
Why Combine Intercompany Payments into a Single Amount?
 

Consolidating Intercompany payments into just one amount can bring significant benefits.
Consider how many in-house transactions are created from hundreds or thousands of invoices
every week, month or year. Then think about how much time and effort is involved in recording
those payments accurately, handling invoices, compiling reports. The list goes on. At a large
multinational corporation, think about the possible time saved by combining numerous internal
transactions into a single payment.

Combining Intercompany payments into a single amount makes the whole process simpler and
more streamlined, saving accounting managers and their teams time, money and effort. For
corporations the benefits of consolidating intercompany payments via a netting system are
considerable:

1. Workload Reduction

Because there's only one payment to be made per subsidiary, all the accompanying work is
immediately reduced. The time taken to set up, process and even chase a large payment is the
same as for a small one. Instead of dealing with many smaller payments it makes perfect sense
for your team to switch to dealing with only one.

When you factor in other time-consuming elements such as payments being applied to wrong
accounts and then having to be reallocated, as well as the matching up of part payments, and
administering payments made in the wrong currency – you can see how dealing with just the
one payment can save a sizeable amount of time and stress.

2. Simplification

Intercompany Netting simplifies many processes:

Control – Centralisation brings greater discipline and structure to payment
processing, and much higher visibility of Intercompany payments across the
group. For example, potential problems with certain invoices can be identified,
highlighted and dealt with quickly and effectively. The potential for accounting
mistakes is vastly reduced, any uncertainty around the timing and accuracy of
Intercompany settlements is also alleviated.
Security – Because payments are centralised instead of distributed, it's a safer
system.

Segregation of duties – Netting procedures are better safeguarded, as
a single payment system facilities stronger internal control, reducing the
risk of theft, fraud and/or other dishonest actions (as well as honest
mistakes, of course).
Fewer payment systems – Having an overarching centralised system
not only reduces workload and processes, it can also lessen the total
number of systems in use across the group.

Impact on the Fees – As potentially only one payment is made across multiple
accounts, overall bank fees are lowered significantly. Also, all accompanying
work is reduced immediately, simply because there are fewer payments and
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sources of payments to consider. What’s more, the concentration of payments
and reduction in the number of banks used leads to a reduction in float.
The POBO (Payments on Behalf of) model allows third party payments to be
made on behalf of group companies. Adopting a centralised approach to
payment processing has many benefits with the elimination of foreign currency
accounts held by business units and greatly reducing the number of settlements.

3. Hedging

With a single intercompany netting and settlement system, risk management is greatly
enhanced. The system facilitates the combination of multiple transactions into a single currency
balance, so exposures can be identified easily and quickly before being hedged. Combining
hedge settlements with trade settlements further reduces the number of payments and allow for
the best FX rates to be attained.

4. Reduced Foreign Exchange Risk

A Netting system can make adding business units abroad a low-risk possibility – the risk of
changes in foreign currency rates and payment fraud being markedly reduced. It is the netting
effect that leads to the FX volume reduction, settlement in a single payment to or from the
subsidiary is just a desirable by-product. Also Netting gives rise to a reduction in the number of
foreign exchange deals and system users can look forward to seeing substantial savings in
terms of reduced FX spreads achieved through the currency consolidation effect.

5. Reduced Costs

Payment costs are reduced because fewer payments are made but the savings don't end there:
implementing a single payment system can lead to reduced costs in other ways. Money can be
saved on invoice processing; transactional handling costs can be lessened considerably and no
longer do parties need to wait for clearing times between transactional initiating and settling.
Fewer staff are required in invoice handling/management, and man-hours are greatly reduced.
In addition, because a single payment system can mean a reduction in internal mismatches at
group level, that saves time, effort and money.

6. Better Use of Working Capital

The alignment and timing of value dates impacts foreign exchange hedging and working capital.
Knowing when a payment is arriving allows you to time paying your bills. If it’s in a foreign
currency, you might want also to hedge it, so you know what you're going to receive, and you
can hedge to the date the funds come in.

For example, if Subsidiary A hasn't paid its invoices, it's sitting on a balance, while Subsidiary B
(waiting for payment) must borrow money for working capital. At the Balance Sheet level, the
two subsidiary balances will net to zero, as long as they have reconciled correctly. But the
parent will see the impact at the bank when it must fund the subsidiary B’s working capital
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shortfall.

Safety Net

Finally, the question could be raised: is the single payment system perhaps too perfect?
Isn’t it inevitable that sooner or later a dispute over an invoice will occur, meaning that an
automated system that virtually ‘thinks for itself’ may in fact wrongly settle an invoice?

A situation such as this is precisely why a multilateral netting system has tools such as ‘invoice
flagging’ built in. Once an invoice comes under dispute, the system can either pay the amount
into a holding account or the invoice can be carried forward into the next netting period.
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