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IN THIS PAPER

This paper opens the Financial Management for Operators series in Furtherance's reference
library. It covers financial literacy and the critical reading of statements — the foundation every
operator needs before allocating capital. The question it answers: how do you read the numbers
well enough to manage by them, and to see past how they are presented?

Berman and Knight build the literacy — how the statements work and why finance is partly art;
Higgins connects analysis to management decisions; Fridson supplies the sceptical, critical reading
that treats statements as documents with authors and incentives.

Berman & Knight  Financial Intelligence, 2006

Financial literacy for managers

CORE THESIS

Managers need to read the three financial statements and grasp that finance is partly an art — built
on assumptions and estimates, not just facts. The most important distinction to internalise: profit
is not cash.

FRAMEWORK

Statement / idea What it tells you

Income statement Profitability over a period — with estimates baked in

Balance sheet What is owned and owed at a point in time

Cash flow The actual movement of cash — harder to fake

The art of finance Numbers reflect assumptions, judgement and bias

METHODOLOGY

A practical primer translating accounting into managerial understanding.

SIGNIFICANCE AND CRITIQUE

The standard financial-literacy guide for non-financial managers. The critique: it is introductory by
design.

Robert Higgins  Analysis for Financial Management, 1984–

From analysis to decisions

CORE THESIS

Bridge accounting and financial management: use analysis to make decisions. Two operator-grade
tools stand out — the levers of performance behind return on equity, and the sustainable growth
rate, which shows how fast a firm can grow without new equity.
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FRAMEWORK

Tool What it reveals

ROE decomposition Margin × asset turnover × leverage (the DuPont view)

Sustainable growth rate The growth a firm can fund from within

Financial forecasting Projecting funding needs from the plan

Performance evaluation Linking the numbers to managerial levers

METHODOLOGY

A standard text connecting financial analysis to management action.

SIGNIFICANCE AND CRITIQUE

The standard bridge from analysis to decision, and sustainable growth is a genuinely useful
operator lens. The critique: it is a textbook treatment.

Martin Fridson  Financial Statement Analysis, 1991–

Critical, sceptical reading

CORE THESIS

Financial statements are prepared by people with incentives. Read them critically: look past the
presentation to economic reality, adjust reported figures, and watch for the red flags of earnings
management.

FRAMEWORK

Practice Purpose

Read the incentives Understand why choices were made in the reporting

Adjust reported numbers Restate toward economic reality

Quality of earnings Distinguish durable profit from cosmetic profit

Red-flag detection Spot signs of manipulation or strain

METHODOLOGY

A practitioner's guide to sceptical statement analysis and credit assessment.

SIGNIFICANCE AND CRITIQUE

The rigorous, sceptical complement to basic literacy. The critique: it is more advanced, aimed at
analysts and serious users.
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Synthesis
Contribution Level Key idea For the operator

Berman & Knight Literacy Read the statements; profit ≠ cash Understand the
numbers

Higgins Analysis Performance levers; sustainable
growth

Decide with the
numbers

Fridson Scepticism Quality of earnings; red flags Question the numbers

FOR THE OPERATOR

Financial fluency runs from reading to deciding to questioning — the literacy to read statements
and know profit is not cash (Berman & Knight), the analysis that links performance levers and
sustainable growth to decisions (Higgins), and the scepticism to see past presentation to reality
(Fridson). For the operator: understand the numbers, manage by them, and never take them
entirely at face value. The next paper turns to the operator's highest-leverage financial task —
allocating capital.


