors are usually found: —=

1. Accounting finds something unusual like posting to a wrong - = g \
accounts or unusual amounts. The drill down reveals wrong — (L ///:4
transaction type, wrong order type etc. L N

2. The logistics users cannot get the posting through. They get

an error message ‘needs cost accounting assignment, error in
account determination etc.

99% of cases these messages do not come from FICO

parameters but erroneous procedures in logistics or missing
master data.
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Drill down helps only skilled accountants

The Fico users have to understand the basic functions of other modules.
They must learn how to purchase, sell and use the MM and SD data. They
must also have adequate user authorization to have access to these
modules. They also have to know the processes and integration points.

Why is
transaction type
301 used?

Not working!

Cultural differences in handling error
situations.



What finance people expect of the integration?

 The data is registered at source

* The accountings postings are created real-
time from original transactions

* Error are corrected at source
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R/3 Is an excellent tool for process management

But only if you understand its principles and agree to work according to them.
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ERP — Pros

* The transparency of processes is increased (good
drill down functions)

« Same figures everywhere in the organization (right
or wrong)

e Corrections are no longer made in accounting but at
source

« Common master data

e Real-time information
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ERP - cons

 The errors are also very integrated. Especially the
bad quality of master data creates problems.

« Demands more from users, can even disturb the
business, particularly at the early stages of the
Implementation.

 The concepts can be strange and do not
correspond those used in the organization.

* The translation to national languages is often
clumsy and erroneous.
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Is 1t worth 1t?

If you survive, yes. It's a giant leap to an
other level as IT user.
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