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The Background

IT2 Treasury Solutions’ recent conversations with corporate treasurers in the East Asia region confirm a trend
that is also evident in Europe and North America: there is heightened interest in analysing the benefits of
investing in treasury technology, to improve the visibility of cash and the management of financial risk. 1T2’s
observation is backed up by recent consultants’ reports, and also by the IACCT. Our experience shows that many
companies are interested in learning more about the added value that may be gained from using specialist
treasury management systems (‘TMSs’). Treasurers want to know what benefits a TMS can bring, how TMSs are
differentiated from ERP systems, and how their cost can be objectively justified to management. This article
addresses these questions/topics, with practical examples.

It is a little surprising that many companies are actively considering increased or initial investment in up-to-date
treasury technology during a time of economic slowdown. This seems to be happening because of an
increasingly general opinion that a TMS really can make a significant positive difference to corporate
performance. IT2’s conclusion from discussions with treasurers from all over the world is that there are three
major business benefits that are agreed to result directly from a well-implemented TMS:

e Enterprise-wide visibility of cash. Companies who can see their accurate, up-to-date cash position can
move surplus cash to wherever it is needed in the organisation; they can invest net surplus cash
effectively; they can pay down expensive borrowings, and free credit lines for productive use; therefore
they can plan and manage corporate liquidity more effectively.

e Financial risk management. TMSs include a range of facilities to help treasurers measure and manage
risk. For example, they can monitor counterparty limit utilisation, and help to avoid limit breaches. And
they can enable treasurers to model the effect of different hedging, borrowing & investment decisions,
to support informed decision taking.

e Treasury efficiency: a TMS can help a treasury to eliminate inefficiencies such as data re-keying and
other manual operations, improving processing accuracy, and freeing staff to focus on treasury
management. The accuracy and timeliness of management reporting should be much improved as a
result.




Spreadsheets, ERP — or TMS?

Much recent research confirms that treasuries in East Asia presently rely on manual and spreadsheet based
operations to a far greater degree than is presently found in Europe and North America. At the same time, East
Asia is reacting in harmony with other regions’ increasing focus on treasury technology. Practical evidence for
this includes the high level of interest being presently shown in technology by treasury conference participants,
and also in attendance at related seminars and similar educational events. This trend is further confirmed by the
IACCT’s observations.

The decision to move away from manual into more automated solutions may be driven by new factors in the
cost/benefit analysis. Manual operations may not be efficient, because of the necessary duplication of effort in
processes such as confirmation, settlement and accounting, and the need to put rigorous checks and controls in
place to try to minimise losses and errors. A further key factor is the audit status of manual solutions, which are
more and more frequently judged to be too error prone, too slow and insufficiently transparent to support a
critical financial operation such as treasury.

So, if a corporate decision is taken to invest the necessary time, effort and money to select and implement a
more automated solution, what are the practical choices? Presently, the answer lies between spreadsheet-
based solutions, ERP solutions and specialist treasury management systems. The advantages and disadvantages
of each solution are summarised in the following diagram:

Spreadsheet  Flexible Not robust
Cheap Insecure
Easy-to-use No value-added functionality
ERP Enterprise-wide Expensive to implement
Politically correct Expensive to upgrade

Not mission-specific

TMS Mission-specific Separate investment needed
Robust Design effort needed
Secure

Ease of integration
Ease of use
Dependable reporting

Best practice for treasury




Spreadsheets have historically been a cheap and popular solution. Today, such solutions are still very common
among smaller corporations — but they are rapidly losing favour with audit firms, because of their lack of
robustness and transparency, which is often judged to fall below minimum acceptable standards for treasury.
Spreadsheet solutions tend to be poorly documented, and the consequences of this tend to be felt when the
solution author leaves the company, and the system collapses or needs urgent revision, for example as a
consequence of a change in regulatory reporting requirements. The fixing of such issues can be time consuming,
and expensive — and can expose the treasury operation to significant financial and operational risk.

Although ERP solutions are expensive, they are often favoured in cases in which the organisation has made a
substantial IT investment in such a system. ERP systems inevitably require expensive and complex
implementation and upgrade processes, and treasurers often report that the end result just does not fit
comfortably into their understanding of treasury best practice. For example, in some ERP implementations it
may be difficult to forecast cash, or to prepare and run critical management reports, or to process some financial
instrument types.

Treasurers tend to prefer the mission-specific functionality and intuitive reporting of a TMS; and they may have
to justify this preference by demonstrating how a TMS will produce more effective cash visibility, risk
management analysis and management reporting than an ERP system can manage. In fact, treasury
management systems and ERP systems are effectively complementary. ERP system databases include payable
and receivable future cash flow information that the TMS needs for cash forecasting; and the TMS Nominal
Ledger can generate cash flow and accounting value journal entries (based, for example, on interest accruals and
FX revaluations), that are needed for posting to the corporate General Ledger. Some ERP systems are in fact
supported by specialist integration ‘middleware’ that is designed to implement such 2-way information flows in
a secure and effective way. The specialist TMS becomes, in effect, a module of the generalist ERP system.

Process-oriented Technology

Today’s treasury management systems are ‘process-oriented’ as opposed to ‘transaction-oriented.” Process
orientation means that the presentation and operation of the system reflects specific treasury workflows (such
as liquidity management or hedge accounting) rather than focussing initially on transactions. With process
orientation, transaction management forms a part of the workflow, together with analysis, reporting and
control.

Process oriented treasury technology is based around process maps, which drive, manage and document
treasury workflows, supporting best practice key controls and effective Sarbanes-Oxley compliance. The
following illustration shows a process map which defines the short term investment process, part of the cash
and liquidity management solution:

SHORT TERM INVESTMENT PROCESS MAP ——nal
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This process map shows the various workflow operations which are running at the same time as the process is
being monitored. The process map includes counts of critical open items, such as the number of deals awaiting
verification, to illustrate the monitoring, control and transparency of the solution provided.

Within each treasury process, critical information is presented through ‘management dashboards’, which enable
process, management and control information to be integrated with treasury policy and compliance information
in one convenient display, which is automatically updated as conditions change.

An example of a management dashboard supporting the hedge accounting process is given below:

MANAGEMENT DASHBOARD —HEDGE ACCOUNTING
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Management dashboards show a set of authorised processes that is available to a particular member of the
treasury team, combined with the critical information that is required for him or her to do their job effectively.
The key feature of a well implemented dashboard is that it is succinct, clear and complete. Dashboards are
configured during the TMS implementation exercise, to fulfil client-specific operational requirements. Using
management dashboards, the working treasurer can focus on the information that has been assembled and
presented, without having any conscious concern or necessary awareness of the data processing tasks that have
been configured and executed in order to present this information.

Justifying a TMS Investment

Once a treasurer has decided that, in principle, their organisation would benefit from investing in a
TMS, they then have to justify and secure the necessary budget for selection and acquisition. In
building a strong internal case, the treasury team will need to evaluate - and wherever possible
guantify - the unique benefits that implementing a TMS would bring.

As a practical example, a UK corporation recently gave a technology presentation at the UK ACT
conference held in April 2009. This presentation contrasted the ‘old way’ (when they used an outdated
and poorly integrated TMS) with the ‘new way’, after they had implemented IT2.

The old way centred on the following processes:
— Spreadsheets for cash management
— Treasury management system for recording deals
— Electronic confirmation system
— Phone dealing

— PC based banking systems




— Manual distribution of inter company loan statements

— Manual email notification from the business for short term cash flow forecasting input
into diary

— Limited medium term cashflow forecasting
— Treasury management system for accounting to UK GAAP

— Spreadsheets for IFRS adjustments

In contrast, the new way streamlined and secured the operation as follows:
— IT2 cash management module for
e daily cash management

* imports from banking systems for bank balances and transactions across
accounts

— IT2 Deal management module for
e Dealer input of deals for logging of money market deals
e Automatic import of FX deals from trading platform
* Positions calculated from within the system
— T2 Confirmation management module for
* Generating deal confirmations
* Export to electronic confirmation matching system
— IT2 cashflow forecasting module for
e short and medium term cash forecasting
— IT2 nominal ledger for UK GAAP and implementing hedge accounting module for IFRS
— Electronic dealing portal for FX dealing
— Online banking system of main UK clearing bank
— Email distribution of inter company loan statements

Ladbrokes were therefore able to concentrate the efforts of the treasury team on effectively managing
cash and hedging risk, rather than having to struggle with spreadsheets and manual processes before
they could in fact start on their professional treasury work.




One of the key benefits of implementing a TMS is realised through the integrations that may be
performed with complementary third party systems, as illustrated below. These integrations can
include interfaces with:

e Bank Systems: for the daily and intra-day upload of balance and transaction information, and
also for the secure export of payment messages.

e ERP and Accounting Systems: for the export of accounting journal entries, and the import of
accounts payable and receivable summaries, if required for cash forecasting purposes.

e Cash forecast information: 24/7 cash forecasts imported via web browsers, and also data
sourced from in-house and third party budgeting and planning systems.

e On-line dealing systems: for the export of FX and interest rate transaction execution requests,
and the import of the execution details of the deals executed.

e Confirmation matching systems — for the export of deal confirmations prepared by the TMS,
and the import of confirmation match status information.

e Microsoft Office: Word, Excel, Outlook, Access.......
e Market Data Systems: for the import of FX and interest rates, and volatilities.

These may not all be applicable for a given treasury operation. For entry-level operations, they might
be evaluated and implemented at later stages, in cases in which such levels of integration have been
established to be valuable. Complete integration opens the door to STP (‘straight through processing’)
in treasury, where this is justified by the volumes, risk levels and efficiency gains.

TMS INTEGRATION POSSIBILITIES
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There are many benefits to a treasury’s business that can be defined and realised through
implementation of a TMS. These include:

e Enterprise wide visibility of cash: the treasury can now deploy the organisation’s cash where it
is needed, and secure the best investment returns on net surplus cash.

e Surplus cash may be used to pay down debt, which may be expensive in the current economic
environment.

e Surplus cash may be redeployed to provide cheap finance for new and existing projects.

e The efficient management of internal cash will reduce credit line utilisation, and so improve a
company’s credit status.

e The enhanced levels of risk management offered by a TMS enable companies to evaluate the
effects of market operations that they are considering, such as swapping fixed rate investments
into floating rate.

e TMS risk management facilities manage counterparty risk exposures effectively, supporting
transparent compliance with treasury policy.

e TMS mark-to-market revaluation processes eliminate a time-consuming and error-prone
manual task, and ensure high quality results and exposure reporting.

e The TMS database will reflect up-to-date and verified exposure, hedge, debt and investment
information. It can therefore drive the production of dependable and timely management
reporting, eliminating expensive and potential unreliable manual processes.

e TMS efficiencies enable staff to be re-deployed away from repetitive and essentially
unproductive manual tasks and focussed on managing cash and risk most effectively.

e A robust and transparent TMS means that treasury audits proceed smoothly, because treasury
policy, and treasury workflows and transaction histories are all easy to research and report.

e Process-driven TMSs reduce implementation time because it is much easier to train
inexperienced staff effectively and quickly.

These are a selection of the real, tangible benefits that have been achieved in corporate treasuries as a
result of best practice TMS implementation. There are numerous further benefit possibilities that may
apply in specific cases.
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The treasurer who is new to TMS technology may well engage the services of a specialist solution
provider or treasury consultant to help build the business case to secure funding for a selection and
implementation project. They may additionally discuss matters with peers and treasury association
members who have successfully implemented TMS projects. Consultants are often also used to help
to construct RFPs, to evaluate RFP responses by selected vendors, to advise during the final selection,
and to support aspects of implementation such as planning and testing.

Some effort is needed to select and implement the right TMS for your organisation — but the real
benefits of doing so have never been more valuable than they are today.
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