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5 Good Reasons for Ramping up Your Receivables Management
Cash flow is the lifeblood of every corporation. Creating positive cash flows is essential in running a successful 
business. It is the sales process of the organization that is usually the focus for creating cash flows, however, 
just as important, is Accounts Receivable. If your sales goals are met or exceeded, that’s great. But unless 
your company sells over the counter and receives its cash immediately, as in the case of retail or supermar-
kets, inherent risks of receiving your cash late, incomplete, or in some cases, not at all, are apparent if your 
receivables management is not in order. Cash recovery from customers tends to be a secondary task, but in 
actuality, it is a vital area that attributes to the company’s lifeblood: cash. 

Studies frequently show, however, that cash application is still an area where manual tasks often dominate 
daily routines and where significant optimization potential often lies idle. Specifically, when corporations deal 
with many different formats and multiple currencies, the matching of open items to cash is often complicated; 
it is not uncommon that the data given in the various formats is incomplete or presented in unstructured or 
inconsistent ways. It is impossible to achieve optimal days sales outstanding (DSO) when having to manually 
sort through data and match it with the correct open item(s). This has a detrimental effect on the corporate’s 
working capital management or lifeblood. 

The Pressure is on for Optimizing Accounts Receivable
In a time, when increased pressure is placed on corporate financial experts to deliver more value at lower 
costs, it is worthwhile to investigate solutions to optimize the “back-end” of the credit-to-cash cycle. Enhancing 
the receivables management process can introduce significant benefits to the working capital management 
of a company and offer a tangible return on investment. This is not only due to cost savings that can be rea-
lized, but also due to better customer relations that lead to continued orders and reliable payment practices. 
Customers representing true non-payment or partial payments may be a result of several different reasons: 
customers might have simply forgotten about the payment or have lost the invoice; they may have liquidity chal-
lenges themselves or have even declared bankruptcy; there may be discrepancies between the prices offered 
and charged; they may be dissatisfied with the product they received, etc. If a corporation can free its staff 
from time-absorbing manual tasks in reconciling incoming payments with open items and posting them to the 
customers’ accounts, the staff can be directed to pursue delinquent customers. They can address incomplete, 
disputed, or non-payment, and they can identify actions and solutions for payment and future orders. The lon-
ger an organization takes to rectify outstanding or delinquent balances, the less likely they are to collect the 
owed funds. Improving customer relations with true, up-to-date, and the most current information can result in 
a reduction of bad debt losses and shorter payment times. 

So, how do companies insure that their receivables management processes are optimally automated and 
that their staff can focus their valuable time in pursuing disputes and delinquencies? It is advisable to start 
by looking at their procedures and to standardize them across the organization. The larger the corporation, 
the greater the need for the right tools to help to manage and steer corporate directives. Companies need a 
properly defined infrastructure, whether it is a single or multiple instances of an integrated enterprise resource 
planning systems (ERP), across the organization to ensure commitment, communication, and standardization of 
processes and procedures that can be tracked and measured. In order to support the processes and provide 
as much automation and integration as possible, specialized technology may need to be incorporated to realize 
the necessary benefits. 

Standardize or Perish
Improving organizational practices can help shorten the straight-through reconciliation and posting process. 
This includes streamlined and standardized procedures: to recognize customer specific formats, to translate 
customer specific deduction codes into the organization’s common code structure, to define standard pro-
cesses for dispute management, to assign specific reason codes for reporting and research, to clarify coope-
ration between accounting and credit management, to set a timetable for regular management reports, and to 
monitor key performance indicators (KPIs) to drive down DSO on an on-going basis.
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Ramp up Technology if Manual is no Longer an Option
Instead of reconciling each open item to the lockbox data, the bank statements, and the direct/indirect 
remittance advices manually, corporates should strive to employ technology to automate the reconciliation 
and posting process. As a prerequisite to automation, of course, financial institutions and customers need to 
provide depository and remittance information electronically. If that is not possible, corporates can scan the 
corresponding documents and thereby “electronify” them, request data in Excel® format, text format, or reada-
ble pdf format. Once the data is imported, posting rules can then be invoked to match the imported data to the 
open items from the ERP. Specialized software or technology can further optimize the reconciliation process 
and provide immediate management KPIs. 

When researching and selecting the right technology for automation requirements, companies should consider 
what is pertinent to their organization in achieving ideal cash application and customer satisfaction methodo-
logies.

Professional Reconciliation Software should incorporate the following:

 � Automate the reconciliation process as much as possible

 � Support different formats of account information and languages

 � Enhance deduction management with the automatic assignment of reason codes

 � Optimize dispute management with a standard clarification workflow

 � Elevate lockbox processing with robust matching rules and a better understanding of data  
 formats (BAI, BAI2, EDI823, bank proprietary, etc.)

 � Maximize remittance advice processing by using all the data contained in the remittance files  
 (EDI 820, ACH CCD+, ACH CTX, Excel®, PAYMUL, etc.)

 � Interpret electronic bank statement files (Wires, ACH, SWIFT MT and camt, XML, FINSTA, bank    
 proprietary formats, etc.) for straight through processing

 � Enable direct posting of open items to the ledgers of the central ERP system (faster processes,    
 no double administration)

 � Be fully integrated into the central ERP system to enable faster posting

 � Be standardized, but provide flexibility for users and processes

 � Provide intelligent and flexible matching rules that can be customized by the key users without    
 the support of the IT department and that enable a continuous optimization of processes

 � Contain an optimized post-processing tool for incoming payments that lack vital data for the  
 automatic matching process 

 � Provide management reporting facilities to support strategic decision-making

 � Help to measure performance 

 � Be intuitive to use
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With the capabilities that an ERP can offer, coupled with enhanced software potential, companies around the 
world have been able to migrate from an entirely manual processing of accounts receivable to automation rates 
between 75 – 90+ percent. An automated reconciliation process helps to reduce DSO, which is good for the 
cash flow and working capital management.

The Integrated Processes of a specialized Cash Application module.

Why Receivables Management is so Important – 5 Good Reasons
Building a Solid Foundation for Cash and Risk Management
Corporate cash management and risk management are only as good as the data they are calculated upon. 
Thus, an effective receivables management policy is not only important for generating immediate and positive 
cash flows, but it also delivers accurate and timely data that is needed for managing corporate cash and 
customer risk. 

Generating the Cash Flows Needed for Running a Successful Business
There are companies that have filed for bankruptcy, despite booked sales orders, merely due to the fact that 
they did not have sufficient cash flow in their bank accounts, because customers were not paying their outstan-
ding invoices. Cash is vital for a company and investing in a professional receivables management tool brings 
immediate benefits. Instead of spending time on manual reconciliation efforts, staff can focus on an effective 
dunning process and in building positive customer relations for future payment strategies. Better customer 
relations will also contribute to a reduction of losses due to bad debts. 
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Reducing DSO
Receiving cash and applying it faster has positive effects on the company’s DSO. Initiating immediate or elec-
tronic invoicing, providing payment incentives (terms, discounts, etc.) along with electronic options (ACH, Credit 
Card, Fedwire, etc.), automating posting proposals, and the continued review of customer payment history and 
the elimination of bad or costly customers, etc., contribute to the reduction of the DSO.

Supporting Working Capital Management
Effective receivables management is an important pillar in the equation for optimizing a corporate’s working 
capital and in calculating its cash conversion cycle (CCC); it is one of several measures used to calculate 
management’s effectiveness to generate cash. Short-term assets such as Accounts Receivable and inventory, 
and liabilities such as Accounts Payable, along with revenues and the cost of goods sold (COGS) attribute to 
the ratio. By automating and integrating the cash application process, companies can positively affect this ratio, 
and position themselves further to plan and rely more on their own internal resources instead of having to pay 
interest on externally borrowed money to level any short falls. 

Reducing Costs
The return rate in investing in the implementation of an automated cash application software module is high, 
as positive effects can usually be realized immediately. As is depicted in the following case study, automatic 
matching rates increased and substantially reduced the need for manual intervention. Should the software 
module be fully embedded within the central ERP system and incorporate previously decentralized systems, 
the reduction of administrative costs is significant, as the data is automatically stored in a centralized database 
and applied. Double administration of data and maintenance of multiple systems is thus reduced. 

Conclusion
Optimizing the receivables management process is vital in ensuring smooth operations and positive cash 
flows. By implementing a specialized and fully integrated solution, companies can automate the antiquated 
manual tasks that still often plague most of the receivables management departments in companies worldwide. 
Shifting of resource focus from manual processes to dealing with customer satisfaction, pursuing outstanding 
payments, and the clearing of deductions and disputes will provide accurate management reports, and proper 
KPIs. 

Case Study
At a global chemical company with many subsidiaries, payments were received in multiple formats and 
via different methods.  In some subsidiaries, the receivables management process was administered 
manually.  This hampered a centralized overview of cash flows, and data collection was manual and time 
consuming.  Upon implementing a specialized, automatic cash application software module, integrated 
within their central ERP system, automatic reconciliation rates increased in some of the subsidiaries 
from zero to up to 95 per cent, and significant increases were also realized in entities where a level of 
automatic matching was already in place.  As a result, the company gained a centralized and up-to-date 
overview of their Accounts Receivable across all its subsidiaries. The current and accurate data supported 
an enhanced cash management and planning, and thus contributed significantly in reducing the DSO and 
in achieving a better CCC. 
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The right partner

Hanse Orga is one of the leading providers of specialized financial 
software solutions for SAP®.  We are certified as a SAP® Software 
and Technology Partner.  With over 180 dedicated employees, we 
successfully completed over 90 projects in 2012 to the benefit of 
our customers. Our customer base consists of 500+ worldwide 
companies, spanning all industries including: Oil and Gas, Chemicals, 
Insurance, Retail, Manufacturing, Consumer Goods, Telecom, 
Logistics, Government, etc. Hanse Orga offers fully integrated SAP® 
software solutions for optimizing the accounts receivable and payable 
processes: the FinanceSuite AutoBank Automatic Cash Application 
module offers companies a robust business-driven rules engine and 
a single post-processing screen.  Its flexible management dashboard 
helps in providing KPIs, hit rates, benchmarks, etc. to manage critical 
processes. 
For more information about Hanse Orga and our solutions for cash 
application, payments, treasury management, cash and liquidity 
management, bank account management, or our consultancy services, 
please contact us at www.hanseorga.com


