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INTRODUCTION

Understanding the principles of finance managementis a key to the
success of a company. It is important to know about the relationship
between risk assessment and cash flow, and know the principles of
budgeting and cash management. Financial management is a very
complex area of business. That is the reason why I have organized
this information into several parts.

The first part describes the basics of budgeting; this also includes an
introduction to the management of budgets and performance.

The second part is about the principles of cash management and cash
flow management, the handling of investments and available cash.

The third part is the most important in this book. Finance
management is more than just understanding the sources of funds. It
is important to know how you can affect the cash flow with debt
financing and understand the meaning of the numbers of the reports
and to analyze the impact.

Part four describes the term of the investment using formulas and
explains how the numbers or the Net Present Value Internal Rate of
Return. If you are not familiar with these numbers, it is easy to
understand and you will see the influence of these values on your
business. In this part, there is also an introduction to corporate
restructuring and anti- takeover measures

In the fifth part of the overall risk and the nature of the risk is

described. You get a view of a WBS (Work Breakdown Structure)
and a description of the tools and techniques for risk assessment.
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Part 1 Budget Management
1 The basics of budgeting

Budgeting is all about the planning and management of capital flows. This
gives you an overview of the financial situation of the company or for
private events such as your household. The budget is a document of the
actual master scheduler. The role of budgeting consists of:

? Planning to ensure an endurable profitable growth

#  Allocation of resources to achieve the goals

? To achieve control of resoutces to the targets

The benefits are the most accurate budget. This is essential to

?  Improve the financial performance

?  Guarantee a sufficient cash flows ( support the solvency )

#  Cover the expenses by the income ( compensation of revenue and
expenditure )

The purposes of a balanced budget are

J  Increase in sales

? Variation of income (various sources )

?  Capacity building indirectly

J  Capacity building directly ( new machines )

1.1 Essential elements for creating a successful budget

There are five elements that are needed when creating a budget
J  Budget afflictions

Successful budget formula

Building on the assumptions

Relevance of control

Net income vs. cash

¢« e e

1.1.1 Budget traps
Take care of the five listed traps when you wish to make a successful
budget.

Budget fear
d  Problem fear of numbers, where performance is measured. These

figures are measurable and verifiable.



¥ Solution
people

Boccia fallacy
¥  Problem

& Solution

Edifice Complex,
# Problem
&  Solution

Recipe relapse
& Problem

#  Solution

Fully loaded
d Problem
#  Solution

it is not the company that you are doing it is for other

make a solid assumption about the size of the future and
the budget of this size to adapt

jump ball technology , the individual elements of the
budget are as flexible elements to be considered , which
can no longer appear

the bigger the better

have the conviction that a budget is a monument
from the bottom to the top of the budget work ( over
the proceeds ,costs)

based on overconfidence. They know what parts the
budget is, but do not take the time to add all the
necessaty parts.

Consider the budget , part for part

all costs weighing on your shoulders
look to get the effects of direct / fixed

1.1.2 The successful budget formula
A proper budget should be prepared taking into account the following

factors

L B

Validity of the assumptions

Accuracy of forecasts

Answerable purpose recognition of a budget
Ability to respond to changes
Controllability of a budget

1.1.3 Building on the assumptions

Be careful that the forecasts are as accurate as possible within a budget.
Use the following sources to create an accurate budget.



Internal existing budgets

Internal budgets based on future assumptions
External budgets from the past

External current existing budgets

External budget based on future assumptions
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1.1.4 Relevance of control

The following items are part of an effective control over your budgeting
?  Financial and sales planning

# Efficient and effective management

#  Alignment and focusing of business

1.1.5 Net income vs. cash

Factors that may cause a difference between the net profit and loss account
and the cash balance

?  Buying on credit you must pay later
# Sale oncredit you will get you the money later
& Depreciation you not spend any money for keeping records

& Taking the inventory may need to apply more / less material

1.2 Steps and planning a budget

To obtain an accurate budget, the following steps are necessary
#  Development income / expense forecast

?  Converting the forecast in planning ( transformation )

¥  Monitoring actual performance vs. budget (tracking)

The advantages of the planning of the budget process are :

9 The operational strategy = turning strategy into operation
?  Coordinating sales and production

J  Identifying and solving problems profit

d Establishing performance standards

1.2.1 Allocation of funds

# Direct sales rose = advertising, sales expenses, new
hardware

change in sales, the size vary the
production crew

?  Directly with sales

#  Construction
indirect power = more staff, no directly increase



#  Capacity building
Directly = new store (big investment) refer
to the quantities sold

1.3 Types of budgets

The most common types of budgets are listed below:

? To plan sales and production sites to direct budget costs

#  Departmental budgets to plan and control the expenses

? Investment budget to identify long-term needs and to fund

1.3.1 Sales and production budget

These provide information for
> Sales forecasting, distribution costs and estimated volume
» Production costs, material costs, direct labor costs

The production box are related to the direct costs

1.3.2 Head of department budgets

J Difference of sales and production departments to develop
approaches

?  Zero budgeting (budget from the ground)

J  Overhead Budget (historical budget)

1.3.3 Investment Budget (long term)

This budget describes the nature of the expenditure. If you are planning
for example, to invest in vehicles and buildings, your funds will be set for a
long time.

1.4 Policy of the budget plan

In this section, the following points will be discussed, which are essential
for the success of a budget

?  What is important to know concerning the overview? Budget
philosophy and approach to value creation, operational support and
end results

?  As the requirements vary in accuracy between the individual
companies, the calculation is done in terms of sales, cost estimates and
geographical areas on productive units, offices and product lines

d  The prevention of street fights, different tactics budget, a necessary
margin (bottom up), from top to bottom and the prevention of



imagination structures
#  The Anticipated from a safe distance is also important (% which can
be reduced without compromising the budget).

1.4.1 Socializing, contacts

Process safety review concerning important elements with other
executives, including also

Maintain contact with peers

Discussions with your staff

Maintaining contact with your boss

Support the budget plans (Keep out of rumor)

Check whether additional resources are required, before the budget is
prepared
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Your options

#  Prepare yourself

J  Presenting your proposals

#  Revision of the budget interface with other budget holders

1.4.2 Understand and comply with budgets

These activities will help you to discover deviations from budgets and to
take appropriate measures

Generate revenues in steps, monitoring of expenditure

Using variance reports for monitoring and compliance budgets
Variance reports contain 3 columns (budget, value, difference)
Monitor the process on a regular basis

L W

1.4.3 Addressing revenue variances

There are several reasons for revenue variances

?  Deviations are small and show no clear pattern

#  Revenues are significantly higher than budgeted

d  Sales caused by the competition

?  Decline significantly and cannot be restored quickly

Simply observe further
Revenue (continued) slightly up / down, no particular pattern

J A major campaign significantly boosts sales (check capacity and cash
flow)

# A slump in the client industry brings revenue decline (revise any
associated circuit boards)



?  cheaper alternatives bring revenue decline (consider lowering the
price)

1.4.4 Cost control

Effective governance helps to detect differences in the costs. This is
important because expenses can vary by many influences.
Prices change according to the budget set

Quantities purchased differ from projected amounts

Goods or services are faster / purchased later than planned
Price (discounts, alternative suppliers)

Volume (smaller amounts)

Timing (purchase, if necessary, low inventories)
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1.4.5 Example of a budget

Position Expenses | Expenses | Difference | Revenues | Revenues | Difference
planned | real planned | real
Work 20°000°000 | 20°000°000 | O

5000000 | Gowooo | +tooooo0 [ ||
o000 | o000 | ||

2000000

| 60°000°000 | 550007000 | -5°000000

67000000 [ 60°000°000 63°000°000 | 58000000

This table shows , the biggest problem is not the cost but the revenue fell

by 10%.

Consequences:

? Increase sales by at least 10 %

9 Increase the price of the products

?  Lower labor costs

?  Take ona new loan from the bank , or if this is not possible , issue a

bond of the company
If you issue a bond , then you need not only to calculate the cost for the
issue, but also the annual interest payments on the bonds considered



2. Mini budget

Creating an effective budget is a very complex and difficult task .
Therefore, it is easier to design and understand a budget for smaller and
simpler accounts. These includes

?  Production Budget

d Materials and purchases

9 Labor Budget

2.1 Preparation of a budget

The production budge is to forecast and monitor the revenues generated
by the sale activities. The factors for this kind of budget are listed
below:

products

price

quantity

turnover

total revenue

SO e

2.1.1 The steps to create a production budget

List of all items that are sold by the business create
The unit price for each item set

Estimation of the amount of the single items
Calculation of the revenue generated by each element
Aggregate turnover

LB U

2.1.1.1 Example of a production budget

Article ProductA  Product B  Product Total ;
H C Sales |
Price 50 70 90

i Revenue 5000000 5600000 2700000

2.2 Materials and purchases

This budget shows the amount of materials you need to create the
production. The factors you need to consider are:



9  The amount
?  The standard cost (on average )
&#  The material costs

2.2.1 The steps to create a material and production budgets

Identification of the substances

Determining the amount

Determination of the standard cost for each ingredient
Calculating the cost of materials for each ingredient (multiply the
amount by the standard cost)

?  Calculation of total material costs

L

The required material is the material (volume ) that you need to produce an
item .

?  Use the material and production costs for an item

?  Use keep the production budget for information on the number of
elements

Go for the calculation of the total cost as follows:

(Product A * standard costs for each product)

?  The sum of all products is the total cost

?  Check the inventory , you get to deduct the amount you need

?  If you need additional material, add the required minimum amount to
the total cost.

2.2.1.1 Example of a material purchase budget

Production Product A Product B Product C Total Cost

Standardcost

2.3 The working budget

This budget shows you how expensive it is to produce the item with the
worker in your organization. The following factors are important:

?  Time taken for each activity

?  The rate per hour



2.3.1 The steps for calculating the cost of labor

Determination of activity

Determining the standard time for each activity

Determination of the houtly rate for the time spent

Calculation of labor costs ( multiply standard time x houtly rate )
Calculation of total labor costs

L T

2.3.1.1 Example of a working budget

Production Product A Product B Product C Total Cost

Quanti 40000 17500 5000

i Hourly rate 40.00 60.00 100.00

{ Product/Cost 800000 700000 500000



3. The administrative budget
This type of budget is special. The understanding of this budget is

important to the success because:
# It will helpin the development of a clear and sufficiently detailed

budget
# It will help you to understand the flow of capital and the cost structure

of the company

3.1 Components of an administrative budget

Operating statement

The profit and loss account consists of three parts
J  turnover

d  direct costs

9 fixed costs

3.1.1 Example of an operating budget

Operation Product A Product B Product C
Revenue 5000000 5600000 2700000
Direct Cost 35007000 4000°000 2¢100°000
Gross Revenue 1500000 1°600°000 600°000
Fix Cost 800000 700000 500000
Nei Profit 700000 900000 100000

From these numbers, you get the following results:

9 Gross profit for the difference between the revenue and the direct
costs

J  'The net gainis the difference between gross profit and the fixed costs

d  Administration budget predicts and controls the flow of capital and is
a statement for the future

3.1 2. Direct vs. fixed costs

To illustrate the difference between direct costs and fixed costs, a
preliminary statement

d  Direct costs change in propottion to sales (material)

?  Fixed costs remain constant regardless of income (work, interest)
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