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CARTAC Phase IV Has Started Well

Arnold Mclntyre, Programme Coordinator

The Caribbean is beginning to turn the
corner after a long and deep recession;
however risks are firmly on the downside.
Continued financial turmoil in Europe and
modest growth in the USA are not
supportive of a strong rebound in economic
activity in the region. Weak external
demand and high public debt levels has
been a damper on economic activity in
much of the region for the last two years,
which has also been adversely affected by
natural disasters. Given the high debt
burden in  most countries, fiscal
consolidation should proceed. In addition,
the financial system remains vulnerable to
shocks form cross-border conglomerates.
CL Financial Group is still pending with
potentially large fiscal costs. Against the
background  of  difficult  economic
conditions, CARTAC’s high quality
technical assistance is the best way to
support the region in overcoming capacity
constraints to facilitate the adoption of
sound policies. CARTAC has made a good
start to Phase 1V trying to meet increased
demands from our member countries to
support their reform initiatives, especially
fiscal consolidation strategies.

In 2011, TA activity in Phase IV has
focused on continued support in critical
areas of capacity building CARTAC has
been supporting. As we look forward to
2012 CARTAC’s TA program will
emphasize:

e Supporting macro and fiscal
consolidation strategies with work
on developing and updating macro

frameworks and deepening
capacity  (including  thorough
training) in macro analytical
capability;

N

e Continued support to strengthening
Public Financial Management
(PFM) focusing on enhancing
capacity in budget preparation and

execution including deepening
capacity in the Accountant
General’s Department and internal
audit;

e Enhancing capacity in debt
management, particularly
developing capability in debt

sustainability analysis (notably in
the ECCU sub-region with ECCB
leadership);

e Strengthening tax administration
through support to pre and post
implementation of VAT together
with customs reforms to improve
efficiency and collections;

e Deepening capacity in the
regulation and supervision of the
insurance sector, credit unions,
pensions funds and supporting
capital market development; and

e Continued support to strengthen
capacity in National Accounts and
Prices together with targeted
support to develop balance of
payments statistics.

On behalf of the CARTAC staff and
myself, | would like to wish everyone
a Happy Christmas and New Year. We
look forward to working with you in
2012 to assist in developing your
institutional capacity to meet the
challenges the region faces with a
difficult global economic environment.
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Association of Caribbean Debt Managers

Michel Marion, Macro-Fiscal Adviser

In recent years, as a means to facilitate
networking among Caribbean  debt
managers and expose them to reforms
being carried out in, and the issues and
challenges faced by other countries,
CARTAC has been sponsoring the
participation of senior Caribbean debt
managers to the Proceedings of Latin
American and Caribbean (LAC) Debt
Managers organized by the Inter-American
Development Bank (IADB). Recently,
noting the diverging paths of Latin
American and Caribbean economies and

their  respective  financial ~ market
conditions, Caribbean debt managers
asked if CARTAC could organize a

complementary  forum dedicated to
Caribbean debt managers. It was in that
context that CARTAC led the effort to
deliver a Caribbean Debt Managers’
Forum (CDMF) in Jamaica on October
18" in  partnership  with  the
Commonwealth Secretariat (Com-Sec), the
IADB, and the Eastern Caribbean Central
Bank (ECCB). CDMF was followed by the
3-day Proceedings of Latin American and
Caribbean debt managers. All CARTAC
member countries and some territories

Participants

were invited to participate at this twin
CDMF-LAC event: there were 25
participants from 14 member countries and
from 1 UK territory. (See group photo.)

Participants at CDMF discussed region-
specific issues, challenges and
opportunities faced by Caribbean debt
managers; they shared their reform
experiences and the issues arising during
the reform implementation process. They
also discussed their TA needs going
forward. Participants decided to form the
Caribbean Association of Debt Managers
(CARADEM) - to facilitate ongoing
networking and sharing of good practices.
CARADEM was launched, and a 5-
member  Executive Committee  was
elected. Following CDMF, the Executive

Committee of CARADEM met to
deliberate on the Association’s
constitution and its next steps. The

Communiqué — see link below — was also
released.

http://www.cartac.org/pageselect.cfm?pag
e=60

Executive Committee
From Left: Mrs. Patlian Johnson (MoF-British Virgin
Islands), Executive Member; Mrs. Pamella McLaren
(MoF-Jamaica), President; Mrs. Michelle Doyle-
Lowe (C.B. Barbados), Vice President; Mr. Francis
Fontenelle (MoF-St. Lucia), Executive Member;
Ms. Marlene Jeffers (MoF-Nevis, St. Kitts and Nevis),
Secretary.
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DSA Preparation in Dominica and in St. Vincent and the

Grenadines

Michel Marion, Macro-Fiscal Adviser

A partnership was struck earlier this year with
the CIDA-funded Debt Management Advisory
Services (DMAS) unit located at the ECCB. The
focus of the Technical Assistance (TA) is to help
our counterparts prepare the historical and
forecast datasets that are wused in the
sustainability assessment. Typically, some data
preparation is involved, namely the preparation
of fiscal and economic projections. As most
ECCU countries rely to a significant extent on
concessional 20-year project-loans negotiated
with development partners, the sustainability
assessment is carried out over this 20-year
period.

During the September — October period, joint
workshops were delivered in Dominica and in
St. Vincent and the Grenadines. This follows
similar TA delivered in St. Lucia in June and
July. In Dominica, ten officials from various
Departments of the Ministry of Finance (MoF)
and from the Inland Revenue Department
participated in the review of their medium-term
macro-fiscal projections, in the extension of
these projections to 2031; and in the preparation
of the DSA. The workshop was co-facilitated by
CARTAC’s Macro-Fiscal Adviser and the
Director of Research and Policy in the MoF. An
economist from the ECCB’s DMAS-Unit and the
country economist at the ECCB participated in
the preparation of the debt flows and stock
datasets and the associated debt service series,
and in the interpretation of the DSA results.

As had been the case in St. Lucia earlier this
year, these two countries rely to a significant
extent on concessional long-term project-loans
negotiated with development partners and the
sustainability assessment is carried out over this
20-year period. The IMF-WB-LIC DSA
framework and template were used. This meant
extending the medium-term  macro-fiscal
projections to a 20-year forecast interval; and
calculating debt figures on a present-value
(instead of on a book-value) basis, to take full
account of the external debt concessionality and
to calculate the grant element.

The initial focus was on the review of the
projections for GDP and for external sector
variables. The preparation of the historical and
forecast values of the fiscal variables followed.

Finally projections were made of domestic and
foreign interest rates as well as the respective
forecast of domestic and foreign financing and
the resulting debt stocks to which these interest
rate  projections would then apply. A
convergence process was then applied to
achieve single, stable, consistent estimates of
interest payments, the budget balance, financing
and net debt for each of the next 20 years.

A similar process was followed in both
countries — although as in St. Lucia, a two-step
process was followed in St. Vincent and the
Grenadines — where 10 officials from the MoF
and from the Statistics Department participated.
In Dominica an additional scenario was
prepared, encompassing an active fiscal policy
stance; and it was then submitted to the DSA
test.

In both countries, from their evaluation
responses, participants found the workshop
useful, timely and relevant. They were pleased
that the intended outputs had been produced.
They appreciated participating in the entire
interactive process with their colleagues, which
had contributed to their greater understanding of
how the various pieces fit together and of the
“debt and deficits” dynamics. They expressed
appreciation for the accompanying modeling
and technical forecast work which they had
requested — including being introduced to the
“convergence” technique which was applied to
“close” the fiscal projections.

In both countries, workshop results and
participants’ feedback were presented to the
Financial Secretary and other members of the
MoF leadership team.
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PFM Workshop, Dominica

Felix Enriquez & Portia Burke-Vital

Dominica was the beneficiary of the latest
Public Financial Management (PFM)
workshop held by CARTAC from
November 14-18, 2011. The workshop was
facilitated by Ambrose Obike, Accountant
General of Grenada and Felix Enriquez,
Business Analyst for the Treasury in Belize.
They were assisted by Portia Burke-Vital,
Budget Analyst and Anne Fontaine, Deputy
Accountant General both of the MoF
Dominica. The Workshop was attended by a
wide cross section of public officers from
the accounts office of the various ministries
and departments and by senior managers
within ~ the  public  service  with
responsibilities for revenue collection,
expenditure and budget preparation.

In their opening remarks the Financial
Secretary, Ms Rosamund Edwards and
CARTAC PFM Adviser, Mr. Mark Silins
reminded participants of the need to adapt to
a changing environment in which heightened
prudence is required in managing scarce
financial resources and that nationally and
regionally we must all embrace new
technology that will ensure the achievement

of budget targets and nation building.

As the workshop progressed and by the
responses in the final evaluations from the
participants, it was plain to see that it was
indeed a very successful event. All the
participants left with increased knowledge
of how the government’s accounting
system work and a better sense of how to
participate with the Accountant General’s
office to achieve the required outcomes for
all parties.

The participant’s group presentations were
spectacular and it was evident that they had
grasped the lessons of emphasizing internal
controls, better cash flow management, the
budget process and of course, the need to
be compliant with financial regulations.
Participants were sensitized about the need
to strengthen the regulations. They became
cognizant of the fact that new ones need to
be enacted which will conform to a better
Financial Management system.
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in the Caribbean - A Challenge from the Sidelines!

Mark Silins, Public Finance Management Adviser

In the Caribbean, and in many English-speaking countries for that matter, the State Treasury is
called the Accountant General’s Department (AGD). In this post | will explore what the main tasks
and functions of the AGD should be, and what minimum functionality should be expected from
them.

The AGD is, one could say, the engine room that supports effective public financial management,
or at least it should be. Ensuring the completeness of all financial information in the accounting
system each day ensures that key financial reports are available to support timely decision making.
The AGD is also the processing centre for expenditures and receipts. Its systems should support
the proper classification of all financial stocks and flows of government and provide reports on
these for all different stakeholders, including parliament.

How well does the Caribbean compare?
An examination of a range of recent PEFA assessments across the Caribbean indicates that there is
definitely room for improvement in budget execution, accounting and fiscal reporting in the region.

Issues identified include:
e Anabsence of timely bank reconciliation;

o Weaknesses in chart of accounts design;

e Inconsistent accounting practices;

e Failure to produce timely monthly budget execution reports;

e Large delays in submission of audited financial statements (the audit of financial
statements is the responsibility of the Auditor General, so in part delays may be caused
there);

e High dependency on inefficient methods of payment including cash and cheques;

o Delays in the recording of financial flows in the General Ledger, including revenues, debt
and public sector investment (generally externally financed) cash flows;

e Fragmented banking arrangements;
e Low capacity to manage and forecast cash flows; and
e Redundant manual processes.

Having worked in the region for the past few years it is clear that many AGD’s need to strengthen
their capacities and redefine their business processes. Many AGD’s have not yet fully reaped the
benefits of the automated systems that have been installed and are retaining out-of-date manual
practices. Suggesting overall reforms often surpasses countries’ capacity to change. Change
processes have to be implemented while the ongoing business of government continues as well.
This is difficult for any treasury organization, but the more so in Caribbean where tasks often
depend on just a handful of key personnel.

For this reason I often advise AGD’s to concentrate (sequentially) on four key reforms which I
describe next:
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1. Day end Processing

Many of the upstream problems in the AGD, such as incomplete financial information and
delays in timely reporting, are a direct result of the day’s work not being completed. The
latter should include the processing of all payments and receipts and bringing to account all
external flows that impact on the accounts via journal vouchers. Every transaction that is not
processed on the day will create a discrepancy between the bank and ledger, and misstate the
financial position in the ledger. Often delays are occurring in processing as a result of sub-
optimal business processes.

Five countries in the region have recently developed automated bank reconciliation
processes. The approach in each case is simple. Using data matching techniques, all
transactions that appear in both the bank statement and the ledger are eliminated, thus
focusing the reconciliation on those transactions that appear in one but not in the other.
Dominica recently reviewed its revenue collection process in the AGD. Now, as revenues are
received they are entered directly into the account system, ensuring timely recording and
eliminating the costly involvement of three officials for the process. A recent review of
business processes in the AGD in one country, found numerous manual processes including
physical registers, which duplicate the information in the accounting system. In most cases,
the parallel processes could just cease, eliminating major redundant workloads.

2. Month-end processing and closing

Many countries do not close the accounts at the end of each month, despite this procedure
being the normal precursor to producing the accounts at the end of the month. Not closing the
accounts each month impacts on a country’s capacity to report consistently and is also a major
contributor to delays in producing the annual financial statements. Reconciling the accounts
monthly makes end-of-year accounting a smoother process.

Barbados ensures that it runs a month-end process enabling it to produce fiscal reports that
can be matched to the accounting system. Not surprisingly, Barbados routinely meets its
statutory obligations in relation to timely annual financial statements.

3. Consolidation

Every bank account and financial process outside the accounting system impacts on the
capacity of the AGD to produce timely consolidated financial information. The objective
should be to process all financial transactions through the IFMIS system rather than bringing
them to account by journal voucher after the event. This eliminates duplicate manual
processes, and ensures that the internal controls available in modern systems reduce fiduciary
risks.

The first response to objections to closing bank accounts outside the treasury single account
should not be why to include this in the TSA and the IFMIS but why not? In a number of
countries such as Belize, the IADB now requires their projects to be managed in the country
IFMIS, and are measuring their own performance in this area. Perhaps other development
partners can take a leaf out of IADB’s book.

Some development partners argue that consolidation of funds will increase the fiduciary risks
in relation to their funds. However, it is not clear that the creation of a separate bank account
eliminates such risks and segregation or earmarking of funds can occur through proper design
of the chart of accounts and the controls available in most IFMIS. In any event, even if a DP
insists on “quarantining” funds in a separate bank account, why operate the account outside of
the IFMIS?

It is certain that external arrangements of this nature increase fiduciary risk and delay
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consolidated reporting through the fragmentation of government accounting. It also fails to
meet the stated objective of all DPs to use country systems in accordance with the Paris
Declaration.

4. Chart of Accounts Redesign

Ensuring that the Chart of Accounts (CoA) supports the key financial reports is critical. The
accounting system should support both reporting of the fiscal balance, and the production of a
standard cash flow statement as a minimum. Using the IMF’s Government Financial Statistics
Manual 2001 as a benchmark is a sensible way to ensure that both outputs are reporting
formats supported by the CoAs structure.

CoAs redesign work in three countries has resulted in realignment of the object codes to GFS
2001. The reform work also highlighted some incorrect accounting practices for attention.
Each country can now produce a fiscal balance report, cash flow statement and also a report in
accordance with GFS 2001 directly from the CoAs.

To summarize, improving the PEFA scores of Caribbean countries in the treasury area is
doable. The list of four key reforms is not that complicated and should be achievable by all
CARICOM members. Can we challenge the AGD’s in the member countries to have achieved
these four reforms over the next three years?
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PFM Blog Update!
Ho Ho Ho. . . Strategic Budgeting is Here

/‘/ R | sSTMAS Martin Bowen, CARTAC Short Term Expert

The following is an extract from one of the mos recession. The resulting decline in
recent articles posted to thEeEM Blog on the revenues has  seen a  dramatic

|l MFb6s website. P laethes

b L e N deterioration in the fiscal balances of

many of these countries leading to
significant increases in borrowing and
debt. Countries have recognised that the
level of their fiscal deficits and
borrowing is not sustainable in the
longer term and that correcting fiscal
imbalances requires strong measures
both on the revenue and expenditure

Straight from the North Pole a new,
promising approach to budget planning
is discussed by CARTAC Short Term
Expert Martin Bowen that could help
countries with limited resources and
capacities get a grip on their public
finances using elements of more
advanced and complex reforms usually
only seen in advanced economies.

Caribbean countries have been hit
particularly hard by the downturn in US
economic activity following the global

side. In support, the IMF’s regional
technical assistance centre in the
Caribbean  (CARTAC) has been
providing extensive technical assistance
to member countries across a range of
PFM areas including macroeconomic
analysis, revenue forecasting, budget
planning and preparation and treasury
management.

Read more at: http:/blog-pfm.imf.org/
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CARTAC Steering Committee Meeting, Kingston, Jamaica
IMF Fund Staff Visit CARTAC
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CARTAC Staff Holiday Luncheon

This year the staff of CARTAC chose to once again support the Aids Society of Barbados (ASOB) as part of the
organization’s effort to give back to the community. ASOB supports the worldwide effort to combat the spread
of HIV disease and promotes the rights and welfare of persons infected and affected by the disease.

With funds generously donated by staff members, we were able to donate 9 grocery hampers, 8 bags of
toiletries and 30 wrapped gifts for children and teenagers ages 4 — 17.

CARTAC Staff packing the hampers CARTACGs Progr a (ASOB Staff)
presentingt he it ems Robert Best, Joy Blackett, Sonia Arthur,
Judy Archer Judy Archer
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Farewell & Best Wishes
to Brian Jones

We would like to take this opportunity to bid farewell and offer our best
wishes to Brian Jones. Brian joined CARTAC in September 2009 as a
Technical Adviser in Revenue Administration with responsibility for customs,
international trade, and border management issues. Brian’s warm and easy
personality, not to mention his quick wit, made him one of the most likable
persons here at CARTAC and he will surely be missed. We would like to
thank Brian for his hard work and dedication during his tenure here and we

wish him a long, happy and healthy retirement.

HAPPY HOLIDAYS
From the

Management & Staff of
CARTAC

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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