astranti

financial training

2

CIMA Operational Case Study

2019 Syllabus: The New Content



LY o e Vo ¥ Tt oY o 6

How To Use This StUdy TeXt.....ceeiiiiiiiirrneeeeeeeeeeeeeeeeeeeeeeceececasssssessaaanans 6
(I T2 o T [ Tt o o VPO P PP U 7
1Y = ot Lo T o 1 N 8
Managing Finance in a Digital World......ccciiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeececcnnnns 8
O 3T 0 =] o 9
Organisational StrUCTUNE. .. ..ciiiiiiiiiiiiiiiiiiiiiitieeeeeeeeeeeeeeeeeeeeeeeesecsssssnnsncanns 9
1. Change iN OrgaNiSATIONS. .. ..ttt iii ittt ettt ittt eeetaieeeeeeeeeeannasessassnnnnnnnnnnnn 10
2. Transformation of organisational SErUCTUIeS......ccvuiiiriiiiiiiiiiiiiiiieiiii i eeeeeaannns 11
3. Transformation of the finance fUNCLION......couiiiiiiiii e 12
L0 3T o) =] 20
INternal Partnering....cceeieiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeecssssnsssssccssssnnssnanns 20
1. Strategic Partnership. . ..o i e 21
2. Elements of strategiC partnership......eeeiieiiiiiiiiieiiiiiiiii it eeiiiiieeeeeereeeennnnnnennnns 24
3. Strategic leadership of the finance funCtion........ooiiiiiiiiiiiiiiiii e e 29
4. Impact of technology on financial professionals........ccceeveiriiiiiiiiiiiieeieeiiiiiiiieeeeenn. 32
L0 3T 0 =T o 36
Transforming and Marketing the Finance Function.........ccoeeiiiiiiiiiiiiiiiiennnnn 36
I 20 R U= o= L 1= ] - PP 37
2. Retained finance and business transformation........ocoviiiiiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeaaans 38
3. How technology has changed market research........cceiviiiiiiiiiiiiiiiiiiiii i i 40
4. How finance interacts with sales and marketing.......ccoovieiiiiiiiiiiiiiiiiiiiiiiiiiiieeeeeanns 42
5. Key performance iNAICatOrS. .o ..eeee et eeeteeerteeeeeeeanneeeeaeeeeaneeeeeeesssesnnnnnneeeeeens 43
L 3T 0 =T o T 45
The Finance Function and IT......c.ccciiiiiiiiiiiineiiiiiiiiiinnneeeteeeesesecssecsscananns 45
LIPS L1 Yo (0Tt T o 46
2. Business and the role Of 1T, iiiiiiiiiiiii i e ittt ettt eeee e et e eeeeeaaeennnnnns 49
3. How the IT function interacts with the finance function.............ccoooiiiiiiiiiiiiiiiiane., 50
4, KNowledge ManagemEnt. . ....ueeeiiereiiiieteeteeenieeeeeeeeeessnnneseeeesessnnnseessnnsnnnnsssonnns 51
5. Factors When investing N [T .. ittt ittt et eiii ettt eeeeiiaeeeeeaaaanans 55
6. Virtual OrganiSations. ..ueeeue ettt ittt te it ee ettt teeteteeeeeeenneeranneeeeaaeeeenneesennnnnnes 56
(0131101 =] o TP 58
Digital Technologies - Part 1......ccceiiiiieiiiiiiiinneeiiiiecesssennsssssscccssssnnnnnes 58
P T3 o T [0 Tt o o VPO PPN 59
2. The fourth industrial revolUtioN........coiuiiieiiiiii i e ee e 59
3. Emerging technologies Of 4IR........ciiiiiiiiiiiiiiiiiiiiiiiiit e e eiiiieeeeeeenannnaeeessanennnnes 63
4. Big data and data @analytiCs. ....uueeeiiiiiiiiiiii ittt i ettt ee it e et eaaaaaaaaas 63
TR 1 I o o gV N 66
6. Artificial iINTelliGENCE (Al).eeiiiiriiiii ittt e ei ittt eeeannaeeeeesaesnnnneneesnnnnns 68
7. Data ViSUAlISAtiON. . ettt iiiiiiii et te e ittt e et eeeetiateaeeeeeeaaaaeaaaaeeeseeeseeasseennes 71
L0 3T 0 =] - 73
Digital Technologies - Part 2........ccciiiiiiiiiiiiiiieeeeeeeeeeeseesesessessesssesscnnnns 73
LIPS L1 Yo [0 Tt o] o 1R 74
/2 ] U ol (o = [ T 75
© Astranti 2019 2 ) astranti

financial training



3. BUsinNess Process aUtOmMation. . .u.eeeeieeiiiittetieeeiiiteeeeeeeiaiaeeeeeresesseseseeeeseeseaaanns 79

S @ UoT0Te I ofo]40] 01U L 1 - RN 81
5. MODile tECNOLOGIES. . ettt tiiiiiii it e it ee e ettt eeeeeannneeeesesesnnnnnsessssennns 84
6. Internet Of ThiNgs (10T ). eeeiiriii ittt ettt ettt eeeetiteeeeaaaaeeeeeseessnssnnnnnes 85
L0 3T o) =] 88
Implementing Information Systems......cciiiiiiieiiiiiiiiiiiiiiiiiiiiiieieeneceecnnnns 88
(O 13 4 oo (U Tt [ 3 TR N 89
A 00013 Y 0T g T 89
3. SYSEEMS @I O UN. . ettt ettt ettt et ettt e ettt aeaeeaaaaaeeaeaaaans 95
4. Data flows and big data information management.........ccooiiiiiiiiiiiiiiiiiiiiiiiiieeeannn. 99
03T 101 =] o - F PR 105
IT Security and Performance Measurement.........cccceeeeeeeeeeneecnnnnnncnnnnnnnnes 105
1. Data protection and PrivVaCy....cuiiiiiiiiiiiiiiiiiiiiit ittt eii i eeeeeeeaaaeeeeeeaaanas 106
Y TalT ] 4 1Y 1 T PP 110
3. Measuring performance of the IT fuNCtioN.....coiviiiiiiiiiiiiiii i e ee e e 116
O T o) =] 122
Data in the Finance FUNCtioN.....ccciieiiiiiiiiiiiineeiiiiiiiiiennnssssccssssssssssnns 122
1. Processing data into information........oeeiiiiiiiiiiii i e e e eeaaees 123
2. Formation of @ data Strategy.cceeueeeiiiiiiiiiiii e ieeiiiiii et eeeeeeeneannnnneaaaaaaaseeeens 123
KR N - 13 =] d g [T e - L - D N 130
DY - BT - Y L PP 134
5. CommuUNICatiNg INSTGNES. .. iiiii i et reeeeeeeaaaeeeeeeeeennnnnes 138
(6311 o] =] i [ S PPN 140
Data and the Digital Mindset........ccciiiiiiiiiiiiiiiiiinineeteeeeeeseeeeeeeeneeannnns 140
1. The benefits of using data in BUSTNESS.....oeuuiiiiiiiiiii e eereeeaes 141
P Tt Yo Vo [T e - | - DO PP 145
3. Managing digital @SSEES. . uuuuunuttttttiiiiiiiii it ettt teteiiiireeeeeeee et eeeeeeeeeaeaaaaaaas 146
4. The digital MiNdSet. ..ot i et et et eeraeeeeaeeeaaaeeeanneeaeens 149
(0311 0] 1 =] i I B PP PP PPN 153
Governance and EthiCs.....cciiiiiiieeiiiiiiiiiiineeteeeieiiinnnneeecccececsnnnnannnnnnns 153
1. COrPOrate GOVEIMANCE. ettt tiieiieteeeeeeeeeinneeeeeeeesennnseeeeesessnnnsasesessssssssessessesanes 154
(6311 0] o =] i 7 S PP PP PPN 155
Human Resources and Managing Staff.........ccuiiiiiiiiiiiiiiiiieiieennniieeeeennnns 155
1. What is human resource management (HRM)Z.. ... .uiiiiriiiiiiiiiiiiii it eiieeieeeeas 156
3. The HR cycle - Performance management. . ..c.o.ueeeiereeriiiereeeeresennneeeeeeeessseneeaeannns 157
4. The HR CYCle - MOtiVatioN. ...uueiittiiiiiiiiiii it et ettt et eeteieeeaaaaeaeeeaaaanas 160
5. The HR CYCLE - REWAIS. . .uuiiiiitttiiiitt it ie i ee ittt eee e reeeeeeanaeeeenneeeeanneeeannnees 166
6. The HR cycle - JOb termination. .....ueeiiiiiiiiiii it eeennnnareeeaaaaaaaens 170
7. Technology and the interaction of finance and HR........c.ccoiiiiiiiiiiiiiiiiiiiiiiiiii e, 171
8. Key performance indicators (KPIS).......eeeiueiiiiieiiiiiiieiieiiieeeieeeeiiiieeeeeaeenans 171
(01 3= 0 = ol 1 N 174
Process Design and QUality....cccceeeeeiiiiiiiiiieeieieeeiienneeeeeecceessnnnnneseanens 174
L= Yo T Tt 1 YA o] | o | PP 175
2. The finance function and supply chain management.........ccooeiiiiiiiiiiiiiiiiieiiiiiinenes 177
NY=Teta (o]0 I - T o PR 179
© Astranti 2019 3 ) astranti

financial training



Financial REPOItiNg...ccciiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeceecessssssssccccssssnnnns 179

(6311 0] 1 =] i B PP PP PPN 180
Regulation and the IASB Conceptual FrameworkK.........cccceiiiiiiiiiiiiiiiieennnns 180
1. CONCEPLUAL fraMEWOIKS. .. ttttttiiieiii ettt ittt teeeeiseaeeeeeeenannaseeeseeseennnnnnes 181
2. The objective of financial repPorting......cceiiiiiiiiiiiiiiiiiii i i e eeaes 184
3. Qualitative characteristics of financial information.........ccoovviiiiiiiiiiiiiiiiiiiiiiiiiaee 186
4. Financial statements and the reporting entity.......cccvviiiiiiiiiiiiiiiiiiiiiiiiii i ieaeees 190
5. Elements of financial statements.......oveiiiiiiiiiii i i i e e 191
6. Recognition and dereCognitioN. . .uuiier i iiieiiiie e eeeeeiieeeeeennnnnnraeaaaaaaaaeeees 196
A 1T U =] 121 ] 198
8. Presentation and diSClOSUre. ......c.viiutiiiiiiit it ere e neeeeaneens 200
9. Capital MaAINEENANCE. .. ittt iiiiiiiii et eiiiitt et eeeeeaaeeeeeeeaesnnnneeeeeesssnnnnnnnnnnnnnns 202
10. International Integrated Reporting Council (IIRC)...oouuuiiiiiiiiiiiiiiiiiiiiiiiiiiiiceenans 205
AP 15 eeunteneeeuneeuneeeneeeneensennsenneesnesensanesennsennsesnsssnsssnesenessnsens 206
IAS 36 - IMPairmMeENt. . .iiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeessessssssssssssssssanss 206
1. IMPATTMENT (JAS 36) .. e ettt et ettt e et e et eeeeennaneaaeens 207
(0311 0] =] i 1 - T PP PP PPN 216
IFRS 16 LEASES....cccieieiinsienirensocnierenssnscscrsoscesssccsscssessssssnsonsonsansons 216
LIPS 121 (o T [ Tt o o 217
P e [T oL YA Y e = T PP 220
T 2 =T oo~ 31 o] o e 223
o) L = 0 =T T =T 0 =] 4 224
5. SUDSEQUENT MEASUIEIMENT. . it ttttttteeiieteeeereeenneeeeeresennnneeessssessesasssssseesanes 228
6. Presentation and diSCLOSUES. ... .ouutierietieii et ee e e e e ereeeeaeeraanaeeeannnaeens 232
(013 F-1 0 = ot 7 AN 235
Corporate GOVEINANCE. . .uvviieirereeseessesssssssssssssssssssssssssssssssscssssssssssssss 235
1. COrPOrate GOVEIMANCE. . etttttteennnteeeereeananeeeessesasnnneeeeeeeseessessansnnnsssssssessssssses 236
2. Principles Of COrporate GOVEIMANCE. ....uutiiiieiiiieteeteeeeiinnereeeeeesesnnseeeeesessssseeeseees 238
3. ApPProaches t0 GOVEIMANCE. . iuuuettteitt ettt eeetteeeaneeeeanneeeannneseeeesennnnneneeeeeseseennns 242
4. Corporate governance internationally.........cceeiiiiiiiiiiiiiiiiii e eereaes 247
5. Corporate governance in the publiCc SECLOr........vviiiiiiiiiiiiiii it eieaens 249
(01 0] 1= i ¥ - SO PP PP PPN 251
CGMA Code Of EthiCS...ceiiiiiiineeiiieiiiiiinnneeeeeeeeeessnnnesceccccssssnnsasssccccannns 251
PR 2 3 (= 252
2. Laws, regulations and ethical behaviour..... ..o e 254
3. Values and attitudes for professional accountants.........ccevviiiiiiiiiiiiiiiiiiiiiiieeeeannn. 255
4. CIMA ethical PrinCiples. ..o ettt iii et e et e e e e et eeeeeeeeeeeannnnnnaaaaes 256
5. Threats and Saf@gUAIAS. . .c..uuuettiiiiiiiiiii i eiiiiii et eeeeeiieeeeeeeeessnnnnseasssssssessanns 259
6. Ethics and financCial rePOrting. ......uieiiiiiiiiiiii it ittt i it eeeeaaaaaaaaeans 261
7. How to approach ethical iSSUES. . .ouuuiireetiiii it e e e eeieeeereeeaanaaeeans 263
(63110 =] i B PP PPN 266
Short-Term Finance and INvestmMeNnt.......cciiiiiiieeiiiiiiiiiinnneeeiecieesensessennss 266
1. FINANCIal INSTiTULIONS. ot e it et et et iiireee e e eaaaaaeaaaaanns 267
1= ot [ 0 T O e 269
(61 o) = i 1 0 PP PP PPN 270
© Astranti 2019 4 ) astranti

financial training



Costs aNd CoSt BEhaViOUr . ..eieiietiereeereeeeeeeeseeesseesscssscsesssasssssscasssssssnns 270

PR 0003y A o= 3l = 271
2. Cost classification and COSt @lemMENTS. . v..uitrii it eeeeeennnneeeaeaens 273
TR 001yl o7 3 - T T U | N 275
4, Costing digital PrOAUCES. ..ot iiiiiiiii i et e ettt eeeeeneanannnnneaaasaasseseeeaans 284
5. Methods of digital COSTING. ..o i e it e e ee e e eee e eeaaaaas 289
(61 0] =] i & D P PP PP PPN 291
Relevant Costs and Decision MaKing........ccceeeeeeieiieneiieeeeeeeeeeeeeeeeceecaceaens 291
LI Yelel=] o] fo] g (=3 [=Tot dla [=Tet 13 (o) o 1 PP 292
(631 o) =] Y PPN 295
Linear Programming.......cccceeeeeeeeeeeeeecceccsccsccssssssssssseccssssssssssccsssssnnnns 295
1. Using technology in linear programming.......c..eiveeiietiitiineeiieiiitiiieeiiiietereenneeenes 296
2. Non-financial ConSIAerationsS.......cvieueiiiiiiiiiii ittt reiaeeeeeeeenns 297
(6311 o] =] g A T PPN 300
ST0Ta f= =T ] o T S 300
1. ROWING DUAGETS. .« ettt ettt et et eet e eetaeeeenneeeaanaeeeanneesannnaeeens 301
2. Big data and budgeting.......ueiiiiiiii i e e et e e 302
KPR 2153V Lo I 18 e 1= ] - PPN 308

Copyright notice
Published by Astranti
This content is for personal use only and is not licensed for use on courses.

Any unauthorised copying or sharing of this material is punishable by CIMA under the CIMA
code of ethics. Any incidence of copying will be reported to them. If found guilty,
punishments are applicable, up to and including being removed from the institute.

@ 2019 Astranti

© Astranti 2019 5 )) astranti

financial training



) astranti

financial training

CIMA Operational Case Study

Introduction
How To Use This Study Text

financial training

© Astranti 2019 6 )) astranti



Introduction How To Use This Study Text

1. Introduction

Overview

This study text is designed to help bridge the gap in your knowledge between the
CIMA 2015 syllabus and the current CIMA 2019 syllabus.

Purpose

We are aware that some students will be sitting the Operational Case Study under
the 2019 syllabus, but have only sat some of the operational papers (E1, P1, F1)
under the 2015 syllabus.

Since the 2019 syllabus contains new topics that were not included in the 2015
syllabus, we have created this study text to bridge that knowledge gap.

Therefore, it’s likely that you won’t need all three sections of this text. You may
just need to review the new additions to F1 or E1.

Structure

The study text is split into three sections: E1, F1 and P1. Each section will contain
topics that are new to the 2019 syllabus that were not covered in the 2015
syllabus. However, it will not cover content that is in both the 2015 and 2019
syllabi.

If there is any content that you do not fully understand, we would advise that you
refer back to core study text of the module.
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Organisational Structure

1. Change in organisations

The rate at which change happens in the world is accelerating. We can see
evidence of this change all around, especially in the way that technology is
becoming more integrated into our lives. Next time you’re in a public place, take
a look around to see just how many people are using some form of technology. It’s
almost guaranteed that you’ll see someone on a mobile phone! Yet only 30 years
ago, the Internet hadn’t been invented and very few people had mobile phones or
a personal computer.

We can see evidence of the increasing rate of change in business, with the number
of patents filed to protect intellectual property increasing, and the average life-
span of products decreasing. Change is becoming an everyday reality of an
organisation, and in this increasingly volatile environment, organisations are
having to adapt the way they do business.

Some key factors of change which are forcing organisations to adapt are:

» Changing technology - The key driver of the changes we are experiencing is
thought to be the increasingly rapid rate of technological change,
unparalleled in recent history. Organisations are having to adapt to emerging
technologies, with capabilities that allow them to take over routine tasks,
such as data entry, and carry out new tasks which have never been possible
before, such as the analysis of massive data sets.

» Changing levels of competition - Organisations are also having to deal with
rapid changes to the levels of competition, with new entrants entering the
market seemingly out of nowhere or causing disruption to whole industries.
For example, the ride-share company Uber quickly established and grew
rapidly in cities across the world, causing massive disruption to the taxi
industry.

» Growing collaborative consumption - This is the growing popularity of
sharing of goods and services, which is causing disruption to their respective
industries. A good example is Airbnb, in which owners rent out their private
accommodation to others, which is causing disruption to the hotel industry.
This is creating new business models which existing competitors are having
to adapt to.

* Changes to customer expectations - A number of factors are changing what
a customer expects from an organisation and its products. For example, with
faster communication channels, enabled by social media and improvements
in technology, consumers now expect speedier customer service and greater
efficiency from an organisation. Organisations are having to adapt to ensure
that they are fulfilling changing customer needs.
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* Less customer loyalty - With greater access to information, through the
development of the Internet and mobile technologies such as smartphones,
combined with a more competitive market, businesses are finding that
consumers are no longer loyal to a particular brand. Consumers are more
likely to ‘shop around’, and studies have shown that over 80% of customers
will research a product online before buying it.

* Globalisation - Economies and cultures are becoming more integrated with
one another through interconnected networks, such as trade, and the spread
of technology and media. It is getting easier for businesses to source supplies
from other countries, and sell their products to foreign markets.

Changes to roles in the finance function

In line with how organisations are adapting to change, the roles of business
professionals are evolving, and of particular interest to us in the E1 syllabus, the
roles of those working in the finance function are evolving.

You will hear the term ‘finance function’ a lot in subsequent chapters, with whole
chapters dedicated to it! For now, to understand this last point, you just need to
know that the finance function is the part of the organisation which controls and
manages anything related to finance and so as wider changes happen to the
organisation so the finance function has to change too.

2. Transformation of organisational structures

It is important to remember the types and forms of organisational structure that
we have discussed in this chapter are not static. As the internal and external
environment of an organisation changes, new structures may be adopted to
adapt to this. For example, advances in technology are changing the way business
is conducted and how people communicate with one another. These changes can
affect the structure of the organisation by changing how processes are managed
and coordinated.

For example, we are seeing parts of the organisation, such as the finance function,
being relocated to other countries or being outsourced to an external provider,
driven by a desire to reduce costs further and enabled by technology. This changes
the structure of the organisation, and generally, we are seeing organisations
becoming more flexible in their structure to adapt to change more easily.

While we are not going to focus so much on how exactly whole organisations could
be transformed in the future, we are going to take a look at a specific area of the
organisation, the finance function, and how its organisational structure is being
transformed.
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Organisational Structure

3. Transformation of the finance function

We are now in an era, referred to as the digital age, when the use of computing
technology is becoming widespread and integrated into all aspects of modern
life. It is also becoming integrated into the basic finance activities of the finance
function, and in doing so, is transforming it.

To understand how the finance function is being transformed, we first have to
understand how the finance function actually manages the finances of the business.

The role of the finance function - the five As

CIMA has identified five basic activities which are at the core of the finance
function, and allow information to be used to impact the business. Finance
professionals may carry out different tasks as technology changes their role, but
these five basic activities stay the same.

Helpfully, the five basic activities each begin with the letter A, so we refer to
them as the five As. The five As are linked together by four stages between
information and impact, which also very helpfully, all start with the letter I:
information, insight, influence and impact. You can see how each of the five As
relate to the four Is in the diagram below:

—pp»- Assemble Advise

=mEacaEs

Acumen

Assembling information

The finance function collects data from a range of sources, including financial and
non-financial data. The data is assembled together and put into prescribed
formats, ready for internal and external reports.
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It’s important to note here, that the difference between data and information is
that data is the unprocessed raw facts, whereas information has been processed
and organised. During this basic finance activity, facts start off as data and end up
as information!

Data might be basic financial transactions such as purchases and sales, which is
collated and organised into information in the form of an income statement which
details the profitability of the business.

Analysing for insights

The finance function analyses the information to find patterns and trends, which
provide useful insights for internal and external stakeholders.

Monthly profits might be analysed and compared with previous years to look for
trends. Perhaps January’s sales were significantly up on previous years showing the
success of the new year sales campaign.

Advising to influence

The finance function communicates these insights to advise the relevant internal
or external stakeholders, and in doing so, the finance function can influence
decision-making processes.

In our example, the finance department will advise the marketing function on the
success of their campaign so they can ensure that marketing approach is used again
in future.

Applying for impact

The finance function applies itself by implementing decisions to guide the actions
of the organisation. This way, the finance function is able to help the organisation
achieve its desired impact. The finance function can do this through systems that it
enables and controls, such as strategic planning, budgeting and performance
measurements and review.

For example, monthly profitability analysis might be part of a standard monthly
process ensuring that finance can support divisions on a regular basis. Perhaps in
our case, the finance team could also help the marketing department by giving
them support for higher marketing budgets based on the success of their January
campaign.

Acumen

The finance function helps the organisation to make better future decisions by
analysing the outcome of these finance processes so that more valuable
information can be produced in future. This is about having the right internal
financial processes and ensuring that they are continuously adapted.
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Perhaps the monthly profit review could also include a breakdown of profits by
each product to further support the marketing department in their decision
making.

The shape of the finance function

If we had to visualise what shape the finance function is, what would it be?

This is an interesting question and something that is really useful to think about to
help us understand how the finance function operates within an organisation, as
well as how the digital age is transforming the finance function.

When we say ‘shape’ of the finance function, what we really mean is the
arrangement of the roles, responsibilities and reporting relationships within the
finance function - just like how we’ve been talking about the organisational
structure of the whole business!

Believe it or not, the shape of the finance function is somewhat of a contentious
issue at the moment! This is because the shape of the finance function being
transformed by the digital age, so we have to re-evaluate how to best describe its
shape.

The traditional hierarchical finance function

Traditionally, the shape of the finance function has been visualised as a
triangle. This has a hierarchical structure, which means there are layers of
management, each with control over the layer below - a bit like the vertical
organisational structure for a whole business.

As triangles have a broad base, this shows that there is the greatest number of
staff in the lowest management level and fewest staff at the most senior
management level. Each management level has fewer staff than the level below.

The role of the finance function can be defined as enabling, shaping and
narrating how an organisation creates and preserves value. Sounds complicated!
However, it becomes clearer when we split the levels of management into these
three broad categories, to look at how the hierarchical structure of the finance
function achieves the role:

© Astranti 2019 14 )) astranti

financial training



Organisational Structure

Enabling

At the enabling level, finance staff in the lowest management levels carry out
operational processes which enable the creation and preservation of value in
the organisation.

It involves tasks such as the collection and processing of data, assembling data into
formats ready for financial reports, assembling management data so it is accessible
for managers, and analysing information to identify patterns and gain relevant
insights.

Shaping

At the shaping level, finance staff take the information and insights gained at the
enabling level and use this to influence how value is created and preserved.

This shaping can be through controlling the operational processes which happen
out at the enabling level, and by communicating information and insights to
influence decisions made the management levels above.

You can also think of this as the basic finance activity from the five As of advising
for influence.

Narrating

At the narrating level, the most senior levels of management, senior finance staff
determine how value is created and preserved in the organisation, to help
ensure that the organisation achieves its goals and has its desired impact. The
finance function can guide the actions of the organisation through strategic
planning, financial reporting and budgeting, and management of performance.
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Organisational Structure

This is achieved through the basic finance activity from the five As of applying
for impact.

The segregated finance function

During the last 20 years, the shape of the finance function has changed to what
is best described as a segregated triangle. In large organisations in the past, each
division is likely to have had their own finance function using the hierarchical
model shown above. However, many large companies have, in recent years,
combined all operational processes into their own centralised department.

This centralised department is a type of shared service centre (S5C). We will
look at SSCs in more depth in another chapter, but basically, they are the provision
of a service, such as finance, by one part of an organisation where that service had
previously been found in more than one part of the organisation.

Rest of the
finance
function

Shared service centre (55C)

The segregation of financial operational processes into an SSC has been driven
by a desire to reduce costs, as it is more efficient to have operations grouped
together in one central location. This segregation has been enabled by
developments in information and communications technology, which have
allowed previously separate functions to be linked together through a central
information system.
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The digital age finance function

We’re currently seeing another change in the shape of the finance function, as
the use of technology becomes more integrated into its operations.

In particular process automation, in which tasks previously done by humans are
transferred to computers, is having a big impact on the shape of the finance
function. We will explore in more depth how business process automation works in
another chapter. What you need to know for now is that automation of financial
operational processes means that the finance function is taking on a pentagonal
shape.

The broad base of the triangle in the hierarchical and segregated models, which
represents the staff carrying out financial operational processes, e.g. collection
and processing of data, is eroded as these processes are automated, reducing
the number of staff in the lowest management levels.

In their digital age model of the finance function, CIMA splits the finance function
into four levels:

Strategic
leadership

Strategic partnership

Generating insights

Assembling and
extracting data
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Level 4: Assembling and extracting data

At the lowest management level, data is collected, cleaned and assembled
together. The extracted data and information becomes the foundation of finance
professionals operating at the next level.

In the digital age, much of this is carried out by computing technology, reducing
the number of staff involved. The role of those still working at this level is to
ensure that accounting rules and standards are applied correctly and operate the
technology systems in place.

Level 3: Generating insights

Technical specialists, who focus on specific areas of the finance function, receive
the relevant data handed to them from the level below. They analyse this data to
gain insights about how value is being created in the organisation. They might, for
instance find ways in which costs could be saved or revenues increased to help
improve profits. They then communicate this information to the level above.

Level 2: Strategic partnership

Financial professionals receive the insight provided by the level below, in the form
of financial reports. They act as strategic partners to the rest of the organisation
by communicating this insight to internal and external stakeholders, and by
doing so, influence and shape how the organisation creates and preserves value.

So, for example, they might advise on cost saving measures that can be applied in a
particular department based on the analysis undertaken.

This is where the pentagonal shape of the finance function is at its widest, forming
a bulge in the number of finance staff working in this area. Traditionally, the focus
of the finance function has been on increasing efficiency and reducing operating
costs. However, as automation can do both of these, financial professionals can
focus instead on strategic partnering and creating value.

Level 1: Strategic leadership

Finance professionals at the most senior levels of management, such as the chief
finance officer (CFO), lead and manage the finance function. They formulate
strategies and work alongside other senior management, such as the chief
executive officer (CEQ), to determine how the organisation creates and preserves
value.

The future diamond shape of the finance function

So the big question is, how will the finance function continue to evolve?

The answer is, we will most likely see more of the data extraction and assembly
processes being automated, further replacing jobs in the lowest management
levels of the finance function. These changes will result in a diamond-shaped
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finance function. Generating insight, strategic partnering and strategic leadership
will continue to be important roles in the finance function.

Strategic
leadership

Strategic partnership

Generating insights

Assemble
Data
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