PEMPAL – TCOP – Inaugural Meeting for the Thematic Group on “Evolution of the Role and Functions of the Treasury”

Video Conference, 24 November 2015


On 24 November, over 30 participants from 12 countries (Albania, Armenia, Azerbaijan, Belarus, Croatia, Georgia, Kazakhstan, Kyrgyzstan, Macedonia, Moldova, Turkey, Ukraine) took part in a three-hour video conference on the Evolution of the Role and Functions of the Treasury.  TCOP Program Coordinator, Elena Nikulina, and TCOP advisors Ion Chicu and Mark Silins also participated. During the plenary meeting of the TCOP in Tirana, Albania in May 2015, a decision was taken to form a new thematic group to support member countries discuss and plan for the changing role of Treasuries. The advent of automated systems and processes, and the adoption of international reporting standards, is placing new demands on Treasuries. TCOP members indicated that discussing the impact of these changes will better support them in planning for the evolving organizational requirements to meet these new challenges. 

Ms Nikulina opened up this inaugural TCOP TG event by highlighting that elements of this topic had been the focus of a plenary meeting in Kiev in 2013, where Treasury’s role in relation to payment controls was discussed. Similar issues were again examined in Tirana in May of this year where the plenary group discussed commitment controls and the payment cycle. Initially when the group was formed it was to have continued the specific focus on the issue of control, however, the leadership group of TCOP agreed that this should be expanded to focus on how the treasury function should evolve. 


Mark Silins was invited to deliver a brief presentation on the evolving role of the treasury function. He highlighted that in the past, the Treasury was largely a paymaster and processing function, responsible for making payments and collecting revenues. The advent of modern systems and banking interfaces, has seen much of this manual work disappear. At the same time, financial information has become more accessible and the timeliness of reporting has improved. This has enabled many Treasury functions to modernize and shift to become more “active” cash managers with daily information now readily available for forecasting cashflows.  Many treasuries are also producing an increasingly useful range of fiscal and other reports including meeting international requirements such as reporting in accordance with IPSAS and GFSM2014. 
     

The TCP Chair, Vulgar Abdullayev, also delivered a very interesting presentation on the evolution of the Treasury function in Azerbaijan.  The Treasury was first created in Azerbaijan in 1995 through a decree by the President.  In 2011 the function underwent major reform including the implementation of a new Treasury Information Management System (TIMS), based on the SAP Financials COTS package, customized for the Azerbaijan context. The Treasury supports the system through a combination of local SAP expertise coupled with an in-house ICT team. Mr Abdullayev also highlighted that Treasury is seeking to undertake further reform as it moves into 2016 including: reorganization of both central and regional treasury offices to better support the new more automated environment; realignment of functions between treasury and spending units; examining options for new treasury services; and the development of staff capacity both within the treasury and in line ministries.    

The presentation generated a great deal of interest and a number of questions and comments were directed to the TCOP Chair. Ms Nikulina made the point that technology is driving change in Azerbaijan, and like many transition economies, while there has not been a strong legacy for decentralization, automation is now providing the opportunity to revisit this issue.

Angela Voronin, Deputy Head of Treasury from Moldova (and former TCOP Chair) highlighted that a core issue going forward is the issue of central control. The increased capacity for automated accounting systems to replace more traditional manual controls needs to be considered along side each country’s appetite for risk management. This will be an important area for future discussions. 

Ms Natalia Sushko, Ukraine, mentioned that her country is currently considering developing a concept note on the role and functions of the Treasury. Mr Abdullayev agreed that this was sensible given the significant challenges and changes being experienced currently. It was also pointed out that the two presentations from today’s VC could provide useful base material for developing such a paper. 
 
Ion Chicu brought the VC to a close by inviting each country to nominate two permanent representatives for the thematic group along with the identification of key country issues to be discussed at future events. The list of member countries’ suggestions for the TG Action Plan is embedded below. 

[bookmark: _GoBack]

At least one, perhaps two VCs will be scheduled for the first half of 2016. In addition the next plenary event to be convened in Chisinau, Moldova in June 2016 will also have the evolving role of the treasury function as the central theme. 
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 Treasury System Objectives 

TREASURY ACCOUNTING FOR GOODS (WORKS AND SERVICES)  





Ministry of Finance of the Republic of Azerbaijan

State Treasury Agency 

Decree of the President of the Republic of Azerbaijan “On Establishing the State Treasury Agency in the Republic of Azerbaijan” 

of February 9, 2009 



Илхам Алиев,

Президент Азербайджанской Республики,

Г.Баку, 9 февраль 2009 года





Treasury Functions 

Engage in annual government and consolidated budget preparation processes, as well as in budget planning for the following year and the next three years, prepare reporting on cash budget execution 

Provide methodological guidance for accounting and reporting of treasury transactions in the context of government budget execution 

Provide funding for the adopted government spending consistent with government budget revenues and deficit 

Utilize envisaged sources (liquid funds) of budget deficit financing

Put in place an accountability framework to promote public finance transparency in budget-financed organizations and institutions 

Draft consolidated reports on the execution of the government budget 

Finance activities and enforce control over cash execution of extrabudgetary funds in line with adopted cost estimates 

Register goods, works and services procured by budget organizations in the treasury ledgers. 

Other functions 





TIMS Implementation: New Stage in the Evolution of the Treasury System 



Project Preparation (April 2009)

Conceptual Design (October 2009) 

Implementation (August 2010)

Piloting (November-December 2010)

Productive Launch (January 2011)





Top-Tier Conceptual Model 

Ministry of Finance – Budget 

Chief spending units 

Treasury HQ 

Budget institutions subject to regional control 

Regional treasury offices 

Treasury Information Management System (TIMS) 

Treasury Single Account  held with the  central bank 

 Commercial banks 

Suppliers 

Taxpayers 









Revenue and cash expenditure projections, Applications for cash limits 



Applications for mandates, reconciliation and invoice clearance 

Cleared mandates, invoices, payments, accounting reports 





Budget for  budget institutions 

Budget Appropriation

      



Fiscal reports 



SWIFT payments 



SWIFT interactive payments and balances 

Payments/wages 



TSA receipts 
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Revenue and cash expenditure projections, Applications for cash limits 



Cash limits, reports 
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 Information System Components 

1.  Budget management 

2.  Budget mandate management      

3.  Payment management 

4.  Revenue management 

5.  Debt management 

6.  Cash management 

7.  Budget and financial reporting 





Project Objectives 

12

		Objective 		Implementation Status 				

				Start of work 		Work in progress 		Implemented 

		     Provide for both cash and accrual accounting and reporting.						

		    Carry out accounting as per IPSAS-consistent national standards.						

		      Obtain reports required by the legislation of the Republic of Azerbaijan and consistent with GFS and IPSAS.						

		     Move from a treasury single account framework comprising transit accounts to one that captures all revenue and expenditure transactions in a treasury single account.						

		     Provide flexible opportunities for operational liquidity management.						

		 Allow for external audit of public expenditures and revenues.						
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Content Layouts



Project Objectives 

13

		Objective		Implementation Status				

				Start of Work 		Work in Progress 		Implemented 

		    Audit tracking of treasury transactions in a documentary and user format 						

		    Manage all treasury transactions performed in Azerbaijan from financing to obtaining real-time reports 						

		    Put in place a wide platform to design a PFM database for reference and information purposes 						

		    Allow for more components to be integrated into software, such as budgeting, accounting for capital goods, programmatic budgeting, payroll and HR management 						

		    Design a database which could be easily integrated with external system for financial and economic planning, analysis, and management.						
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E-workflow 



















E-workflow 





System Integration 

Financial and Accounting Reporting Arrangements in Budget Institutions and Treasury Information Management System (TIMS) 



Financial and Accounting Reporting Arrangements in Budget Institutions (FARABI)



Treasury Information Management System (TIMS) 
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System Integration 

Financial and Accounting Reporting Arrangements in Budget Institutions and Treasury Information Management System (TIMS) 









Development Plans Going Forward













Connecting budget institutions to TIMS 



FMIS Design and transition to TIMS 



TIMS  Accounting 



TIMS  payroll assessment 



HR Management 



On-line connection to SWIFT foreign currency terminal











Objectives 


Treasury HQ reorganization due to automation of treasury control functions 

Revision of the organizational network of Treasury regional offices 

Redistribution of functions between the Treasury and budget institutions 

Widening the scope of Treasury services 

Learning from other countries’ experience 

Staff training 

Budget institutions staff 

Ministry of Finance staff 

Hardware 

Software 
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Inputs to the Action Plan_Eng.docx
		

		Member country

		Suggestions for the Action Plan



		1

		Albania





		· Fiscal rule (interoperability between revenues, expenditures, deficit and debt)

· Institutional structure (to fit with administrative structure of country etc.)

· Linkage with other systems (public procurement agency, human resources department, AMFIS, Customs system etc.)

· E-invoicing (linkage with the business systems for e.g. utilities bills)

· Centralized revenues collection through Central Bank system (to get in real time data from TSA, actually with one day delay...)



		2

		Armenia

		· Role of internal control in the Treasury System (in particular, with respect to managerial accountability and responsibility in public authorities and in the Treasury, as well as risk management and initial control), 

· The need to develop the Treasury System Strategic Plan, coordination and monitoring mechanisms.



		3

		Azerbaijan

		· Treasury as the State Bank’

· Alternative ways of Treasury Development



		4

		Belarus

		· Automation of the Treasury control functions and change of the Treasury functions and its organizational structure.

· On cash service of extra-budgetary funds’ performance in the Treasury System.

· Establishment of the Treasury link with the procurement system.

· Expanding coverage of means in the ETS.

· Switching to electronic workflow (supporting documents, expenditure commitments).

· Risks associated with the switching to a new chart of accounts and a new budget classification.

· Improving the system of budgetary commitments accounting and management thereof.

· Treasury as a participant of the interbank system with universal coverage of means in the TSA.





		5

		Croatia

		· Experiences (benefits, obstacles) in extending the treasury role with coverage of public (state owned) companies, subnational governments and their users as well as with 3rd level budget users (museum, universities, national parks…) all connected with development of legislative framework and technical infrastructure for extending the coverage of the TSA

· Experiences on introduction of e-invoices in governments business operations and impacts on the budget execution as a step in a developing activities of the treasury

· Experiences and potential risks in setting-up, management and maintenance of decentralized (with a access for every budget user) budget classification system and the same way of functioning master data base of suppliers, banks and accounts (needed for execution of electronic payment) *In Croatia we now have centralised system within MoF

· Financial asset management role at the treasury; financial risk management; enhancing the role of forecasting capabilities and possibilities to maximize returns on idle cash in a changing market conditions and for example in a condition of negative interest rates as well as improvements in administrative capacities of the treasury and their analytical skills

· Further improvements in commitments control system



		6

		Kazakhstan

		· Which is the maximal extend of the Treasury functions?

· Methodology of applying the accrual method in budget planning: the role of Treasury

· Treasury, as financial institution

· Interaction between the Treasury and entities of  the quasi-state sector

· OECD standards in treasury systems development



		7

		Kyrgyzstan

		When switching to the TSA mode, Central Treasury becomes a full-fledged direct participant of interbank payment systems of the Kyrgyz Republic. At the same time, the Kyrgyz Republic is interested in studying the experience of other countries on this matter and application thereof in the Republic.



		8

		Moldova

		· Strategies of the Treasury System development 

· Coverage of Treasury services

· Prediction of liquidity as a process, cash budgets and the role of ministries/institutions in drawing up thereof 

· System of budgetary institutions accounting and integration with ISPFM

· Delineation of authorities and responsibilities of the MOF units, Treasury, ministries, institutions in the budgetary process

· Training as the Treasury function. 



		9

		Turkey

		· Designing an Ideal TSA System: Coverage, Implementation and incentives

· Effective Coordination of Cash Management with Expenditure and Revenue Management

· Treasury Remuneration Policies: How to structure remuneration policy and procedures, what instruments to be used for the remuneration

· IT and Cash Management: Design of an ideal cash management IT system as a part of IFMIS, Tailored IT solutions for cash programming and management



		10

		Ukraine

		· Risks that may arise when implementing information system of public finance management;

· Certification of the management information system;

· Allocation of roles and competences among budgetary institutions and the Treasury in case of centralized services in the information system of public finance management;

· Monitoring assumption of obligations.









image1.emf
EvolvingRoleof  TreasuryNov2015.pptx


EvolvingRoleof TreasuryNov2015.pptx
The Evolution of the Treasury Function

PEMPAL TCOP Working Group
”Evolution  of Treasury Functions and Responsibilities”

Mark Silins, November 2015
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Payment processing - cash and cheques

Revenue collection and recording – 

Maintaining public bank account(s) - the Treasury Single Account concept

Some treasuries performed a pre-audit function (and still do in some countries) 

This may have been as simple as appropriation control or also involved review of whether payments represented the proper use of public money

2

Traditional Role of Treasury Paymaster





Rationale for a Traditional Centralized Control Model 

Budget execution is still focussed on line-item budgeting

Legislative framework prescriptive – focus on detail rather than principles, limited attention to the responsibility of managers to manage

The law may even make the Treasury accountable for payment decisions, or at least be unclear as to who is responsible

Internal controls in budget entities and the internal audit function are underdeveloped

Treasury checks that the correct codes are used and signatures are present on forms! 

	Who ensures that expenditure was a good use of public money? 

Belief that central control is a deterrent

	But without strong decentralized accountability, people find ways to get around controls  

Information technology may not be integrated – no FMIS
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Automated accounting systems have made many of the traditional activities redundant

Electronic payments and receipts – often real time

Replacement of the pre-audit function with system-based controls in accounting systems

The traditional paymaster (processing) function largely no longer required 

Provision of a modern IFMIS or central accounting  system

This brings with it the need for an effective CoA supplemented with clear accounting policies 

Shift from passive to active cash management

An enhanced reporting and accounting function

Greater emphasis on compliance with accounting standards and competent fiscal and statistical reporting

	New understanding by government that not meeting standards impacts international competitiveness and, potentially, foreign investment
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Evolving Role of Treasuries





Devolution of Decision Making
A major trend in many OECD countries in the 80’s and Beyond 

Shift in decision making and accountability from the centre to budget entities – balance of authority and responsibility 

Needs a strong principle-based legislative framework, which incorporates the concept of public internal financial control (PIFC) 

Specific legislative requirements of the financial actors and their role in the budget execution process (PIFC-COSO1)

Strong internal audit is important, as is a strong external review functional with parliamentary support and scrutiny

A focus on better decision making – hence the shift from just inputs to results

Ensure that the process is properly planned, that the approval is made up front, and controlled within the FMIS -  each step is therefore reviewable  



Thus in general, the trend has been that responsibility for controls is also devolved along with  the authority, with ex-post review replacing the ex-ante checks!  

1 see www.COSO.org
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Enhancing accountability
and the need to balance authority and responsibility for effective decentralisation

Diagram by Mark
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The benefits of an FMIS for control  

All steps in the process are recorded electronically

Controls in the system are more effective than manual controls:	

requisition; 

purchase order limited by funds control (Korean model);

goods and services receipt; 

due date; 

accounts payable; 

payment – ideally electronic payment made through RTGS or similar payment system)

All of the above controlled through a GL and CoA and is easily auditable!

	In Australia, ministry FMISs were certified as meeting certain 	standards which allowed the reduced checking of payments - 45(a)3(b) certificate

This is because there are now system-based controls to mitigate risks 





7





Preconditions for Decentralized Controls  

Increased accountability – legislative responsibility for internal control lies with the Ministry

Enforcement – accountability means carrots and sticks

Gradual shift from input control to results – ensuring managers manage and not just spend!   

Strong information technology (IFMIS) predominantly shifts internal controls into the system and improves risk management capabilities 
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