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Government Payment Guidelines

International Advisory Group for Government Payments
(Under the auspices of the World Bank)

Hemant Baijal
Payment Systems Development Group

The World Bank

International Advisory Group (IAG) for Government Payments

(under the auspices of the World Bank)

Made up of representatives from multilateral agencies, national authorities and
private sector entities — WBG, IMF, BIS, USA, Mexico, Brazil, Russia, Italy, the
Philippines, Azerbaijan, Saudi Arabia, India, Australia, South Africa, Turkey, WSBI,
AFI, MasterCard, Visa, etc.

Lead international effort to develop comprehensive guidelines for government
payment programs including tools and assessment methodologies for planning
and implementation of reforms

Core Deliverables of the IAG include

= Analysis and synthesis of existing materials, expertise and quantitative data to
extrapolate a set of good practices

= Executing multi-stakeholder consultations through various technical meetings held
in a transparent and inclusive manner to build consensus and to ensure quality of report

= Guidelines developed by the World Bank team with inputs from IAG members

= Relevant assessment tools and methodologies for conducting diagnostics of the —
mechanisms for government payment programs

PAYMENT SYSTEMS DEVELOPMENT GROUP » THE WORLD BANK




|
) i . i The World Bank
Timeline and Deliverables for IAG Deliverables  itemaima ssisory Grou

Fer Government Payments

« Establishment of an International Advisory Group
Junov| ® Development of the discussion documents — Terms of reference (TOR)
2010 | * Development of the discussion documents — Concept Note )

« Inaugural Meeting of the IAG, Washington DC (Dec 2-3, 2010)
Déc | . Discussion on scope, process and methodology
2010 J

« Initiate development of draft Guidelines
« Initiate development of Assessment Tools

Jazno-lFleb « Analyze World Bank Payment Systems Survey data )
« Technical Meeting in Rio (Friday Mar 18, 2011) )

Mar?Apd Circulate Initial Draft Outline of the guidelines report
2011 | * Solicit feedback from the IAG and other stakeholders )

Updated draft

Guidelines « IAG Technical Meeting in Rome, June 20-21, 2011 )
P ——— JunSep| * Finalize documentation based on feedback from IAG and APEC FI
P 2011 | ° ldentify Pilot countries )
« Final Technical Meeting in Cancun, Mexico September 27, 2011 )
U senvbec| * Release Guidelines for Public Comment (Oct 2011)
2%11  Final Guidelines Released (Dec 2011) )

Why do we need guidelines for government payments?

= Absence of universally accepted guidelines that provide public authorities
and payment service providers with an overarching framework for design
and implementation of government payment reforms

= Guidelines and NOT Principles or Rules:

= Guidelines facilitate coordination amongst stakeholders within payments value chain on
a “framework based approach”

= Allow flexibility in implementation approaches

= Broad based framework for guiding program implementations derived from international
good practices

= Not prescriptive in nature but give provisional guidance to governments and other
stakeholders to address key areas of uncertainty during implementation process
including a rapidly changing payments landscape

= The key focus is on the efficiency in government payment processes and
flows that utilize country’s domestic payments infrastructure




Government Payment Guidelines
GG1: legal and regulatory environment. Government payments should be supported by a sound, predictable, non-
discriminatory and proportionate legal and regulatory framework in relevant jurisdictions
Validity of electronic payments should be legally recognized; Central bank should play a key role in promoting reforms of
government payments; Sound regulations for new and innovating retail payment instruments should be enacted; Appropriate
legal and regulatory framework that promotes integrity and certainty of payments and minimizes fraud and risk should be
enacted; Sound public finance; Adequate consumer protections including information disclosures and legal recourse
GG2: payment systems infrastructure. Improvements to payment systems infrastructure that has the potential to increase the
efficiency of government payment programs should be encouraged
Organization and implementation of treasury systems; Adoption of common standards for interoperability within the payment
infrastructure should be promoted; Automated and centralized account management systems should be implemented where
appropriate; Using bank and non-bank financial services entities to provide payment services efficiently should be promoted;
Adequate levels of automation should be adopted for government payment programs
GG3: risk management. Government payment programs should manage risk through comprehensive planning and monitoring
GG4: market structure and competition. Competitive market conditions, including appropriate access to domestic payment
infrastructures, should be fostered
GG5: governance and transparency. Government payment programs should be transparent and accountable
GG6: cooperation and partnership. Cooperative ecosystem within the government authorities and with those within the
payment industry should be fostered
GG7: financial inclusion. Government payment programs should incorporate adequate measures to promote financial

inclusion

Types of Government Payments Considered within the Guidelines

G206

Govenunent o
Ciovernment Payments

» Domeaic milra-zovenunenbal payinenls

= Hxamples: paymenls made by one government
agency to another government agency tor
budgetary or operaional pupescs

| Tramns Lers |
_ * Examples: Conditional cash transters
¥ * Social bensfits inclnding disaster relief assistance
CIP /[ G2IR * Income Lax velumds
Govermunenl lo Person * Pension and social security (fransfer pavmeants)
and Ciovarnment to + Pavroll and incentives
G2P and P2G Business Payments = Procurement of goods il services
[iExpenditires] « Corporate tacs refunds
key payment = Sales Tax/VAT refunds
* Thishnrsement of 10ans or DISiNess assisrance
types with FT)
angle PG/ B2G s, wales and VAT b payimenis
Tayanents o Governmnenl = Social scounily pension conlnbalions
by Persons and « Antomotive costs tolls. fines. tickets
Busmesses = Fees for govammenl services, e, conpany
[Collections] Tegislralion




A Conceptual Model for Government Payments that Includes
All Payment Types
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G2P Payments Value Chain
I,
Safety and cost efficiency in payments B
. . . Financial inclusion N
National pUbIIC pollcy goals Access to payments infrastructure
“ Consumer protection
1
I\\\
» Framework contracts with Fls s
Central Bank. MoF and Treasury » Centralized account management (Treasury Accounts) N
! » Centralized clearing and settlement arrangements /
\
r
l\\.
i = Lower processing costs for G2P payments N
Government agencies » Reduced incidence of fraud and leakages
L = Cost effective, safe access to payment services for program recipients
1
[‘\,\
. ~ Safety, cost efficiency, and control over funds "N
G2P recipients » Convenient access and reliability of payment method
\ £ Prestige associated with using electronic payments l/
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Opportunities for Promoting Financial Inclusion
through G2P Payments

Financial inclusion is defined as availability of basic financial products to meet
payments, savings, credit, insurance and investment needs of the members of a
society at a reasonable cost

= Approximately 155 million people worldwide receive some form of G2P payments
— only 25% receive through a bank account or electronic payment instrument

= Broad based provision of electronic payments to financially excluded addresses
public policy goals as well as provides tremendous savings to the governments

= Arecent study by McKinsey showed that the Indian government could save INR
1000 billion or USD 22 billion annually (1.6% of GDP) if all of its government
payments were converted to electronic payment instruments

= Access to payment services paves way for access to broader financial services
including loans, deposits and credits, etc. which promotes financial inclusion at

the country level

Challenges in Promoting Financial Inclusion
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Guidelines for Financial Inclusion
= Financial Inclusion added as a stated goal in national public policy agenda with
backing at the highest political levels

< Measurable goals and objectives, e.g., xx% to be financially included by a certain
timeframe

< Tracking and reporting of objectives and making relevant updates to policy goals

= Coordination and cooperation on policy objectives for financial inclusion and
access to payment services including addressing any policy tradeoffs between
Central Bank, MoF, Treasury and those of line ministries

= Appropriate legal and regulatory framework that allows broader participation of
payment service providers (FIs, non-banks Fls, TPPs, post office, etc.) and a
broad range of payment mechanisms involving conventional and innovative
payment instruments

= Fair process for selection of payment service providers including fair terms for
recipients (pricing and service levels)

= Adequate consumer adoption and financial literacy measures to support faster
adoption of non-cash payments




