







Praise for
NAKED FINANCE

“This is a highly recommended book: straightforward, easy to read,
very clear concepts and content and very well explained.”

Business Executive

“An excellent Return on Investment! Covers the fundamentals and basic
principles of finance in a clear and simplified way. Essential reading for the
successful manager.”

Robert King, Group HR Manager, Harvey Nichols

“Nobody makes this subject more interesting and enjoyable to understand.
If you want to be credible in any business conversation this book is an
essential tool. You can try and pretend that understanding finance is not
important to you, but actually it is essential in any business role. If you
don’t know your asset turnover from your cash flow, read this now!”
Fraser Longden, Director of Retail HR, B & Q

“Naked Finance combines many aspects that are not seen in books that
introduce finance to managers. It is written by an outstanding practitioner,
it has a high degree of sophistication which will not be perceived by the
technically untrained reader, it outlines how managers can understand and
use finance in their jobs, and it explains it all in a clear, witty and
informative manner. It is a practical and reliable guide for managers in
any type of business. All in all it is a stunning introduction to finance
which should be part of every manager’s toolkit.”
John Smullen, Senior Academic Advisor, University of Greenwich

“A straightforward and easy to read book, with very clear concepts and
content, extraordinarily well explained, great examples.”
Fernando Pina, Stores Training Manager, Nike Europe

“Naked Finance takes readers on a painless (even fun) journey of
financial management discovery, steering through a complex maze of
financial management reports and jargon, truly stripping it down to the
‘bare bones’.

What I find particularly helpful is, regardless of the ‘point of entry’, there is
a recap on all that has gone before, which gives a clear line of sight from
the journey’s start point over the ground covered to date. I found it clear,
concise and an easy read.”

Audrey McLaren, Operations Director, Standard Life Assurance Germany

“Here is a complex subject stripped to its bare essentials and delivered in an
easily digestible format by a master of his brief.
Over the years David Meckin has made the business of understanding
finance interesting and fun for thousands of managers. This is an
opportunity for everyone to benefit from his unique style –
every business should have a copy to hand.”

John Dean, Chief Executive, British Shops and Stores Association
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1 WHAT IS NAKED FINANCE?

You’ve just arrived at work at half past eight in the morning. Your planner suggests another day of emails, telephone calls, meetings, writing reports, and, if you’re lucky, maybe a rushed sandwich and a coffee squeezed somewhere in between. The fact that two members of your team are off sick and you are still trying to fill an opening for an assistant doesn’t worry you. That’s just another day at the office!

However, you are concerned because sales in your division are below plan and you’re under pressure to reduce costs. To help manage these issues the finance division provides regular reports, but you can’t make any sense out of them. Matters aren’t helped by the fact that the computer equipment used in your department is out of date and you need to put forward a commercial case for replacing it. Stress levels are further increasing because next week you have to present your budget proposals for the forthcoming year. As if to add insult to injury, the company’s share price has been falling over the past few weeks and there are rumors of staff cutbacks – your team wants to know what’s going on.

The normal day-to-day demands of the job are well within your management capabilities. It’s these financial issues that give you a headache. Nobody has ever explained how to balance sales against costs, how to interpret financial reports, how to argue a case for new computer equipment, or how to prepare a budget. You also have no idea why your company’s stock value keeps falling and you certainly don’t understand why staff layoffs should result. In fact, this whole finance thing is a mystery to you. What you need is a book that explains all of these concepts in simple, easy-to-understand terms. Indeed, a visit to the local bookstore seems like time well invested.

In the bookstore it doesn’t take long to track down the finance section. The array of books is vast. Your finger moves along the shelf. The titles alone are offputting. Management Accounting in the Corporate Environment, An Introduction to Company Valuation Methodologies, and The Ultimate Dictionary for Financial Professionals just don’t seem to be what you’re looking for. In fact, when you reach a text called Linear Regression Techniques for the Modern Financial Manager, you’re about ready to give up.

All you want is a book that explains financial principles in easyto-understand terms and demonstrates how these can be practically applied in your day-to-day job. This is what Naked Finance is all about. By stripping business finance down to its pure and simple basics, the intention is to provide a clear, unimpeded view of the world of financial management and how it works. The objective of this book is to provide managers with all the financial skills they will ever need, in straightforward, non-technical terms.

Why do managers need to understand finance?

Financial management permeates every aspect of business. As you progress through this book, it will become evident that financial management is not a topic that is simply ‘nice to know,’ it is an essential skill for most managers. So it might be useful if we clarified at the outset what we mean by the term ‘financial management.’

The word finance is commonly defined as ‘pertaining to money.’ It follows that financial management involves the management of money. However, financial management within a business environment means more than this – there are usually very clear objectives. Consequently, it is essential that the decisions you make as a manager are consistent with these objectives. In order to do this, you need to develop certain skills.

If you ask most managers how much of their working lives they spend making financial decisions, they will probably say very little.

They therefore mistakenly assume that understanding financial management is not particularly important. Indeed, many managers regard business operations and financial management as totally separate disciplines. It is sometimes intimated that accountants spend most of their time preparing and analyzing reams of figures, while the management team get on with the main task of running the business.

[image: image]

THE PERCEIVED RELATIONSHIP BETWEEN BUSINESS AND FINANCE

In reality, business management and finance are intrinsically linked, with many managerial decisions having a direct impact on financial performance. Launching new products, offering credit to customers, negotiating terms with suppliers, employing staff, purchasing equipment, and even ordering stationery can affect financial performance.

[image: image]

The bare bones

A key element in making a sound management decision is to understand how it will affect financial performance.

How is this book going to help me?

That’s a very good question! You’re only into the first few pages and you’re already beginning to think financially. When you buy this book you are making an investment – you are not only investing cash, but you are also (hopefully) going to invest time reading it. It is hardly surprising, then, that you’re going to want a return on this investment. People invest time and money in businesses in the hope of obtaining some sort of return on their investment. If they don’t anticipate a return, they are not going to invest.

We are about to remove the mystique that surrounds the topic of business finance and show that it is really quite straightforward and (most importantly) relevant. In the world of financial management, there is one tenet that is central to success:

Keep it simple!

Developing an understanding of financial management is very similar to learning to drive a car. You don’t need to understand the technicalities of the internal combustion engine in order to be a successful driver. In order to drive a car, all you need are three skill sets:

[image: image] You need to know where you are going

[image: image] You need to understand the information around you

[image: image] You need to control where you are going

Financial management demands the same three skill sets.

If you’re planning a car journey you need to decide where you want to go and how you’re going to get there. This process can be greatly simplified by breaking the journey down into stages. Not surprisingly, in business people follow the same approach. At the outset, financial objectives have to be identified. As you will discover, one commonly quoted goal is a profit target, how much money the business wants to make. How it will achieve this can be determined by breaking down the profit-making process into several distinct stages.

Once you’re in the car and on your way, there is lots of information available to aid your progress. This information is gathered from two distinct sources. There is information inside the car, such as that presented on the dashboard, which tells you how you are currently progressing. There is also information outside the car, such as that presented on road signs, which tells you what to expect ahead. Business is no different. Information is vital to achieving commercial goals. The business equivalent of a dashboard is a set of financial statements. At the end of every trading period, businesses commonly produce financial statements summarizing their trading activities. This is very useful for assessing current performance. To further assist management, information is available that is produced outside the business. The business equivalent of road signs is the financial press, which can prove invaluable when assessing future trading prospects.

The third skill set a driver needs is how to operate the various controls such as the accelerator, brake, steering wheel, and so on. Just as controls exist to ensure the vehicle is doing what you want it to, so there are financial controls that can be used to ensure the business is doing what you want it to. In business there are three financial issues that need to be continually monitored and controlled:

[image: image] Profit

Controlling profit involves managing sales and costs.

[image: image] Cash flow

Cash flow, as we will discover, is very different from profit.
Controlling cash flow means ensuring that cash is available to
pay bills as they arise.

[image: image] Long-term projects

Making profit and managing cash flow are issues that need to be addressed on a day-to-day basis. However, sometimes businesses embark on projects that may have an impact for several years, such as moving into a new head office or investing in new computer equipment. These are long-term projects and, as such, need to be managed in a very specific way.

We have just established that the skill sets needed to manage the finances of a business are much the same as those needed to drive a car. The similarity does not stop there. A car is a machine designed to get people from one point to another. What we are going to be looking at in this book is the financial machine, which is designed to get a business from one point to another. In both instances, there is a starting point, a journey, and a destination.

Financial management comprises three skill sets:
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FINANCIAL MANAGEMENT IS LIKE DRIVING A CAR

Stripping it down to basics…

The structure of this book should now make sense. Below is an overview of all the chapters, showing how the three skill sets identified above interrelate.
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The starting point: Where do you want to go?
Before embarking on any journey, you need to decide where you want to go. In Chapters 2 to 5 we examine how businesses set financial objectives and outline the processes they need to go through in order to achieve them.
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The journey: How are you progressing?

Once you commence the journey, you need to assess your progress. In Chapters 6 to 9 we look at how to use financial information, which is readily available in the business world, in order to assess performance.
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The destination: Are you going in the right direction?

Throughout the journey, it is essential that you make sure you are going in the right direction. In Chapters 10 to 17 we examine the techniques that are most commonly used to control the financial performance of a business.

In Chapter 18, the last chapter of the book, we review the various skill sets and show how they can be combined to plan and manage a profitable business.

There are two points you should bear in mind when reading this book:

[image: image] Financial principles are not hard to grasp

You may be surprised at just how simple some of the concepts are.

[image: image] Financial principles can help you make better managerial decisions

If you understand financial principles, you will have a far greater appreciation of the financial implications of the managerial decisions you make.

A note on currency

Throughout this book all monetary amounts are quoted in dollars, but you shouldn’t conclude from this that we are about to look at financial management as it applies in North America. This book is about financial principles, which are the same whether you live in North America, South America, Europe, Africa, Asia, Australasia, or even Antarctica! We have adopted the dollar sign simply because it is a readily recognized currency symbol throughout the world.

A note on terminology

The world of finance is littered with jargon and the precise terms used can vary not just between countries, but also between businesses within those countries. Consequently, expressions may be used in this book that differ from those you tend to encounter. Don’t let this distract you. The point to note is, regardless of the terminology used, the concepts are always the same, and making sense of these principles will help you be successful.
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