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Praise for The 4 Figure Trick



‘David brilliantly demystifies the world of financial management in this essential business companion. Through great everyday examples and plain language, David brings the world of finance to life, banishing many misconceptions. He sets out a simple yet very effective formula for every business leader to engage with and succeed. The 4 Figure Trick is highly recommended, particularly if finance is not your natural strength.’


– Terry Lees, Head of Leadership Development & Learning Events, British Retail Consortium


‘An excellent guide through the world of finance, full of important information and easy to understand for those of us who need to know financials without having to be an expert.’


– Keith Mitchell, Partner, Managed Services, Ernst & Young


‘The 4 Figure Trick takes the mysticism out of financial management, making finance accessible to everyone. An essential and enjoyable read for everyone in business - from shop floor to the board room.’


– Jacqueline Shorrocks, Head of Higher Education, Fashion Retail Academy


‘If you have struggled with finance in the past and the many traditional approaches to learning it, you should try this book – it’s a revelation. The 4 Figure Trick is the perfect book for non-financial managers to really comprehend what matters when assessing a business and to help them make better business decisions. I plan to buy a copy for all of our management team.’


– Sarah Andrews, HR & Retail Director, Harrods


‘By focussing on just four numbers, The 4 Figure Trick really does make the mysterious world of finance accessible. This is a must-read for any non-financial manager.’


– Damian McGloughlin, CEO, Homebase


‘David has an uncanny knack for creating simplicity out of seemingly endless complexity. Time and again, he is able to describe simple “tricks of the trade” that allow non-accountants to be able to analyse complicated financial statements like a professional.’


– Jon Noble, Chief Operating Officer, IG Group


‘David Meckin has produced a thoroughly readable and instructive book which de-mystifies finance. The 4 Figure Trick provides its readers with a thorough and simple run-through of the main principles of finance and financial analysis. I recommend this book for all current and aspirant business leaders. Given the ongoing turbulence and pace of change for all size of companies, financial savvy has never been more important.’


– Dominic Schofield, Managing Partner Board & CEO Practice, Korn Ferry


‘This book provides an accessible insight into one of the most important knowledge areas for anyone working in any business or organisation. Any manager in business will improve their confidence in measuring financial performance and their potential to make the right impact.’


– Michael Nathan, Associate Director - Emerging Talent Lead, Mace Group


‘The 4 Figure Trick is genuinely both interesting and useful for those of us who stand outside the gates of the finance department. If you feel the urge to doze off, recoil or even flee at the sight of management accounts, then this book is for you. I cannot overemphasize how engaging David is as a writer – he does for finance what Bill Bryson has done for science.’


– Sonia Chesaux, Director of Learning & Development EMEA, Ralph Lauren


‘The 4 Figure Trick is a perfect read for anyone who wants to understand corporate and business finance in jargon-free language. I found this book to be quite an eye opener, and David really shows you how simple finance can be. As someone who is not necessarily “finance savvy”, I can’t recommend the book enough!’


– Amy Prendergast, Director of Change, People and Learning, retailTRUST


‘The 4 Figure Trick is a remarkably straightforward tool to help every manager assess the drivers of profitability within any business, and it demonstrates how different levers can be pulled to improve the outcome. David helps to demystify many financial concepts with his clear step-by step-approach, giving managers across all functions a greater depth of understanding and the confidence to ask the right questions.’


– Suzanne Harlow, CEO, RSL Awards


‘David Meckin has a gift for explaining complicated things simply. The 4 Figure Trick is deceptively simple to read, but it gives financial and non-financial managers alike an unbeatable insight into how to profitably manage a company (or invest in it).’


– Keith Anderson, Head of the Accounting and Finance Group, University of York


‘I meet so many people who don’t reach their potential because of a limiting, inaccurate belief: “I am no good at numbers”. Don’t be that person! Let David blow away the mystery, show you the beautiful simplicity of numbers, and leave you feeling confident that you can hold your own with the accountants.’


– Fraser Longden, Chief Operations Officer, Wickes


‘This book is packed with relatable anecdotes and simple explanations that make the language of finance and accounting accessible to non-financial managers. It is a must for executives, managers and emerging talent in every organisation and should be on the reading list of business studies students everywhere.’


– Marion Kneale, Senior Manager of Leadership and Development, Yorkshire Building Society
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David Meckin is founder and managing director of Insight Financial Consulting. Previously, he held several senior management positions up to and including that of chief financial officer of a multinational business, working with companies in the United Kingdom, Europe, North America and Asia. He is a Fellow of the Association of Chartered Certified Accountants, a Fellow of the Chartered Institute of Bankers and a Fellow of the Chartered Management Institute.


Over the years, David has developed a reputation for ‘turning complexity into simplicity’ and making the world of finance interesting, easy to understand and even fun! He regularly delivers management workshops and presents at conferences to audiences from around the globe. He also coaches senior executives in a variety of organizations and is regularly called upon to assess the business and financial acumen of prospective CEOs. Clients, past and present, include numerous FTSE 100 and FTSE 250 companies, along with many leading international brands.


In addition to regular mountaineering trips, David enjoys a variety of activities including flying (he is a qualified pilot) and adventure travel, and is a keen landscape photographer.









CHAPTER 1


Keep It Simple
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‘Imagine you’re presented with the annual report of a company. It doesn’t matter which company; it can be any company of your choosing. There are two things you should note. First of all, there’s the length. A typical report can range from just a handful of pages to a hundred pages or more. Second, there are the numbers. Regardless of the length of the report, one thing you can be certain of is that there are going to be lots of numbers – maybe hundreds, maybe thousands. That’s a great deal of information to take in. I am about to show you how, in under one minute, you can ascertain whether this business is a success or not. In addition, I am going to demonstrate how, in less than five minutes, you can identify all its core strengths and weaknesses.’


I regularly present to audiences from all over the globe on financial management and this is an opening I often use. Something I always notice, as soon as I say this, is that delegates start to sit up. It’s as if I have just announced I am going to prove cows can fly! In a way, though, I have for many people made a statement which appears equally implausible. I’ve intimated that financial management isn’t difficult. Surely that can’t be true?


Finance tends to get a bad press, and to a certain degree that reputation is deserved. Many finance professionals have a knack for making the topic seem well beyond the grasp of the average person on the street. Ask most people what they think of when they hear the word ‘finance’ and the response will often be vast tables of numbers, spreadsheets, inexplicable charts and complex formulae, all washed down with swathes of unintelligible jargon. Indeed, it’s often argued a great cure for insomnia is to attend a presentation by a chief financial officer reviewing the latest set of trading results. It will always involve a PowerPoint presentation, and it will always be packed with numbers. Audiences typically begin to drift off halfway through the second slide, and only the most determined can still keep their eyes open by the end of the third.


As we shall discover, the 4 figure trick turns the popular view of finance on its head. It says effective financial management isn’t about getting engrossed in lots of detail: it’s all about focusing on just a few core figures. Knowing what these figures are and, most importantly, understanding how to manage them, is the key to running a financially successful business.


Before going any further, I need to take you on a journey; a journey I embarked upon that spanned several years. What follows is an evolution of thinking. The 4 figure trick isn’t something that miraculously came to me overnight. I am going to walk you through the early days of my career. Not because you will find it a riveting read, waiting in eager anticipation as you turn over to the next page, but because it highlights many of the challenges that exist within modern-day financial management. It’s only by appreciating what these challenges are that you will be able to fully exploit the opportunities that will be made available to you through the 4 figure trick approach.


When I went to university in the dim and distant past, I spent three years studying economics, and it seemed like a natural progression at the time to move on into the world of finance. I progressed through a variety of roles, eventually working my way up to that of chief financial officer of a multinational business. Something I noticed along the way, regardless of the company I was working for, was that there appeared to be this enormous void between the finance function – who were busy producing lots of reports – and the rest of the management population who were busy making lots of business decisions. What was particularly worrying was that this phenomenon appeared to be commonplace in many businesses.


What was creating this void? It seemed to all come down to communication. Finance teams were generating lots of information, but the management teams didn’t understand it. But it was worse than that. Finance managers love detail – the more the better – whereas most non-financial managers hate detail. So here we had lots of detail being produced for an audience that didn’t want or even understand it. Not surprisingly, given the choice, many managers would avoid the world of finance wherever possible. The trouble is, finance is the very lifeblood of business.


A significant part of my role when I was a chief financial officer was trying to break down these communication barriers and engage the general management population in the financial performance of the business. Indeed, it was this aspect of the job that inspired me to set up my own management consultancy. I wanted to inspire managers in other companies to engage with the world of finance and help them make sound financial decisions; but setting up a new business throws up an immediate challenge. To attract clients I would need a USP – a unique selling proposition that would differentiate my business from the competitors.


At the time there were already many consultancies offering courses targeted at non-financial managers, parading such exciting titles as ‘Finance for Non-Financial Managers’ and ‘Introduction to Finance’. It was almost guaranteed that if you attended one of these courses they would walk you line by line through a financial report and explain what each and every line meant. They might even throw in a few financial metrics to spice things up a bit. In fairness, while on the course, you might well begin to grasp the principles being presented. The problem is that most managers don’t generally tend to spend much of their day studying accounts, so all this understanding gradually dissipates until eventually it’s just a distant memory. What’s the ultimate impact upon business performance? Nil. Indeed, a frequent comment I’ve encountered from delegates attending one of my presentations is, ‘I attended a finance course a few years ago, but I don’t remember any of it’.


Clearly, a different approach to educating non-financial managers in the world of finance was required. But what should this approach be? To answer this question required that I go back to absolute basics.


What is the role of a manager? Regardless of the business, the role of a manager is to coordinate and manage resources, whether these resources be people, machinery or property. It doesn’t matter what function you operate within, whether it be human resources, production, sales, information technology or some other function, you’re there to manage resources, which means by definition you’re impacting upon business performance. Every decision you make, right down to the length of coffee breaks, can have financial consequences.


This provided me with my USP. Unlike many financial management and training consultancies at the time, I decided at the outset I was not going to teach managers about finance. Instead, I would show managers how they could enhance financial performance through the decisions they made. I wanted to provide managers with a skill set they could apply on a day-to-day basis; something they wouldn’t forget. That was the premise on which I set up my consultancy all those years ago.


This was a valuable learning point for me. Managers don’t want to understand all the intricacies of finance, but they do want to ensure they’re making financially sound decisions. This approach clearly had appeal because, within a couple of years, the consultancy had built up a significant client base – but I had another even more valuable lesson to learn.


Inevitably, when commissioning work, every client had specific financial issues it wanted to address and messages it wanted to communicate to its management population. As a result, I made the decision that the content of all engagements should be tailored to meet these specific needs. At the time, this struck me as eminently reasonable: adjust the messages to reflect operations within the client organization. However, as time progressed, a variety of experiences led me to doubt whether this approach was indeed the most effective.


One experience – fairly early on in my new-found career – involved sitting down with a regional manager for a major retail outfit. The company had just installed a new management information system and this individual was clearly very proud of it.


‘Dave, name a product line’, he said.


‘White shirts.’


‘Now pick a date in the last 12 months.’


‘12 February.’


‘Now name a time.’


‘10 am.’


‘Now name another time.’


‘2 pm.’


‘Dave, watch this.’


With a quick press of an enter key, a report appeared on the computer screen, analysing by store the sales of white shirts on 12 February that took place between 10 am and 2 pm.


‘Look, Dave’, said a now very excitable regional manager. ‘You can see what each shirt cost us, what we sold it for, any discounts that were applied and also the profit made on each sale!’


It was at this juncture I raised the inevitable question. ‘This is all very impressive, but how does this help you manage your business?’ There was a long pause at this point. If this was a movie, you probably could have enhanced the atmosphere by having a few tumbleweeds blowing through the office in the background. It was a classic example of providing lots of information without any consideration as to how it could help improve decision making: lots of figures but no management.


This observation was reinforced more dramatically only a few months later. I was working with a client who was managing a diverse portfolio of discrete businesses ranging from distribution to gaming. My brief was to deliver a series of workshops to the general management population, focusing on practical initiatives that could be implemented to enhance commercial performance. At the time I was aware this client had also called in a global management consultancy to conduct an in-depth strategic review of the entire group. It was while this was taking place that I was asked whether I could extend my current brief to include a few extra days with the senior management team. When I was initially told what the nature of these additional days would comprise, I was baffled.


‘Dave, we would like you to take an active role in the ongoing strategic review and we would like you to sit in on the update presentations.’


‘I’m confused. You’re already paying a small fortune to a global consulting group to conduct this review. Why on earth do you want me to sit in on their presentations?’


‘To be honest, Dave, we haven’t got a clue what they’re talking about! We would like you to join us in these meetings, at the end of which you can sit down with our senior management team and explain what the consultants are saying.’


And that is exactly what happened. I would sit in on the presentations, take notes and later in the day would sit down with the senior management team to demystify the presentation. This was a bizarre situation. Here we have a well-respected client hiring a consultant to explain what another group of consultants are trying to tell them!


Even though I was dealing with the senior management team, all this group really wanted was some clarity. They wanted some clear easy-to-understand messages regarding the strategic direction the group should be pursuing. The detailed multicoloured graphs and charts were all very entertaining, but that wasn’t what this senior management team wanted. They were looking for solutions: not heaps of analyses. Once again, lots of figures but no management.


The problem was, and still is, that many finance departments are obsessed with producing reports that are awash with figures. A common comment I have received from accountants is: ‘The Devil is in the detail.’ I’ve lost track of the number of monthly board packs I’ve encountered which laughingly are supposed to ‘summarize’ trading activity over the preceding four weeks; and I couldn’t help noticing that some of these so-called summaries contained over ten thousand figures. This just made no sense at all. Not even the most experienced and astute chief financial officer could digest that level of detail.


The justification I always received was the same: information is key. The general consensus seemed to be that all managers need is information, and that if they get the information, they can use this to make sound decisions. This is why almost every organization is awash with what is called management information. In my experience, the problem is that far too much emphasis tends to be placed on information and not enough on management; simply bombarding managers with numbers will do nothing to help improve business performance. One of the reasons there tend to be so many numbers is they are often used to perform three very distinct functions.


Making decisions in a vacuum is a pointless exercise: there needs to be direction, and this is contingent on there being a clear objective. This is the first key role of figures: numbers can provide tangible, quantifiable objectives. Having an objective is of no use if you’ve no idea when you’ve reached it. Numbers can provide clarity.


Numbers don’t just exist to provide goals to work towards, though. A second extremely important function is to provide information that will aid decision making. A real power of figures is the ability to summarize activity. If I work in a car dealership and during the week I sell 20 cars, I don’t need to detail every individual sale to assess how the week has gone – all I need is a total weekly sales figure. One number has managed to summarize my entire week’s activity; and reviewing weekly sales performance figures can prove invaluable when it comes to planning sales activity for the future. This is the second role of numbers in business – numbers can aid decision making.


Unfortunately, decisions that are made don’t always produce the desired outcomes. It’s at this stage that some form of feedback is required. There needs to be a system for monitoring outcomes, and this introduces the third function of numbers. Just as numbers can be used to summarize data that is relevant to decisions about to made, numbers can also be used to summarize the outcomes of decisions already made.


This suggests, if numbers perform three different functions, then surely three different sets of numbers will be required to satisfy each of these functions. Indeed, in many businesses this is the case. The annual objectives of a business are often encapsulated within some form of medium to long-term strategic plan. To aid in day-to-day decision-making, managers will often be provided with detailed budget reports highlighting areas where performance is deviating from expectations and thereby highlighting where action is required. Then, when it comes to assessing year-to-date performance, there will often be a monthly executive pack. The problem is, each of these documents will typically contain hundreds and, in some instances, thousands of figures. Do managers study all of these numbers? Of course not. So, if people aren’t looking at the numbers, why do businesses insist on producing them?


As alluded to earlier, the problem is that too much emphasis is placed on information and not enough on management. Indeed, the more I looked into this phenomenon, the more evident it became that there tends to be an inverse relationship between volume of data and effective decision making. The fewer the numbers, the better the decisions. This isn’t a theory – it’s a fact.


Here’s a quick challenge. What can you glean from the following two numbers?








	14,703

	 

	 

	18,604









The most obvious conclusion to draw, and what would invariably be the first thing most people notice, is that the right-hand number is greater than the left-hand number. I’m providing you with just two numbers, and I can predict, with reasonable accuracy, what conclusion you will draw.


Now, what can you glean from the following nine numbers?








	8,703

	 

	9,414

	 

	6,338






	2,473

	 

	7,444

	 

	7,676






	1,228

	 

	8,381

	 

	9,006









Maybe you noticed that the first row is the only row which doesn’t ascend in value from left to right. Maybe you noticed that the numbers in the left-hand column are in descending order. Maybe you noticed that the numbers in the right-hand column are in ascending order. Indeed, there are a vast array of observations you could make. So here we are with just nine numbers, and already I have no idea what conclusions you’re going to draw. Imagine being presented with a set of trading results containing literally hundreds of numbers. It’s little wonder most managers don’t like figures.


What can we deduce from this? When there are only a few numbers involved, the conclusions to be drawn are obvious, but when there is a vast array of numbers, the messages can become far more varied and confused. Regrettably, confusion can adversely affect business. In its most extreme form it can result in management paralysis, with managers becoming totally unable to make any significant decisions at all. Even if decisions are made, having huge amounts of data to fight through and digest will certainly slow down the decision-making process, which in turn creates its own problems. If it’s taking longer to make decisions, this means there’s less time to consider alternative (and possibly more lucrative) opportunities. Furthermore, prolonging the decision-making cycle can result in missing profitable opportunities. Probably the most worrying aspect of creating confusion is that it can result in poor, and sometimes even disastrous, business decisions.


This got me to think about my current business model. It was all very well focusing on how managers could make financially sound business decisions, but another opportunity was now presenting itself: an opportunity that could have significant impact on how managers interact with the world of financial management. As mentioned previously, up until this point – whenever I was engaged by a new client – my approach had always been the same: to tailor the content of my presentations and workshops to reflect operations within the organization. This meant, before ever presenting to an audience, there would be a period of research, and this was no easy task. Every business had its own perspective on what constituted effective financial management. In addition to this, most had their own unique way of structuring their trading accounts, accompanied by their own unique suite of financial terminology. Even deciding how profit should be measured varied enormously from one business to another.


I had allowed myself to be drawn in by these variations in approach without really questioning the rationale underpinning them. The search was on. There had to be an alternative, more effective way to approach financial management. Further research was clearly required. I spoke to directors, senior executives and managers at all levels in a wide variety of industries. Probably the most revealing question I would ask was: ‘Of all the numbers you see within your business, which do you regard as the most important?’ I could probably have filled several pages with the diverse answers that ensued. Clearly, there was something fundamentally wrong with financial management in its current state. Managers were being bombarded with numbers, and yet they couldn’t even identify which numbers were the most important. This can have serious consequences when it comes to business decision making. Two managers could be presented with exactly the same trading report, but one might be looking at how to increase sales while the other might be focusing their attention on how to reduce payroll.


I also ploughed through the annual reports of companies from all over the globe in an attempt to find out why some were succeeding and why others were failing. What became apparent very early on was that success or failure was not being driven by detail. No company was succeeding because it had cancelled the end-of-year staff party, and no company was failing because it had overspent by $700 on the stationery budget. Companies were failing because they had expanded operations too quickly, and companies were succeeding because they had a lean and efficient cost base. This provided a lesson that has underpinned all the work I have done with clients subsequently – the fate of a business is determined by fundamentals, not details. As we’ve already seen, details can create confusion: fundamentals create clarity.


Looking back over previous assignments, what also became evident was that the underlying principles were the same in every business. It didn’t matter if it was an oil exploration company, a telecommunications group, a bank, an insurance business or even a film studio, the financial challenges and the levers available to improve performance were always the same.


If business performance is driven by fundamentals, it follows there ought to be some key measures that track those fundamentals. What I began to realize was that every business can be condensed down to just four figures. It doesn’t matter what sector the business trades within, these four figures are key. It doesn’t matter if you’re setting targets, making decisions or reviewing trading performance: everything rotates around these four numbers.


This unique way of viewing business finance deserved a title. The one I came up with many years ago, and have used in my presentations ever since, is ‘the 4 figure trick’. Don’t be tempted to think the word ‘trick’ implies I’m trying to mislead anyone. That’s a completely different branch of finance called creative accounting – which is well outside the scope of this book!


The reason I’ve adopted the word ‘trick’ is because, when I present the 4 figure trick to audiences, I often elicit a similar response to what I would have expected if I had just performed a mind-boggling illusion. For many managers it’s a revelation. That isn’t to say I have introduced something that is so ground-breaking it’s going to change the world. What I have managed to do, though, is demonstrate that sound financial management is not about wading through copious reports, metrics and graphs. It’s simply about managing four numbers. Get this right and you’ve got yourself a successful business.


This approach to financial management is probably more relevant now than it has ever been. Technology has changed the world and how we work. Nearly everything you need to know is just a click away. What’s the current temperature in Nairobi? How long does it take to drive from Berlin to Prague? How do you cook the perfect steak? These are questions we want answered, and we want the answers right now: no delays. We’re adjusting to a world where fast is at the heart of everything we do. You have a question? You Google the answer because you want the answer – fast. You want to order a set of headphones. You place your order online because you want delivery – fast. You want to watch a film? You don’t wait until it’s on television – you stream it because then you get to see it without the waiting. This constant need to have wants satisfied immediately is impacting upon business. It used to be the case that if you had a good business model that was delivering robust sales you were set for life. I remember many years ago working for a bank and being told by one of the senior managers, ‘Dave, unless someone makes one almighty cock-up, this business will always make money!’ That was in the days when, for many, jobs were for life. You joined a company, worked your way up through the ranks and retired on a handsome pension. Those days are long gone.


Nowadays, if businesses want to survive, they have to constantly evolve. If you don’t evolve, you’ll die – it’s as simple as that – but evolving demands continuous decision making. Companies need to be able to respond to a constantly changing environment. Having time to reflect on decisions before ultimately making them is a luxury most managers can’t afford these days. This is where the 4 figure trick comes into its own. By focusing on just four figures, managers




	Are able to assess performance of their business – fast


	Are able to assess the impact of proposed actions – fast


	Are able to review a wide variety of strategic options – fast


	Are able to respond to changing circumstances – fast.





In addition, managers




	Have clarity in terms of commercial objectives


	Feel less fearful of finance


	Feel more engaged in the profit-making process


	Feel more confident when proposing management strategies.





In essence, the 4 figure trick provides managers with the necessary insight and understanding to make better, faster business decisions. The principle underpinning this approach is that numbers should aid decision making, not hinder it.


The philosophy in a nutshell is: if managers focus their attention on these four key numbers and how their actions are impacting upon them, this should result in a better-managed and more successful business. This isn’t about sitting down and wading through endless reports. It’s not even about being aware of what the current values of the four figures are. This is about being continually aware of what actions can improve performance. In essence, it’s about developing the most important skill set there is in the world of finance – having the ability to distinguish between what constitutes a good financial decision and what constitutes a bad financial decision, and being able to do this in a time-effective manner.
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THE 4 FIGURE TRICK IS ABOUT DEVELOPING ONE SKILL SET


If you want to ensure managers are consistently making sound business decisions, any initiative that’s introduced to achieve this goal needs to satisfy four conditions:








	1. It has to engage the managers.


	This means, for it to deliver long-term benefits, it must be relevant every working day.






	2. There must be consistency.


	A common complaint from many managers is that the senior executive team keeps changing the goalposts. This not only causes confusion but it can also prove to be a strong demotivator. What is the point of doing something only to be told the following day you should be doing something else?






	3. It needs to be simple.


	Managers have a myriad of challenges to address every day: burdening them with more complexity can only hinder the decision-making process.






	4. It has impact.

	Any resultant decisions must be seen to be benefiting the business.









One of the big attractions of the 4 figure trick is that it is easy for managers to engage with because, as we shall discover, regardless of their role, every manager affects at least one of these figures every working day. Also, these four figures never change, so there is never a problem with shifting priorities. Furthermore, because there are only four figures involved, it keeps things simple: there is no complex analysis required. Finally, focusing attention on just four figures aids, rather than hinders, the decision-making process.


At this stage, I’m rather hoping I’ve whetted your appetite and you’re keen to know what these four figures are. Before that can be done, though, there are a few principles we need to get out of the way first.
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