ASSOCIATION FOR
FINANCIAL
PROFESSIONALS

- R
o "‘
‘ o
> o w2 2 )
~ S \
;A A \
P N\
> \

AFP" PAYMENTS GUIDE TO

Dealing with
Miscellaneous
Payments

Underwritten by

(¢) MUFG


http://www.AFPonline.org
https://www.bk.mufg.jp/global/

CONTENTS

12

INTRODUCTION

MISCELLANEOUS PAYMENTS
DEFINED

THE CHARACTERISTICS OF
MISCELLANEOUS PAYMENTS

HOW TO DEAL WITH
MISCELLANEOUS PAYMENTS

TAKEAWAYS: MANAGING
MISCELLANEOUS PAYMENTS

Working
Capital Solutions

« Working Capital Solutions with a
consultative approach

- Harnessing depth and breadth of experience

« Identify areas of improvement:
process efficiencies, extending payables,
reducing receivables terms, or improving
the cost of capital

+ Collaborating on the right solution for you

Visit us today at
Working Capital Solutions | MUFG Americas

Or send us an email at:
MUFGWorkingCapitalConsulting@us.mufg.jp

SPONSOR OF THE

m /IFP 2021

PINNACLE AWARDS

Recognizing Excellence in Treasury and Finance

(°®) MUFG

A member of MUFG, a global financial group

©2021 Mitsubishi UFJ Financial Group, Inc. All rights reserved. The MUFG
logo and name is a service mark of Mitsubishi UFJ Financial Group, Inc.,
and is used by MUFG Bank, Ltd., with permission.



https://www.bk.mufg.jp/global/

(¢®) MUFG s unionBank

Technology plays an integral role in payments management, automation, and centralized payment
activities. However, there often are miscellaneous payments that are not standard and require
extra handling. As these exceptions arise, it is important to establish a process to manage
miscellaneous payments in an efficient, effective, and controlled way.

MUFG Union Bank, N.A. is proud to sponsor our fifteenth AFP Payments Guide titled Dealing with
Miscellaneous Payments. This guide provides actionable information to consider when developing a
workflow for processing non-standard payments.

As companies work across multiple entities and jurisdictions, payments can be complex. Having a
corporate-wide payments strategy can deliver benefits, even if that approach is not completely
centralized. Miscellaneous payments need to be part of a payments strategy and it is critical to
understand what these are and why they occur.

In this guide, CFOs and Corporate Treasurers will find case studies and best practices for
managing a range of exception payment types, which maximize efficiency and mitigate operational
risks. We plan to share this guide with our corporate, commercial, and institutional clients.

MUFG supports the AFP in its commitment to provide continuing education along with tools and
resources for treasury professionals to help them achieve their business objectives. We are also
pleased to sponsor the AFP Pinnacle Awards that recognize innovation in treasury and finance.

Best regards,

P2 reN 3§

Ranjana B. Clark
Head of Global & Americas Transaction Banking, and Bay Area President
MUFG Union Bank, N.A.

©2021 Mitsubishi UFJ Financial Group, Inc. All rights reserved. The MUFG logo and name is a service mark of
Mitsubishi UFJ Financial Group, Inc., and is used by MUFG Union Bank, N.A., with permission; Union Bank is a
registered trademark and brand name of MUFG Union Bank, N.A., Member FDIC.
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:I_INTRODUCTION

As technology has advanced, treasury and
finance have taken the opportunity to improve
efficiency and enhance controls across the

full range of financial activities. Payments
management is no exception, with organizations
constantly increasing control through the
adoption of centrally set payments strategies
and policies and, in many cases, the automation
and standardization of payments management.

While the focus may be on automation

and standardization, there will be some
miscellaneous payments that remain outside the
structure. These may be exceptions (payments
that are rejected by the automated process)

or the non-standard (those that cannot be
standardized for some reason), and still need to
be processed in a controlled manner. This guide
examines what miscellaneous payments are and
why they arise, before outlining a process that
can help treasury and finance manage them
effectively.

4 AFP PAYMENTS GUIDE: Miscellaneous Payments © 2021 Association for Financial Professionals - All rights reserved



2 MISCELLANEOUS PAYMENTS DEFINED

All companies have miscellaneous payments. Some
call them nuisance or exceptional payments, while
others don’t classify them any differently. These are
the type of payments that, because they are below
a certain dollar threshold, it is not cost-effective to
standardize. As a result, miscellaneous payments
typically require extra handling.

Standardized Payments Process

The finance function faces the constant pressure to
do more with less, while demonstrating control over
activities. Payments management is no exception,
with the constant threats of fraud and cyberrisk
requiring close attention.

To achieve these objectives, some organizations
have taken the opportunity to centralize payments,
whether to the corporate office, a shared services
center or an outsourced provider. The evolution of
in-house banking means it is now feasible to manage
“local” services from a single location. Others have
chosen not to centralize operational activity; instead,
as a means to demonstrate control, they have
adopted company-wide policies and procedures, and
require all business units to follow them.

Whether centralized or not, there are major benefits
to adopting a corporate-wide payments strategy
with all entities following the same procedures. It
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helps to reduce costs both internally, as processing
can increasingly be streamlined and automated,
and externally, as lower-cost payment routes can
be used, whether by aggregation or using volume
discounts. A common strategy also helps central
treasury monitor activities across even the most
highly decentralized group.

However, it is not always possible to standardize
every single payment process. As organizations
become more complex, especially by expanding

into muiltiple jurisdictions, it is more likely that some
payments cannot be accommodated in a single set of
procedures. Having such payments does not negate
the benefits of streamlining processes; automating the
majority should mean reducing processing costs and
operational risks. Still, it does mean that organizations
need to develop strategies for dealing with those that
cannot be processed via the standard procedures.
These payments require individual attention and will
fall into one of two broad categories: exceptions and
the non-standard.

Exceptions

Exceptions are those payments that are initiated
according to the company’s standard payments
policy, but cannot be completed. Exceptions can
arise for many reasons; for example, when erroneous
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data is entered into the payment management
system, a counterparty’s settlement instructions are
changed but not updated, or because of a routing
error. Companies can take steps to minimize the
chance of exceptions arising (e.g., by maintaining
current records), but some exceptions will arise in any
payments process.

Because exceptions happen from time to time, the
process for dealing with each type of exception
should be described in a company’s payment
procedures. These steps should include trying to
resolve any specific issues that may prevent it from
happening again.

Non-Standard Payments

Non-standard payments are different. These are the
payments that explicitly cannot be dealt with via
automated and standardized procedures. It may be
that payments must be made from, or collected to, a
specific bank account, or that some degree of manual
intervention is required. As a result, companies need
to develop procedures to address these non-standard
payments in a way that is as efficient as possible and
can demonstrate control.

are tightly controlled and fully documented.

payments to its subsidiary’s suppliers in China.
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CASE STUDY: MANAGING NON-STANDARD FX PAYMENTS

A U.S.-based retailer has a standard process for making foreign currency payments to its foreign
suppliers. The company buys FX on the spot market, holds the foreign currency in a foreign currency
account, and then initiates payment to its foreign suppliers directly from that account via its treasury
management system. This gives the company’s treasurer confidence that all foreign supplier payments

The only exception is for the company’s newly acquired Chinese subsidiary. The U.S.-based treasury
has not been able to use its U.S.-based bank relationships to open a conveniently located bank account
in China and, without controlling a local account, treasury does not have the ability to directly initiate

As a result, treasury has delegated day-to-day administration of supplier payments to the subsidiary’s
“on the ground” employees in China. Supplier payments are initiated locally, and treasury requires all
transactions to be fully documented. The U.S.-based treasury team then conducts regular reviews and
audits of the Chinese subsidiary’s activities to ensure compliance with agreed upon procedures.

While it is not possible to exactly replicate the standard model for FX payments used elsewhere, by
adjusting the process to meet specific local conditions, the company can still demonstrate sufficient
control over all payments made by its Chinese subsidiary.

© 2021 Association for Financial Professionals - All rights reserved
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THE CHARACTERISTICS OF
MISCELLANEOUS PAYMENTS

Although miscellaneous payments are likely to be low
value (all companies will have dedicated procedures
for handling treasury payments because of their

high value), they are still likely to need some form of
manual intervention to resolve. That is self-evident

in the case of exceptions; they arise because of a
problem with the automated process.

For other non-standard payments, the factors can vary
according to a range of unknowns. These include:

¢ Unusual purpose: the majority of payments can
be easily characterized, whether as supplier
payments, salaries or loan repayments. Each of
these have a degree of certainty that allow them
to be automated. Miscellaneous payments may
be one-offs (e.g., to pay a government body for a
license or surety bond). Sometimes the payment
value cannot be determined in advance, or there
may be multiple invoice points (e.g., when funding
ongoing legal fees), meaning payments cannot
be easily reconciled, thereby increasing the risk
associated with the payment.

¢ Unusual payment format: standardized payment
procedures often require some restrictions
on acceptable payment formats. Companies
operating in multiple jurisdictions may need to
effect payment in multiple formats. It may not be
economic to include all formats in the standard
process. Similarly, where companies face multiple
types of customers and/or suppliers (e.g., B2C,
B2B and B2G), they may need to process multiple
payment formats and face the same issue. The
emergence of different mobile and digital payment
formats complicates standardization further.

¢ Lack of bank support: in some cases, cash
management banks cannot process the payment,
especially if the counterparty is in another
jurisdiction. In others, banks can, but the process is
cumbersome and expensive.
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Lack of technology support: in an automated
process, if the technology cannot cope with

a payment format, then it becomes a manual
process.

Access to qualified people: unusual payments
may require special expertise to initiate and
approve.

CASE STUDY: USING AUTOMATION TO
FOCUS ON NON-STANDARD PAYMENTS

Volkswagen Group of America (VWGO0A)
utilizes an automated payments process
whereby Accounts Payable generates a
payment file which is routed to VWGo0A'’s
treasury management system for release. This
standard process covers the overwhelming
majority of the group’s outgoing payments
and manual payments are only the exception.

Payments processed manually usually involve
time-sensitive payments. For example, there
may be a timing component, such that
treasury will only release payment once

they have confirmation that all the relevant
documentation has been signed.

Even though they sit outside the standard
process, these manual payments are still
subject to strict controls. Treasury uses

a signature matrix to determine suitable
approvers; all instructions need to be reviewed
and approved by two qualified personnel
before payment is released. The process for
approving and releasing any manual payments
is documented within the team’s work
instructions.

© 2021 Association for Financial Professionals - All rights reserved
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HOW TO DEAL WITH
MISCELLANEOUS PAYMENTS

Compared to standardized payments, miscellaneous
payments generally represent a higher risk to an
organization, not least because they typically require
manual intervention. Although managed via standard
payment procedures, it is still good practice to have

a common approach for managing them. Doing so
will help your team manage the associated risks when
processing the payments.

a. Anticipate

As outlined above, there are generally two types
of miscellaneous payments: exceptions to the
standardized process and payments that cannot
be standardized. Both types of payments can be
anticipated to some extent.

8

EXCEPTIONS

In an ideal world, a fully automated and
standardized payment process will be fully
efficient, requiring no manual intervention. In
reality, while standardization can significantly
reduce manual intervention, there will always
be some exceptions that require attention. All
payment policies should anticipate exceptions
occurring from time to time and, consequently,
include workflows documenting how any
exceptions will be managed. These workflows
should incorporate a strict segregation of duties

as a critical protection against fraud and cyberrisk.

AFP PAYMENTS GUIDE: Miscellaneous Payments

They should also ensure approvals are performed
by individuals with an appropriate level of
expertise.

NON-STANDARD PAYMENTS

In contrast to exceptions, it should be possible to
anticipate non-standard payments. They are, for the
most part, a normal part of doing business; it is just
that they fall outside the standardized process the
company has developed to manage its outgoing
and incoming payments. Indeed, if an organization
has recently undergone a process to automate

and standardize payment processing, these
miscellaneous payments would have been flagged
as those that couldn’t be made to fit the structure.

There are many different types of payments that
may be considered non-standard. They range
from statutory payments (e.g., taxes, Social
Security), through emergency payments to
one-off payments. As companies expand into
new jurisdictions or from acquisitions, the list of
non-standard payments may expand.

Record Every Miscellaneous Payment

Wherever possible, build a database of all
miscellaneous payments.

For each payment, record the expected
amount, currency and expected payment

© 2021 Association for Financial Professionals - All rights reserved



best to manage them. Many of the mitigants will be
standard protections, such as having a clear workflow
with a defined segregation of duties.

method (e.g., if a government body requires
payment via direct debit, which may require
an in-country account). If there is a centralized
payment policy, also include the reason why
the payment is not part of the standardized
process. This may be the inability to make or
collect payment from a central bank account,
the required currency of the payment, or the

“There should be a well-defined process for
managing miscellaneous payments. The first
approver should be a head of a function with
the subject-matter expertise and sufficient
understanding of the transaction to ask critical

way in which the payment itself is initiated.

Ultimately, the objective, as far as possible, is to
reduce the number of payments on this list by
standardizing all payments. If new technology
emerges or regulations change to eliminate the

questions, such as: Does this transaction make
sense? Is the vendor, the amount, the timing of
the payment, etc. appropriate given what should
be happening? Overall, a well-designed approval
process should not only aim to satisfy internal

control requirements, but also strive to catch
fraud, both internal and external.”
- Regina Ochev, VR, Assistant Treasurer, Prologis

reason why the payment is on the miscellaneous
list, include it in the standard process.

b. Assess

For each identified type of miscellaneous payment, c. Consult

consider the associated risks. The assessment

should consider every stage in the process, from the
identification of a payment through initiation and
authorization to transmission and final settlement.

At each stage, the risk assessment should try to
determine the actions that need to be taken and how

For each type of miscellaneous payment, consult

with your various service providers about the support
they can offer. Other organizations will be making the
same payments, so your service providers are likely to
have some experience to draw on. Evaluate any tools

that can help to manage the risks.

CASE STUDY: USING THE TOOLS AVAILABLE TO MANAGE RISK

As a nationwide retailer, Genesco operates in multiple jurisdictions, so paying taxes on
time is a big deal. In the past, the company had sent all tax payments via ACH credit
using the web portal of one of its corporate treasury management banks — a manual
and cumbersome process.

To increase efficiency, most tax payments are now made via ACH debit. The transaction is initiated when
Genesco’s tax department files a return. Treasury has established a separate bank account to segregate these
transactions, enhancing visibility, and takes advantage of the full range of ACH debit blocks and filters.

Tax and treasury share a database so that treasury can confirm each debit as it posts daily to the bank
account. The first debit from any taxing authority will be flagged as an ACH-positive pay exception, and
treasury works with tax to confirm that the debit should be permitted and to set a reasonable dollar limit
for each taxing authority. As long as the debit comes from the same entity and is under the established
dollar limit, it will no longer generate an ACH-positive pay exception, but will always be confirmed

as being the expected amount. Adjusting the ACH debit blocks and filters is not difficult to do and is
documented in a way to make auditing more efficient.

Adopting new tools has allowed Genesco to improve the efficiency of a previously cumbersome process,
one where errors often took a lot of work and communication with tax authorities to fix. It also means
that the second day of the workweek is no longer referred to as “Tax Tuesday.”
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Organizations may be able to choose between
managing a payment in-house and outsourcing

the activity, for example to a locklbox. The answer
may well depend on the nature of the payment. It is
possible that some may be processed in-house (e.g.,
the occasional payment to a municipality or local
authority), while others are outsourced (e.g., foreign

currency payments). Whatever the decision
reached, the process should be clearly controlled
to minimize the risk of fraud and to ensure any
payments are only accepted from, or remitted to,
known counterparties, and that the payments do
not breach any regulations.

follows the company’s authority matrix.

meeting their requirements.

bad controls.”

CASE STUDY: WORKING WITH PARTNERS TO RESOLVE PROBLEMS

Driven by a desire to enhance financial controls, international packaging company Grief is in the middle
of a project to migrate its accounts payable processing to a single global shared services center.

In collaboration with IT, treasury has been working directly with the business controllers around the
world to introduce a series of automated workflows, aimed at reducing the use of wire payments
processed outside the system by treasury for non-treasury activities. Each AP team enters its payment
requests into a new dedicated software solution. This then generates payment files that interface to the
bank automatically for payment processing, upon going through appropriate approval workflow that

Straight through payment processing via bank interface created some challenges for certain types

of payment. For example, in some Latin American countries checks are still needed; but allowing

local employees to keep checkbooks in their desks did not reflect treasury’s aim to improve controls.
Assistant Treasurer Tony Krabill and Global Cash Management Director Vidhya Sriram were able to
work with banks to find an optimal solution. In these countries, electronic checks are included in the
payment file submitted to the bank, which then cuts and mails the checks directly to the beneficiaries,

This allows the local AP teams to follow the same approval workflows to initiate and approve payments,
while avoiding exposing Greif to additional operational risk.

For Krabill, there are two lessons. First, “Don’t accept the first answer from your bank. Work with them
to get a solution,” and second, “Improving controls comes at a cost, but there’s also a cost to having

d. Document

Each type of miscellaneous payment should have a
documented procedure as an important protection
against error and fraud. Even if the miscellaneous
payment is outside the standard processes, it should
still be possible for treasury, or the appropriate
department, to demonstrate a controlled process.
This means following established workflows to ensure
that obligations are met when needed, or that cash is
collected as efficiently as possible.

In many cases, there will be existing processes,
especially if the category of miscellaneous
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payment only arises after the implementation of an
organization-wide payment policy. Existing processes
can be reviewed to try to make them as standard

as possible (e.g., by following the same workflow

and segregation of duty requirements), with only

the standalone elements subject to a specific set of
procedures.

Occasionally, organizations may be required to add
new miscellaneous payments to their acceptable
operations. This may happen if a company expands
into a new country or acquires a new entity. In this
case, if there is no appropriate pre-existing process,
then the company should establish one.

© 2021 Association for Financial Professionals - All rights reserved



e. Specify and verify pricing

Speak to your banks and service providers about
pricing. The very fact that you’'ve characterized these
payments as miscellaneous will likely mean that they
will sit outside any transaction pricing already agreed
to with your banks and other service providers. If
you have been able to negotiate low pricing for the
automated and standardized payments, service
providers may try to use the reverse argument — the
fact that you can’t standardized them — to justify
charging you more to process them.

The critical point is that these miscellaneous
payments are not unforeseen. They are being
planned for, so you are not asking service providers
to divert resource at short notice, as you would with
emergency transactions. While you may be required
to pay slightly more for the miscellaneous payments
because it is a non-standard

process, the cost should

reflect the underlying value
of the transaction and the

time taken to process it.

Pricing may be a good reason

to evaluate outsourcing,

especially if the outsourcer

can achieve some sort of
economy of scale.

Even so, any price agreement for miscellaneous
services should be monitored. Some banks have a
habit of agreeing to reduced pricing, implementing it,

n AFP PAYMENTS GUIDE: Miscellaneous Payments

and then reverting to more expensive pricing after
a period of time. It is possible to verify pricing for
processing miscellaneous payments within wider
relationship management discussions.

f. Review

As with any other activity, perform a regular
review of miscellaneous payments, focusing on the
following key elements:

¢ Minimize exceptions. Taking steps to maximize
the efficiency of the automated payment process
will reduce cost and free up time to divert to
managing non-standard payments.

¢ Review whether it is possible to automate any
non-standard payments. Establish whether
whatever made them non-standard initially
still applies. Keep in mind that the coronavirus
pandemic may have changed what is possible.

¢ Ensure there is a procedure for all
miscellaneous payments (exceptions and non-
standard). and make sure it is followed. Revise
the procedure if necessary, especially to ensure
people with relevant expertise have appropriate
authority.

Wherever possible, the objective is to minimize

the number of miscellaneous payments. They are
relatively expensive to process and represent higher
operational risk than automated, standardized
payments.

© 2021 Association for Financial Professionals - All rights reserved



TAKEAWAYS: MANAGING
MISCELLANEOUS PAYMENTS

All companies have miscellaneous payments; 3. Consult with partners. Speak to banks and other
some are exceptions to automated, standardized service providers to identify ways they can help
processes, others are non-standard payments that to mitigate risk. Is there a tool that can help

fall outside the automated processes. However they standardize a non-standard payment?

arise, companies need to have clear process for
managing them in a controlled manner. The following
steps will help.

4. Document the workflow. Having a fully
documented workflow shows personnel what they
should do in each situation, and allows that activity

1. Anticipate miscellaneous payments. Have a to be monitored and audited.
process for exceptions, which should include
steps to reduce their future reoccurrence. List
non-standard payments and their characteristics to
identify the critical features of each type.

5. Discuss and verify pricing. Bring the pricing
of miscellaneous payments processing into
relationship management discussions with banks
and other service providers.

2. Assess the risk. For each identified non-standard
payment type, assess where the risk arises (e.g.,
location, value, purpose, time-sensitivity) and
take steps to mitigate that risk. Having
each payment reviewed and approved
by appropriately qualified personnel is
important.

6. Review and revise. Always ensure documented

workflows are followed, and revise processes
where necessary. If technology or circumstances
change, where possible, automate non-
standard payments.
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