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About this workbook

The unit

The main purpose of this workbook is to support you as you study
for the Chartered Management Institute Level 5 qualification —
Management and Leadership, so it specifically focuses on the
content of the syllabus for Unit 520 Managing Finance. This is
about how you understand financial management within your
organisation and how you create and manage budgets.

This workbook provides underpinning knowles” = and develops
understanding to improve your skills as we!" s to prenare for
future assessment. If you are studying t¢ ards Lex oin
Management and Leadership, then you wi.. = as® _ssed by xour
approved centre on ‘your knowledge and unc. @anding of e
following learning outcomes:

1. Understand finance within ¢ »anisations

2. Know how to set and-smmage .. gets.

The aims of ti. x work’ ook
This workbo¢® ims to you learn how to:

B Work with' e »ance i stion supporting the operation or
enterprise, \ hils. hanagi. »departmental financial
formance

B C atec »yma age budgets effectively

B Analy financie information in order to evaluate budgetary
performi_=e to plan, including cost control

B . mentcorrective actions against budget variances
.nsuri., compliance with operating procedures.

his workbook is about how you can develop your knowledge to
fectively forecast financial organisational performance and
ri. nage the operation/enterprise in alignment with an agreed
financial budget.
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Syllabus coverage

The table below shows which sections of the workbook address
the assessment criteria of the qualification syllabus.

Unit 520: Managing Finance
Syllabus coverage

1.1

1.2

1.3

1.4

1.5

2.1

2.2

2.3

2.4

2.5

Analyse the relationship between the financial
function and other functional areas within
organisations

Examine the impact of financial objectives.on
decision making within organisations

Differentiate between management< _counting
and financial accounting

Analyse the impact of organisationar <
regulatory frameworks on an organisati. ’s
approach to financial management

Analyse the challenges ¢. rnisations face
accessing finance

Differentiate k* ween b Iget st 20« .d financial
forecasting

Evaluate buag “set .g approaches used by
orgari.  ans

Formule 2 & ‘iustity “budget for an area of
manager. *nty  onsiullity

Are ne the “actors that impact on budget
nage.

Spe "V corrective actions to be taken in response
to bua_ tary variance

L... ss reporting procedures for authorising
corrective actions to a budget

Managing Finance

Addressed
within
section




Managing Finance

About this workbook

Getting started

Financial management skills are essential for all managers
regardless of whether there is a dedicated finance team within an
organisation. Financial acumen enhances decision making skills,
which in turn supports management of projects, tasks and
functional areas. This unit has been designed to enable learners
to understand how financial systems within organisations operate.
Learners will evaluate the sources of finance for organisations,
and understand the principles for setting and managing budgets in
line with regulatory and organisational guidelines. This unit has
been designed to enhance the learner’s confidence and credibility
in financial management, which will translate ir® improved
management skills.

How to use the workbook

The workbooks provide ideas from writers a.. »** ikers in t*
management and leadership field. They offer'«_ »ortunit . for you
to investigate and apply these deas within your v <"
environment and job-role.

Structure

Each workbook is £ .ded into/ ctions ti. .ogether cover the
knowledge and unc. standipt ‘equired for that unit of Level 5
Managements<nd Lec. s' . Each section starts with a clear set
of objectives' . ‘dentity ‘e background knowledge to be covered
and the manag \n. it skillst »the workplace that enable you to
demonstrate thi. knc. ‘=dge.” ou do not have to complete the
sea’ =.in the o 2rthe »appear in the workbook, but you should
try it ave "hem ¢ \to mexe sure that your work on the unit is
comple. » The. at self-assessment questions at the end of each
section tri hallow ycu to check your progress. You may want to
“scuss you.. mswers to the self-assessment questions with your
linc. mager ¢ a colleague.

Al vities

‘hroughout the workbooks there are activities for you to complete.
ese activities are designed to help you to develop yourself as a
n..nager. Space is provided within the activities for you to enter
your own thoughts or findings. Feedback is then provided to
confirm your input or to offer more ideas for you to consider.

To get the best from the workbooks, you should try to complete
each activity fully before moving on. However, if the answer is
obvious to you because the issue is one you have encountered
previously, then you might just note some bullet points that you
can then compare quickly against the feedback. You may
sometimes find it difficult to write your complete response to an
activity in the space provided. Don'’t worry about this — just keep
a separate notebook handy, which you can use and refer to as
needed.

Try not to look at the feedback section before completing an
activity. You might like to try covering up the feedback with a
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postcard or piece of paper while you are working through an
activity.

Timings

Timings are suggested for each section and activity, although it is
important that you decide how much time to spend on an activity.
Some activities may occupy only a few moments’ thought, while
others may be of particular interest and so you might decide to
spend half an hour or more exploring the issues. This is fine —
the purpose of the activities is to help you reflect on what you are
doing, and to help you identify ways of enhancing,your
effectiveness. It is always worth writing somet® g though, even if
it's brief — the act of writing will reinforce ya® “iearnina much more
effectively than just referring to the feedb< «.

Scenarios

There are scenarios and examples throughout e Y wa® 0ook to
illustrate key points in real woi'_ 'ace settings. The ~ _narios
cover a wide range of employme. =ectors. As you work through,
you might like to think of x exa. ales fromd Jur own
experience.

Planning your w'_

The reading¢ reflec. scenarios and activities in each section
of the workbou ‘£ e des:_ '=d to take around two hours to
complete (althc_gh' »me mc take longer). This is a useful
indieator of the ri_nimc_lengtn of time that you should aim to set
asic. < mstudy ¢ sssior.. Try to find a quiet place where you will
not be ateric ad ¢ \d where you can keep your workbooks, notes
and pap. areasc.. 'y tidy. You may also like to think about the
time of day. ‘Yen you work best — are you a ‘morning person’ who
w. o get thi._1s done at the start of the day, or do you work

bettc .= wa.evening when there may be fewer disturbances?

reparing for assessment

k. sther information on assessment is available in the Qualification
Support section of ManagementDirect, CMI’s online resource
portal. If you have any further questions about assessment
procedures, it is important that you resolve these with your tutor or
centre co-ordinator as soon as possible.

Further reading

Suggestions for further reading and links to management
information are available via ManagementDirect. You will also find
titles for further reading in the Further Resources at the end of this
workbook.



Section 1 Understand finance within
organisations

Learning outcomes and assessment criteria (about 2
hours)

By the end of this and the next section you will understand finance
within organisations and know how to set and manage budgets
effectively:

1.1 Analyse the relationship between the< .ancial function
and other functional areas within o nisation:

1.2 Examine the impact of financial o, »tives® .1 decision
making within organisations

1.3 Differentiate between management accc. ting«< d
financial accounting

1.4 Analyse the impact of orge. »ational and«egulatory
frameworks on<" Uiy hisatic. = appre’ .n to financial
management

1.5 Analyse the “allenge’ organisations face accessing
finance

Th¢ mance | 'ncuv N

The fir. nce o ntio. within an organisation exists to support the
organisa. nal objc’ ves in alignment with the management
functions. '« neneral terms, the management functions can be
Sc_ mated ine

B _tratey - management
« Operational management
.\ Risk management.

These management functions are not standalone and do not
operate in isolation. There is significant overlap in the
management disciplines and this should be reflected in how the
organisation operates.

Similarly, the finance function operates in alignment with the other
organisational disciplines and it is important that a collaborative
working relationship is established and maintained across the
organisational functions.

The finance function should support more than back office
transactional record keeping by adding additional value through
delivering real time valuable insights to help deliver a competitive
advantage (ManagementDirect Transforming Finance: From
transactional to value added).
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Section 1: Understand finance within organisations Managing Finance

There are multiple aspects of the finance function including:
B Operating expenditure - financial planning

Capital expenditure - investment projects

Financial control - decision making

Management accounting

Financial accounting.

Operating expenditure

Normally created bottom-up for accuracy and/¢ y-in across the
organisation, at a functional/departmental le¢ .1, each department
creates an operating budget forecasting " . costs re .ired to
operate the department function. This buc =t cor® rises fixed

costs - core cost such as full-time salaries, ri. ¢ .al insurar’ _,
pensions and fixed operating costs that exist w.. 'n the
department.

Fixed costs can be defined as thc » costs which the ‘organisation
cannot change, or canns ‘'v che. e, and 27 independent of
the scale of the operaf _nal ac_ity.

Variable costs sh¢. 1 also be/ recast, typ cally comprising costs
which the departmei. . ma:’ ger has influence over and therefore
these canind seorc = :ase as a consequence of managerial
decisions. Ty, ‘. wariab.. »osts shall include part-time salaries
and associatea 0s. hovert sub-contracting costs,
mairtenance, stc f de. ‘apment costs, project development costs,
tral. . sistenc. \mari. ing budget etc. These illustrated lists
are nu_ Xhe. tive!

Variable ¢ »ts can .= defined as those costs which increase or
‘acrease in. ‘anment with the business activity; orders and
Ma. =turing _(c.

Fr 0 the 1iacd and variable cost forecasts a functional/department
Jddget is created. Consolidating each departmental budget along
ith the senior management team budget; an administration

L. dget and the executive team budget creates a holistic

olganisational budget. This becomes the operating budget.

Capital expenditure

At a senior management team / executive team level, the capital
expenditure shall be forecast. This shall comprise investment
decisions, perhaps the purchase of new equipment, infrastructure,
IT systems, a new building for expansion etc.

The combination of the operating budget (expenditure) and the
capital budget (expenditure) then becomes the organisational
budget.

The finance function then takes ownership of the organisational
budget in terms of cashflow management; accounts receivable
and accounts payable - therefore overall financial management.

12



Managing Finance Section 1: Understand finance within organisations

The finance function is accountable to the senior team in the
organisation. Dialogue should flow two-way to share information
and report financial performance - performance to the planned
budget (performance to plan) and reporting any variances
(deviations from the plan - positive or negative).

Activity )

Feedback

13



Section 1: Understand finance within organisations Managing Finance

Financial control

The finance function under the leadership of the finance manager
(Chief Financial Officer - CFO) has the accountability to manage
the budgets and cashflow in co-operation with the management
team.

Firstly, it is helpful to highlight the difference between cash and
profit as financial managers are required to control both.

Cash can be defined as money in the physical form of currency
(banknotes and coins) and current realisable assets that can be
accessed immediately.

Profit can be defined as the difference betwee’ .ne sales price and
the costs of sales; where the cost of sales & Jtures all,of the
tangible costs associated with the sale -4 st of maid als, salaries,
operating costs, personal and corporate tc. tion< avel etc.
Alternatively, profit can be defined as the diti .ce betwes (otal
income minus total costs.

The budgets managed by the'i. »nce manager cor.. e invoicing
customers, paying supplier invoic. » payroll, managing all
cashflow and managinad 1ings.

The finance functior® as ares| nsibilit, »¢ _mmunicate
performance to thC. ranagem’ it relative s performance to the
sales plan (business' an):4 .ntrol of the cost base; any impact of
exchange ral.  ainteri. unal markets; any impact of interest
rates and borl. w. = repo.. g the cash position of the
organisation; si_rt-c_ m ana. ag-term liabilities.

As 4 earlier, 1e fu._ tional departments are required to work
toge. or o uss the organisation, sharing information that allows
an acce_te iliuc »' n of organisational and financial performance
to be forn. ated.

v mnces to. ) plan, particularly reductions in income and/or

incre _ "m.the cost base will result in the senior management

te® 01 makirny decisions which will impact the organisation’s
vjectives. Similarly, positive variances can be realised where the
‘ganisation outperforms the plan, realising income and profit in

e cess of the business plan.

Management accounting

Management accounting is concerned with using financial
information to assist in the internal management of an
organisation.

Management accounting is a practice that provides the
management of a business with the information they need to make
decisions. It encompasses performance management, strategic
management and risk management.

Management accounting will also evaluate cost-benefit-analysis of
new projects or services, analysing a project/investment
justification in relation to its costs, its outcomes, and the impact to
the organisation, the revenue/growth it creates and the return-on-

14
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Section 1: Understand finance within organisations

investment to the organisation. These cost-benefit-analyses will
be used by the senior management team to decide whether to
progress with the proposed project or services and will be used to
track the performance of those that are approved and
implemented. These are tangible tools to justify projects and track
their performance.

Management accounting seeks to address the three business
areas of performance management; strategic management; and
risk management. - CMI Checklist 253 Management Accounting.

Financial accounting

Financial accounting supports the creations d reporting of the
balance sheet (Statement of Financial P« don) ancé( e profit &
loss account (Statement of Profit and Lost.

The balance sheet provides a thorough and ac_ iled
understanding of a company’s financial position'« =2 @i 1 time, as
at the last day of the company ' “nancial year.

The financial, or fiscal yeassmay G. ' from the« Jlendar year. For
example, Her Majesty’4 \eve. = anc “ustor® \HMRC) operates
a fiscal tax year frort e 01 Ay  inone. ¢ (e.g. 2017) to the 31
March the next ye. ‘e.g. 201 . It is impcitant to note the
appropriate fiscal timi. e 2¢ (nis informs 3-month quarterly
reporting pel

Be aware that' \bc. nce sti. tis a snapshot on one particular day
and therefore it" \alw_ s out'<. date by the time it is

cor ricated. \ hilst't = may appear odd, it is established

finar. alp. ntice e d reflects the fact that the valuation of assets
will/cari ffer o.. 2t e, so the snapshot time period is an
important, »int to ncee in asset valuation.

i« 'tthat tho issets are documented as ‘book values’ and may

diffe’ " he value that can be realised in the event of a sale.

B¢ _k values can be defined as the monetary value of assets as
ocumented in the balance sheet.

._ernatively, under IFRS companies may choose to document

a. sets at fair value (market value). Therefore, the senior
management team are required to choose the valuation of assets
and then be consistent.

The balance sheet illustrates liabilities and assets.

Every balance sheet includes the balance of every account in the
accounting system. Accounts are grouped to illustrate one overall
figure for each category. The balance of account is then carried
forward to the next accounting period.

A balance sheet must be formally approved by the directors and
signed by one of them. It must be submitted to Companies House
(https://www.gov.uk/government/organisations/companies-house)
within nine months of the end of the accounting period; an extra
three months is permissible if there are export or overseas
interests. Balance sheets can be obtained from Companies
House.- CMI Checklist 130: Reading a balance sheet.
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