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CIPFA PROFESSIONAL QUALIFICATION SYLLABUS AND SYLLABUS GUIDELINES  
FINANCIAL MANAGEMENT

MODULE PROFILE

This module is designed to provide the candidate with the knowledge and skills that relate to financial management within a public service organisation. The module supports the use of the HM Treasury Green Book which provides guidance on the assessment of spending and investment within the public services. The module also covers the implementation of the CIPFA Code of Practice for Treasury Management in the Public Services and the CIPFA Prudential Code in Local Authorities. 

LINKAGES

This module links to some of the costing and decision-making content of the Management Accounting module and to the inventory management topic in Business Management. It is also relevant to Strategic Financial Management.
OVERALL SYLLABUS AIMS

	Overall aim
	(%)

	A
	Explain the role of financial and treasury management in the public services
	15

	B
	Apply financial investment appraisal techniques to assist the process of evaluating capital projects
	40

	C
	Explain effective treasury management techniques to minimise financial risk 
	15

	D
	Demonstrate efficient and effective working capital management techniques
	15

	E
	Calculate internal and external prices taking into account relevant political and organisational factors 
	15


	Syllabus


	Syllabus Guidelines


	Overall aim
	Learning outcome
	

	A
	Explain the role of financial and treasury management in the public services
	A1) Explain the environment in which financial management is practised within the public services:
· Public stakeholders and sources of funding
· The role of collaboration between stakeholders
· Impact of the economic environment, central government resources, financial markets and other external factors on financial strategy
· Alignment of financial strategy with overall organisational strategy.
	It is important for candidates to recognise the vast range of stakeholders in public services, the varying financial objectives that organisations may have (eg value of money, achieving a surplus.) and the potential conflicts between financial objectives and stakeholders interests.

Materials should briefly explain the various sources of both revenue and capital finance available to public service organisations for both short-term and long-term financing.

Candidates should be able to briefly explain the benefit of collaborative problem solving as a way of involving stakeholders in public service management.

Exam questions could ask candidates to briefly explain the concept of public financial management and financial strategy but there should be no requirement to try to formulate strategies from scenarios.  

Candidates should be able to briefly explain the impact of external factors on financial strategy – how/why do they impact on financial strategy and briefly how this can be managed.  This area should try to use current examples and so must be kept up to date.  For example in the current climate government resources are massively limited.

Candidates should be able to briefly explain why/how financial strategy must be aligned with overall organisational strategy in both the short and long term.

All of the elements within this learning objective should be covered only briefly as an introduction to financial strategy and treasury management.  The aim is to give an overview to candidates.  
Questions are unlikely to focus on this area specifically but later in the module question scenarios may include these environmental issues so candidates must be ready to explain the impact of these factors in later scenarios.



	
	
	A2) Explain the principles of financial funding and structure:
· An organisation’s financial structure
· Future funding requirements
· Funding options
· Importance of financial funding coherence
· Key financial performance indicators.
	Candidates should be able to briefly describe the elements that typically make up an organisation’s financial structure including reserves, short and long-term debt.

The importance of identifying future funding requirements in financing decisions is crucial in public service organisations – this links to the alignment of organisational and financial strategy in learning objective A1 – and as such candidates should have a good understanding of this concept.

Candidates should be able to briefly explain funding options – linked to sources of finance – and differentiate between long term and short term options – links to learning objective C3.

Financial funding coherence - In modern public sector organisations it is common to have several funding approaches.  It is important that these have a logical interconnection and compliment each other.  Linked to this is the need for them to be understandable by the various finance professionals who will be involved in the process.  This part of the syllabus typically ensures that funding is ‘joined up’ throughout and organisation into a coherent strategy.

Candidates require an understanding that key financial performance indicators may be set internally by management or externally for example government targets.  Focus here should be on understanding that these measures will be used to measure organisations financial performance.  Candidates should be able to describe briefly why financial KPIs are required but would not be expected to carry out any calculations such as ratio analysis.



	
	
	A3) Describe the public sector investment management environment:
· The organisation’s investment objectives

· Key financial institutions
· Key UK investment exchanges including London Stock Exchange, Alternative Investment Market and PLUS Markets
· Organisational investment powers
· Role of investment management committees
· Role and responsibilities of portfolio managers
· Industry roles – analysts, brokers, institutional investors, journalists, tipsters and rating agencies.
	Candidates need to understand the objectives when investing in terms of balancing liquidity and profitability/best value.  This links with learning objective C1, risk and return.

Candidates should be able to briefly explain the role of key financial institutions:

· Financial institutions provide services as intermediaries of financial markets. They are responsible for transferring funds from investors to companies in need of those funds. Financial institutions facilitate the flow of money through the economy
· Broadly speaking, there are three major types of financial institutions:

1. Deposit-taking institutions that accept and manage deposits and make loans, including banks, building societies, credit unions, trust companies, and mortgage loan companies 

2. Insurance companies and pension funds
3. Brokers, underwriters and investment funds. 

All other areas should be covered briefly as an overview and introduction to treasury management which will then be built upon in overall aim C of the syllabus.  


Questions here should therefore be narrative in nature.



	
	
	A4) Describe the investment regulatory environment:
· Impact of the Financial Services and Market Act 2000
· Role of the Financial Services Authority
· Role of the Bank of England
· Role and impact of Monetary Policy Committee decisions
· Ethics, corporate governance and the UK Corporate Governance Code
Socially Responsible Investing (SRI).
	Candidates should have an overview of the role of each of these elements in investment management.

All of the elements within this learning objective should be covered only briefly as the aim is to give an overview to candidates of the treasury management function in terms of investing the organisations cash.

Impact of the Financial Services and Market Act 2000 - As well as the creation of the FSA (discussed further below) the Financial Services and Market Act 2000 introduced a number of requirements in respect of the regulation of financial services.  Whilst the detail of this act will not be tested, it is expected that candidates would be able to provide a broad overview and summarise the key measures it introduced.
 

Role of the Financial Services Authority - An overview of the FSA is required here and students would be expected to be able to comment on:
 - The objectives of the FSA (to include the four from the above Act as well as the more recent objective added in the Financial Services Act 2010)
 - Scope of their activities
 - Statutory powers
 

Role of the Bank of England - It is expected that students would be able to comment on the role of the central bank in terms of:
- maintaining low inflation
- maintaining trust in Sterling
- maintaining a stable financial system
Recent decisions taken by the Bank would form a useful discussion point but assessment will be limited to an understanding of the above objectives.
 
Role and impact of Monetary Policy Committee decisions - Obviously this area follows on from the previous one and looks at one particular part of the Bank of England's role.  It is expected that students understand how this fits with the Bank's wider role previously discussed and how their interest rate decisions impact on organisations.  Students would be expected to understand the impact on both private and public sector organisations but a more thorough understanding would be expected on the latter.  A brief overview of how monetary policy works would also be a useful area for further discussion.
 

Ethics, corporate governance and the UK Corporate Governance Code- Ethics is covered to a greater or lesser extent in other CIPFA modules so this area should limit discussion and study to how it impacts on investments.  Links with Treasury Management Policies should be discussed here and it is expected that candidates would understand how financial decisions can be constrained by ethical policies.  The requirements laid down in the UK Corporate Governance Code and the role of the Financial Reporting Council should be covered as well as an understanding of how this provides the framework for effective corporate governance.

Socially Responsible Investing (SRI) - This refers to investment strategies that as well as seeking to provide a good rate of financial return are also produced to maximise social good.  Students should be able to discuss how this will often mean a compromise between the two.  It is important that students can discuss why this is so important for the public services and examples of such investment strategies in use today. Social good is a term used to describe various benefits to society and students should be able to provide examples of its application.
This area of the syllabus will have to be monitored fairly carefully in terms of updates to regulations and the bodies involved.

Exam questions will be narrative in nature and should be testing the candidates understanding of the roles of the Acts and institutes.  Some scenario driven questions could be asked about how organisations need to adapt their behaviour as a result.



	
	
	A5) Discuss the responsibilities of the accountant in relation to financial and treasury management:
· Role and responsibilities of the Chief Financial Officer
· Risk management
· Internal control systems maintenance
· Asset stewardship
· Treasury and debt management
· Effective anti-fraud controls
· Effective internal audit.
	Candidates should be able to briefly describe the role of the Chief Finance officer within treasury management function within public service organisations.

Candidates should be fully familiar with the CIPFA Treasury Management in the Public Services Code of Practice and Cross-sectoral Guidance Notes (currently the fully revised 2nd edition 2009) and the guidance notes for local authorities including police authorities and fire authorities, (currently the fully revised 3rd edition 2009), both will require to be updated should they be revised in the future.  These also detail the risk management issues that candidates should be able to identify and suggest ways of managing.

Asset stewardship is a key management responsibility, ensuring that resources are used in a reasonable, appropriate and legally accountable way to meet stakeholder needs. Ensuring the best use of the organisation’s physical, human and financial resources is very complex and candidates should have an awareness of the conflicting pressures to effectively balance stewardship of existing assets with the need for appropriately investing in new resources to meet future challenges.

Treasury and debt management links to learning objective C3 and the CIPFA code as noted above.

Questions in this area will be narrative in nature but it would be possible to have scenario driven questions that asks candidates to identify the risks being faced and give suggestions as to how these risks could be managed.



	
	
	Aim A – Assessment
	Aim A is 15% of the overall syllabus.  The concepts covered here are the building blocks for other areas of the syllabus and therefore should not be overlooked and learning materials should include some practice discursive questions so that candidates can ensure their understanding of the topics.

Exam questions may require candidates to recall knowledge of the topics or may be scenario driven discussions.  Questions on these topic areas should make up between 10 and 20% of the paper. 


	B
	Apply financial investment appraisal techniques to assist the process of evaluating capital projects
	B1) Describe the process of appraising the viability of capital projects:
· Revenue v capital expenditure
· Importance of non-financial factors in capital expenditure decision making
· Cash flows, benefits, risk identification and risk attitude
· Funding options and financial structure
· Investment and financing plans.
	 

Candidates should be able to explain the difference between revenue and capital expenditure and be able to recognise the type of expenditure in given scenarios.

Candidates should be able to explain the importance of non-financial factors in capital expenditure decisions with a link to stakeholders and organisational objectives.

Candidates may be expected to describe the use of cash flows, benefit analysis and risk identification in appraising capital projects and explain the impact that risk attitude has upon this.  This section may involve narrative questions to test understanding; learning objective B2 then tests the application of this in calculations.  

Candidates should be able to describe the funding options available and the impact on financial structure and investment/financing plans.  This is an introduction to these areas that will be built upon in overall objective B and so questions may begin by asking for descriptions but are likely to lead to calculations as follows in B2.


	
	
	B2) Apply basic investment appraisal techniques to capital expenditure decision making:
· Payback
· Discounted Payback
· Net Present Value
· Accounting Rate of Return
· Internal Rate of Return.
	Candidates should be able to calculate each item within objective B2 given information about investment decisions in either public or private sector scenarios.

Candidates should be able to describe and compare/contrast each of the methods listed and discuss the pros and cons of each in given scenarios.  Also be able to discuss the assumptions made in each.

Candidates may be asked to use their judgement to select the most appropriate method in a given scenario.

Candidates will be expected to both calculate and explain/interpret the results of the calculations and so exam questions must balance these two objectives and ensure that candidates are tested in their numerical ability but also that they fully understand the techniques.

Candidates must be able to draw conclusions from their calculations as to whether investments are worthwhile or not.

Practice questions in materials should include worked examples and simple examples that allow the candidate to gain a full understanding of these basic techniques.  A solid grounding here is crucial as these techniques are then developed in the rest of overall aim B, in particular basic NPVs are crucial before incorporating inflation, tax etc below.


	
	
	B3) Prepare an optimal investment plan taking into account the following:
· Mutual exclusivity of projects
· Inflation and taxation
· Capital rationing
· Lease versus buy decisions.
	This learning objective is closely linked to learning objective B2.  Candidates should be able to take account of the issues listed here in capital expenditure decisions.

Candidates will be expected to recognise when these issues exist in given scenarios and adapt the appraisal techniques to take these issues into consideration.

Again it is important that exam questions balance testing the candidates’ numeric ability with their wider understanding of the techniques and as such that there are both numeric and narrative parts to the question to allow candidates to fully demonstrate this.

Candidates are likely to find this learning objective difficult to master and so a range of practice questions that build up from examples with very little scenario and more focus on the calculations to those that are of exam standard that have more of a scenario base and include the more narrative elements also.


	
	
	B4) Calculate and interpret the cost of capital:
· Weighted average cost of capital
· Capital asset pricing model
· Risk adjusted discount rates
· UK Treasury Discount Rate (interpret only)
· Social time preference rate (interpret only).
	Candidates will be expected to both calculate and appraise a range of techniques for calculating weighted average cost of capital (WACC).

Candidates should be able to calculate the cost of capital for various sources of capital including:

· Ordinary shares

· Preference shares

· Redeemable and irredeemable debentures

· Fixed and variable rate debt

Candidates should be able to apply both dividend valuation models and the capital asset pricing model (CAPM) to calculate the cost of equity and to be able to recognise when each model is most appropriate to given scenarios.   

Candidates should be able to discuss the meaning and use of risk adjusted discount rates and be able to apply risk adjusted discount rates to assess the feasibility of capital investments.

Candidates should be able to explain the concept of the UK Treasury discount rate and the social time preference rate.  Exam questions may ask candidates to explain why these discount rates may be used in public sector investment decisions however they will not be asked to calculate the rates.  

Exam questions may ask candidates to calculate WACC but could also incorporate this in an NPV calculation and ask the candidate to use their calculated WACC to appraise an investment decision.  Questions may also give the UK TDR and ask candidates to use it as the discount rate in an NPV calculation, this would be acceptable in public sector scenarios.

As above candidates would be expected to not only calculate WACC and potentially use it in NPV calculations, but also to be able to interpret the WACC and its implications in given scenarios.  Exam questions should have a balance between calculation and narrative marks.



	
	
	B5) Apply non-financial factors in capital expenditure decision making:
· Weighted benefit criteria
· Cost benefit analysis
· Cost effectiveness studies.
	 Candidates will be required to explain the techniques listed and recognise which technique should be applied in a given scenario.  Some discussion of the benefits and drawbacks of the methods could be included in exam questions.

Candidates will not be expected to actually carry out these techniques in the exam but must have an understanding of how they could be applied in real world scenarios.

Exam questions could ask candidates to carry out financial appraisal but then in the interpretation of the results to take non-financial factors into consideration or discuss how these techniques could be used to do so.


	
	
	B6) Apply the following techniques to measure the risk in capital expenditure decision making:
· Simulation
· Sensitivity analysis
· Valuation of risk
· Maximin, Maximax, Minimax regret 
· Decision trees
· Optimism bias.
	 Candidates should be able to briefly explain the use of simulation in decision making.  There will be no requirement for candidates to perform calculations in this area but they should be able to understand that the use of packages such as Microsoft Excel could be used in practice to assess the impact of a range of variables in capital expenditure decisions.

Exam questions could require candidates to apply sensitivity analysis to their decision making, for example by asking them the impact of changes to the assumptions made in the figures.

Candidates should be able to calculate measures to give value to the level of risk in decision making.  Most importantly candidates should be able to calculate expected monetary values when given probability weightings for the various potential outcomes.  This will be essential as EMVs will also be required for decision tree questions.  As well as EMVs candidates should also be able to calculate standard deviation, semi variance and coefficient of variance where various possible outcomes are possible as a measure of the level of risk involved.

Exam questions on this area could require both calculation and interpretation of results.  For example, candidates could be asked to give value to the level of risk associated with two or more options and then be asked to compare the options and make a judgement as to which option should be chosen bearing in mind the levels of risk.

Candidates should understand the various attitudes to risk that individuals and organisations can demonstrate and be able to explain how these attitudes impact on capital investment decisions.  It is unlikely that exam questions would focus on this area in its own right, although candidates could be asked to define the different attitudes.  It is more likely that candidates would be asked to bear these in mind as part of an overall investment decision; for example to bear in mind worst case scenarios and their potential impact even when overall an investment appears worthwhile.

Candidates will be expected to be able to draw and interpret decision trees for more complex decision making scenarios.  This will involve the calculation of EMVs but could also include discussion regarding the attitudes to risk in the interpretation part of the question.

Candidates should be able to demonstrate an understanding of optimism bias in estimates for capital investment decisions.   Candidates should be able to explain what the concept means and be able to suggest ways of managing this issue.

Overall, this is a complex area for candidates with many aspects for them to bear in mind.  The focus should be on EMVs, decision trees and attitudes to risk.  Learning materials should include numerical examples that allow candidates to develop the basic understandings before moving on to more complex examples that include both numeric and narrative elements.



	
	
	Aim B - Assessment
	It is likely that questions will ask for a mix of techniques from this overall aim for example to link the financial and non-financial appraisal of investments or to link WACC with NPVs.  It is also likely that questions will involve both numeric and narrative work by using scenarios and asking candidates to explain the overall position.

It is most likely that these questions will require candidates to report to and to advise management on the implications of the calculations and the actions that should be taken next.

This overall aim is 40% of the syllabus and as such should be at least 30% of the paper and could be up to 50% of the paper overall.



	C
	Explain effective treasury management techniques to minimise financial risk
	C1) Explain the role of an organisation’s treasury management function:
· Role of the treasury management function
· Treasury outsourcing
· Accounting, budgeting and financial reporting
· Funding for long and short term purposes
· Cash flow forecasting
· Decisions on borrowing and lending amounts and periods
· Bank relationships and credit ratings
· Evaluation and management of risk and return.
	The treasury management function would be introduced in learning objective A5.  Candidates should be made aware of the main activities of the function here with note to the Code of practice.  This also covers accounting, budgeting and financial reporting.

Candidates should be able to explain the advantage and disadvantages of outsourcing the treasury function with a brief discussion of the potential for shared services and the advantages/disadvantages of such an approach in public service organisations.

Candidates should be able to distinguish between the requirement for long and short term funding and be able to explain when it is appropriate to use short term finance.

Candidates should have an understanding of the use of cash flow forecasting as a treasury management tool.  Note the production of cash flow forecasts will not be examined.

Cash flow forecasting would also be a tool for establishing borrowing and lending amounts and periods.  This should also be lined to credit ratings in terms of which external organisations should / shouldn’t be dealt with and must link back to the financial management and treasury management strategy of the organisation.

Candidates should be able to explain the conflict between risk and return in the treasury management context.  They should also have some awareness of any current issues or examples such as the Icelandic banking crisis.  

Questions in this area should be testing the candidates’ conceptual understanding and not asking them to carry out any of the activities.



	
	
	C2) Explain the environment in which treasury management is practised within the public services:
· Impact of organisational risk culture, values and financial objectives on an organisation’s risk profile
· Categories of financial market risks – currency risk, interest rate risk, liquidity risk and credit risk
· Impact of market volatility
· Bull and bear markets
· Awareness of current financial market dynamics, trends and issues
· Monitoring of key financial market indices
· Practical lessons from recent financial market events.
	 Briefly describe the impact of culture, values and financial objectives on the organisation’s risk profile.

Candidates should be able to describe the different categories of financial market risk and be able to state the ways of managing those risks.

Bull market – where security prices are increasing and so ‘bulls’ buy now in order to sell later at a profit.

Bear markets – where security prices are decreasing (by 20% or more) and so ‘bears’ sell securities in order to buy them back later when the price is lower.

It is unlikely that public sector organisations would be Bull or Bear investors but those involved in treasury management should have an awareness of market volatility, dynamics, trends and issues in the market in order to be able to manage the organisation’s interests.

This example is time specific and should be updated but it could me noted that many analysts felt that the Icelandic banking crisis was foreseeable and that public bodies should have acted before the full crisis hit.

The overall aim of this section of the syllabus is to ensure that candidates have a broad awareness and understanding of the treasury management environment so that if they come into contact with brokers who are acting on their authorities behalf they have an overall understanding of how treasury management operates and the terms used.  Candidates would not be expected to be experts in the field but to know enough to understand the issues.


	
	
	C3) Describe the treasury management activities encountered in respect of a public services organisation:
· Borrowing and investment (including pension funds and financial derivatives)
· Equities and related investments
· Gilt-edged and related securities
· Asset and liability management (maturity matching)
· Cash resource management
· Banking services
· Investment and debt management services
· Advisory, consultancy and broking services.
	Each of the areas included in this learning objective should be explained briefly so candidates have an understanding of how these instruments are used in the context of treasury management with some note of their relative merits in terms of the risk/return debate noted in C1.

As with C2 the aim is for candidates to have a broad understanding of the topic, terminology and tools of treasury management to be able to sensibly discuss the issues with colleagues, brokers and advisors.  As such, any questions will be narrative in nature testing the candidates understanding of the concepts and not their ability to carry out the functions described.



	
	
	C4) Explain typical risk management concepts:
· Hedging techniques and calculations
· Interpretation of yield curves
· Arbitrage
· Swaps and options
· Forward and futures contracts
· FOREX
· Financial instruments
· Financial risk measurement models
· Qualitative risk assessment approaches
· Role of insurance.
	 There are four main hedging techniques:

· Forward contracts 

· Lending and borrowing 

· Options 

· Swaps

Candidates should be able to describe each of the 4, explain any gains and losses from forward rate agreements and explain how interest rate swaps can be beneficial to both parties.  Candidates should be able to discuss the applicability of the concept of hedging as a technique for public service organisation’s treasury management functions.

Candidates should be able to interpret the yield of instruments (candidates will not be asked to calculate yield curves.)  The yield is the overall rate of return available on the investment. In general the percentage per year that can be earned is dependent on the length of time that the money is invested. For example, a bank may offer a higher savings rate if the customer is prepared to leave money untouched for five years. Investing for a period of time t gives a yield Y(t).

This function Y is called the yield curve, and it is often, but not always, an increasing function of t. Candidates should be able to discuss the yield curve with a link to the cash flow forecast of the organisation and the liquidity risk that entering into longer term investments could pose.  This again should also link back to the liquidity profitability debate.

Arbitrage – making profits by buying an asset in one market and simultaneously selling it in another where the market price is higher.

Candidates should have an awareness of the risks associated with Forex and but also of its low applicability to public service organisations most of who require permission from the UK treasury to borrow in foreign currency. 

Briefly describe the financial instruments available to treasury managers:

· Borrowing

· Investments

· Equities and related investments

· Gilt-edged and related securities

· Banking services

· Debt management and investment services

· Advisory, consultancy and brokering services

As with the other learning objectives in Aim C the idea is that candidates have an awareness of treasury management tools, techniques and terminology.  Candidates should be able to explain how these apply to public service organisations.

	
	
	C5) Describe the nature of public services treasury management regimes:
· Statutory and regulatory frameworks
· Best practice requirements.
	Candidates should be fully familiar with the code of practice and guidance notes as mentioned in A5.  They should also be familiar with the requirements and guidance in:

· The Prudential Code for Capital Finance in Local Authorities

· The Local Government Act 2003

· CIPFA Standard of Professional Practice on Treasury Management (Sept 2002)

This area of the syllabus will need to be carefully monitored and updated as and when necessary.

Questions could ask about the detailed requirements within these and be based around knowledge recall or could be scenario driven and ask the candidate to recognise how the frameworks and best practice could/should be applied or how they have been breached.



	
	
	Aim C – Assessment
	Overall Aim C is about ensuring that candidates have the broad understanding of treasury management required by all financial managers in public service organisations.  Candidates should be able to hold their own in any discussion around the treasury management function, tools and techniques but also have an awareness of the potential risks in order to try to ensure the best possible overall financial management within organisations.

Questions will be narrative in nature and focus on overall understanding of the concepts but could also test the candidate’s ability to recognise in scenarios any potential risks and problems within the organisation’s treasury management function.

Questions on these topic areas should make up between 10 and 20% of the paper.


	D
	Demonstrate efficient and effective working capital management techniques
	D1) Explain the scope of working capital management:
· Role of working capital
· Management of a working capital cycle
· Handling and transmitting cash
· The use of external collection agencies and factoring
· Actions to improve accounts receivables position
· Ethical supplier payment policies.

	Candidates should be able to explain what working capital is and the reasons and processes for working capital management.  They should be able to do this with regard to the working capital cycle and the elements within the cycle.

Candidates should be able to briefly explain the ways in which organisations transmit cash.

Candidates should be able to explain the purpose, benefits and drawbacks of using external collection agencies and factoring and link this to the actions organisations can take to improve accounts receivable.  There is also a link here to early payment discounts in D2 as these could be used to improve collection periods.

Candidates should be able to explain ethical supplier payment policies with reference to the Prompt Payment Code launched by government in 2008, the requirements and its benefits.  Candidates should also have an awareness of the Better Payment Practice Code.  These codes will need to be reviewed and updated as and when best practice changes.

Candidates should be aware of the crucial role that computers play in all areas of working capital management including computerised stock systems and the creditor and debtor management elements within accounts packages that produce aged creditor/debtor reports.

This learning objective is an overall introduction to working capital management where by candidates understanding of the concept of working capital and working capital management will be tested.  The application of this will be tested in D2 and so thorough understanding of the concepts is crucial here.


	
	
	D2) Apply techniques to manage working capital:
· Simple and compound interest
· The Late Payment of Commercial Debts (Interest) Act 1998
· Using and taking early payment discounts
· Inventory management models: economic order quantities and re-order levels
· Cash management models: Baumol and Miller-Orr.
	Candidates should be able to calculate payments using both simple and compound interest.

Candidates should be able to explain the provisions of the Late Payment of Commercial Debts (Interest) Act and apply the act to given scenarios both as the debtor and as the creditor in terms of calculations of the monies owed/owing under the Act.  Candidates should also understand the non-financial implications of organisations invoking the Act.  This area will need to be updated as and when any changes to the Act are made.

Candidates should be able to analyse in given scenarios whether early payments discounts offered to customers/taken from suppliers are financially beneficial to the organisation overall, bearing in mind the impact on working capital.  These questions are most likely to be numeric in nature but some discussion of any wider financial and non-financial considerations could be expected to ensure candidates fully understand the issues.

Candidates should be able to explain and apply economic order quantities (EOQ) and re-order levels (ROL) to given scenarios with regard to stock management and explain and apply Baumol and Miller-Orr models of cash management.  Questions on these areas are likely to have a mix between asking candidates to perform the required calculations but also testing their understanding and ability to interpret the results and the implications of those to the organisation concerned.

For this learning objective learning materials will require some simple worked examples that demonstrate each calculation individually, building up to exam standard questions with scenario driven questions that may include a mix of calculations and narrative.



	
	
	Aim D – Assessment
	Questions in this area are likely to combine objectives D1 and D2.  D1 being the underlying understanding of the overall issues and D2 specific elements within that.

As such questions are likely to have both numeric and narrative elements within them.  Candidates should be expected to be able to describe the concepts, apply calculations and also explain and interpret results and give advice to management as to the right course of action to be taken.

Questions on these topic areas should make up between 10 and 20% of the paper.

	E
	Calculate internal and external prices taking into account relevant political and organisational factors
	E1) Describe the influence of the following on price setting for public services:
· The political, legislative and
    economic climate
· Funding levels
· Organisational costs
· Alternative service providers
· Stakeholders’ expectations
· Benchmarking processes
· Competitive tendering.
	Candidates should be able to explain how each of the items noted influences price-setting in public services and the conflicts that can arise.  This area of the syllabus should create a broad understanding of the issues around pricing for public services which will then lead on to more specific discussion and calculation in objective E2.

This area of the syllabus should give candidates a strong understanding of the key factors that influence prices for public services and the conflicts that can arise as a result of the ecomonic/political environment, grants to subsidise public services, financial objectives, stakeholders’ objectives and social objectives.  

Candidates should be able to link the considerations here to the pricing approaches below; for example if cost is the main focus for pricing then a cost-plus pricing approach would be most suitable.

	
	
	E2) Evaluate the relevance of various internal and external pricing approaches to the public services:
· Relevant costs for pricing decisions
· Cost-plus pricing
· Market-based pricing
· Incremental pricing
· Economists’ pricing model
· Differential pricing
· Transfer pricing
· Target pricing
· Service level agreements
	As an introduction to this area of the syllabus candidates need to have an awareness of the arguments for and against charging for public services in order to be able to discuss the relevance of the different pricing approaches to public services.

Candidates should be able to describe each of the models mentioned and explain how each is used to reach prices for products/services.  As well as testing this conceptual understanding, exam questions could ask candidates to set the prices for products or services within given scenarios.  As such candidates may be expected to recognise which pricing approach should be used within the scenario and give reasons as to why that approach is best.  Candidates should also be able to discuss the relevance and relative merits of the various approaches to public service pricing decisions.



	
	
	Aim E – Assessment
	Questions in this area should test the candidate’s ability to both calculate relevant figures and also to explain the techniques, interpret the results and advise management on actions required.  As such there is scope for scenario-based questions to fully allow candidates to be able to demonstrate these skills.
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