
How to Conduct a Chart of Accounts Analysis

An issue of Accuracy vs. Relevance

Selling a full-blown performance measurement engagement can be a challenge and, in some cases, more than the client may be ready for. Here’s an alternative method for getting your foot in the door; we call this the “chart of accounts” strategy.  This stealth marketing approach hinges on the issue of accuracy vs. relevance or, another way to think of it is, bookkeeping vs. management information. So often times, the numbers in the general ledger may be accurate but not relevant. They are not tied to company goals or indicative of future outcomes. This approach opens the back-door to selling performance measurement services without really having to sell. 

Almost without exception, a client’s chart of accounts needs to be cleaned up and re-structured to provide more meaningful information for a performance measurement system.  Typically, their current financial statements are not formatted as “management reports” or what we would call a “dashboard.”  The protocol below describes a process for improving the quality of information your clients have to work with.

Here are the steps in the process:

1. Partner or Manager in charge of client must “test the water” with the client to determine readiness for this process.  Do this by asking, “Are you getting the information you need to run the company? Is it relevant, accurate, and readily available? If yes, then ask to see their typical management report and drill down from there to see if the report could be expanded into a “dashboard”.  If no, then proceed to next step.

2. Set up an appointment for a staff member to visit the client.  The purpose of the visit is to conduct a “Chart of Accounts Analysis”.  This is a complimentary service provided by the firm to improve the quality of information provided by the general ledger.  There are substantial benefits for both the firm and the client in this process.

3. The staff person, armed with a simple questionnaire (see below), goes to visit the client.  In less than an hour they can get a copy of the chart of accounts, financial statements, and visit with the bookkeeper, controller, etc. 

4. The staff person then returns to the office to conduct the analysis.  Here are some issues to focus on:

a. Are the chart of accounts structured in a way that would make it easy to determine the revenues and expenses specific to various products and services? 

b. Based on how the chart of accounts are structured, could you develop a simple flash report that represents the various activity and profit centers of the business?

c. Is the information structured in such a way as to provide “line of sight” feedback to team members about their performance?

d. How do the controller/ bookkeeper feel about how the accounts are structured?  Do they have any suggestions for improvement or areas of resistance that should be taken into consideration?

e. Does the current structure provide indicators of progress toward goals and strategy?

f. How proficient are the users of the general ledger software, is there a need for further training?

g. Who has access to the information from the general ledger?

h. Is the client’s general ledger software adequate to accomplish the development of reports such as:

i. Product or Service Mix Analysis

ii. Gross Profit per products and services

iii. Activity Center P & L

iv. Contact Software vendor to find out any other special reporting capabilities

5. The follow-up to this analysis is a visit from the manager or partner in charge along with the staff person. Almost without exception, there is a need for some restructuring the chart of accounts, which is a billable activity.  More to the point, the client’s chart of account weaknesses opens a door to:

a. Setting up a business dashboard that will provide a more accurate reflection of what is really going on in the business

b. Provide feedback about progress toward goals

c. A Performance Based Compensation Program

Bottom Line: Your client’s expect you to be involved with their accounting software and chart of accounts.  This simple analysis serves as an ideal bridge to a discussion of performance measurement concepts.  Assuming the client is responsive to this process, this would be a good time to take the client through the presentation, “How Does Your Company Keep Score?” or “Your Business Dashboard” both of which are included in the MBA - More Business Acumen tool kit. The best part about this approach is that you get to involve staff at a level they are comfortable with and that will provide a performance measurement training opportunity.

Chart of Accounts Analysis Questionnaire

Analysis conducted by:_________________________ Date:________________

Company Name: __________________________________________________







Names of those interviewed: 

Name:___________________________________  Position________________

Name:___________________________________  Position________________

Name:___________________________________  Position________________

Name:___________________________________  Position________________

General Ledger Software: _____________________________ version:_______

Software Support Contact Info: _______________________________________

1. How many people are involved with inputting data into the general ledger?

By Whom?

2. Any formal training?  If yes, when?  And what?

3. When was the current chart of accounts developed? By whom?

4. Who has access to the information in the general ledger?

5. Are there any particular challenges with the current structure?

6. How would you characterize the accuracy of the information coming from the general ledger? Circle one 

Very Accurate   Somewhat      Unsure      Not Very        Not Accurate 

Comments:

7. How would you characterize the relevance of the information coming from the general ledger?  Circle one 

Very Useful   Somewhat      Unsure      Not Very        Not Useful

Comments:

8. Are there any special reports (other than financial statements) that come from the general ledger? If yes, how are they used and by whom?

9. Do you have a company dashboard/scoreboard?  Where do the numbers come from?  What is the ratio of financial vs. non-financial indicators?

Take-away  checklist:  

___ copy of chart of accounts

___ copy of current financial statements

___ copy of any special reports

___ copy of dashboard/scoreboard

PAGE  
1
© Mentor Plus 2010 All Rights Reserved


