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Introduction

Do you know how to ride a bicycle? Do you still have the manual that
taught you?

I have asked many people these questions. Most answer yes to the
first, but [ have never heard assent to the second. I think the reason
for this is obvious. We don’t learn how to ride a bicycle from a
manual: we learn how to ride it intuitively. We sit on the saddle, we
start to pedal, we fall off at first, but we practise some more and then
almost by magic, we find that we can ride it successfully.

So we don’t need an instruction manual to teach us how to ride a
bicycle: instead we just use our intuition. The aim of Financial
Management for Business is therefore to provide you with an intuitive
understanding of how business works and how to succeed at it. The
idea is not for me to teach you: it is for you to teach yourself, and so I
also call this approach Amplifying Intuition.

What about the book’s subtitle, Cracking the Hidden Code? Is this
just over-enthusiastic marketing? In fact it is an exact description of
the challenge faced by anyone who wants to succeed in business.
There is a hidden code that links all aspects of an enterprise,
whether it is a multinational corporation or a neighbourhood gro-
cery store. This code is often presumed and sometimes neglected,
but if you don’t understand it you will be forever vulnerable, which
means that you may go bankrupt and destroy your business
overnight.

But you don’t have to own a business in order to read this book,
because it is also intended for students, managers and the public.

Students of business at the outset of their careers are nowadays
presented with an impressively professional syllabus. When I started
work in the 1970s, management education was almost non-existent:
one simply learned on the job. However, this greater professionalism
is sometimes gained at the expense of specialisation: there is a real
danger that today’s business students may not see the wood for the
trees. So in this book I have tried to provide a perspective that may
help them to survey the whole forest from above.

Managers of companies, whether modest or multinational, know
that their profession is both a science and an art. The scientific side
involves aspects such as the rules of accountancy, while the artistic
side includes the gut-feel of marketing. These are very different skills
and they are often performed by different people, some of whom
rarely talk to each other. But both of them are vital if a business is to
survive and thrive and so I hope that these chapters will help to build
a bridge between them.

Members of the public who are not directly involved with busi-
ness are nevertheless inextricably intertwined with it, whether as
consumers, investors or pension-holders. Every few years a large
company goes bankrupt and those who have invested in it lose
their money. Their distress at this outcome is often exacerbated by
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the clear recollection that it announced record profits just a few
months earlier. Almost all of us therefore share an interest in under-
standing why these profits are not the same as real cash in the bank,
and so my third aim is simply to explain to interested members of the
public how the rules of financial management operate.

You can find out more about these simulation models at www.fm-
fb.com and this will also enable you to determine whether you are
entitled to access them. For the benefit of those readers without such
access I have included many explanatory screen-shots. These will
enable you to follow the argument with your analytical rather than
your intuitive capabilities — with the left half of your brain as opposed
to the right.

Some readers will find it easier to benefit from these online
models than others. If you were born after about 1990 then you
have grown up in the internet age and you are therefore what Marc
Prensky has memorably described as a ‘Digital Native’. You are used
to playing video games and mastering software immediately and so
you will find these simulations very simple to operate. However, if
you were born rather earlier then you are a ‘Digital Immigrant’ and
the experience may be somewhat more demanding. There may also
exist ‘Digital Refugees’ who will find these models very hard going
indeed, but then they have probably already decided not to read this
book.

If you can access the simulation models then I would emphasise
the benefit of doing so while you are reading these chapters. There
are many books about learning to ski, but you cannot expect to excel
in that ambition without also visiting the slopes. In this sense we
can use the internet as if it were a ski-school or a flight simulator. It
is a place where you can make mistakes without suffering the
consequences.

Once you have run your own simulated company and watched it
go bankrupt while you are simultaneously declaring healthy profits,
you will not need anyone to explain to you how this can happen: it
will have become entirely obvious to you. And however galling you
may find the experience, rest assured that it is less painful to go
bankrupt with simulated money than with actual funds, just as it is
less painful to fall on the beginners’ slopes than on a black run, or to
crash a virtual aircraft instead of a real one.

I hope this experience will also give you the confidence to see that
the diagrams in this book and on the website are not simply theoret-
ical depictions. They are instead direct representations of business
reality. So if you can control them successfully, you will have every
chance of succeeding in the real business world.

Kingston-upon-Thames, January 2010
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Part |

A dream of future
wealth

The aim of ‘A dream of future wealth’ is to provide the reader
with an intuitive understanding of the rules of business financial
management. ‘Do you know how to play chess?’ is the question
that mirrors our subject, whereas the rather more demanding
challenge ‘Do you know how to play chess well?’ is tackled in
Part 2, ‘The hidden art of management’.

But before you skip directly to Part 2, let us remember that we
cannot play chess well until we know how to play chess.






Income and outcome

Few have heard of Father Luca Pacioli, the inventor of double-entry book-
keeping; but he has probably had much more influence on human life than has
Dante, or Michelangelo.

Herbert Muller'

13 March 1500. Two men are walking across the great square of San
Marco in Venice. The monk is from Borgo San Sepulcro: he is a
mathematician, 53 years old, and he has been travelling for the last
few weeks with a 47-year-old artist from Anchiano.> They have
recently left Milan where they were the guests of Ludovico il Moro
at his colossal Castello Sforzesco, but on 6 October 1499 the French
army invaded Milan and Ludovico was forced to flee.

Almost a century will pass before Shakespeare writes The Merchant
of Venice, but the monk’s mathematical skills turn out to be of great
practical assistance to merchants: initially in Italy, but later world-
wide. The artist is also destined for immortality: a few years later he
will create the most famous painting in the world.

So what did Leonardo da Vinci, artist and designer of flying
machines, find so compelling about the mind of Luca Pacioli, math-
ematician and ambassador of accountancy?® And what made the

! Muller 1952, p. 257.

% Luca Pacioli met Leonardo da Vinci in Milan after arriving there in 1497. They
collaborated on various projects and Pacioli also taught da Vinci mathematics. They
lived in the city until 1499 and moved to Venice in March 1500. A letter from a
Venetian friend of Pacioli’s dated 13 March 1500 refers to da Vinci's visit to his
musical instrument works some days earlier and to seeing his charcoal portrait of
Isabelle d’Este. These and further details of Pacioli's work and his relationship with da
Vinci can be found in Michael White's Leonardo: The First Scientist (2000), in Peter
Bernstein's Against the Gods: The Remarkable Story of Risk (1996) and in Alfred Crosby’s
The Measure of Reality: Quantification and Western Sodlety, 1250-1600 (1997).

Pacioli (sometimes written Paccioli) was the ambassador rather than the inventor of
accountancy in the Summa (Pacioli 1494). As Bernstein points out: ‘this was not
Paccioli’s invention, though his treatment of it was the most extensive to date.
The notion of double-entry book-keeping was apparent in Fibonacci’s Liber Abaci
and had shown up in a book published about 1305 by the London branch of an
Italian firm’ {(Bernstein 1996, p. 42). There is also clear evidence that the Dubrovnik
writer Benedikt Kotruljevi¢ (Benedetto Cotrugli) described double-entry accounting

w
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Leonardo da Vinci and
Luca Pacioli

Pacioli’s Summa in the
Castello Sforzesco

Photographed by the author with
the kind permission of the Biblioteca
Trivulziana. Copyright Comune di
Milano. All rights reserved.

author of the critically acclaimed 1494 opus Summa de Arithmetica,
Geometria, Proportioni et Proportionalita so interested in the relationship
between mathematics and art? Was this the first and last time that
the words ‘creative’ and ‘accountancy’ were combined in a context
untarnished by suspicion? Can we put ourselves in their shoes and
pinpoint the problem they were trying to solve and the nature of the
solution that emerged?

Luca Pacioli clearly understood the hidden code of accountancy.
He taught Leonardo da Vinci mathematics and da Vinci illustrated
Pacioli’s Summa, so the great artist had many opportunities to deci-
pher the code himself. But what is the Pacioli financial code about,
and why is it hidden?

Few of the tourists who visit the Castello Sforzesco enter its
Trivulziana Library, but if you do so, you will find on its shelves one
of the original printed copies of Pacioli’s book. Turn to page 201 and
you will see something quite remarkable (Figure 1.2).

in his 1458 Libro de 'Arte de la Mercatura. See Yamey 1994, pp. 43-50; and also Stipeti¢
2000, p. 32.



