PEMPAL – TCOP – Thematic Group on Cash management


Video Conference, 11 September 2014

[bookmark: _GoBack]
On 11 September, 18 participants from 7 countries took part in a three-hour video conference on cash management. This was the second event for the working group, with the first video-conference taking place in May this year. TCOP Program Coordinator, Elena Nikulina, and TCOP advisors, Ion Chicu and Mark Silins, also participated – Mr Silins by telephone. Mr Chicu facilitated the session, ensuring a strong focus on questions and answers from participants. The agenda of videoconference the list of participants are embedded below.



 

 The videolink was centred around a presentation by TCOP member-country, Turkey, on their existing system for cash management and forecasting (embedded below).



Mr Azal Halil  delivered what proved to be an interesting and thought-provoking presentation on the Turkish system of cash management. Turkey represents a very good example of a country that is integrating its PFM processes and understands what it means to move from passive cash management to more active cash management. The key messages of the presentation were:
· Cash management is a core function of a well-functioning government PFM system;
· Cash management and forecasting effectively has two main elements. The first is to ensure that forecasted cashflows will be in accordance with budget estimates –Turkey referred here to the cash based primary balance and the need to track whether the deficit or surplus target will be realised. The second element is for liquidity management, which in Turkey involves a rolling three-month forecast of daily cash balances. This is about ensuring that the treasury can execute the budget as planned. Thus short-term borrowing through treasury securities is triggered by these forecasts;
· Turkey also highlighted that forecasting is concerned with cash flows, rather than payments and receipts – while largely these are one and the same thing, a country must exclude anything which does not result in actual cash movement into and out of the TSA. This would include excluding inter-agency payments, transfers between funds in the TSA, tax withholding from the payroll etc;
· Turkey also highlighted the importance of the monthly forecast, which eventually is broken down into weeks and days, as key for early warning regarding the overall budget forecast and cash surplus/deficit target. Early action is more likely to be successful in terms of solving problems. If revenues are below forecast then any late decisions in the year to kerb spending are likely to see arrears accumulate, as commitments will already have been made. Earlier decisions improve the probability that commitments are reduced;
· Turkey also highlighted the need for both formal and informal information exchange with stakeholders. Turkey obtains formal information through a web-portal from 200 entities. In addition, they have regular face to face meetings with key players and discussions regarding trends and issues;
· Cash releases for spending are made based on the requests submitted to the portal and liquidity forecasts. Ideally, all reasonable requests should result in the treasury using short-term instruments to ensure adequate cash is available; and
· Finally, the presentation emphasised the importance of refining the model and testing assumptions. Turkey examines and updates the forecasts regularly and undertakes error and variance analysis as a monitoring tool.

　
As an indicator of the quality of, and interest raised by, the Turkish presentation, questions came thick and fast, taking up most of the remaining time of the allotted three hours. Mark Silins, who was invited to comment on the discussions, indicated that this was the most participative video-conference in his experience with PEMPAL thus far. He also said that the presentation was an excellent reference point for TCOP countries, which would no doubt benefit from seeing the actual models in more detail. He stated that as a first step, specific software is not a prerequisite for effective cashflow forecasting and management. Many countries, even large ones, can manage (at least initially) using basic spreadsheet software such as Excel. The key is to develop simple models, update them regularly – eventually daily – and ensure they are analysed, undertaking variance analysis, to fine-tune the models.

Mark suggested that it would also be useful to discuss some of the other aspects of cash forecasting in future presentations, such as how a country can adjust their cash position using different debt instruments, and how to target the minimum balance in the TSA [These are achieved through what is termed "active" cash management. A useful reference document on this is a paper by Mike Williams http://www.imf.org/external/pubs/ft/tnm/2010/tnm1013.pdf]

In addition to the thematic part of the event participants have launched the discussions on the thematic group Action Plan and the group members’ roles and contribution in organizing the future events. It was agreed that relevant proposals on the Action Plan will be submitted by the group members by September 19th and a draft Action Plan will be developed afterwards. 

The next event for the Working Group is scheduled for mid-December 2014.
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OUTLINE

CASH MANAGEMENT OPERATIONS

Forecasting Annual Cash Basis Primary Balance

Treasury Cash Program

Steps of 3-Month Daily Cash Program

Cash Request Information System(NTAS)























First of all l want to give you an outline of this presentation.

Firstly I will try to explain how we finance cash deficit and how we determine borrowing requirement.

Second l will explain cash basis primary balance

Then l will move to third subject in which l will inform you about how we prepare Treasury cash progamme.

After that l will explain monitoring and reporting operations 

And finally l will explain characteristics of Modern Cash Management and application in Turkey.
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Organizational Structure: Where Cash Management Stands?



MTP and MTFP



Budget



Expenditure and Revenue Management



Cash Management



Debt Management



 Final Account and Reporting 



Audit and Evaluation



Policy Making and Revision
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Organizational Structure
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Financing Cash Deficits

C = D* + D + NBF

C      : Cash Deficit

D*     : External Borrowing

D      : Domestic Borrowing

NBF : Non-borrowing financing
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As we all know cash balance is financed through borrowing and non-borrowing sources. In Turkey, the main financing item is borrowing.

And now I will give a brief information on how we determine the level of each source.



Determining Borrowing Requirement

A) Non-borrowing Financing

1- Cash Based Primary Balance:



    Budget            Cash Based Primary Balance

     

      MoF		     	      UT-CMD                                                   

                                                                    

2- Others : (Privatization, Land Sales, Receipts from On-lendings)

3- Change in Bank Accounts: (Middle Office => Strategic Benchmark)

+

Debt Service





B) Financing via Borrowing:                       Borrowing Requirement*



*Borrowing requirement must be ≤ Borrowing Limit







































There are three main non-borrowing financing items:

First one is the level of Primary balance. I want to point out that cash based primary balance is used when we determine the non-borrowing financing amount; not the primary balance derived from the budget figures. This means, we take the budget expectations and translate it into cash based figures.

When we sum up cash-based primary balance, other sources of financing, planned change in bank accounts and debt service amounts we come up with the amount of borrowing that the Treasury needs to perform in one year.

In Dept and Risk Committee the strategic benchmarks are decided and those benchmarks in question are taken into account in the process of determining change in bank acounts.

Data regarding to privatization revenue and receipts from onlendings are taken from Privatization Administration and  Receivables Management & Treasury Guarantees Unit respectively	
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Determining Borrowing Requirement

Borrowing Limit:























First of all, there is a limit on the level of borrowing in Turkey. In a fiscal year, the maximum amount of net domestic and external borrowing is the difference between the expected general budget revenues and expenditures of that fiscal year.

When making the financing program for a fiscal year, Treasury takes this limit into account.

In order to preserve fiscal discipline this implementations is sustained
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Net Borrowing Limit 





Initial Budget Appropriations  





Estimated              Budget Revenues















Forecasting Annual Cash-Based Primary Balance

Determining annual cash-based revenues and expenditures on a monthly basis for the coming fiscal year by using:



Accrual-based budget forecasts of Ministry of Finance (MoF), 

On the revenue side subtracting

one-time cash inflows from MoF’s budget revenues (these items are financing items for the Treasury)

collections that do not create cash inflows

On the expenditure side subtracting 

payments do not create cash outflows

cash-based realizations of previous years
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As I mentioned before, because of the Treasury tries to make sure that there is enough available cash to perform public services, we use cash based primary balance when we determine the borrowing requirement. As there are transactions that do not create cash flows and also one-time revenues in the MoF’s budget estimates, we can not directly use those figures.

So, how do we derive cash-based figures? We take the MoF’s accrual based estimates and 

- for the revenues we subtract the one-time revenues and the revenues that do not create cash inflows.

- similarly, we subtract the expenditures that do not create cash outflows from the MoF’s expenditure estimates.

In addition to MoF’s figures, we also use the previous years’ cash based revenue and expenditure realizations when we calculate the primary balance.

By using these forecasts, we determine the coming year’s cash-based revenues, expenditures and primary balance figures on a monthly basis and inform the front office of domestic borrowing.





Forecasting Annual Cash-Based Primary Balance - OUTPUT
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Annual Cash Program: Daily Distribution





Annual Cash Based Primary Balance: Daily Distribution





Annual Financing Program











Treasury Cash Program: 
	i) Steps of 3-Month Daily Cash Program























Monthly cash inflow and outflow forecasts forms the basis of our 3-month daily cash program. At the end of every month, we prepare the cash program of the coming three months. During these studies, 

- first, we forecast cash inflows and outflows on a daily basis for the coming three months and determine the primary balance and the cash deficit estimate for these months. 

Then we gather data on non-borrowing financing items.

 We inform the front office regarding the cash deficit and the amount of three non-borrowing financing item.(Privatization, Saving Deposit Insurance Fund and Unemployment insurance fund)

By using this information, front office determines the necessary borrowing amount and prepares the borrowing program for the following three months.

Then both cash program and borrowing program are overviewed and approved by the upper management of the Treasury.
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Forecasting Cash Inflows





Tax and non-tax revenues, one-off financing items such as privatization.





Forecasting Cash Outflows





Payments to line ministries





Debt Services





Providing the expected non-borrowing financing amount and cash deficit information to the front office.





Approval of the cash program by monthly meetings with executives. 



















Steps of 3-Month Daily Cash Program: Forecasting the Cash Inflows

Forecasting taxes



Trend analysis, changes in regulations, recent economic developments and coordination with related institutions



Forecasting non-tax revenues and other non-borrowing financing items (Privatization revenues, receipts from on-lendings, etc.) 



Coordination with related institutions

























When forecasting the cash inflows we do trend analysis, follow-up regulations and monitor economic developments.

We coordinate with the related departments of the Treasury and other institutions for the non-tax revenue estimates. 



MoF use accrual based data to forecast. Taxes are recorded as revenue in the budget at the time of accrual, without considering a cash inflow is realized or not. On the other hand, in the sense of Cash management, the date of cash flow in to Treasury’s bank accounts is important. For instance  cash flow of an income accrued in July may take place in August. MoF register such kind of an income as of July, yet Treasury register that income in August. Therefore, data originated from MoF and Treasury may differ.



Another example is that tax on payroll is recorded as income when it is accrued. On the other hand as for Treasury, payroll tax is not recorded as an income because it does not create cash flow. Net payroll is paid to the beneficiarys’ accounts.







11



Steps of 3-Month Daily Cash Program: Forecasting the Cash Inflows – On the track of seasonality

























Steps of 3-Month Daily Cash Program: Comparison with current year => excluding one-offs 

























Steps of 3-Month Daily Cash Program: Comparison with current year cntd.

























Steps of 3-Month Daily Cash Program: Tracing Time Series

























Steps of 3-Month Daily Cash Program: Detailed Insight=> Tax Revenues By Kind

				

				

































DEMETRA: Cash Inflow Forecasting

EUROSTAT’s Demetra to be used to elaborate on seasonality



Demetra enables us to forecast the future tax inflows for the next 12 months (based on trend value)



Depending on the forecast horizon longer term forecast can be performed by E-views based on the results of Demetra























DEMETRA: Cash Inflow Forecasting cntd.

Data series strating from 2003 on a monthly basis is used in Demetra



Adjusted series used due to lapse of cash inflow to the next month 



Calendar specifiacitons defined as defined variables



As a result a trend value generated to forecast



Eviews can be used to enhance the model adding more macro variables based on the trend value emerged from Demetra























Demetra Results





Orig: Original serie of inflows

T: Trend Series

SA: Seasanol Adjusted























Orig=SA*S 

Orig=T*S*I 

19



Demetra Results

























Orig: original series

T: Trend series

S: Seasonal adjustment component ratio

SA: Seasonal Adjusted Series

I: Irregular Component

YCal: Adjusted by calendar effect (considering only weekdays)



Rest: forecasts…
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Steps of 3-Month Daily Cash Program:
Programming the Cash Outflows 




Forecasting non-interest expenditures by collecting  the current cash needs of the public institutions via internet portal (CRS) both monthly and weekly



Regular monthly meetings with the line agencies that have large amount of payments



MoF also attend this meeting to share budget appropriation information



Debt service projections are provided by Treasury’s back office.

























We know that for an efficient cash management, coordination and good information network is important. That is why I would like to go into a bit detail on the Treasury’s data gathering operations from the public institutions.



In order to make an accurate cash outflow forecast we basically have two main tools.

First we organize regular meetings with the institutions that have large amount of transfer expenditure such as ministry of Food, Agriculture and Livestock, Social Security Institution and General Directorate of State Owned Enterprises. 

MoF also attends these meetings in order to be ready to provide enough budget appropriations for these payments.

Second tool that we use to forecast the expenditures is to gather the estimates of public institutions that have budget appropriations. I will inform you about our system called Cash Request System in detail in following slides



We get the information on debt service projections from our back office.



There may be some differeneces accrual based data of Ministry of Finance is different from case based data of Treasury as l mentioned before. Now l can give you an example concerning to difference of data related to outflows. Personel expenditures with payroll taxes show gross amounts. MoF budgetize gross amounts. On the other hand only the net amount of payroll payments create cash outflow. So Treasury considers only payroll expenditures. This kind of variant views create differences between data regarding to same outlay.
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Treasury Cash Program: 
	Cash Request Information System (NTAS)

An internet portal in order to gather cash request information of approximately 200 public institutions weekly and monthly.



Includes regional accounting units, central accounting offices and special budget accounting offices.



Informs these institutions about the next cash transfers via the same internet portal.  

























We know that if we increase the level of information sharing between the Treasury and the spending units, we can improve our forecasting capacity.

To this end, we completed the legal and technical infrastructure in 2009 and started to get the cash requirement estimates of the general budget institutions that the Treasury transfers cash. At the beginning we were taking these estimates on hard copy. Then we developed a software called Cash Requests System to get this information via internet. We started to use this software in 2011. Now we receive the estimates of approximately 200 institutions, analyse it and base our forecasts of cash outflow program to this information. Public institutions use this system every month to inform us for their cash needs for the following 3 monhs. Additionally, special budget institutions send their updated weekly cash requirements via this system. For example SGK both daily and monthly to send their cash requests 



Also, any institution needs additional cash, has to inform Treasury via CRS
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Cash Request Information System (NTAS) a Print Screen view
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Cash Request Information System (NTAS) 
    interaction with other systems 
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Steps of 3-Month Daily Cash Program:
Programming the Cash Outflows

























Steps of 3-Month Daily Cash Program:
Programming the Cash Outflows – Monitoring 

























Steps of 3-Month Daily Cash Program:
Programming the Cash Outflows – Monitoring and Backtesting

























The Rationale for Rating

























Margin of safety – TL
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Steps of 3-Month Daily Cash Program: May 2014 Performance
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Overall Performance of Programming 

























Thanks…



Contact Information: 

nakit@hazine.gov.tr















































First, welcome to Turkey Undersecretariat of Treasury, l will inform you about cash management practices in Turkey
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Видеоконференция КС PEMPAL

 по тематике управления ликвидностью 


четверг, 11-е сентября, 2014г. 14.00 – 17.00 (центрально-европейское время) 


ПРОГРАММА


14:00 – 14:15      Введение, приветствия, и т.д.  


14:15 – 15:00      Презентация ”Практика управления ликвидностью в Турции” 

· Г-н Халил Азал, Руководитель Департамента управления ликвидностью, Генеральный Директорат Публичных Финансов, Турция

15:00 – 15:30        Вопросы и ответы 

15:30 – 15:45        Комментарии Марка Силинса (Эксперт УГФ)

15:45 – 16:45        Обсуждение дальнейших планов работы тематической группы  


                               по управлению ликвидностью 


PEMPAL TCOP Thematic videoconference 


оn Cash management  

Thursday, September 11th, 2014, 14.00 – 17.00 CET 


AGENDA

14:00 – 14:15      Introduction, welcome, etc.  

14:15 – 15:00      Presentation ”Cash management practices in Turkey” 

· Mr. Halil Azal, Head of Cash Management Department, General Directorate of Public Finance, Turkey

15:00 – 15:30        Questions and answers 

15:30 – 15:45        Mark Silins’ (PFM Expert) comments on the delivered presentation


15:45 – 16:45        Discussions on the future activities of the TCOP thematic group


                               on “Cash management” topic 
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