STATES FISCAL TRANSPARENCY, ACCOUNTABILITY AND SUSTAINABILITY (SFTAS) OVERVIEW OF TOOLKIT ON DOMESTICATING THE NATIONAL CHART OF ACCOUNTS



[image: ]
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ON 
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1.0	Introduction
The Nigerian Governors’ Forum (NGF) has developed toolkits to provide support to State Governments to help them achieve the Eligibility Criteria (EC) and Disbursement Linked Indicators (DLIs) under the World Bank States Fiscal Transparency, Accountability and Sustainability (SFTAS) Program for Results.  
This toolkit was prepared to support effective delivery of the SFTAS Technical Assistance (TA) on Domesticating the National Chart of Account. The toolkit contains guidance notes (briefing and instruction notes), a diagnostic questionnaire, manual and excel-based template models to aid and ease the domestication of key reforms.
The Chart of Account is for all Ministries, Departments and Agencies (MDAs) of Government used in planning, budgeting, accounting, and reporting. 
The objective of this toolkit is to provide States with a comprehensive and consistent set of instruments which will support upgrading the State Chart of Accounts (COA) to make them compatible with NCOA.  The standardisation of the COA will in turn be part of the overall effort aimed at enhancing the attainment of minimum reporting requirement that is in line with international best practices which is a key result area under SFTAS.
Each tool within the toolkit has been developed after several years of ‘road-testing’ and improvement at Federal and State levels, meaning that as well as providing technical rigour, the tools are designed to be both practical and easy to use.
8. The NCOA toolkit should be used in conjunction with the following toolkits:
Preparing MTSS - MTSS programmes should be coded using the programme structure of the NCOA.
Preparing MTEF - Presentation of the MTEF should be in line with the NCOA Administrative and Economic Segments.
Preparing FSP and Annual Budget - The NCOA format feeds directly into the Budget Formulation and Compilation templates. The templates cannot be used without the NCOA format as provided in the NCOA toolkit.
Budget Performance Reporting - The NCOA format feeds directly into the Budget Formulation Performance Reporting templates. The templates cannot be used without the NCOA format as provided in the NCOA development toolkit.
TSA and Cash Management Strategy - The NCOA format feeds directly into the Cash Planning. The templates cannot be used without the NCOA format as provided in the NCOA
Integrated Financial Management Information System (IFMIS) - A domesticated NCOA format is required as basis for SIFMIS.
As mentioned, the toolkit is especially important in helping to underpin efforts aimed at strengthening fiscal transparency and accountability as part of the overall SFTAS programme.  It will assist States in accessing SFTAS performance-based grants linked to the achievement of the program’s Eligibility Criteria and Disbursement Linked Indicator (DLI) 1 ‘Improved financial reporting and budget reliability’. 
Despite the COVID-19 outbreak, related restrictions in movements which have limited the extent to which NGF can mobilise TA to States, and understanding the urgency for fiscal adjustment, the NGF will, on-demand, provide virtual support in form of technical advisory and consultative sessions to assist States in the domestication of required reforms.
[bookmark: _Toc26371753][bookmark: _Toc39654304]2.0	NCOA and Linkage to the Broader PFM Cycle
[bookmark: _Toc23929992][bookmark: _Toc24150135][bookmark: _Toc26371754][bookmark: _Toc39654305]2.1	Link to PFM Cycle
9. The Chart of Accounts is a critical element of the PFM framework since it serves as a lynchpin of a well-functioning PFM system. Although it seems to be just concerned with classifying and recording financial transactions, it is also vital for effective budget management as well as tracking and reporting on budget execution. It thus covers relevant stages of the PFM cycle from Planning and Budgeting to Accounting and Reporting and is highlighted in the diagram below. 
[bookmark: _Toc24150163][bookmark: _Toc26371780][bookmark: _Toc39654332]Figure 1 – PFM Cycle 
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10. The NCOA has harmonised all the various COA of Federal, States and Local Government Councils to a standardized COA that will enhance the attainment of minimum reporting requirement that is in line with international best practices. The NCOA comprises the coding of items used for classification, budgeting, accounting, and reporting within the financial year. It serves to facilitate and systematise the recording of all transactions and is linked to General Purpose Financial Statements (GPFS).  
11. The NCOA was designed after due consultations with all the Local Government Councils, States and Federal Government of Nigeria in consideration with their peculiar needs. The NCOA is based on the following key features:
Expandable/ Flexible;
Each item has a unique code;
Used for both budgeting and Accounting;
IPSAS Cash and Accrual basis compliant;
Government Financial Statistics (GFS) 2001 compliant;
In compliance with Classification by Functions of Government (COFOG).
12. The NCOA is an efficient and effective reporting system with significant objectives which include but not limited to the following:
To give ample opportunity for comparability;
Unification and harmonization of coding, budgeting, accounting and reporting system;
To bring about global interpretation of Nigeria GPFS;
Nationally consistent financial reporting (and ability to produce whole of government financial statements);
Improvement in transparency and accountability;
To facilitate ease of computerization of accounting system.
13. The structure of the NCOA is as follows:
[bookmark: _Toc39654333][bookmark: _Toc26371781]Figure 2 – Structure of NCOA
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14. A key ‘acid test’ for the successful domestication of this toolkit will be the extent to which the NCOA has been domesticated to the State requirement in terms of elements without varying the structure and segments.  This will be critical in achieving the SFTAS eligibility criteria to have the annual State budget prepared under the NCOA approved by the State Assembly and published online.




[bookmark: _Toc23929993][bookmark: _Toc24150136][bookmark: _Toc26371755][bookmark: _Toc39654306]2.2	Best Practice Statements
15. Each of the Toolkits aim at achieving a set of “best practice statements” based on various resource materials such as the PEFA Indicator Framework, OECD-SIGMA PFM Principles, Tax Administration Diagnostic and Assessment Tool (TADAT), and more importantly the SFTAS eligibility criteria and disbursement-linked indicators. This can be used as basis for the Presentation on Best Practice, Nigerian Experience Template but can be modified and expanded as required.  
16. The “best practice statements” under the Domesticating the NCOA Toolkit are:
	The approved annual budget should include appropriations according to the functional/ organisational and detailed economic classifications of expenditures.

	The National Chart of Accounts is the approved FAAC/ budget classification system, domesticated to the State requirement in terms of elements without varying the structure and segments.

	MDA submission forms consistent with NCOA and IPSAS budget requirements.

	State budget prepared under the National Chart of Accounts.


17. [bookmark: _Toc26270656][bookmark: _Toc26371756][bookmark: _Toc39654307]Below is the SFTAS APA guideline for EC 2018 - 2022:
	Disbursement-Linked Indicator 
	Disbursement-Linked Results

	
	Year 1 - 2018
	Year 2 – 2019
	Year 3 – 2020
	Year 4 – 2021

	Eligibility Criteria
	FY19 state budget approved by the State Assembly and published online by end Feb 2019 
AND 
FY17 audited financial statement published by Dec 2018
	FY20 state budget approved by the State Assembly and published online by end Jan 2020
AND
FY18 audited financial statement published by Sept 2019

	FY21 state budget, prepared under national Chart of Accounts, approved by the State Assembly and published online by end Jan 2021 
AND
FY19 audited financial statement, prepared in accordance with IPSAS, and published by Aug 2020
	FY22 state budget, prepared under national Chart of Accounts, approved by the State Assembly and published online by end Jan 2022 
AND
FY20 audited financial statement, prepared in accordance with IPSAS, and published by Jul 2021

	Definition/Description of DLR achievement
Eligibility Criteria:
The following disclosures will be made on the official website of the State that can be accessed by specific timelines defined for each of the Program years in the Eligibility Criteria Table:
Annual state budget approved by the State Assembly: This means that the annual state budget has been passed by the State Assembly and has obtained the Governor’s assent by the specified date in the Eligibility Criteria Table. The approved budget shall include appropriations according to the functional/organizational and detailed economic classifications of expenditures.
Annual state budget prepared under national Chart of Accounts (GFS compliant): The national Chart of Accounts (CoA) is the approved FAAC CoA/budget classification system, domesticated to the State requirement in terms of elements without varying the structure and segments. 
Audited financial statements: The annual audited financial statements should contain a complete set of financial statements including, at a minimum: the sources and uses of funds statements (or receipts and payments of funds statement); the appropriation for the year in review as well as the actual spending and balances against the appropriation; comparative actual expenditures of the preceding year; a summary statement of the state’s debt stock and debt servicing; accounting policies applied; and all disclosure notes to the accounts required under the selected financial reporting framework. 
International Public Sector Accounting Standards (IPSAS). IPSAS-compliant annual audited financial statements: At the minimum, Part 1 of the IPSAS Cash Basis of reporting should be applied by each state.



2.3 Interlinkages between Toolkits and Technical Areas 
18. The SFTAS toolkits, and the broader SFTAS programme, support most areas of the traditional PFM cycle (as laid out in Figure 1 above). Some of the toolkits are fundamentally linked – these linkages are summarised below. 
[bookmark: _Toc26270685][bookmark: _Toc26371984][bookmark: _Toc39654336]Interlinkages with other Toolkits/ SFTAS DLIs
	
	

	Preparing FS using NCOA and IPSAS
	Direct: A domesticated NCOA format helps to ensure that States prepare financial statements that are consistent, comparable, and follow best practice.

	Preparing MTSS
	Indirect: MTSS programmes should be coded using the programme structure of the NCOA

	Preparing MTEF
	Indirect: Presentation of the MTEF should be in line with the NCOA Administrative and Economic Segments

	[bookmark: _Hlk27065626]Preparing FSP and Annual Budget
	Direct: The NCOA format feeds directly into the Budget Formulation and Compilation templates. The templates cannot be used without the NCOA format as provided in the NCOA development toolkit.

	Budget Performance Reporting
	Direct: The NCOA format feeds directly into the Budget Formulation Performance Reporting templates. The templates cannot be used without the NCOA format as provided in the NCOA development toolkit.

	TSA and Cash Management Strategy
	Direct: The NCOA format feeds directly into the Cash Planning. The templates cannot be used without the NCOA format as provided in the NCOA

	IFMIS
	Direct: A domesticated NCOA format is required as basis for SIFMIS.

	Revenue Code
	No Linkage

	Tax policy and Admin
	No Linkage


[bookmark: _Toc37667540]3.0	Structure of the toolkit
19. [bookmark: _Hlk22570357]The toolkit comprises report templates, spreadsheet-based models, and manuals. 
[bookmark: _Toc37500810][bookmark: _Hlk22570464]Toolkit Modules
	ID No.
	Tools
	Format/ (Type)
	Description

	SB4
	Chart of Accounts Constructor Workbooks Instruction Manual
	White Label document (Word)
	Detailed instructions manual on the use the Chart of Accounts (COA) Constructor Workbooks that are designed to enable additions and allowed changes to the administrative and economic classifications.

	SB5 A - C

	Chart of Accounts Constructor Workbooks 
	Excel Templates 
	These workbooks are designed to enable additions and allowed changes to the State COA administrative and economic classifications.

	SB6
	NCOA Error Checker
	Excel Template
	Template is used for checking errors and confirming that the State developed Chart of Account is in line with the NCOA and compatible with FSP, Annual Budget and BPR Toolkits.

	SB7
	Gap Analysis Template
	Word Document
	Template designed to facilitate the preparation of a gap analysis document and provides a consistent structure for the State to follow.  The gap analysis is a methodology or tool to determine the gap in legal framework, institutional framework, policy framework, reform initiatives, and technical considerations.

	SB8
	Annual Performance Assessment Guideline and Verification Protocol
	Word Document
	Provides information for participating States on the SFTAS PforR Eligibility Criteria, Disbursement-Linked Indicators (DLIs) and Results, Annual Performance Assessment (APA) and Verification Protocol

	SB9
	Relevant PEFA Indicators and Best Practice
	Word Document
	Provides an overview of relevant PEFA indicators and best practice



4.0	Processes and Procedures Pertaining to NCOA Domestication
20. When converting from a State-Specific Chart of Accounts to the National Chart of Accounts (NCOA), the codes to be reviewed are grouped under the following segments:
Administrative
Economic
Functional 
Programme    
Fund
Geographical
21. For each segment, this overview shows how to take an existing set of codes and convert them to codes that are compatible with the NCOA.
[bookmark: _Toc25168301]Administrative Segment
22. The aim is to map all the Ministries, Department, and Agencies (MDAs) of the State Government as closely as possible to the format of the NCOA administrative segment.
23. Although the administrative structure of each State differs to some extent from the NCOA, there are many ministries and agencies that have standard names, and many other similarities between a State’s MDAs and those described in the NCOA.  
24. The aim is not to rename the State’s MDAs (unless there is a wish to do so) but to assign code numbers to the actual administrative structure of the State in such a way that the actual MDAs are grouped in the same way as the MDAs in the NCOA description.  
25. The NCOA Administrative segment has the following structure:
	SECTOR
	ORGANISATION
	SUB-ORG
	SUB-SUB ORG
	SUB-SUB-SUB-ORG

	2 digits
	2 digits
	3 digits
	3 digits
	2 digits


26. Each of the State’s actual MDAs should be assigned to the position Organisation, Sub-Org or Sub-Sub-Org.  In practice there is probably no need for sub-sub-sub-orgs, but the category is there if needed.  This listing should be based on the actual structure of the Administration in the state. 
27. The Organisations of the State Government should then be assigned to the NCOA sectors:
01 Administration
02 Economic
03 Law and Justice
04 Regional 
05 Social
28. This simply means that the code for the Governor’s Office and administrative MDAs will begin with 01, the code for Ministry of Finance and its agencies will begin with 02, the code for educational establishments will begin with 05, and so on.   
29. The Organisations should then be numbered as closely as possible to those NCOA Organisations that perform the same job.  Some examples are given in the box below:


Examples for Administrative Segment 
	1. The Ministry of Finance and its agencies should be given the summary code 0220. Within this: 
· the Ministry of Finance Headquarters should be given the code 022000100100.
· The office of the Accountant General should be given the code 022000700100.
2.  The Ministry of Agriculture should be given the summary code 0215; if the name is different (for example ‘Ministry of Agriculture and Natural Resources’, this name should be retained but the code 0215 should be retained.  Within this:
· The Ministry of Agriculture headquarters should be given the code 021500100100.
· The Agriculture Development Programme should be given the code 021510200100.
State agencies which do not appear on the NCOA list should be given numbers in the appropriate range but different from those already listed in the NCOA.  There are usually many spaces available for assigning new numbers in these ranges.  For example:
3. ‘Fertilizer Blending Plant’, under the Ministry of Agriculture should be given a sub-org number not already described in the NCO, e.g. 0215115.  Its full COA admin code will be 021511500100, which means sub-org 0215115, sub-sub-org 001.  This allows further sub-sub-orgs of the Fertilizer Blending Plant to be added if required. 



30. Excel template and instruction manual – the Excel template ‘COA Constructor Admin’ can be used to easily change the names of MDAs and add new MDAs.  The manual ‘Chart of Accounts Constructor Workbooks Instruction Manual’ describes how to use it.   
[bookmark: _Toc25168302]Economic Segment
31. The economic segment of the NCOA is designed to be compatible with the IMF’s GFSM.  Thus:
Revenue items must begin with 1
Expenditure items must begin with 2.
32. All economic codes are 8 digits long, and it is usually the case that the first six of these digits must be the same as those presented in the NCOA. 
Examples for Economic Segment
	Revenue
For example, under Revenue:
The State’s own Independent Revenue must be coded 12; 
Within this, non-tax revenue must be coded 1202;
Within this, fees must be coded 120204;
The last two digits refer to the type of fee producing revenue.  54 different types of fee are included in the NCOA; for example, court fees are 12020401, and school fees are 12020452.  State fees should be assigned to these codes where relevant.  Any other types of fee not mentioned in the NCOA can be assigned to the ‘blank codes’ 12020455 to 12020499. In other words, there is room for 45 additional types of fee, if needed. 

Expenditure
Under expenditure, the following high-level codes apply:
21  - Personnel Cost
22 - Other Recurrent Cost
23 – Capital Expenditure
24 – Depreciation charges
25 – Impairment charges
26 – Amortization charges
27 – Bad Debts charges
28 – Loss on Disposal
Of these, 24, 25, 26, and 28 refer only to accrual accounting and can be ignored for cash basis budgeting and accounting systems. 
The same coding principles apply as in the revenue example above. For example:
· Other Recurrent Costs is 22; 
· Within this, Overhead Costs is 2202;
· Within this, Materials and Supplies is 220203.  These 6 digits must always be used when coding materials and supplies. 
· The last two digits refer to the type of materials or supplies: for example, Office Stationery is 22020301, and Printing of Non-Security Documents is 22020305.  The NCOA gives codes for 11 types of Materials and Supplies and these codes must be used for the types specified.  However, there can be many other types of Materials and Supplies, and the codes 22020312 to 22020399 can be used to specify these.  
Note that in the Economic Codes, 23 Capital Expenditure refers to the TYPE of capital expenditure, not to specific projects or programmes. The projects and programmes are specified under the Programme codes.
For example, 23010105 represents Purchase of Motor Vehicles. If motor vehicles are purchased for a specific project, the full Chart of accounts code should have 23010105 for the type of expense, AND the project number under the Programme segment of the chart of accounts.


33. Add, not change – Note that, unlike the Administrative section of the COA, there should almost no need to CHANGE items in the NCOA. There will however be a need to ADD items in the last two digits. 
34. Excel templates and instruction manual – The Excel templates ‘COA Constructor Economic – Revenue’ and ‘COA Constructor Economic – Expenditure’ can be used to easily add items to the Economic classification.  The manual ‘Chart of Accounts Constructor Workbooks Instruction Manual’ describes how to use them.   
[bookmark: _Toc25168303]Functional Segment
35. The Functional Classification applies only to expenditure, and is one of the easier COA segments to set up, as it is a direct copy of the Classifications of the Functions of Government (COFOG) that can be found in the Government Financial Statistics Manual (GFSM), published by the International Monetary Fund (IMF).  
36. The full table and detailed descriptions of the different functions and sub-functions can be found in the GFSM 2014, page 142 onwards. 
37. A summary table is shown in Figure 5 below. 
38. The difficulty with using the functional classification is not with setting the codes up, but in identifying exactly which function should be used for which item of expenditure. Usually this is the function with which the spending agency is associated, but this may not always be the case. For example, an agricultural college is likely to be spending money on educational functions, not agriculture. 
[bookmark: _Toc25168307][bookmark: _Toc26371783][bookmark: _Toc39654335]Extract from GFSM 2014 for COFOG 
[image: ]
[bookmark: _Toc25168304]Programme Segment
39. It is important that all programmes and capital projects are identified. The NCOA uses a 14-digit coding system to identify these within the following framework:
	Policy
	Programme
	Project
	Objective
	Activity

	2 digits
	2 digits
	6 digits
	2 digits
	2 digits


40. No specific guidance is given on this segment because Programme Budgeting of this complexity is not yet in operation in most states.   It is assumed that most states will continue for some time to use the existing system of assigning each project with a sequence number - typically just three digits. 
41. A necessary first step when using the full chart of accounts is to ensure that expenditure on projects is analysed both under the project code number and the economic expenditure codes.  In addition, when a project is funded from several sources, it may be important to identify from which fund source an expenditure item is funded – see Fund Segment below.
[bookmark: _Toc25168305]Fund Segment
42. The fund segment consists of 5 digits, as follows:
	Main fund
	Sub fund
	Detailed fund

	2 digits
	1 digit
	2 digits


43. The main funds are:
01  Federation Account
02  Consolidated Revenue Fund (CRF)
03  Capital Development Fund (CDF)
04  Contingency Fund
05  Debt Relief Gains
06  Special and Trust Funds
07  Other Public Funds
08  Aids/Grants
09  Loans/Debts
10  Retained Independent Revenue
44. For States, the main funds will be CRF, CDF, Aids/Grants, and Loans/Debts.  For each fund there will be cash received and cash paid, and the aim is to show an income and expenditure statement for each fund.  It is therefore important that all items of expenditure are coded with the fund code which applies. 
45. As with other segments of the NCOA, there are standard detailed codes which can be used if relevant and there are blank spaces in the detailed codes list for adding new sources of funds.  These blank spaces will be especially relevant for adding information concerning the detail of loans and grants. 
[bookmark: _Toc25168306]Geographical Segment
46. The Geographical Classification used should be the 8-digit classification of Zones, States, Senatorial Districts and Local Governments as listed in the NCOA. Thus, for a State, the codes used will be national geographic codes which are specific to that State.   
	Zone
	State
	Senatorial District
	Local Government Area

	1 digit
	2 digits
	1 digit
	4 digits


47. As with COFOG, this is an easy segment to set up, as it is just copying the relevant part of the NCOA code list. 
[bookmark: _Toc39654327][bookmark: _Toc26371774]5.0	Domesticating the Toolkit within the State Context
48. Though many of the processes and procedures pertaining to NCOA domestication will be common among the States, there will be instances where elements of the toolkit need to be modified and adapted to a State’s individual requirements.  The toolkit has been designed to allow for this flexibility.
49. For example, it may be that certain States have a slightly different set up in terms of their Chart of Accounts (CoA) structure.  Consequently, some of the Excel based templates may need to be customised in order to meet these individual requirements.
50. Each of the tools within the toolkit, where there is a likely need for customisation, provides instructions on how to do this.  Again, the NGF will support this aspect.
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