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This article presents the case of financial logistics in an organisation. The 

electronic payment system is a part of the corporate treasury environment. An important 

component of the electronic payment system is the electronic invoicing, including the 

payment factory. This is explained in this paper. Financial logistics is a financial part of 

the business-to-business chain of electronic commerce. In this paper we stress especially 

the business-related controls in this particular environment. The overall conclusion is 

that the management of this functional domain is a general management responsibility. 
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______________________________________________________________________________ 

 

I. Introduction 

This paper has as subject matter the corporate treasury organisation within a large 

organisation, with a special emphasis on the financial logistic aspects. The relevance of this 

subject is underlined due to the further deployment of information and communication 

technology („ICT‟) in the treasury environment, which led to new advanced developments. These 

developments must be well managed and controlled by responsible (top-) management. We 

explore an organisation structure of a corporate treasury. This presents a rather common structure 

and is divided in three parts i.e. front-, middle-, and back office. This splitting up of corporate 

treasury activities in three-fold could be considered a benchmark. In addition we describe a cash 

management process as part of a corporate treasury, with an emphasis on the financial logistics 

part. In particular ICT-capabilities could be used as an enabling factor for the stated corporate 

goals.  

 

One of the main topics of the article is financial logistics. By means of this term we 

express the use of ICT-concepts and concepts derived from the physical logistics applied to the 

financial flows. Another main topic is the internal control framework. The internal control 

framework consists of a number of logically selected business controls. With business controls 

we understand those measures that support management in the control of operational processes 

and ultimately the realisation of the corporate goals. An important part of a corporate treasury is 
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a Treasury Management System („TMS‟). This system encompasses the main treasury 

information flows within one integrated application. 

 

The deployment of a treasury control framework, in the same way as business controls, is 

managerial oriented. In the case we focus especially on financial logistics related to the 

consequences for the deal execution process in the different offices and the payment flows which 

are organised through a payment factory. These payment flows are internally generated by the 

individual businesses and managed by the centralized corporate treasury on their behalf (Polak, 

2009, 2010).  

 

The problem definition and the objective of this paper are to demonstrate that given the 

specific high inherent risk of a corporate treasury customised compensating treasury controls are 

needed. These compensating treasury controls should reduce the financial risk to an appropriate 

level. The level of risk appetite is to be determined by the board of management and board of 

directors.  

 

 We will explain the relationship between the treasury environment and financial logistics 

in the context of business controls as the main topic. In the first chapter the organization of a 

corporate treasury is explained. The second chapter the emergent way of information and 

communication technology will be mentioned in the context of using the information technology 

as an enabling factor. In the third chapter financial logistics will be defined and the ICT-

capabilities for integral control of financial and logistical flows will be presented. In the fourth 

chapter this concept will be illustrated in practice by means of the case example. Finally 

conclusions and lessons to be learned are presented. 

II. Organisation of a Corporate Treasury 

 

A corporate treasury has many relations with the businesses of a corporate. In fact in 

order, as cost centre or profit centre, to add value its very existence depends on sound relations 

and a good insight in the business needs. In order to understand the concept of a corporate 

treasury environment it is important to clarify the role and responsibilities of a corporate treasury 

department of a large company. In most companies the corporate treasury department has been 

organised as an independent organisation that manages all financial flows in the most optimal 

way (Milligan, 2001).  

 

The segregation of duties between front-, middle-, and back office operations is based on the 

principles of the administrative organization/internal control. An important reason for this is that 

these offices perform different tasks in the treasury process. The segregation of duties is a 

condition for an adequate set up and working of treasury related business controls. Internal 

control is a process, effected by an entity‟s board of directors, management and other personnel, 

designed to provide reasonable assurance regarding the achievement of objectives. 
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1. Front Office  

 

The front office is an important interface between the organisation to the financial market 

in terms of deal execution. For this purpose use is made of a TMS in order to: 

 execute and subsequently register foreign currency deals; 

 calculate real time currency exposures and e.g. counter party exposures. These and other 

exposures should at all times remain within the limits as set out by the dealing policy 

approved by the corporate treasury management; 

 obtain information on and manage future cash flows; 

 manage the related interest rate exposures; 

 calculate „what if‟ and „worst case‟ scenarios. 

2. Middle Office 

 

Middle office uses the TMS to monitor and follow up on executed and input transactions. 

As we will see in a later chapter the deal confirmation process is an important control element of 

the treasury control framework. Often the deal confirmation process is a manual process in a 

corporate treasury environment. There are however ICT-developments which would make it 

possible to fully automate the confirmation process e.g. through the use of SWIFT. It is clear that 

automation of the deal confirmation process will have a large impact on the middle office 

workload and ways of working. 

 

Further more the TMS is used by the middle office to generate control reports such as 

limit reports and worst case scenarios. It is important that a TMS supports these functions and 

that the middle office fully understands the treasury concepts for this is another important 

element of the treasury control framework („TCF‟). 

3. Back Office 

After deals have been accepted and verified by the middle office they also have to be 

accounted for which is typically done by the back office. For this purpose the back office uses 

either a module of the TMS or perhaps more often a separate (off the shelf / customised or self 

built) accounting package. Whatever the solution, in order to avoid manual input errors it is 

preferred to have an automatic interface in place between the TMS and the accounting system. 

 

4. Service activities 

For a corporate treasury, electronic banking systems offer the possibility to manage cash 

balances per currency on a global basis. These systems also enable a corporate treasury to 

operate as an internal bank for the operational entities. Bank independent electronic banking 

systems enable a corporate treasury to increase the service level of banks by choosing the „best in 
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class‟ banks for cash management purposes per country and substantially save on cross border 

payments. 

5. Internal Control Framework  

 

Management has business responsibilities with respect to e.g. deployment of a strategic 

action plan, increasing market share, introduction of new products and realisation of a positive 

economic value added. In order for management to reach their targets, operations have to be 

controlled: „Managers have to take steps to help ensure that the organisation‟s employees do 

what is best for the organisation. Business controls are necessary to guard against the 

possibilities that people will do something the organisation does not want them to do or fail to do 

something they should‟ (Merchant 2012). The basis of the internal control framework is the well-

known COSO-concept. In 1992, the Committee of Sponsoring Organizations of the Treadway 

Commission („COSO‟) published a report titled Internal Control-Integrated Framework. This 

document provides principles-based guidance for designing and implementing effective internal 

control. More information on the COSO-organisation and the internal control framework is 

available at www.coso.org. COSO developed the framework in response to management‟s needs 

for effective ways to better control operations and to help ensure that organizational objectives 

related to operations, reporting, and compliance are achieved. The framework provides a 

standard way of describing and discussing internal control and has become the most widely used 

internal control system. 

 

Business controls, in our view and concurring with the above, are a means to control 

operational activities and consequently contribute to achievement of a business strategy and 

objectives (Simons 1995). 

 

In contemporary control literature there are different classifications of business controls. 

Merchant (2012) makes a distinction between result, action and personnel / cultural controls. 

Result and action controls can be measured in terms of e.g. a profit target (result) or agreed 

strategy (action). Personnel / cultural controls refer to some „softer‟ forms of control as e.g. 

selection and training of employees, code of conduct and „Tone at the Top‟.  

 

The focus is on adequate financial controls, a prerequisite for reliable financial 

management information. A major control measure in this respect is the creation of segregation 

of duties between personnel responsible for a process and / or the financial outcome thereof. The 

financial information is subsequently used to manage the business and make adjustments during 

the execution phase of a strategic action plan. 

 

The whole set of business controls, independent of the classification used, in a 

corporation are commonly referred to as the internal control framework. Due to its specific 

nature, larger amounts of liquidity and related higher risks, additional specific business controls 

are needed in a corporate treasury environment. 

http://www.coso.org/
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6. Treasury Controls 

Due to larger amounts of liquidity and other financial risks handled by a corporate 

treasury, a strong Treasury Control Framework („TCF‟) has to be implemented. The framework 

should reduce operational risks to an acceptable level, to be determined by the board of 

management. Given the fact that the activities of a corporate treasury are very specific and 

different from the regular operations, additional control measures are needed to mitigate risks to 

an acceptable level.  

Additional control measures may consist of: 

 a dealing policy; stating amongst others what the objectives of the dealing room are, what the 

maximum exposure amounts per foreign currency are and which financial instruments are 

allowed to be used for hedging; 

 aligned with the dealing policy clear operational procedures for front-, middle- and back 

office personnel. Specific attention is needed for „out of control‟ circumstances e.g. a breach 

of foreign currency exposure limits or bank credit / deposit limits; 

 a management reporting framework; describing mandatory reports, relating reporting lines 

and reporting frequency; 

 a risk management department; that applies its own state of the art models and tools to 

independently determine the financial risks run by the front office. 
 

The board of management / CFO of a corporate should approve the strategy, dealing 

policy and related controls of a corporate treasury. The whole structure of business controls, as 

described above, in a corporate treasury environment is commonly referred to as a Treasury 

Control Framework („TCF‟). 

As a knowledgeable department in the area of business controls, internal audit can advise 

a corporate treasury with respect to the development and implementation of a TCF. Furthermore 

management can assign internal audit to review whether the organisation has properly 

implemented and adheres to controls as set out in the TCF. These reviews can be done on a 

periodical basis but also on specific request e.g. in case of critical organisational and / or ICT 

system changes. 

III. Information and Communication Technology as an enabling factor 

1. Nature of strategic deployment of ICT 

 

The key to understanding the strategic use of ICT is by understanding the deployment of 

ICT in order to gain competitive advantage. The question will rise what makes an attribute 

strategic? Stated below are some of the implications of applying the strategic concept: 

 advantage over competitors; 

 newness, novelty and innovation; 

 uniqueness; 

 attractiveness to consumers; 

 profitability 
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The strategic advantage demonstrates (or discloses) itself in different ways. Every use of 

ICT in connection with the above mentioned aspects has a strategic nature. The basic analysis 

model for understanding competitive forces is the well-known generic Porters Model of 

Competitive Advantage (Porter 2008). For each of the forces ICT could be deployed in 

connection with the use of above mentioned aspects.  

2. Facilitating Corporate Treasury and management goals 

 

All initiatives using ICT for the purpose of reaching the corporate goals could be defined 

as the use of ICT as an enabling factor. This particular circumstance needs skilled management 

behaviour. The skills must encompass a broad understanding of the technology and the particular 

applications.  

 

The above mentioned aspects have a more classic nature. ICT could be used also for 

creation of fundamental change. By means of ICT other goals and opportunities will be reached 

or created. In special circumstances the impact of ICT could be such that the technology will 

interact with the corporate goals itself. By means of the technology the corporate goals could be 

redefined.  

 

Reaching the corporate goals, the fundamental changes in the commercial physical and 

financial processes are enabled by new ICT-developments. In particular, ICT enlarges the range 

and reach of information exchange between economic actors, by means of a standardised 

technical infrastructure, which creates opportunities for a new, electronic co-ordination 

mechanism within and between companies. The implementation of ICT-opportunities is deeply 

affecting the existing intra- and inter-organisational commercial, physical logistic and financial 

logistic (information and communication) process patterns. It is easy to understand that financial 

logistics is ICT-driven. By means of the use of financial logistics, organisations are able to reach 

their corporate goals. In general terms one of the corporate goals is using liquidity, which 

includes cash-management, in an effective and efficient way.  

 

The eminent role of quasi market mechanism such as outsourcing and shared services can 

be realised by means of the use of ICT. Due to the impact of ICT on organisations there will be a 

tendency to produce goods and services through the market instead of the hierarchy. The co-

ordination of production will be done through the market. For organisations this results in the 

outsourcing of non-core business activities. This outsourcing can be done across organisational 

boundaries or within organisational barriers by concentrating activities at corporate level in order 

to reach economies of scale and know-how. Within organisations quasi market structures will be 

developed by means of e.g. transfer pricing and organisational unit forming.  

 

The information exchange creates intra-organisational marketing opportunities. In the 

same way the financial information from an economic transaction can be used for other purposes 

than purely for intra-organisational matters. In an inter-organisational context, ICT can be used 

for the exchange of information with other parties, for instance financial clearinghouses. This 

consideration is the basis for ICT-applications.  
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IV. Financial Logistics 

1. Background of the phenomenon  

The concept of electronic business is defined as: ‟the application of information and 

communication technology to improve, transform and /or redefine any form of resource 

exchange (transacting and contracting) between involved actors like companies and their 

customers, suppliers or other partners by developing and maintaining dedicated inter-

organisational systems and (inter) national institutional arrangements‟ (Wigand, et all. 1997) 

 

There is a large variety of electronic business forms described in terms like electronic commerce, 

electronic payment, electronic logistics and electronic procurement. Basically, the central issue 

of electronic business is applying ICT in business activities what people and firms do when they 

exchange goods, services or ideas. Electronic commerce is generally considered to be the sales 

aspect of e-business. It also consists of the exchange of data to facilitate the financing and 

payment aspects of business transactions. E-invoicing removes the need for paper and postage, 

but the costs go beyond the obvious as improved document processes can improve the efficiency 

of the entire supply chain, save employee time and reduce payment time. The latest development 

is SEPA („Single Euro Payments Area‟), Europe‟s move to standardise payments, is a huge 

opportunity for corporates to gain greater visibility and control of cash.  

V. Case 

1. The case-organisation 

 

The case is based on a real organisation, due to confidentiality the name cannot be disclosed. 

Within the organization, corporate treasury has established product lines that are headed by 

managers with world-wide responsibility. Furthermore corporate treasury is organised regionally 

through regional finance centres and country treasury organisations who are responsible for 

regional execution of the financial policies and directives determined at corporate treasury 

headquarters.  

 

The product lines of corporate treasury at the organisation mainly consist of (Allman‐Ward, 

2008): 

 corporate finance, responsible for amongst others funding programs and bank relationship 

management; 

 cash management, responsible for an optimal usage of available liquidity and interest rate 

risk management; 

 risk management, responsible for management of financial risks such as foreign exchange 

and credit risk; 

 project & trade finance, responsible for amongst others identifying external funding 

opportunities with respect to larger domestic and foreign projects. 

 

http://en.wikipedia.org/wiki/E-business
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2. Treasury Management System 

 

To further clarify the above financial processes, the figure below describes the inter relationships 

between the treasury management system used by front-, middle-, and back office and other 

treasury information systems (adapted from Cronie 1998). In the next paragraphs we will further 

explore the necessary control measures in a corporate treasury environment. 

 

 

Figure 1: The TMS-environment 

 

With the selection of a TMS one should make sure that accounting for treasury transactions is 

adequately supported by the system. The treasury department may find that the TMS either 

adequately supports the required front- and middle office functionality or the back office 

functionality. 

3. Front Office 

Position and responsibilities: Dealing Policy 

The front office in a corporate treasury environment is typically involved with foreign currency 

management and therefore consists of a number of foreign exchange dealers, headed by a chief 
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dealer. The chief dealer reports to the group treasurer or financial director. Front office 

operations are governed by a dealing policy.  

The dealing policy also sets out the control framework with respect to dealing activities: 

 the organisation structure and managerial responsibility with respect to the treasury (i.e. 

front-, middle- and back office) operations. For control purposes the front office 

typically reports to the group treasurer whereas middle-, and back office report to the 

corporate treasury controller. It is of the utmost importance that this segregation of 

duties is enforced by the implementation and use of the TMS;  

 the kind of financial instruments which are allowed to be used i.e. plain vanilla 

instruments or also complex leveraged financial instruments („exotics‟); 

 intra-day and overnight currency limits; 

 credit limits with financial institutions relating to foreign currency transactions; 

 deposit limits with financial institutions; 

 reporting requirements for the front office; 

 reporting requirements for the middle- and back office for control and accounting 

purposes.  

 

Deal execution 

 

From a control point of view it is of the utmost importance that deals are input by the dealers in 

the treasury management system on a timely basis. In this way the middle office can view the 

deals and reconcile them to incoming bank confirmations. For this purpose use is made of the 

TMS, which supports both front- and middle office functions. After a deal has been entered into 

the front office module of the TMS, it is assigned a unique deal number and cannot be changed 

anymore by the dealers.  

There is no absolute certainty that dealers always comply with the dealing policy i.e. only use 

financial instruments that are allowed to be used and do not enter into transactions that would 

expose the company beyond authorised limits. Nevertheless the control framework of a corporate 

treasury should at a minimum detect such a breach of controls within 24 hours and preferably 

within the same working day. The middle office plays an essential role in the corporate treasury 

control framework. It is the middle office, which prepares daily exposure reports and reconciles 

executed deals to incoming bank confirmations. 

4. Middle Office 

 

Position and responsibilities 

 

The middle office is independent from the dealing room and reports e.g. to the controller of the 

corporate treasury. The middle office is involved in the deal verification process. Deal 

verification is done after the deals have been executed by the front office. Furthermore the 
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middle office is involved in the deal settlement / payment process. Therefore the middle office 

has an essential role in the corporate treasury control framework. 

 

Deal verification 

 

After deals have been executed and input in the TMS they have to be verified. Elements of 

verification include: 

 correct input of all the transactions fields as e.g. date of settlement, counter party name, 

bank account, transaction amount (plausibility check); 

 is the transaction in compliance with the dealing policy i.e. are the financial instruments 

used allowed by the dealing policy; 

 reconciliation of the new transactions to the incoming bank confirmation. Within 24 

hours at the most but preferably within the same working day, all the deals have to be 

confirmed. Differences between the confirmation and the transactions input in the 

treasury management system are to be explained a tempo. 
 

As can be derived from the above, the role of the middle office as a measure of control is crucial. 

The reporting line therefore cannot be to the chief dealer or treasurer but has to be to the more 

independent controller of the corporate treasury organisation.  

 

Another essential task of the middle office is the daily reporting on transactions performed, 

foreign currency positions, deposits with financial institutions and scenarios. Reporting on 

scenarios include worst case scenarios i.e. given the currency positions and financial instruments 

used what will be the impact if currencies and interest rates move in an adverse direction. These 

reports are derived from the treasury management system.  

Furthermore it is important that middle office staff understands the basic treasury concepts and 

the factors / parameters that determine e.g. the valuation of forward contracts and option 

contracts.  

 

 

 

Payment process 

 

The payment process as an essential part of financial logistics is clearly one of the most crucial 

processes of the corporate treasury key processes. This is due to the fact that real money leaves 

the company and hence strong controls have to be in place, ensuring that only authorised 

payments are made. Payments in a corporate treasury environment are normally generated 

through the treasury management system and typically relate to: 

 the settlement of financial instruments used to hedge financial risks; 
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 cash management transactions e.g. transfer of funds from a current account to a deposit 

account with a more favourable interest rate; 

 Specific transactions e.g. royalty payments / receipts. 
 

Payment authorisation 

 

The TMS generates a list of settlements. These settlements are based on transactions verified in 

an earlier phase by the middle office. Depending on the exact nature of the original transactions 

the verification can have taken place weeks or months ago. As mentioned before it is therefore 

essential that after verification the transactions can not be tampered with, neither by the front 

office nor by the middle office.  

It is common practice that the TMS has an automatic interface with the electronic banking 

system. Middle office controls the interface and downloads settlement data from the TMS to the 

electronic banking system. After the download a transaction list can be made which has to 

reconcile to the transaction settlement list derived directly for the TMS. The use of a dedicated 

PC for the download process further enhances controls with respect to the payment process. 

Electronic Banking / Cash Management 

 

Cash management as part of corporate treasury, is influenced more and more by the state of the 

art of the ICT. The business solutions cash management has to offer are determined by, amongst 

others, the availability of local and wide area networks, database management systems and 

clients / servers which accommodate electronic banking systems for global cash management 

functions.  

 

Control measures 

 

Due to the fact larger amounts of money are processed it is of the utmost importance that internal 

controls with respect to electronic payment systems are well implemented. Internal controls 

include both user controls and ICT-controls: 

 user authentication and authorisation e.g. through use of a smartcard; 

 data communication security e.g. end to end encryption of payment messages or files; 

 segregation of duties between input and authorisation of payment transactions; 

 receipt confirmation of payment instructions sent to the bank; 

 daily reconciliation of the payment instructions to the electronic bank accounts. 

5. Back Office 

Position and responsibilities 

 

The back office of a corporate treasury organisation is the final part in the treasury control chain 

and therefore has an important role in the overall control framework. The back office is amongst 

others responsible for: 
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 the accounting treatment of treasury transactions; 

 periodical, e.g. monthly, confirmation of treasury transactions per internal counterparty 

i.e. the operational businesses; 

 preparation of the periodical financial results in compliance with the group accounting 

principles and GAAP (Generally Accepted Accounting Principles). 

 furthermore the back office is part of the payment authorisation process (refer to „middle 

office payment authorisation‟).  

 

In order to effectively carry out its responsibilities the back office has to be independent from the 

front- and middle office. For this purpose the back office typically reports to the controller of the 

corporate treasury department. 

6. Service activities 

 

Financial logistics can contribute to the reduction of high cross border payment fees. In the past 

larger corporates built their own payment systems for external accounts payable per country and 

implemented a global clearing system for settlement of inter-company payments and receipts. 

Nowadays corporate in-house banks will replace the country payment systems and global 

clearing systems. External payments and receipts of the whole group are now processed through 

a global electronic payment system. The cash-management bank then pays the creditor as if it 

were a local payment thereby avoiding higher cross border payment fees for the corporate. 

Also the management of cash balances is facilitated through the use of ICT. Information on cash 

balances of all corporate bank accounts is now instantly available through the use of data 

communication and database software. This allows amongst others for zero balancing of the 

corporate bank accounts per foreign currency. In this way interest charges can be reduced to a 

minimum and surplus money can be identified quickly and swept to an interest bearing deposit 

account if necessary. 
 

Payment Factory 

 

Payment factories are made possible through ICT. In fact payment factories are a good example 

where ICT is linked with core business processes to facilitate organisational change and generate 

new sources of competitive advantage. The purpose of a payment factory is to process payment 

data (accounts payable / accounts receivable) on behalf of the businesses. The businesses are 

establishing shared service centres („SSC‟) for e.g. accounting services. The SSC could make 

payments to each individual creditor through a bank account at a bank in a (foreign) country. 

This would however involve a lot of effort in terms of setting up the interfaces with the local 

banks to allow for electronic payment transactions. Due the fact the SSC has a regional function, 
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most payment transactions are bound to be cross border and therefore relatively expensive. By 

making use of a central payment factory the following advantages can be obtained: 

 substantial cost savings can be achieved by grouping the payments and delivering them, 

on behalf the business. In this way cross border payments have been transferred to local 

payments; 

 a better insight in the cash flow of the businesses.  

 

All the businesses need to do is deliver a creditor payment file to the payment factory. In this 

way the businesses can focus on their core business processes and corporate treasury can 

leverage on its treasury and bank account management expertise.  

VI. Lessons Learned 

In this chapter we explain below our lessons learned: 

 

Financial Logistics 

 

The use of financial logistics is the driving force in the operational aspects of the corporate 

treasury environment. The financial logistics is the financial part of the in the logistic value 

chain. 

 

Treasury Control Framework 

 

Business controls are needed to adequately deploy a strategy, monitor the execution and re-align 

the business, when necessary, with its strategic objectives on a timely basis. Due to the higher 

inherent risk of a corporate treasury, additional and specific compensating business controls are 

needed. The overall structure of these business controls is referred to as a treasury control 

framework.  

 

Risk appetite 

 

The level of risk appetite of a corporate treasury determines the level of inherent risk and hence 

the kind of compensating business controls needed to effectively mitigate risks to an acceptable 

level. The latter level has to be set by the corporate treasury and approved by the board of 

management / board of directors.  

 

Information and Communication Technology 

 

ICT is an essential element for the realisation of corporate treasury objectives. Financial logistics 

is made possible by recent ICT-developments in terms of performance and connectivity with 

operational units. Hence ICT also plays an enabling role in the realisation of the overall 

corporate goals. 
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State of the art ICT is an important enabler for the establishment of payment factories. In terms 

of business controls this implies that responsibilities between corporate treasury and the 

operating units have to be precisely laid down in a „ways of working‟ document. In addition 

adequate EDP-controls are needed to ensure a reliable processing and data communication 

between operating units, payment factory and banks. 

 

FINALLY, our overall conclusion is that the management of a corporate treasury responsible for 

financial logistics is by definition not different from the management of the regular business 

within a company. This implies that management of a corporate treasury is a general 

management responsibility. General management is responsible for adequate business controls. 

Therefore management of a corporate treasury is responsible for the implementation and 

adequate functioning of treasury controls, which enhance the realization of corporate goals. 

 

Hilversum, October 2012 
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