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Management for the More Experienced (Ex-Files)  

Financial Management: An Overview
What is Financial Management?

Mention “financial management” and you tend to get an extreme response – “Oh yes I am good at that” or “Oh no that is one of my weaknesses”. However like so many management skills financial management is a composite that involves many different skills. Roberts (2003), for example, describes it as involving “sourcing, deployment, and utilization of monetary resources in direct or surrogate form”. Being strong at the “sourcing” aspect – that is identifying and bidding for money – I am not so good on “deployment” and “utilization” (See “Making a Case”). My personal weakness is not mentioned by Roberts – “monitoring and control”. 

The single point of this interlude of personal soul-baring is that you will usually be good at one or more of the aspects of financial management, if not the whole “package”. The challenge for most of us is to put into place systems, or in an optimal situation to surround ourselves with people, who complement our own strengths and weaknesses. So I may require assistance from a “completer-finisher” to concentrate on the detail of budget monitoring and on reclaiming costs or expenses. Another person may be strong at monitoring and controlling their budget but may require entrepreneurial assistance in order to write proposals and secure funding.

For many middle managers “financial management” equates with “managing a budget”. However notice this definition from the National Council for Voluntary Organisations:

”Financial management is about ensuring funds are available when needed and that they are obtained and used in the most efficient and effective way to the benefit of an organisation. Used appropriately, financial management tools can help an organisation to deliver its mission better and to ensure the best and most beneficial use of resources”.
The reality for many of us is that our budgets, and hence our finances, appear divorced from the mission and objectives of our organisation. More typically we are asked to manage our activities within a resource envelope that represents historical activity (occasionally plus, but more usually minus, any macro organisational or environmental changes that impact on the overall financial situation). In “boom years” we may be asked for suggestions for use of “development funds”, in “bust years” we are required to identify cost savings through paring (or amputation!) of existing services.

“True financial management” involves such techniques as writing business plans to identify opportunities for investment or disinvestment, so that your information centre is more closely aligned to organisational activities (Pikula). It may involve zero-based budgeting crudely described as “starting from scratch" (see below for full interpretation). You will note that both these approaches require you to consider objectives and to question prior assumptions. It is this that makes it equate to management rather than more straightforward administration.  

Point for Reflection

To what extent does your own role involve financial management in its fullest sense (as opposed to budgetary administration)? Are you required to factor in organisational mission and objectives into your financial planning processes or are budgets principally based on historical activity?

Why have a budget?

When we consider reasons for having a budget we return to the three management functions of our opening briefing – planning, organising (coordinating) and controlling. Thus financial management shares many characteristics of other types of management but in this case the management “tool” is the budget rather than the timetable, the rota, the inventory or the floor plan. Budgetary processes aim to be timely enough to allow planning, flexible enough to allow organising and sufficiently accountable to allow controlling.

Planning - senior management communicate organisational goals and objectives, money is allocated against the objectives and units located in the lower echelons of the organisation are expected to align their objectives accordingly.

Organising – budgets provide a focus (often, unfortunately, the over-riding one), for the organising and communication of activities and programmes. The allocation of sums against certain budget heads, and a comparison of projected activity against past activity, provides a surrogate measure of whether activities are expected to increase, decrease, remain stable or achieve efficiency savings. 

Controlling – Budgets typically represent an effective controlling mechanism. Just consider if you had to account for your time to the same degree and in the same way as you typically have to account for your budget (How did you spend that lost five minutes between 3:45 and 3:50 last Tuesday?; What proportion of your time last year did you spend checking your email?) Controlling and monitoring are often used interchangeably – the latter sounding marginally less threatening. Controlling and monitoring carry the implicit assumption of performance management. While we may spend considerable time agreeing appropriate performance measures for our service the reality is that budgetary performance is often the foremost standard against which the quality of our service is measured.

Types of Budgets

The following useful summary of main types of budget is based on the publicly available document Budgets and Financial Management in Special Libraries by JC Dossett. Most libraries tend to employ one of the following six types of budgets: lump sum, formula, line-item, program, performance/ function, or zero-based (Table 1).

Table 1 Six principal types of library budget

	1. Lump Sum
	Allocation by library’s parent organization’s upper-level management of a “lump sum” of budget resources to the library. Once lump-sum is allocated, library management allocates to lower-level library programs and services. 

	Advantages
	Can offer high-level of flexibility and control within library itself.

	Disadvantages
	Since the lump sum method lacks specific ties to corporate goals and objectives, many library managers prefer other types of budgets.

	2. Formula Budget 
	Allocation tied to numeric value such as full-time-equivalents (FTEs), (i.e., FTE registered students multiplied by fixed amount). 

	Advantages
	Easier for funders to administer

	Disadvantages
	Budget total calculated at a late point in time and intrudes on advance planning – especially for purchases and staffing increases – within the library. Does not link to organisation’s goals and objectives. Unpredictable as formula is based on variables outside influence or control of special library.

	3. Line-Item Budget (see Table 2)
	Most commonly used budgeting method (Warner 9). Each category of activity has separate line. Facilitates low levels of detail for both planning and cost control purposes.

	Advantages
	Ease of preparation. Useful for comparing performance from one fiscal period to another fiscal period.

	Disadvantages
	Difficulty to relate to goals of parent organization. May “perpetuate” a line, i.e., ‘once a line, always a line’. Miscellaneous line may become unwieldy as technologies and costs evolve. Comparing this year to last year is complex and represents variables unaccounted for within line-item budget (Warner 10).

	4. Program Budget  (See Table 3)
	Focuses on services library provides to its clients. Readily relates to overall organizational goals and objectives. Considered useful when establishing priority for library programs relative to parent organization. 

	Advantages
	Typically an extension of line-item budget method. Each program appears separately and is broken into categories similar to line-item budget (Robinson and Robinson). Easier to compare between multiple programs. Claimed to be easily understood and to minimise conflict and overlap between projects (Asantewa). 

	Disadvantages
	Forces staff members to think along program lines outside “comfort-zone” associated with other methods. Some people are defensive when required to “…analyze, report and justify how they spend their time.”


	5. Performance Budget (See Table 4)
	Some similarity with program budgets, but focus primarily on what library staff members do or functions they perform in the library service. Tasks rather than programs are highlighted. Functions include technical services (i.e., cataloguing, materials processing); planning (budgeting, automation, employee selection, interviewing, development; patron contact (circulation desk, email & telephone contacts). 

	Advantages
	Provides instrument for monitoring staff members and for developing unit costs. 

	Disadvantage
	Emphasises quantity, not quality, of activity being monitored (Warner).

	6. Zero-Based Budget (ZBB)
	Starts from premise that “no costs or activities should be factored into the plans for the coming budget period, just because they figured in the costs or activities for the current or previous periods. Rather, everything that is to be included in the budget must be considered and justified” (CIPFA). Once value enhancing activities are identified, attendant costs are developed. May involve “decision packages” to examine each proposed program and rank its merits against parent organization’s goals and objectives. Once top-ranking programs are identified, a program budget model is used to construct resource details. 

	Advantages
	Focuses on programs that will advance organisation’s goals for future. Challenges “way we’ve always done things” Is claimed to promote innovation, effectiveness and efficiency. “From scratch” approach appropriate for ranking programs by cost/importance to organizational goals. Also identifies and eliminates programs with minimal added value (Zach).

	Disadvantage
	May prove time-intensive.


Table 2 Line Item budget
	LINE-ITEM BUDGET

	 
	Last year
	This year
	Next year

	Salaries
	 
	 
	 

	Journals
	 
	 
	 

	Books.
	 
	 
	 

	Databases.
	 
	 
	 

	Miscellaneous
	 
	 
	 

	TOTAL
	 
	 
	 


Table 3 Program budget 

	PROGRAM BUDGET

	 
	Pathology
	O&G
	General Practice
	TOTALS

	Salaries
	 
	 
	 
	 

	Materials
	 
	 
	 
	 

	Etc.
	 
	 
	 
	 

	Etc.
	 
	 
	 
	 

	Miscellaneous
	 
	 
	 
	 

	TOTALS
	 
	 
	 
	 

	%
	 
	 
	 
	100%


Table 4 Performance Budget
PERFORMANCE BUDGET, FUNCTION BUDGET
	 
	Collections
	Reader Services
	Outreach
	TOTALS

	Salaries
	 
	 
	 
	 

	Materials
	 
	 
	 
	 

	Etc.
	 
	 
	 
	 

	Etc.
	 
	 
	 
	 

	Miscellaneous
	 
	 
	 
	 

	TOTALS
	 
	 
	 
	 

	%
	 
	 
	 
	100%


Conclusion

Financial management and budgeting is a substantial topic in its own right (otherwise why do accountants exist and get paid considerably more than health librarians!). This briefing simply tries to relate financial management to the general view of management encountered in the first briefing. This emphasises that the budget is like any other management tool in terms of being a vehicle for communicating management plans and activities. Viewed in this context the process only carries added mystique because it communicates using numbers rather than our preferred medium – text.

We have considered six different approaches to budgeting each with their own advantages and disadvantages. Some have the merit of being more closely allied to organisation objectives but may be difficult to relate to current library activities. Others make financial resources easier to control (e.g. the line budget) but carry the attendant risk of being divorced from organisational activities (e.g. compare the very real threat to a single journals budget line compared with a programme budget approach that assigns each journal to a particular department).

We conclude by encouraging you to look carefully at the six types of budget tabled above and try to relate these to budgets from your current or past experience. By understanding their strengths and weaknesses you should at least be able to consider ways that help make such budgets easier to plan, organise, control and – protect!
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