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CHAPTER ONE

Role of Treasury
in a Global Corporation

5 BUSINESSESCGROW AND BECOME more complex and compelitive, and

markets become closer and more Interrelated, the dimensions thal need the

attention of a transnational corporation’s board and management increase
dramatically.

While the core business and operations themselves require direct attention,
the money that needs to How through the velns and arterles of the organisation
as well as iz various dimensions require detalled expertise and focus, a team that
understands the working of money and markets. from both a tactical and a strategic
standpolin.

That is where the Treasury team puls up its hand 1o support the chiel executive
officer (CEQ), chief financial officer (CFO), the board, and the business units in ensuring
that the business side of the company works unhindered. by setting a broad monetary
platform for businesses to grow and outperform.
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INTRODUCING TREASURY LEADERSHIP

We first introduce the concept of Treasury Leadership, wherein Treasury positively
influences the performance of the firm and drives the organisation toward Industry
and segment leadership. Treasury Leadership creates an environment thal fosiers
excellence of capital building, execution. and support across all aspects of Treasury
and works with the business to produce outperformance,

Treasury Leadership is hence translated Into being a path-breaking and cutting-

edge Treasury comprised of:

Best practices [n Treasury management

Most eflicient lumaround Lmes

Highest degree of control

Most motivated and skilled employees with a great work-life balance
fero defects or errors on processing

Optimum cash and Bguidity

Highest visibility of irm-wide cash Gows

Ability of the business to set newer standards for indastry performance
Firm's outperformance over compelition threugh) well-managed Treasury pro-
cesses, funding. and risk management

Maost stable and environment-proof risk mansgement

Greal partnership with ather group leoctisns o increase iom value
Treasury seen as an altractive functiso 1o work in

The three components of Treastivy Leadership (depicted in Figure 1.1) are:

. Treasury Design. Creaiing the right processes, structures. and approaches at the

right place with the 7ight Infrastructure and the right people
Treasury Culture. Enabling an atmosphere of knowledge and positive teamwork
to ensure highest work and motivational standards

FIGURE 1.1 Components of Treasury Leadership
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i. Treasury Fitness. Assessing the functioning ol the Treasury, similar to a fit-
ness test for the human body, to identify potential paln points and to prevent any
slgnificant potentlal breakdown

We cover the concept of Treasury Deslgn and Treasury Calture In Part One and [niro-
duce Treasury Fitness in the online content.

The world of Treasury deals with the flow of money—the flow of money through
the balance sheet, from sources of capital Lo Its inancial uses. The ldea that Treasury
will be the storehouse of money or capllal for the firm is extended here: Treasury
flows work in tandem with the business of the firm, through the supply chain.
Suppliers provide raw materials that are held as inventory, converted to finished prod-
ucts through the manufaciuring and production process, and finally sold and dellvered
1o the customer. The flow of money is in the opposite direction to the flow of goods or
services, and forms the basis of the financial supply chain flows,. or commercial flows.
of the organisation. Money due to the supplier becomes an accounts payable. which
finally gets paid out. Money owed 1o the Iirm by the custome: becomes an accounis
recelvable, untll it gets realised and money Is paid into the irm's account. Many of
these terms will be further elucldated in later chaplers.

The funding and movement of money associated viith these commercial flows is
done through Treasury. Figure 1.2 shows the esse&0e of Treasury lows and thetr lInk-
apes with those ol the financlal supply chaln.

The entire process requires capltal inavder to run. Untll the customer pays the
firm, the Inventory, operations and suphhes need to be funded. Procesds from sales
recelved across locations need to colected and deposited, so that payments can be
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FIGURE 1.2 Treasury and Financial Supply Chain Flows: A Context
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made from those or other locatlons for purposes of running the business. Accounts
need to be maintained in these locations. perhaps in different currencles. and these
accounts need to be managed. Trade transactions need to be funded. and documents
must be prepared and used. The entire aspect needs o be planned and executed, and
this forms the basls of one of treasury’s key roles, which s to handle transactions as
part of cash management. managing the cash and funds of the organisation.

It 1z preferable to use the firm's own money (o make these payments. and hence the
montes need to be moved elliciently from one location to another, making them
avallable where they are needed. Where it is not possible to use the firm's own cash, alter-
nalive arrangements need to be made—{or example. borrowing from a local bank. Even
il access Lo these funds becomes dillicult. the liom still has 10 keep running—ensuring thal
there Is money available when required ensures liguidity for the firm. Excess cash needs
o be Invested securely Lo generale return [or the firm until such time that the cash is
needed. Long-lerm projects require capital—this needs to be arranged at the least pos-
sible cost and putting keast pressure on the firm’s cash flows. The organisation needs to
be creditworthy, and the financlals of the firm have o be aligned to ensure that the per-
formance Is consistent with or better than expectations In osder o sustain and Improve
the creditworthiness of the firm and hence lts ability teredherate liquidity and lower
its cost of funding. This calls for managing the balante) sheet efficlently, and with the
right structure. This entire sl of activitles, the second of treasury’s key roles, covers
managing the balance sheet and the firm's ligalidiy (which s another aspect of cash
management ).

As the firm moves across borders, sells or buys from another country, or exposes
itsell to other counterparties and undérakes inanclal transactions, |1 exposes tsell 1o
risk or uncertainty thal the businssshand financial objectives will not be met becanse
of a change in some factors—gperiaps market movements, defaults of trade partners or
hanks. or internal errors. Thie management of these risks forms the third of treasury’s
primary rokes.,

How do the Treasuser and his or her team at Treasury achieve these goals? What
do they have to do (o make sure that their job is done and the support provided to the
firm and to business and other functions is robust? How do they fit into the global
context of the organisation?

We answer some of these questions In the book.

- ORGANISATION STRUCTURE AND RESPONSIBILITIES

Prior to describing the treasurer’s fit In the organisation, It would be uselul to
refresh our understanding of a common multinational organisation and its stroc-
tre. Figure 1.3 provides a snapshot of the roles in typical in-country operations
and Lhe linkages with cash and goods/services llows, This is also explained in detall in
the sectlon on the financkl supply chain in Chapler 14.

In the country or subsidiary operations, the procurement team would place the
order and obtaln the goods from the sapplier. Credit terms. primarily credit period
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FIGURE 1.3 Roles and Organisational Flows

extended by the supplier at the agreed price. or a diszoumted price If the payment
is made earlier. are agreed. On the balance sheet. if thypayment is to be made later.
a payable is booked. The raw material and compogsnis are then warehoused, and the
production process creates the final product thet S sold by the sales and front-end team
1o the customer, based on certain credit termE, ' the payment is nod being made imme-
diately by the customer. a receivable is boGied in the accounts. The payment is made to
the supplier on or before the due date, semoving the payable from the books. The collec-
tions (eam Is responsible for obtalnksg the payvment. which. when received In cash into
the account. liquidates the recelvible on the balance sheet. The cash received from the
customers is used to pay the suppliers. pay ofl any loans taken. or procure fresh supplies.

Flgure 1.4 presents @slimple Treasury and control structure In a firm.

The Treasurer, altag with the Anancial controller, typically reports to the chiel
financlal officer or finance director. The controller looks afier the accounts pay-
able and recelvable, managing collections and disbursements and focusing on the
accounting and balance sheet aspects of the cash management. The responsibility
of managing the days sales oulstanding (DS0) and days payables outstanding (DIPO)
usually rests with the controller, The country and subsidiary operations continue to
manage the procurement. sales, and collections processes at their end. The Treasurer
then becomes responsible for the liguidity aspects of cash management. working
with banks and other partles (o provide [unding. managing the balance sheel and
financials. and managing risk, Increasingly, the Treasurer in many firms is playing
a consultative role in the management of the accounts payable (AP} and accounts
receivable (AR), monitoring the DSO and DPO (since they form a core part of the firm’'s
financlal ratkos and assessment ). and providing Inputs Lo varous entities on the credit
and linancial impact of their decision making. The last section of this chapler provides
a window to a day in the life of a Treasurer, while Chapter 3 sheds more light on each
of treasury’s key themes and how they all fit In together.
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The roke requires the Treasurer o aried skills and an approach that fosters

teamwork with a solutlon-centric h. The concept of a Treasury Culture s
elucidated In Chapter 3. N\

The Treasurer and the team have to Interface with. on a regular basis,
entitles from outslde as well &5 in-company functions. Flgure 1.5 lllustrates some of
these contact points for orate Treasury,

Some of the exte erfaces of the Treasury team are:

* Regulators. The regulatory aspect of capital and fund flow, apart from market
operations, makes Treasury a critical contact point for regulators. Compliance
with local regulations and law is paramount. Areas for which Treasury s directly
responsible—the movement of money and the participation in local markets for
various reasons. such as Investment. risk management. foreign currency require-
ments, trade flows, collectlons and paymenis—are areas where such regulations
and laws could be contravened, because of process lapses, operational error.
fraud. or other reasons. Hence, central banks, securities and exchange commis-
sions and regulators, registrars of companies, and ministries in relevant departments
are some of the iImportant regulators with whom an interface Is required.

= Exchanges. I the entity Is listed on the exchange, the Treasurer, us the key Interface
for execution of capital. would be in contact for compliance and reporting purposes

= Banks. The Treasurer 1s usually the key contact point for banking relationships
for both the bank and the company. The Treasury puts together the various
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FIGURE 1.5 Treasury Linkages

geographical, operatlonal, lurding-based, cash management, trade. hedging,
markets. and account operitions that are the key Ingredients of the banking
potpourrl. Also, for lonpir-term capital market transactions, the Treasurer
remains the key drivecasid hence the maln contact polnt for the bank.

* Investors. As thé\Gosvipany goes oul to acquire diversified and allernative sources
of capital. the Treasurer. being in charge of capital raising and also having the
maost visibility on the firm's balance sheel. financials. and cash flows, would be
the key resource for investors to have a discussion with (o gain a broader under-
stunding of the firm's financlal positlon and hence thelr return expectation. In
many organisations. the Treasurer is also given the responsibilily of managing
investor relations. This i a logical additional responsibility given o the Treasurer
but s not technlcally a Treasury functlon.

* Rating agencies. The Treasurer ks responsible for the credit rating of the firm and
for achleving the optimal credit rating. Henoe the Inlerface with the rating agen-
cles (and sometimes analysts) is driven by the Treasurer.

* Financial institutions. In many countries, financial institutions (nonbanking
linance companles, funds, money markel players) remaln a source of caplial as
well as originators of useful investment products and channels (funds. Investment
banks, etc.). In line with the duties of Treasury, the interaction with financial
Institutions for both origination and Investment is driven by Treasury.
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il A
The transactional un&ﬁ al element of cash management and the movement of
money is the first of the functions. This Includes:

* Managing accounts

* Monitoring and enabling payments and managing the payment process and
timing

= Moniloring the collections process and lacilitating the concentration and move-
mentof funds received

= Coordinating the process of consolldating and netting payments for increased
efliciency

= Supporiing financial control in the creation of a shared service centre o optimise
the AR and AP processes

s [stablishing an approgelale frecasting process for cash flows o enable betier plan-
ning and management. and coordinating with varlous business units and funclons

= Reconciliation of accounts and cash flows

» Execution of trade-related transactions, such as letters of credit and bank guaraniees

= Settlement and execution of cash flow and cross-border transactions
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Balance Sheet and Liquidity

The balance sheet and financlals and lquidity element of the organisation’s money
and assets and how It funds these assets |8 the second of the functlons, This Involves
the management of:

Balance sheet

Ratios

Working capltal managemont (WCM)
Operating and surplus cash

Cost of capital

Credit rating

Supply chain linance (SCF)
In-house banking

Pooling and liquidity structures
Inlercompany lnancing and capital
Dividends

I often get asked the difference between cash mandgement and liguidity manage-

ment. The following note articulates the same.

What Is the Differcace between Cash
Management an? Liquidity Management?

I iquidity management {or a company is a part of cash management. The

| ambit of cath)management is the movement of money from where
It Is sourced to whats s needed. Liquidity management is a subset of
that—ensuring that funding is available at a lecation in & currency required,
when it is required, and optimally utilising the cash—if the money is not
needed in one location, it could yield better returns used elsawhere.

Risk

The element of managing the varous financlal fsks because of market movements,
credit deteroration, operational [ssues, market liguidity, and contingency situations (s
the third of the functions. This involves the management of:

Murket risk {such as forelgn exchange, Interest rates, commaodity, elc.)
Credit risk (includes counterparty and cross-border risk)

Ligquidity risk

Operational risk

Contingency risk
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This management can be accomplished using many methods with various
elements of dgour and flow. This book covers the use of Aktrea’s Set IMAGE® methodol-

ogy. which Involves a simple continuous five-stage process,

1. ldentification of risk

2. Measurement of risk

3. Accounting and reporting of risk

4. Governance of risk

5. Evaluation of the risk managemenl process

Treasury Infrastructure

Managing and working with the resources that the Treasury team needs to perform
thelr functions and fulfill their responsibilities form a core part of the Treasury func-
tion's activities. The various elements that make up the infrastructare for Treasury
Functlons are discussed next. Guidelines for some of these elements are incladed in the
Toolklt in Part Five.

Palicy

Policies are the core of a treasury’s functioning. s important to have a thought-out
but simple policy approved at the board level ndvreviewed periodically. The Treasury
policy will set out all aspects of the treassiw’s lunctioning. including transactions.

balance sheet and liquidity. and risk masagement. and also the reporting and review
methodology for these Tunctions, A sataple policy s provided in the online appendices.

Strategy and Objective

It is essential to define treaStiry’s objectives and strategles as well as how to measure
its performance, Whetbav Xriasury Is a cost centre or a profil centre, whether It needs
v be an active Treasury or a passive one, are all aspects that have (o be identified up
front and the objectives must be sel accordingly. Chapter 27 has a detailed set of key
performance indicators (KPIs) that can be a starting point for goal setling and perfor-
mance measurement,

Contingency Planning

For treasuries that work across countries. regions, and continents. having a
continuity-of-operations plan In place s critical. The more centralised the operalions,
the more important the need for a well-planned. tested. and robust contingency plan.

Processes

Processes and their management can differentiale treasuries. Smooth and efficient pro-
cesses resull in gquick tumaround and service levels. which in turn reduce operaling
and linancial costs and increase employee motivation. The importance of operations is
discussed In Chapler 5 and In the Toolkit (Part Five).
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Control

Given the linkages with money flows of the firm, Treasury needs the highest standard
of control to prevent losses owing to operational. compllance, regulatory. and fraud
reasons, Part Five covers the Importance of some aspects of operations and control and
contalns an operations and control checklist that can be bullt on (o create a robust
control environment for an organisation.

Compliance

For a muliinational organlsatlon with a presence and operatlons across coun-
tries. local regulations and laws have to be complied with at all costs. and processes,

syslems, reporiing. and other statulory aspects have to be allgned accordingly. In some
cases, Lthe local regulations could determineg the course of operations as well.

Documentation

With the background of cash and money Hows, watertighl ead properly executed doc-
umentation becomes one of the backbones of a robust Treasiry.

Accounting

Diferent accounting norms across locations @ake 1L Imperative for Treasury o be
aligned with the accounting process. Since e’ Treasurer is responsible for the balance
sheet and the capital structure, the accovnting methods, translation, and recognition
of revenues and expenses make a difrence 1o the firm's profitability and flnancial
position, Some transactions mayvchdive an economic benefit but could be unfrlendly
from an accounting standpolni-Mark-to-market values on hedges and investments
could also create volatility ' the financials. Market moves could change the values of
assels, llabllitles, and cagh ws, Glven the Treasurer's responsibility to manage uncer-
tainty, which includes the variabllity of the balance sheet, the Treasurer’'s linkoges
with the accounting systems and the financlal controller become paramount In the
smooth functioning and performance parameters of Treasury.

Systems and Technology

Always enablers, systems have become an Integral part of the modern Treasury.
linking every part of the globe to Increase visibility of cash flows, managing risks.
and deployving cash where and when It 15 needed. The advent of greal banking plat-
forms and outsourced solutions has also dramatically Increased the abllity to leverage
systems and technology.

Service Providers

The use of various service providers for activithes such as such as systems, integration.,
netting. reconcillation, system maintenance, and the like is becoming more and more
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popular, lo ensure greater degree of spectalisation, scalablility, and control. Outsourced
treasuries, covered in more detall in Chapter 30, are also retuming in popularity.

Banks

Banks form the Infrastructure of treasury's architecture. No Treasury s complete
without a banking partner. Whether the Treasury is a simple one with operations only
in one country or 6 complex group-wide, in-house bank acting as a bank for all group
compunies, an efliclent sulte of banking services and solutions is paramount to deliver-
ing value to the business. Throughout our discussions, the roles and offerings of banks
will be discussed. In the Toolkit, we also provide a note on how to go about picking the
right banking partner.

People

Systems and process define a Treasury. but the people run it. Having the right people
al the right places with the right approach and motlvation Is a necessity for a great

Treasury. The roles In Treasury ofler empowerment, opportaoity. learning, and per-
spectlve and are a great breeding ground for finance and business leaders of tomor-
row. [n Chapter 3. we introduce the concept of a Tresstiry Culture, an empowering
approach for a stronger dynamic in bullding a cottis@wdge Treasury.

Treasury infrastructure, while being the nesfelamorous part that does not hit the
headlines when times are good. plays ope{ o) the most pivotal roles in the successful
functioning of a Treasury.

| KPis AND DELIVERARLES

Now Lhat we have explecedithe role that Treasury plays In the organisation and Uhe
context of its operallom. it s important to explore the value that Treasury creates, its
objeclives and goals defined adequately and transparently.

Given the linkages that Treasury has with other [unctions. and the interdepen-
dence of other functlons and extraneous ctors, such as markets, regulations, Hquldity,
and the banking system., gquantfying and measuring treasury’s direct contribution
io the organisation becomes a complex task. It s compounded by the nature of the
Treasury desk. which is also a service unit in many firms. intended to provide robust
support to business and operatlons around the world 1o ensure smooth running of the
company globally, A disruption to operations or the financlal supply chain because of
an absence of funding, or high volatility in the markets, will impact the organlsation
as a whole adversely.

Thus we make an effort to identify specific parameters of treasury's perfformance—
Its contribution to the financlal Indicators of the irm—and o directly link the ouiput
of Treasury with the overall organisational performance. A detailed set of sample
metrics is provided in Chapter 27.
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Payments are made and executed. These Include trade-related payments and doc-
umentation and netting payments, il applicable. Post-payment reconciliation 1s done
to ensure that all proposed payments have gone through.

I there are paymenis still pending. these are referred back and resolved.

Meanwhile, Incremental borrowings are executed. and the money inflows are
recognised.

Alter a well-earned lunch. the Treasurer is back at his or her desk reviewing the
risk management nspect, looking at the overall risk positions and taking stock of any
incremental hedges that need to be put out, Corrective actions on any limit excesses
are also planned at this time. Discussions with bankers and economists on general
markel views reinforce some of the views and decisions 1o be made.

On the balance sheet side. investment decisions are made. Intercompany loans
and money movemenis are identified and execated.

Risk management and investment transactions are then executed with banks and
professional counterparties, and the deals are booked In the system,

On the transactions side, the Treasury ensures that the hessooll entries o the gen-
eral ledger system or enterprise resource planning are postédand accounting eéntries
are passed into the back end. Any reconcillation issues adiif the books of the firm and
Treasury systems are also reconciled. and reverse handolis are posted.

Queries coming In from the feld are resolved@Ser Lhis, (Very critical querles are
likely Lo have been resolved earller in the day.)

All reporting activities are also finalised-<i0d circulated before the day ends.

The final piece of the daily pursle is Giled in when the Treasurer reviews the finan-
clals of the firm. Any large materal chaspdés or expectation of changes based on forecosts
are also explored. Results of stresssiud scenario analyses may also be examined at this
time, and discussions may take place on possible resolutions.

-~ SUMMARY

In this chapter. we went through the context of the Treasurer’s role in the organisa-
tion, along with key responsibilities and lunctions In Treasury, We discussed the
important aspects of Treasury Infrastructure that help make a Treasury more robust.
We concluded with a look at some of the KPIs for a Treasury and went through a typi-
cal Treasurer's day, across various themes of transactions management. balance sheet
and Nguldity management. and risk management. starting off with time-critical mom-
ing activitles and ending with reviews and matters of strategic Importance.
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CHAPTER TWO

Treasury Design

HE CONCESTNOF TREASURY DESIGN Is simple: to organise the Treasury

function, ispeople and processes, working toward efliciency. clegance. and utiiity.

The starting point for Treasury Design 1s a siudy of the key performance

indicators (KPIs), since the existence of Treasury and its structure has the eventual

gonl of achleving these perfformance goals. These KPls were mentioned briefly In
Chapter 1 and are further elucidated In the Toolklt In Part Five,

Since It 18 possible to have more than one route and model to achleve similar

godals. other conslderations come into play In designing an appropriately organised

Treasury for the organisatlon. These considerations are:

Lower cost

Lower turnaround times for decision making and resolution

Higher degrees of control and wider net for control

Lower cost of capital and Increased nvailability and diversity of capital

Legal environment of various locations
Accounting practices followed by the firm and accounting environment of the

pgeographles in which the business 1s being done

21
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The three Treasury themes or functions—the management of transactions. balance

Tax aspects
Automation required
Existing and future volumes

Growth and Increase in business and geographies
Expectation of lurbulence of competitor and industry landscapes

sheet and Bquidity. and risk—are the loundation for these KPls and considerations.

Figure 2.1 shows the development of the Treasury Design process,

~ KEY ELEMENTS OF TREASURY DESIGN

Next we run through the key elements of Treasury Design and then explore some

models and how they can be made to work.

System Design

The importance of systems and technology and their /=in Treasury was introduced

earlier. Systems must be designed with various aswvis and considerations in mind.

The Toolkit in Part Five contalns a detalled oveivies® of the Treasury system selection,

implementation, and inlegration process.
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People and Organisational Structure Design

This people and organisational strocture deslgn entalls identifying the right people, equip-
ping them with the right skills, and putting them in the right jobs with the right reporting
b, 1t b also linked 1o the declsion of the degree of centralisstion and oulsourcing.

Process Design

Based on creating watertight processes with controlled and measurable handolls, the
process deslign forms the bulwark of the Treasury functlon.

Control Design

A strong control element Is o safeguard agalnst potentlal hagards and situations around
implementation and execution. Even if the rest of the Treasury Deslgn clements are put
in place, a weak control deslgn element will not help sustain the strength of the Imple-
mented Treasury Deslgn and processes. We explore the contred element through the
varlous chapters and end with o detailed overview In the Toolkii i Part Five.

Account Structure Design

Covered In more detall In Part Two of this book, d&igning the right account structure
is an oflen-underrated element. Ad hoe accoumSfeatlon can resull In Increased cost,
lower control, and poor visibility and utilisgtion of cash. In some countries, regulatory
conditions could also force the decision o Wiich account structure to go with.

Cash Flow Design

Cash flows can occur across \locations., In various forms and currencies at differ-
ent times. Consolldating st concentrating these flows creates greater efficlencles
through reduced cost. Jrossased control, and better visibility of fows,

Capital Structure

One of the Treasurer's key areas of delivery s ensurlng that the firm is adequately
capitalised and that the price the firm pays for the capital Is the lowest in the clrcum-
stances, Capital structure also has a bearing on the firm's credit rating and financial
perception and performance, making it one of the critical areas evaluated by potential
investors and lenders,

Risk Architecture

The last, but one of the most critical. components of Treasury Design, covered in detail
in Part Four, is that of risk management and its architecture.

We now explore the evolution of Treasury models, with snapshots of various models,
and discuss some of their benefits and concerns.
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. INTRODUCING CENTRALISATION

Centralisation as & topic has been one of the larger arcas of focus of Treasurers over
the past few years. Growing businesses, increasing geographies. evolving technologles
and emerging markets have necessitated fresher approaches to managing cash and
risk more efficiently.

Centralisation itsell can cover a wide gamut and array of themes. The concept
Itsell evolved to achleve three key objectives:

1. Increase efficiency
2. Reduce cost
3. Achieve deeper and wider control

What are we actually centralising? Centralisation involves concentrating aspects
into one physical location. The factors going into the choice of these locations vary
by company and sltuation and are described In detall In the Tooikil In Part Five. The
aspects Lhat can be centralised may be broadly classified into:the following:

= Accounts and fimancinl activity. Moving Abe actual venue of where the
accounts and fMnanclal activity, such as caplia ralsing. cash concentration, risk
management, and Investments, are situaled s one of the aspects. The drivers of
these will be location specific, such asavaliability and cost of capiial. cost of main-
taining accounts, accounting status\tax (Hendliness, any potential financial ben-
elits on offer, and the like.

= Systems and infrastructure. Cost, control, backup, acoess, and service providers,
among other aspects. deterniite the locatlon of centralised systems and Infrastructure.

= People iprocessing. cxecution, and decision making). Location of the peo-
ple actually perforiating these roles could be different from the locations of the
accounts and systems. For example, a centralised Treasury with accounts In
Singapore could be operated by people based in London with the databases and
systems located in Hong Kong.

With these objectives and areas in mind, we explore the context and themes of
centralisation, depicted in Figure 2.2.

The idea is to move from multiple systems, nonuniform processes, different legal
enlitles having dilferent degrees of control in diferent locations, various service
providers, numerous bank accounts In varlous currencles. and vared degrees of
supporl, toward an operation that minimises all of these; the end result is close 1o
having uniform systems and processes to support varlous entitles from one loca-
tion, with a ratloned set of service providers, minimal bank accounts, and conslstent
service levels,

Various beneflis acorue from these that tie into the three key objectives discussed
earller.
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FIGURE 2.2 Centralisation Themes

- EVOLUTION OF TREASURY MODELS

We now explore the varlous models of Treasury and sihat they mean across various
pariamelers

Flgure 2.3 (not to scale) summarises the valde added across various stages of
centralisation.

The definitions here are only indicatit'e,) and different companles follow different
models of implementation and achieve varied degrees of success and benefits from
these models. Some companies do o lollow a progressive, stage-by-stage route bul
prefer to implement entire structaves at one go.

Decentralised Treasury

The decentralised Tredsury 18 the basic model. where many companles start ofl.
Decislon making across various criteria Is decentralised at a subsidiary or country
level, with headquarters (depicted as HQ In Figure 2.4 and subsequent figures) only
consolidating the numbers and framing the overall group policy. This is more in vogue
in younger firms where business leaders in each country run the businesses more or
less independently with an entrepreneurial and somelimes unstructured approach.
The dependencies and control then depend very much on the people running them.
and consistency of results and value is nol guaraniecd.

As can be seen In Figure 2.4, the bulk of activities In the boxes are being done
by the local teams on the ground. Aspects such as sysiems. reporting line. and per-
formance measurement can be done centrally at headguarters or locally. or a hvbrid
model can be developed.

The benelits of this model are Increased Hexibility and speed of operations. Control,
economles of scale, and lack ol synergy could contribute 1o Increased costs. potential
losses, and larger degrees of exposure and risk to the firm's financlals.
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FIGURE 25 Shared Service Centre Model
N
payroll, general ledger (GL)enterprise resource entries. and report
generatlon are typlcally handled by the S8C, s referred to as a payments
lactory (an accuraie bul Incomplete descr ore evolved 55Cs also perform

confirmation and setthement of foreign e@mﬂe (FX). risk management, and
investment transactions.

The S8C technically covers areas
retains very close linkages to the
an organisational standpoinl. G

report to the financial controller. While it
nlnn of the Treasury. it can be distinet from
closeness and proximity. transactionally and
conceplually. to Treasury \ and process and the interconnectedness of the
two, we have included as in the scope of this discussion. Figure 2.5 shows the
activitles Lypically ho S8C.

Basic Treasury Centre

The basic Treasury centre (TC) model (see Figure 2.6) adds value in parallel to an S5C,
Here, more complicated activities are taken up, and the TC comes under the direct
ambit of the Treasurer.

Cash concentration. trade operations, netting. centralised bank relationship man-
agement, Bnancing decisions, and FX decisions are made in the basic TC. In addition,
sccount ownership may reside with the TC, What s the key difference between an S8C
and a TC: The answer ks quite simple: complexity and core functions. The 85C is a typl-
cally high-volume, low-complexity shop with lesser decision making and a high pro-
cess and task orlentation. The TC is a typlcally high-complexity, lower-volume shop
that 15 more orlen led 1owards deciston making and policy. Figure 2.7 highlights some
of the activitles occurring between the two cenires.

Varlous aspects of TCs and S5Cs. Including structure and location decislons, are
covered In detall In the Toolkit In Part Five.
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FIGURE 2.7 Division of Activities Between S5C and TC

Fieture couriery of Gawang Shah

Value-Added Treasury Centre

The value-added Treasury centre (TC+ +) concept takes off from the basic TC, with
activitles of forecasting. risk managemen! decislon making. Investment declsions,
funding and hgquidity sourcing and intercompany funding. systems. control. and
reporting all moving 1o a centralised location. Likewise, the confirmation and settle-
ment of the risk management and investment transactions could move into the 85C or
the TC, Now we have reached a stage where the entire Treasury operations are now
centralised. with very little activity residual within the subsidiaries or country oper-
ations (see Figure 2.8} There may be some variations on this formal. depending on
regulations regarding outsourcing and ownership.
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FIGURE 2.8 TC+ + Model (with 55C)

&
In-House Bank ()O

The next stage in the evolution is the concept of ﬁ&?m bank. typically as part
of the TC {see Figure 2.9) Value-added servi ns Invoicing (or re-involcing)
credit management, and supply chain fina are taken up here. Most Impor-
tant, however. the TC acts as a bank [ subsidiaries and countries that come
under the ambit of the In-house bank. TC behaves as a banking service com-

pany. providing account manage . funding. funds transfer. Investments, and
risk management solutions to th tes, In turn, the TC Interfaces with banks and
professional market coun to execute consolldated transactions on behalf of
the entire group. N+
N
SsC

FIGURE 2.9 In-House Bank Model
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FIGURE 2.10 OQutsourced Model

An n-house bank requires a very high degree of expertise and a high process ori-
entation. The scales of the operations and financial sactions of the group must
also justify the investment and maintenance cost :@ in-house bank.

QOutsourced Model ‘QOO

The outsourced model of Treasury %mlhn:ﬂp]emrﬂutmmﬂum&-
focused or non-decislon-making and keep the deciston moking. review, und
ownership in house (see Figure 2.

A\

(A )

\)p\
Caveats n&utluuming Jobs and Data

increasing pressure on employment, many countries are [ooking
adversely at outsourcing value-adding jobs. Also, data protection laws
are becoming stringent about keeping confidential financial and strategic data
housad in servers resident overseas. These aspects have reduced the speed
of the sutsourcing bandwagon, and companies would do well to assess the
impact of outsourcing across each geography and market prior to embarking
on an activity that is effort intensive to put together and expensive to roll back,

The Toolkit In Part Five covers outsourcing in some detall with a checklist on
essential aspects of oulsourcing.

Figure 2.11 summarises the various processes and centralisation aspects across these
sample models. This is only an Indicative list. Companies must thoroughly analvse thelr
requirements and situation prior to embarking on this exciting but involved journey.
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FIGURE 2.11 Detailed Processes Across Vanois Sample Models

Hybrid models can also be stru@iyred as a combination of these models, where
some activitles are done in-coun(Syor In the subsidiary and the romaining activities
done centrally at the 55C or T

We now go through@\ease of Treasury Design for a global company In the

growth stage.

CASE STUDY: TREASURY DESIGN FOR A
GROWING GLOBAL COMPANY

ny company that thinks globally and has started growing in that direction
needs to start thinking in the same way.
Sample company Global Growing Group (GGG) has increased its presence to
over 50 countries now and is continuing to grow (Figure 2.12).
The company's unchannelised growth had made decision making complex,
invelving various people at headquarters, region, and on the ground in the various
countries. In some locations, two different businesses in the same country would

work independently even though both were 100% subsidiaries of the parent

company.
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TABLE 2.1 Treasury Reengineering
Thame Starting Point End State
Location of Decantralivac TC++ modad,
Treasury Ops
Lacation of Decentraisad Integrated with TC+4 model (S5C).
AR and AP
Ops
Banks Locally decided and Cantrally decidad and managed, moved down
mandated to few global relationships and local ones only
whare required.
Systorms Porent and 2 subsidinriss Cantralisation recessitating incressed uis of
using systema systems.
Integration with global banking and locsl banking
systems.

Accounts Multiple More inactive  Accounts rationalised and moved to one par
accounts than active subabdiary as much as paaible. Intelligence
ones, Some subsidiaries i the reconcliation Lyl into the transsction
have one active account  reference numbes and easy to track through
per stock-keeping wnit integration of s;:%ems mentionsd abowe.

(product item)
Cogt Distributed and multipls  Headoedn sved through removal of redundant
operations activities and reaching econamies of scale

freasployment of resounces).

Banking costs rationalised and saved—potentially
over 50% saved, Uniform pricing from global
banks and local banks,

Sarvice and Multiple relatianshin Location of Treasury aperations centrafised to

Relationship  management and service anathaer location with one person |ocated at

Management  lavals haad office reporting to Tressurer 1o manage
banks’ relasonships camtrally, Banks' servcs sido
managed by Treasury operations with identified
points of contact from the banks” side.

* Professional services support. Accounting, tax, and legal across countries have
to be deeply involved in the process. HR and related aspects will also have to
be considerad.

Some of the challenges are captured in the next case,

In sumimary, growing companies may not always have the management bandwidth
o implement centralised operatlons right away, bul smooth process managemenl and
integrating policies and systems when acquisitions are belng done helps (o reduce the
effort to centralise considerably. when the time comes.

The next case study, contributed by one of my favourite Treasurers [rom his own
experience and observations [n the industry, articulates some of the important bul
unwritlen situations that companles could face.
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CASE STUDY: OVERCOMING HURDLES
IN IMPLEMENTING CENTRALISED
CASH MANAGEMENT

Every Treasurer—and every company—understands the benefits of centralised
cash management. They are:

*  LUsing cash available in some legal entities to avoid barrowing in others, theraby
avoiding the bid/offer spread.
" As a result, reducing pressure on funding lines for the bormowing and
counterparty limits for the deposits.
* Reducing the number of banking relationships and rationalising them. This
resufts in greater bargaining power and more customer attention from the cash
ranagement banks which are retained,
* Ability to offset currency positions, to reduce the amount of hedging required
* Enhanced visibility of the cash position and balances, educing the need for
cash buffers across the company
* |mprovements in cash farecasting—or, at least, a reduczd cdependency on
acourate forecasting, as errors in individual legal entitfes will tenid to offset each
other, and emergency cover can always be providsa rom the central Treasury.
* Enhanced Controls
* There is no longer a nead to monitor the s<tivitios of multiple local Treasury
teams to ensure compliance with policics

* Enhanced separation of duties—aftai: the finance or Treasury teams in
subsidiaries are not big enough t¢ ensure this.

* The central Treasury team can slio invest in skill levels not necessarily
avalable—ocr desirable—in snailer subsidiaries.

* Last, and not least, a reduct'an in the overall number of Treasury headeount,

These benefits can be @ven further enhanced by the implementation of a re-
invaicing centra, This can have the benefit of providing funding via a goods [or
services) current account, thereby eliminating the need for intercompany loan
agreements and the associated issues with arm’s-length pricing and potential with-
holding taxes. It can even simplify items like HO funding and internal royalties, by
building them into the price of the goods or services. The resulting elimination of
intercompany billing between subsidiaries can be a significant saving.

If these benefits are so significant, why isn't every company in the world aperat-
ing this way?

First, many companies have moved some way towards this approach. While
true, 100% centralised treasuries are still rare, it is equally unusual to find a group
in which each subsidiary is entirely free to raise and invest its cash as it sees fit. At
the very least, there s usually some form of regional Treasury centre, even if this
sometimes operates as a centre of expertise and advice rather than as an opera-
tional Treasury centre executing transactions.

The main reason many companies hesitate to centralise fully often lies in
paychology and internal politics, Contral aver funding and payments is a key
asloment of power and autonomy. As long as they contral their cash and thair
funding, the general manager and CFO of each company feel they have the
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ultimate control over their own destinies. To transfer this responsibility to someone
else is to give up an essential aspect of being a separate company.

Maturally, the objections are never expressed in these terms—the immediate
answer would be that they are part of a larger group, not an autonomaous entity,
Instead, these arguments are usually heard:

* The central Treasury operation will not be able to make urgent payments in time.
This will mean that essential iterms, such as tanes and payroll, will be paid late.

* Payroll has to be paid via a local bank. Employees cannot be made to open
accounts with an international cash management bank, which usually will not
have enough branches in the country.

* Customers will not agree to pay cash directly into an account with a foreign bank.

= [t is difficult to close the relationship with the local banks that have provided
support to the company over the years,

* The international cash management bank will nat provide the same level of
service as the local bank,

* The local Treasury team can get better rates by trading—and timing—in the
loeal markat,

*  The central team “just don’t understand” the local envirenment.

Mot included in the list—but nonetheless often 2 Vactur—is that the CFO and
the general manager will no longer be invited to &::ches or golf days organised
by the local bank.

How can you combat these arguments?

A lot will depend on the company’s siructure, and the relative internal paliti-
cal forces. A strong finance function, witt a strong CFO who is convinced of the
business case, will be able to push thia through. But aven then, it will be a tough
struggle—every glitch in the opsisions, no matter how tempaorary or how it was
caused, will be brought forvard as evidence that the approach does not waork,

Of course, it is preferable to implement this kind of project by convincing the
business of the merits an! cétting everyone’s buy-in. It is indispensable to build a
good business case a7 tu communicate the benefits of the new approach to all
members of the businuss’s senior management, especially ine management, wha
normally tend to side with the objections brought through the country line manage-
ment team.

At the same time, it is necessary to develop a convincing technical answer to all
the points brought forward by the local teams.

Sorme of the items in the list do not merit serious consideration. But some are
real issues that have to be addressed.

* Payroll is often a real problem. Employees often choose 1o have their personal
accounts with a local bank rather than with one of the recognised intermatianal
cash managemant banks. It is important to have a payment process that
imterfaces with the local clearing system. This can be surprisingly difficult—
especially in Europe and Latin America. If worst comes to worst, an account
can be maintained with a local bank, just for payroll—the bank can often be
Incented to provide good service by giving it the oppartunity to access the
personal banking requirements of the company's personnel.

{Continued)
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* Confidentiality is also a major issue with payroll. The best modern banking
interfaces provide a summary debit to the account for accounting and
reconcilation purposes, 5o the Treasury and accounting teams do not see all the
details of the payments. Again, the availability of this facility can be uneven, but
it can be a determining factor in deciding on & local versus an international bank.

* The lecal service levels are a problem. Even the best international cash
management banks can find it difficult to provide top-quality service to the
smaller local entities, which often are not big enough to be sericus clients for
their local teams. In awarding international cash management mandates, it is
essential to make sure the bank can always give top-quality service, even to the
smaller entities that do not represent a significant business opportunity for the
local branch. The effectiveness of this process often depends on the internal
incentive and management systems of the bank; do not be afraid to ask how
these operate for international mandates.

* Funding is essential. In negotiating a cross-border cash management mandate,
it is important to make sure that sufficient local liquidity lines are available. This
can be a significant challenge—not all international cash management banks
have cheap access to local funding in all countries.

* At the same time, it can be very helpful to call in refererocs from other companies
that hawe implemented these solutions, to demonstriie inat they can work

During the implementation phase, it is assentis *o make sure that full com.-
munication is maintained and that all issues ars *ddressed openly and in a timely
manner. Experiance says that once a centralixad process is up and running, most
local CFOs will actually appreciate the fact st it makes their ives easier. But it is
essential to do everything to win the hear:s and minds of the doubters until the
implementation phase is over.

Even once the project has bees completed, it is important to guard against
complacency. The banks that kave lost out as a result of the centralisation will con-
tinue to campaign and appl; pressure. It is important to make sure that the banks
that win the central cash management mandates do not become complacent and
lot their service lovels drcp. And finally, the choice of location to centralise to will
always be the subjecy of some intemal politics.

In summary, the benefits of a centralised cash management structure are clear.
But, as with all centralisation projects, it is possible to make this happen only by
remaving autonomy and independence from the local operating units.

Getting fusll buy-in for this is a real challenge, and requires an exceptional level of
communication and enthusiasm by the central Treasury team. it also requires Aawless
execution: The smallest failing will be used as a reason for tuming the clock back.

The savings are real—but so are the challenges.

Contributed by Damisn Glendinnirg, vice presidert and Treasurer, Lanavo; presicertd, Assacistion of
Conporate Treasurars (5ingagpena)

' SUMMARY

In this chapter. wi explored the concept of Treasury Design, dwelling on the key
themes of a good Treasury Deslgn, and evaluated some Treasury models that could be
adopted by global irms, with the use of shared service centres, Treasury centres,
In-house banks, and outsourcing many process-oriented activitles.
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CHAPTER THR

Treasury Culture

thought aid action process essentlal to the path of Treasury Leadership. It

involves creating the right mind-set and environment for the employees of the
Treasury function to work together and with other functions to produce best possible
results and service standards. Practically, doing this Includes aquipping the employ-
ees with the right knowledge, skills, tools, empowerment. atmosphere, and attitude to
generate best resulis.

A good Treasury Culture can explain the difference between two high-
performance (reasuries: one, a high-speed. cutling-edge. and efficdent Treasury
where motivaled emplovees make everything appear smooth and well-oiled, with
zero defects, prompt service and turnarounds to other functions. and a fun environ-
ment at work, where a Treasury rele is sought after; the other. a good well-organised
Treasury where employees are stretched and work overtime under intense pressure
o deliver the same results, where Treasury Is percelved to be a sllo support lunction
that burns the midnight oil.

‘ HE CONCERINOF TREASURY CULTURE as introduced in thizs ook 8

E¥)
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CASE STUDY: THE INSIDER

& use of company funds for social ends as part of the firm’s social responsibil.
ity is & given in today’s corporate world, Ever since the corporate world began,
soma employees have benefited from their company's largesse apart from their
official compensation. We're talking about internal fraud, with or without complicity.

Many companies that issue dividend payments have a long fist of investors or
shareholders who do not redesm their warrants. The monies for this purpose are
usually held in a separate escrow and remain there for a period of time. Typically,
banks are instructed to flag any transactions on such accounts immediately as
exceptions. As M, an employee of a company’s centralised Treasury who had
direct responsibility for account management, had figured out, the dividend
account of a fow years’ past had not besn monitored apart from his sign-offs on
the bank accounts,

A test transaction followed—a forged funds transfer instruction from a particu-
lar dividend account was flagged in the bank's system, but the bank’s oparations
manager called M, since he ahways handled all account-related clarifications. On
M's assurances that the transaction was ganuine, the operatinns manager released
the small paymant. Since no one elsa in the organisation tricied these balances
and since the amount was not large, the next audit thereater caught no specific
transaction.

Then the funds cutflow took shape. Over the v 15 months, M transferred
over USD 400,000, all in small amounts, to sccoants with other banks, from whare
the money was siphoned off to further accounty in the names of A's relatives.

Since the quarterly impact was not siari-unt as a percentage of the com.
pany's operations and the reconcilistior |1 ocess was not being followed for this
account in the absence of reporting. the vransfers did not set off any of the other
controd triggers.

When M was prometed to 2 incre senior role, he insisted on retaining respon-
sibility for account manageimany, which his managers took to indicate his extreme
dedication.

Whan his lifestyle bsoaq to improve quite a bit over time, another employes, Q,
thought it fit to red ey the situation. Doing her utmost to review the process, she
did a few quick investigations into M's lifestyle and found that it was rather lavish—
quite a change from when he had joined the firm.

When flagged, the repart went through to the human resources (HR) head.
When confranted with questions around recent developments in his life. M took
offense and threatened to quit and also to show documents from his inheritance
fram a dead uncle, M promised to place some of the money in an escrow account
with the company for the duration of his employment. The HR head was moved
and went along, failing to call M's bluff,

Ancther employee, F, had moved to the middle office and, eblivious to the
goings-on, intercepted account statements sent by the bank to M's attention. F
became curious. A few investigations revealed that the accounts in question were
not part of the recon process,

F, unclear of the company's whistleblower palicy, shot off two parallel sets of
lettors—one went to the chief financal officer (CFQ) and Treasurer, and the other
went to members of the board of directors. Both sides prompitly raised this with

(Continued)
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the chief executive officer (CEQ), who was then asked by the board to be involved
in the ensuing investigations. M, who had become aware of the investigation when
a bank staffer asked him for information required for the investigation, had macde
plans to leave the country and was caught at an immigration checkpoint.

The company's control processes were strengthened after that, but the sense of
control displayed by twe employees showed that the individuals’ sense of respon-
sibility, more than the company’s control culture, ultimately saved the day. The
moral of the case is that while our instincts sometimes tell us what facts will later
prave, the presence of a control culture can reduce instances of financial losses to
a degree. The adage “trust, but verify” is certainly applicable in this context.

Teamwork

Earller we discussed the various linkages and partnerships that Treasury needs o
develop in order to add value to the business. Treasury will not be able to add value
without a requisile amount of leamwork. Organisatlonalbho\int cross-functlonal
ieam gonls in emplovee and team appraisals also enlorces teamwork,

Transparency

The cost of caplial and operations of Treasury gei-ghssed on o the business or opera-
tional units in many firms. sinee Treasary 1s miaksy a support fanction. Glven the cost of
capital. returns on Investiment, gains or loades'on marked-to-market (MTM) positions on
hedging and targeted rates. apart from ¢ostol operations and account malntenance, the
cost and return parameters of Treasisy will likely have an Impact on the inancial per-
formance of various business unis, Transparency with numbers, operations, and turn-
around times will go a long way\n relnforcing other units’ Gith in the Treasury group.

- GENERAL SKILLS

General skills involve interpersonal and basic technical skills that the treasurers have
to look at from a development and training perspective.

Relationship Building

Treasury leam members need good interpersonal skills glven thelr dual responsibllity
of managing the Treasury and being service managers Lo support the business, Their
interpersonal skill, specifically In relationship management, is key, given the various
interfaces that Treasury has with external and internal entities. (See Figure 1.4 in
Chapler 1 for a snapshot of these linkages. )

Culture Knowledge

Since Interactlons with people from different backgrounds. countries/mationalities
and cullure s a way of life In the Treasury function, belng able (o understand and
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appreclate other cultures would assist In smooth Interactions and In galning the most
from meetings, conversations, and discussions with the other party. Working In a
cross-cultural, multinational environment also requires an appreciation of the back-
grounds, markets. and environments of the varous team members. Team contribu-
tions and performance depends a great deal on how well the team members work
together to create solld and efficlent output.

Technology

Members of Treasury teams do not need very technical skills but definitely have 1o be very
good users of technology. Those Involved In system decision making and implementation/
Integration need a good. well-rounded understanding of system architecture and
usage so they have the tools to make declslons on which systems (o use.

Process Orientation

Tghiness of processes and wero olerance [or ermors help mekesa Treasury perform
beyond expectations. Along with a control mind-sel. proceSs orientation of Treasury
employees creates respect within Treasury for the sanctity-of well-ladd out processes,
which In tum ensures that other functions and exterial Service providers also particl-
pate to make the end-to-end financlal supply chalnCork seamlessly and efficiently.

Written Communication

A global Treasury has a lot of interfaces with entitles through emall and, where
requlred, letters and notificatlons, €ven the increasing dependence on emall for
most [orms of communication. Snd the corresponding Increase In the volume of
emalls, Treasury emalls need io-be crisp and articulated well enough for readers to
immediately grasp the sibh@ilon and respond should immediate action be required.
Information-related emais should be clear and unambiguous, ensuring that there
is no (urther follow-up that could waste precious time for both parties. There s a cor-
responding danger of overcommunication—in order Lo reduce reverse gueries, some
information emails contain an overload and excess of information. In these cases, the
recelver could well come back 1o Treasury asking for where the information could
actually be found and how to read the mountain of data that was sent.

- TECHNICAL AND WORK-RELATED SKILLS

The final category of Treasury Culture involves finance and job-specific items that are
core to the functioning of a well-rounded Treasury team.
Business

Basic business skills and the understanding of the company’s business model. supply
chain, dynamics, and industry and competitor backgrounds will serve in good stead
o help Treasury employees understand the context of their roles. Many Treasury
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employees, especlally at the Junlor level, struggle to understand the Impact of thelr
robes and how they are actoally helping the organisation. Every Treasury role s critical,
and the Treasurer and CFO would do well to ensure that each and every employee within
the function has a good business understanding that will in tum help them add value to
thelr roles instead of simply performing and executing tasks automatically.

Financial and Markets Awareness

Awareness of the global environment, espoeclally the political and economic situa-
tlons of the world around and Its lmpact on markets, Including the ones in which the
company Is present or likely to enter. s an Important aspect for a global Treasury. It
Is Important for Treasury members 1o be generally aware of key market factors, how
they work. and general market trends and levels. Reading economic and Industry
reports regularly will also help to hone this knowledge base. Basic understanding of
economics and balance sheet is also required.

Accounting

Given the impact of treasury’s actions on the balance sheel through the accounting

process, employees of Treasury must have at least a pedignentary knowledge of account-
ing and. more Importand. the baslc accounting praciSes of the firm across 1ts key locatlons.
In particular, aspecis ol the cash conversion Gole (explained In Part Three), mark-
to-markets or valuation of risk management t=insactions (explained in Part Four), and
impact of translation of the balance sheet o ielated aspects should be well understood.

Regulatory

Treasury interfaces regularly \with central banks, exchange commissions. forelgn
exchange regulators, and slhier regalatory and statutory bodles. The natune of Treasury
work. especlally crossdssger and capltal-reloted transactlons. can sometimes creale
amblgulties around contravening regulations. It Is critlcal 1o ensure that all actlvitles
and transactions follow appropriate resulations. In case of doubt. the compliance officer
in charge must take the call. and unresolved or sensitive sltuations must be escalated to
country or global management, While it Is not in the realm of the Treasury employes
o take the final regulatory call In sensitive or unclear situations. he or she musl know
the regulations well enough o recognise ambiguity or potential contravention.
An interesting example in the regulatory context is given below.

EXAMPLE: A PARALLEL CURRENCY

he nondelivarable forward market (NDF) is an often sensitive topic—the market

exists, and certain central banks are concerned with trading on their currency
outside of their purview, in locations where the notes are not legal tender.

We cover the NDF market in more detail in Part Four. Here we consider an example
af a Treasurer who threw caution 1o the winds and decided to hedge a Latin American
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currency that was largely restricted on hedging, through the NDF market, The ratio-
nale was the time spent in getting approvals or documentation ready for onshore
hedges. The local Treasurer would undertake these hedges with global banks outside
the country, booking the deals on the parent’s books. The Treasurer then worked out
a method to “reimburse” the local company through internal accounting adjustments,
When the local subsidiary suffered large losses owing to massive currency

movement, the regulator was unimpressed. The parent had reported good figures,
including profitable numbers from the local company. The dsconnect was obwi-
ously the hedging of the local sxposure through the NDF process. Furthermaore,
email communication from the local entity to overseas banks on the NDF transac-
tions solidified the evidenca.

The Treasurer and the local CEQ were called in, and a few sensitive conversa-
tions later, the process was changed to hadge only onshore, with all efforts being
made to ensure compliance on approvals and documentation,

In contrast, the regulator of another country who kept receiving annual request
for approvals for overseas parent companies to hedge their capital cnshore stud-
ind the market. A group of treasurers had gotten together to presant the case
to the central bank. Once aware that many cther firms were i siaad routing their
hedges through the NDF market and recognising the genuinz need for such trans-
actions, the central bank refused to provide case-by-case approvals, Sometime
later, the entire transaction category itself was included under the heading of
"Hedgeable Risks" that overseas entities could par’arm onshore with minimal
documentation and no prior approval. This brawught even the NDF flows into the
country. Proactiveness is best when it s two ey,

| THE MANY HATS OF THE TREASURER

The Treasurer wears many hiats to fulfill and excel In his or her duty. This i a part of

Treasury Culture, to inculcite-4 multidimensional “DNA" among senlor Treasury per-

sonne| and wear these bats o nssist the Treasurer and CFO, and to create a second-line

to replace the Treasurer when the time comes for the current incumbent to move on.
Some hats of the Treasurer, lllustrated In Figure 3.2. are listed next.

Marketer

Astute observer and analysl
Fund manager (sacuring the firm's money)
Gatekeeper

Syslems speclalist

Innovator

Consultant and trasted advisor
Lobbyist and regulatory interface
Tralner

Process engineer

Economist and market expert

As we move through the varions functlons of Treasury, the relevance and appli-
cability of these hats, and when the Treasurer wears them, will become more evident.
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CASE STUDY: WHICH DESK SHOULD LOOK
AFTER THIS ISSUE?

e CFO of a European technology company was in a quandary. The books in

the control system and the Treasury system were showing different numbers,
The Treasurer, who had claimed a massive savings a3 a result of his hedges, had
resigned when the controller reported that the hedging process over the past two
years had actually lost the firm a lot of money and that the objectives of achieving
stabllity and visibility of financials were not being met. The week after the Treasurer
had quit, one of the dealers came to the CFO with a problem: A hadge transaction
that the Treasurer had done earfier in the month as part of the hedging programme
that had alsa bean reported in the GL systam (ERF) had come up for maturity, but
the bank had no records of the supposed transaction. Similarly, a payment that was
supposed to have gone for an earher hedge settlement through the electronic sys-
tem had shown a confirmation, while the bank was still asking for the payment to be
mada.

The Treasury team was responsible for the transactions and interface with banks
and for accounts and liguidity management. Any entries to o0 passed were done
50 by the controller's team based on reports issued by Troasury. The control team
members were not experts on Treasury decisions and Groducts; they left decisions
to the expertise of the Treasury team, agreeing in tiv spirit of teamwark to help
pais the entries in the back end. Implemantation'zi a state-of-the-art Treasury sys-
tem had assisted the process, Entries were neaw mostly automated except for a few
processes, whara the front end or dealers still nanded owver reports and the trans-
action entries in the ERP were then be posted by control based on these inputs.

The CFO immediately requested an independent review, and after two weeks,
he received the report. Sifting thraugh the points, there was one thread that was
common: the differences batwess 1ae various elemeants, systems, ar desks on thelr
evaluations, numbers, and holances. The reconcliation process had gone awry. The
ERP [GL system) and the staie-of-the-art Treasury system that the company had
invasted in an the treas- e+ 's recommendation were showing completely different
numbers on account oxances and hedging transactions. Transactions reported on
the Treasury system and whose mark-to-markets were being correctly reflected
in the accounting books were not present in the banks' reports. Limit excesses by
traders had been chedked (the checklists had been ticked) but not reported, since
the checks had been done by the traders themsehwes—system and banking reports
would come in 1o the dealers who would perform the verification to the best of
their ability.

The CFO called the controller and the senior members of the Treasury team. All
of them had done their day-to-day operational jobs to the best of their abilities,
but when the tima came to discuss reconciliation, the answers were ambiguous,
Owing to direct system handoffs between the Treasury system and the ERP, no
one had felt that there was a need for reconciliation. The banks’ offer to integrate
their systems with the Treasury system had been rejected owing to incremental
implementation costs. Hence the activity had remained with the Treasurer and his
team, Limit checks were designated a noncritical activity by the dealers and hence
ware not factored inta reviews on automated system reports—where they had

{Continued)

Commighted Material

a9



Comrighted Material

¥ s The World of Corporate Treasury

Situation: Contract Built In But No Compliance
with IT Security

The Qrion project is an advanced spacecraft programme in the implemantation
stage. Also known as the Multi-Purpose Crew Vehicle (MPCV), it is being built to
explore farther into our solar system, including potentially returning to the moon,
visiting an asteroid, and/or mounting a hugely complex and risky mission to Mars.
The first manned mission is expected to take place after 2020. Each Qrion space-
craft is projected to camy a crew of four astronauts. Most of the Orlon project
activities have been cutsourced to selected prime contractars.

During & review, NASA discovered that appropriate security clauses around sen.
sitive but unclassified (SBU) information had not been incorporated appropriately
into the vendor contract.

MASA had redefined the responsibilities for information as part of establishing
its security protocols (see Figure 4.5). However, the details of the requirements
ware not established until after contract award.

Whan the vendor was requested to assess the contract cost . mpacts of incorpo:
rating the new security protocols, the cost was mare than MASK could bear. NASA
now had two options:

1. Seek a waiver from MNASA headguarters (HC) and auverning security agencies
regarding levying the new security protocols ¢ the Orion contract.

2. Negotiate between the Orion prime contrzsloer and the owner of the security
requirements {(NASA HQ) to meet the intent of the levied security protocols
to ensure the protection of sensitive i*.%o mation while maintaining the cost
impacts within budgetary constraints.

Cin examination, it was evidest Lat a waiver would have an irreparable impact
and leave much sensitive information vulnerable to theft or misuse, The wendor
was a long-standing partner of MASA; hence from a relationship perspective, it
should be possible to wark with it to find a solution.

It was decided te ronagotiate the requirements with the prime contractor and
HQ. However, there would be a price to pay, and the team at NASA recognised
that. The way forward was to work closely to identify the security requirements and
reduce risk to the langest extent, and also identify how thesa requirements could

* Indeaduals who ceate new information (e.qg.,
authors, aic.)

& lnclwbduals contradling Informatson of recarmmending
its dissermination (e.q., book manegers, ete)

T ki
wity

= Parsors handling or possessing ndormatian

FIGURE 4.5 Responsibilities for Information
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be levied on the prime contractor with minimal cost impact from werding or pro-
cess changes (see Figure 4.6).

One of the key elements was traimng the team at the vendor side, so that they could
fully understand and implement the new security protocols, The training would involve:

*  Properidentification and categorsation of information (in this case, sensitive
but unclassified)

Proper marking of infarmation

Proper handling of sensitive but unclassified infarmation

Storage requirements

Transmassion requiremeants

Decontrolling information

The consequences of noncompliance or failure to identify information as such
cauld result in:

Increased risk to programmes or operations essential to the mission
Damage to a person’s privacy interests or economic or phisical welfare
Possible administrative action and eriminal prosecutior

Competition having access to the information

Once the vendor came back with estimates ans tha plan, the team at NASA
worked with the vendor team to finalise the reducas and negotiate on the cost,
for a win-win situation in the context of the info'mation security gap.

Contributed by Joewan Perera, PRD, JO. Johraoo Spoce Center, MASS,

|||||||||

Al add s pra® mezyrty
N i ie 1 rip ]

FIGURE 4.5 Process Map to Resolve IS Gap

[Continuad]
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Learnings
IT security is critical to the organisation, especially information on bank accounts,
financials, risk management, and investments that Treasury is privy to and owns, [T
security needs to be built in to cutsourcing contracts to reduce operational risks.
If such clauses have not been factored into existing contracts, it would be
worthwhile, as we saw in the case of NASA, to subsequently incorporate these
clauses into the contracts and rationalise the incremental cost structure by working
with the vendor or culsourcing partner,

~ SUMMARY

In this chapter. we looked at some of the Important elements @S Treasury processes,
operallons, and control. The Importance of process mappii) and other wols were
highlighted. Finally, the delineation of Treasury activities'and responsibilities across
front. middle. and back offices and the growing imporfince and context of the middle
office were discussed.
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