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Automation and Digitalization

¢
¢
{ 4
I
‘.f;‘n
'E
w

Digital Transformation:
process reformed to be

Digitalization Digital by Design
Process Digital by Default

Dlgmzﬁmon Integrating and transforming the
Replacing mf':\nual . entire PFM process using
processes with ones in emerging/disruptive technology -

digital form All stages of the business process

are digitized - all stages of the

For many countries, early efforts payment process are in FMIS,

focused on automating manual

including creation, checking and

processes -
approval

j Republic of Korea is at
stage Il

I
Most PEMPAL countries are at stages | and |l

*Lorena Rivero del Paso, Sailendra Pattanayak, Gerardo Una, and Hervé Tourpe. "Digital Solutions Guidelines for Public Financial
Management”, Technical Notes and Manuals 2023, 007 (2023), https://doi.org/10.5089/9798400251566.005
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The Differences between Anglophone and Francophone Control Frameworks Matter Less due
to Digitalization

Anglophone Francophone

§Author|ty and responsibility are passed down to budget
i entities, and they are accountable for controls and :
decisions — no central controls

I:I In Australia, the advent of digitization (by default)

éresulted in the process role of Treasury becoming _
éredundant. A similar trend has occurred in sub-national
gtreasuries in some PEMPAL countries too — Armenia &

:While Budget Entities (BEs) are responsible for decision:
making, additional central ex-ante control assures the
. integrity of the system - PEMPAL countries are based :
on this model
O The question is what central controls continue to be
guseful in a fully digital environment? :

i O If Treasury digitizes within its sphere of operation

:Georgia eliminated regional treasury offices, Moldova @ i~ _ _ ;
iwithout integrating across the PFM framework, then ex-
:and Azerbaijan have reduced staffing at the subnational _ ;
level. . lante controls may need to continue. '

However, if the entire PFM framework becomes digital by design, then the traditional control function

of the Treasury may be redundant for most transactions - traditional controls would ideally shift to
occur early in the payment process, and new risk-based assessment tools would become more
common.




Digital by Design - Payment Process
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Pre-FMIS Process

1. Budget approved & spending limits defined in the
system

2. BEs prepare e-cash and procurement plans defining
what is spent and when

3.E-procurement process commences in budget entity
controlled within budget, cash and procurement plans

4. Goods and services determined linked to budget
allocation and UCoA

5. E- Framework contracts define which goods/services
can be purchased and the price

6 E-Contract signed - key control data passed to FMIS
(e.g., UCoOA, commitment value)

The digital environment limits discretionary
decisions and even person—to—person
interaction where “deals” can be made. By the

time Treasury receives the commitment, all
major controls have been executed - except the
receipt of goods & services

FMIS/Treasury Process

I

Stage 1
Decision to
Purchase- Pre-
commitment

-—)

Requisition Stage- Likely to

involve tendering processes
based on the value of goods
and services to be purchased

Stage 2
Purchase Order

| |

Funds Control/Budget
Commitment- Sets aside
funds so that money can not
be spent for other purposes

Accrual - Accounts payable -
Invoice matched to purchase
order/commitment

ngzg: ?“, automatically ‘
Services created
Delivered s
Liability
Stage 4 automatically -'
Correctly ‘ Recognized when
Rendered E- e-invoice received
Invoice received

Stage 5
Payment Pending

in Accounting

Stage 6
Payment Made
automatically (on
the Due Date)

Yes

-

Systems based
on Due date

No

s

L 4

Payment made on due date
electronically recognized
both on an accrual and cash
basis

Stage 7

Budget Arrears
Payments are overdue




I Digitalization of the Payment Process Reduces Risks I

Integration across different PFM systems and functions allows earlier controls to pass forward to later
stages

This, coupled with the internal control framework of the system (data can not be changed without
proper authorization), creates a very strong Francophone-oriented control framework! The reality for
budget entities is that they have limited discretionary decision-making.

Thus, if the budget has been checked, commitments created, goods predetermined and unchangeable,
correct UCoA codes in place, and e-invoice and goods are received, what can the Treasury check that
provides for additional controls over these payments? - green corridor candidates!

Of course, not all payments will be channeled through the e-procurement framework system, although
other controls should also exist early in the process:

= Payroll/Pension - centralized e-payroll system coupled with employee IDs and control over established positions
will provide similar ex-ante controls before Treasury receives payroll payment requests

= Repetitive Payments - establishment of payee dataset, clear identification, approvals, and controls built into the
system, so only eligible entities receive the benefits

= Large Capital Works - centralized public investment management system monitoring project implementation
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Payment Type

Payment Types and Scope for Reduced Controls

Controls

Readiness for Green
Corridor

Salaries/Pensions

Centralized e-payroll system coupled with employee IDs and control over established
positions and budgets

Repetitive payments

Should be controlled in a System with clear beneficiary IDs linked to payment approval

Y - For existing payees — N
- new payees checked

Debt Clear schedule of principal and interest payments — payments generated in debt system Y
DEMFIS

One-off-Payments Social payments etc. during Covid — high risk so need to establish clear criteria for N
ensuring only approved beneficiaries receive payments

Inter-budgetary These are within government (low risk) and should be based on agreed approved Y

accordance with the contract — this is a role for the budget entity expert who verifies and
certifies the integrity of project deliverables.

Transfers budgetary amounts or from shared revenues
Large Capital Big risk at the procurement stage (need to mitigate procurement risks at this stage - not N- Unless strong ex-ante
Payments later in the payment process). Risks also exist that the project is not delivered in controls are in place likely

to need treasury review

Secret Payments Secret payments should be subject to the same controls as other payments with access to Y
the payment information limited to approved officials
Advances Focus on the elimination of these high-risk payments — debit cards, funds in escrow N




I Automation of Other Treasury Functions and Processes I

-
<, _

O Treasury should carefully review all business processes to ensure all possible stages and processes including

those outside FMIS and Treasury’s remit are digitized - the systems and processes should be digital by
design

o Are there steps in the process which will be redundant once digitized? - controls in Treasury or in BEs

o Does the process capture transactions as they occur from its original source? - payroll forms from
payees, requests for procurement from different departments in BEs

o Is each step of the process system based, both in terms of data input but also controls?
o Can each step be reviewed by decision makers and audit?

« An objective assessment of the residual risks once digitization is fully in place should be made

- Treasury controls which cannot be fully automated (the formal approval should be digital) may still be
required for certain processes, however, these controls should be established early in the processes to be
effective e.g., at the procurement stage. This ensures payments which are not legal, efficient or effective
are halted before they commence. The traditional end of process gate-keeper role will be redundant in a
modern digitized environment

Once the process is automated end-to-end, compliance is largely assured. The focus should shift to

whether the spending is the best use of scarce resources and consistent with government objectives.




What Is the Limit of Treasury Digitalization?

As Bl and Al become more mainstream, it is conceivable that everything could be digitized; however, in
the short to medium term, the following activities will continue to require human input, controls and
decision-making.

Approval of unusual or emergency transactions
Assessment and analysis of risks, and development of risk mitigation strategies

Consulting with and understanding stakeholder needs to remain responsive - while reporting is an
obvious area here, this could apply across all of Treasury’s work

Development of forecasting models and new reporting templates, e.g., cross-cutting

Analysis of cash forecasting models - although the forecasting itself can be largely digitized over time
Analysis of financial reports, although the report preparation can be largely digitized over time
Development of internal control policies and procedures and, where relevant, accounting policies
Updating of the UCoA and associated manuals

Training and education of Budget Entities.




Automation and Digitization: A Comment on Sequencing
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Digital Transformation:
process reformed to be
Digital by Design

Digitalization
Process Digital by Default
Digitization
Replacing manual
processes with ones in Bl and Al tools are more
digital form advanced elements, but will

produce the best results where
digitization of existing processes
is fully in place

Countries should initially focus on ensuring
business processes are digitized before embarking
on more modern IT digital tools. This requires

Treasury to extend its horizon beyond its own
area of responsibility to include the full PFM
business process

*Lorena Rivero del Paso, Sailendra Pattanayak, Gerardo Una, and Hervé Tourpe. "Digital Solutions Guidelines for Public Financial
Management”, Technical Notes and Manuals 2023, 007 (2023), https://doi.org/10.5089/9798400251566.005
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Summary and Conclusions

== 11
Many PEMPAL countries have digitized manual processes, but work remains to move toward
these processes being digital by design.

Once processes have been redesigned and fully digitized, many of the traditional processing
and process control activities are likely to be redundant. Value-added controls will occur
early in the process, for example, at the procurement stage, and will be less focused on
compliance and more focused on value for money and effectiveness.

Treasury needs to move on the staffing implications of this as a priority; staff should be
redirected to value-added functions.

There are many value-added activities that Treasury can continue to undertake even with the
advent of advanced digital tools, such as Bl/Al - these activities are shifting towards policy
formulation and advanced analytics.




THANK YOU!
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