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Financial management has been widely neglected in library and information
science (LIS) schools.! Although there are LIS schools that offer a financial
management course, these usually focus on grantsmanship, currently
a small portion of library revenue, or on cost accounting and cost-benefit
analysis, or information economics. For the most part, these courses only
deal with parts of a much larger and complicated whole. As a result, most
library managers learn financial management on the job, often within the
framework of a specific organization. This book is an attempt to formalize
some of this financial management knowledge for library school students,
librarians, and others, such as public library board members who want to
become more knowledgeable about the financial management of libraries
and information centers.

Financial management is “the planning, directing, monitoring, orga-
nizing, and controlling of the monetary resources of an organization.” This
includes a basic understanding of financial statements and financial reporting,
budgeting, and cost accounting. These broad rubrics also contain topics such
as basic accounting, the time value of money, annuities and bonds, contract
law, basic knowledge of descriptive and inferential statistics and sampling for
use in the measurement and evaluation of library operations, cost accounting,
techniques of cost estimation, the cost-benefit calculation of cooperative and
collaborative ventures, and marketing.

Why should you care? Knowledge of financial management is
fundamental to understanding the financial health of the library and how
the library financial system actually works. If you want to demonstrate your
financial competence to public library board members, or to library adminis-
trators or college and university administrators at budget time, or to the chief
information officer, or to your school principal, you will be rewarded hand-
somely by focusing your attention on the following material. After all, you
don’t want to come across as an idiot when being interviewed for a job and a
prospective employer asks you what you think the most important aspects of
internal control are or how you think accounting for pensions under GASB
GAAP can be improved. Of course, many employers don’t know this either,
but you get my point. Finally, an understanding of these basic concepts, even
if you were unfortunate enough not to take a full-fledged financial manage-
ment course, will help you with your own finances.

In most cases, when you first embark on your library career, you will
probably be entrusted with spending relatively small sums of money from a
“budget.” This spending may be in the area of collections, for example, pur-
chasing materials on chemistry or children’s literature, wages for student
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assistants or part-time employees, information and communications tech-
nology for computers, laptops, networking, Web filters, or interrelated areas
such as collection development and information technology (e.g., electronic
resources and their licenses). Knowledge of the basic structure of formal
financial management can be helpful but is not central to the spending of
your budget.

In another case, you might find yourself as a director or assistant direc-
tor of a small public library. All of a sudden you are now responsible for the
entire library’s spending. Knowledge of the basic structure of formal finan-
cial management is now mandatory. So in whatever library position you find
yourself, financial management will be crucial to your ability to perform.

Finally, decision making about finances using the information you have
at hand is the main activity involved in financial management. If you are a
prudent and deliberative decision maker, you will naturally ask about the
veracity of that information, the manner in which it was obtained or pro-
duced, the reliability of that information and whether it was based on an
estimate or actual evidence, and also what psychological factors may affect
your decision. This introductory text will begin to address these decision-
making questions and will also equip you with the knowledge to answer
them or, at the very least, to ask other intelligent questions about them.

So let’s press on and see what the basics really are.

Notes g

1. See Robert H. Burger, Paula T. Kaufman, and Amy L. Atkinson, “Disturbingly
Weak: The Current State of Financial Management Education in Library and
Information Science Curricula,” Journal of Education for Library and Informa-
tion Science 56(3): 190-197.

2. www.BusinessDictionary.com, accessed May 26, 2015.

3. The term budget is in quotes because it can sometimes carry several ambiguous
meanings. Here it refers to an allocation of funds for a specific purpose. It serves
as a limit of the amount of money that can be spent and at the same time as a
demand that it is also an expected amount to be spent. So, yes, a budget places you
between a rock and a hard place.
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Section I
Financial Statements

In the following chapters, we will examine some general princi-
ples of financial management and financial statements. This will
include separate chapters on financial statements in general, the
accounting process, the peculiarities of governmental financial
statements, and auditing and internal control.






Financial Management as
Information Management

Context

What This Chapter Covers

This chapter lays out the unifying framework of this introductory text
on library financial management, which we define as information manage-
ment coupled with decision making based on the information managed.

Why This Material Is Important

The material in this chapter provides a preview of what is to come and
grounds the material solidly in the field of information science as a unifying
framework for understanding.

What You Should Learn from This Chapter

After finishing this chapter, you should be aware that financial man-
agement is very much like information management. Financial information
is produced as a result of transactions and delivered in the form of finan-
cial statements and budgets. Both external and internal users depend on
this information and make decisions based on what they assume is accurate
and true.

Introduction

The first thing to realize is that financial management is essentially
another form of information management. As you are either becoming, or
already are, a specialist in this field, no matter what your concentration, this
is common ground. The second thing to realize is that although information
professionals make decisions about how to manage information, they don’t
usually use the information managed to make decisions. That is, librarians
in a public library may acquire, catalog, and circulate materials and also
provide reference services using them, but in that role, they do not usually
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use the information so managed to make decisions about how to carry out
these activities in a more effective and efficient manner. Instead, they will
use information about the processes, the community’s needs, and interac-
tions with patrons to do this. The financial manager, however, is not only
involved in the production and presentation of financial information but also
directly uses this information to manage financial resources.

Like any information system, the financial information system can
be conceptualized as a cycle. Information is produced and delivered to the
user, often mediated by an information specialist. The user verifies the accu-
racy and veracity of the information and, once satisfied with its accuracy
and veracity, proceeds to use that information to make decisions. Broadly
defined, users can be classified either as an external user (external to the
producer of the information) or as an internal user (part of the entity that
produces the information). The information is presented in a standard
format, according to national standards, so that it can be compared with
information that is similar. So let’s unpack this to understand more com-
pletely what is being described. After an introductory explanation, we’ll
look at some “real financial information” and proceed to understand where
it came from, whether we can trust it, and the decisions we will make as a
result of it as managers (internal users). The goal is for you to be able to
read and understand financial statements, know a bit more about budget-
ing than you are personally familiar with, and learn how to make choices
based on financial information using cost accounting and other techniques
and approaches.

The First Stage of the Financial Information Cycle:
Recording and Presentation of Financial Information

Every library and the entity of which it is a part, whether it be a munic-
ipality, college, university, or school, produces reports of the financial trans-
actions that occur each period. Broadly speaking, these reports are called
financial statements. These statements summarize the monetary aspects
of all financial transactions that occurred during the previous period. A
financial transaction occurs whenever a book is purchased, an employee
is paid, someone’s sick leave balance is charged, a utility or phone bill is
paid, and when tax revenue or money from a patron for a fine is received.
That is, it is an event that happens at a given instant involving the trans-
fer of money from others to the library or to others from the library. These
transactions are recorded by the bookkeeper or accountant and then peri-
odically brought together and summarized at the end of a specific period
(e.g., a month, quarter, or year) in the form of a financial statement. So in
our metaphor of financial management as an information system, the infor-
mation is produced as a result of transactions and delivered in the form of
financial statements. For example, at the Fitzbergen Public Library, the fol-
lowing transactions occurred during the month of July 2011:

¢ The library paid salaries to each employee. Each payment to an indi-
vidual employee is a transaction. The total amount for salaries dur-
ing July was $25,678.00. This is a summary figure.

¢ The library bought a new book truck from a library equipment ven-
dor for $435.00. This purchase is a transaction.

e The library received its annual payment of tax revenue of $756,987.00
from the City of Fitzbergen. This receipt of funds is a transaction.
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¢ The library collected $472.35 in fines from 321 patrons. Each pay-
ment of a fine by an individual is a transaction, however small it may
be. This is a summary figure.

These transactions will then be reported as summaries in a financial
statement for the month of July. The statement of activities, a financial state-
ment that presents expenditures made and revenues received looks like this:

Fitzbergen Public Library
Statement of Activities
for the Period July 2011
Revenues
Tax Revenue $756,987.00
Fines 472.35
Total Revenues $757,459.35
Expenses
Salaries $25,678.00
Equipment 435.00
Total Expenses $26,113.00
Excess of Revenues over Expenses $731,346.35

The amounts repofted in the financial statements are summaries, but
we can find out the individual components of these summaries, the indi-
vidual transactions, by asking the business manager to produce them. This
is a relatively straightforward process because of the way in which each
individual transaction is recorded. In chapter 4, we will examine how this
is carried out.

The Second Stage of the Financial Information Cycle:
Verification of the Accuracy and Veracity of Financial
Statements

So how do we know whether the information delivered in the form of
financial statements is both true and accurate? If we are going to make deci-
sions on the basis of these financial statements, we have to be assured that
our decisions are based on information that is both accurate and true. We
can never be absolutely sure of this, but there are several mechanisms that
should give us confidence.

National standards prescribe how financial transactions are recorded
and how financial statements are produced and presented. These are called
generally accepted accounting principles, or GAAP (pronounced like
the word “gap”). The people who record transactions and produce financial
statements are required to abide by these principles. There is second set
of standards called generally accepted auditing standards, or GAAS,
which are published and revised by the American Institute of Certified



6 Financial Statements

Public Accountants. These standards prescribe how audits to verify the
veracity and accuracy of an organization’s financial statements are to be
conducted. For our purposes, internal control is the most important prin-
ciple within these auditing standards. Internal control consists of the mech-
anisms used in the process of recording financial transactions that ensure
their accuracy and verifiability. That is, they ensure that the transactions
are not inadvertently or deliberately made in error. Finally, financial state-
ments are audited by an auditor who is not part of the organization being
audited. The auditor applies a set of extensive processes to verify that GAAP
was followed and that internal control is working and robust. If the state-
ments are audited, we should have a greater confidence in their accuracy,
validity, and reliability.

The Third Stage of the Financial Information Cycle:
Financial Decisions by External and Internal Stakeholders

Decisions of an External Stakeholder

An external stakeholder (i.e., a granting agency, bond-rating agency,
prospective donor, accreditation board, or even another library) may want
to see your library’s financial statements. Why? They may be thinking of
giving you some money, and if they do not like the information they see
in the financial statements or if you cannot provide reasonable explana-
tions for items that worry them, they may pass you by for more transparent
and reliable prospects. Or, the library may want to finance a renovation of
its building, most commonly by selling bonds to investors. Investors gener-
ally do not invest in just any bond that comes along. They will want to see
whether the library is on a sound financial footing, whether it has engaged
in deficit financing, and whether it has paid its bills on time. They can obtain
most of this information from the library’s financial statements. They also
need to know whether the statements are accurate and reliable. The audi-
tor’s report is one seal of approval upon which they rely for this assurance.
Library materials vendors may also wish to see the library’s financial state-
ments to be assured that the library has the ability to pay them promptly
for materials supplied.

Therefore, external stakeholders are one of the main audiences for this
financial information. They base their own decisions on the information pre-
sented in these financial statements. Stakeholders internal to the library
also use these statements to make decisions.

Decisions of an Internal Stakeholder

Generally speaking, managers and the public library board are the
primary internal stakeholders and users of the financial statements. These
stakeholders use the statement that shows revenues and expenses over a
specific period of time, coupled with the budget for that period, to moni-
tor actual expenses and revenues. If, for example, the library had expected
utility bills of $1,250 for January (a budgeted amount) and the actual bill
for utilities for January was $2,500, the director and board members would
naturally want to know the reason for the discrepancy. Had the temperature
been colder than usual? Were employees turning the heat up too high? Does
the library need to be better insulated? Was the predicted amount of $1,250
an error?

Posing these questions and answering them is one of the primary ways
that internal stakeholders monitor the expenditure and receipt of funds
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under their charge. On the basis of these questions and the answers they
receive, they will make decisions relating to these anomalies and discrepan-
cies. This is just one way in which these financial statements can be used.
We will explore other uses as we progress through this text.

Summary

This chapter has shown that the financial statements are produced to
provide information about past financial transactions. If the library’s pro-
cedures are produced in accordance with the generally accepted accounting
principles and auditing standards (GAAP and GAAS), the statements will
more likely be accurate, verifiable, and reliable. They need to be so because
both external and internal users of these statements rely on them to make
decisions.

Before we explore what these financial statements are called, what they
contain, and how they differ one from another, we will examine a budget and
the responsibilities for spending and managing it that you can expect in the
beginning of your library career.

Web Exercise

Look up your hometown public library on the Internet and see what
kinds of financial information they provide on their Web site. If they do not
make any available, try googling “[your hometown] Public Library financial
statements.” If this is a bust, go to the Web site of the town in which your
library resides and see whether you can find the municipal financial state-
ments; within those, look for anything to do with the public library.

Once you find the statements, examine them to find out how much the
library spent last year in total and how much tax and other sources of rev-
enue it received. Were these amounts more or less than the amounts bud-
geted for these items?

Conceptual Questions

1. Explain to another librarian how financial management is informa-
tion management.

2. Explain briefly how financial information is produced.

3. External and internal stakeholders make decisions based on the
information contained in financial statements. In what ways can
they be confident that their decisions are based on accurate and true
information? Do you think this confidence is well placed? What does
this confidence depend on?



