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Module # 2

Financial Management in the Small Public Library

LECTURE NOTES
Note to instructor:

This module is a comprehensive review of the basic elements of financial work and some of the problems that can arise as it is done.  You will need to trim it to fit both the needs of the students and the time you are given to present the material.  The material is organized into segments so that you can drop out portions which are not so needed by the students.

· Teaching Aid #1: Critical Documents

· Teaching Aid #2: Your Input for This Workshop

· Teaching Aid #3: Types of Libraries: A Comparison

Please note that Teaching Aid #3 is also part of Module #1, Public Library Governance and Board Relations (Teaching Aid #2 for that module).  


To that end, upon registration all workshop students should receive Teaching Aids # 1, 2, and 3.  TA’s # 1 and 2 need to be returned to you so you can structure the course to meet their needs.  The students also need to be reminded to locate and bring the documents listed on TA # 1 to the workshop, as well as pencils and a calculator.


As the financial environment becomes more complicated, small libraries are increasingly pressed to meet professional levels of financial work, reporting, and auditing.  This can be a strain on their financial capacity, call for skills they lack and which are not readily located in their small communities, and which sometimes seem unnecessarily elaborate for their small budgets.  It is increasingly important to approach their financial practices and problems with an eye not only to our responsibility of public accountability but also common sense.  Continuous stress on: 

· involvement of a financial professional, 

· a public budgeting process involving both Board and staff,

· good accountability, 

· appropriate levels of support for the library and compensation of its staff, and 

· the necessity for political work on behalf of the library
is never amiss.


Most libraries get the bulk of their money from some municipal entity, such as a city, town, or school district.  The text generally refers generically to these entities as “the town.”  Students can supply the term appropriate to their situation.  Libraries with public budget votes have a different set of political judgments to make, but the same financial management to do.

From time to time suggestions to you will appear in the lecture notes, in brackets.

As you know, there is a PowerPoint version of this presentation.  This text follows the notes in the PowerPoint presentation.  You may wish to consider printing the PowerPoint, or parts of it, as a handout for the class.  

Introduction:


[Welcome the group and advise them of the fire exits, where to put their coats, where the bathrooms are, and what the break and lunch arrangements are.]


[Introduce yourself]
Most of us become involved with libraries because we like books and reading.  Our financial responsibilities can take us by surprise or make us feel ill-equipped for the job.  The Duchess in Alice In Wonderland said, “Oh, don’t bother me.  I never could abide figures.”  Many of us feel that way.


This workshop is intended to show you some basics so that you can bring understanding and enjoyment to this part of your work as you do to the more “library” things you do.


It is important to note also that the standards of accountability for those of us who spend tax dollars and donated dollars is rising.  Libraries do important work and we can demonstrate that by using sound financial management practices.  As library leader Sandra Nelson is fond of saying, “We are responsible public managers.”  Many people in our communities and funding bodies will measure us by their perception of how well we meet that responsibility.

What We’re Going to Do:

The workshop is divided into two parts.  


Part I is the financial cycle.  The financial cycle is the pattern of your financial work year.  It is a sequence:  

· Plan

· Budget

· Operate

· Report

This part also covers financial procedures and controls and a few miscellaneous related topics.


Part II covers the problems.  The library’s success in getting the resources you need to operate depends on solving successfully the problems which will crop up along the way.


Because you have gathered and reviewed the materials as requested before the class we will be able to move faster through parts of this in order to focus on the things you are most interested in.  Thank you for doing that advance work.

Based on the information you provided ahead of time I am going to [emphasize/delete – tell them how you are going to handle their expressed concerns.].


If you have questions as we go please let me know and I’ll try to answer them [or however you want to handle this].

PART I – THE FINANCIAL CYCLE
The Financial Cycle:

Financial people see their year in four parts:  Plan, Budget, Operate, Report.  It will help you to think of your work in the same way:  Let me see – what’s the plan here?  OK, does the budget cover the plan?  Whoops, we’re half way through the year and we haven’t started on the activities we planned for.  It’s year-end; isn’t it time to report?  How’d we do?


Planning:  Each library is required to have a long-range plan.  This is a New York State minimum standard for public libraries.


Budgeting:  Estimate income and costs as best you can and write them down.

Operating:  This is your day-to-day work running the library.  Be sure the plans which are reflected in the budget get carried out.


Reporting:  monthly reports give the Board and staff the information you need to operate the library; they and an annual audit will help you meet the standard of public accountability for public and donated funds.


Now we’ll look at each of the Financial Cycle’s four parts in detail 

[or not, depending on your evaluation of the group’s needs.  Hopefully a lot of this will be common practice to them and you can edit the following material heavily and have more time for the issues and problems the students face.]

Planning:

· Teaching Aid #4: The Plan and the Budget

[Distribute TA # 4.  Have the students select goals from their library’s plan and write them on the sheet.  If their library doesn’t have a plan or it isn’t useful for this purpose help them make up some goals they’d like to see for their library]


[It would be asking a lot for most small libraries to construct and follow a rigorous “plan implement evaluate revise” kind of planning driven process; but they need to understand the “golden thread” which connects planning with budgeting and operations.]


The library’s long-range plan too often is written and then put on the shelf.  Dust it off and use it as the foundation of the library’s financial work.  Give the Board and staff the opportunity to participate in determining the library’s future by reviewing and revising the plan and then selecting activities from it for implementation in the next fiscal year.


Generally, the staff will recommend goals to the Board for the board’s review and decision.  In some libraries the library manager and Board’s executive committee meet together to prepare recommendations.  The Board discusses the recommendations, revises them to suit, and formally adopts them by resolution as the plan for the upcoming year.  Progress against goals should be evaluated at least quarterly at a board meeting.

[Be sure the group understands that this is an annual process which precedes budgeting for each upcoming year]


Time spent on planning and evaluation of resources to accomplish the plan will give focus to budget preparation, defense before funding bodies, and the work of the coming year.  Often we complain that we have too much to do.  Goal setting helps to manage that workload.

Budgeting:


Whose job is this?


[ONE OF THE BIGGEST PROBLEMS WE HAVE IS BOARDS WHO DO NOT INVOLVE THEIR STAFF IN BUDGET MAKING AND OTHER ASPECTS OF THE LIBRARY’S FINANCIAL WORK.  Spend time here talking with the group about their individual library procedures.  Try to draw their attention to:]


All boards should have a finance committee.


The library manager must be involved in all aspects of goal setting and the resulting financial work.


Requests should not go to funding bodies without Board knowledge and approval.


Often budgets are prepared well in advance of the beginning of the fiscal year.  They can always be reviewed and amended later.


Suggested procedure:  

· The manager and treasurer draft the budget together

· The finance committee reviews the budget

· The draft reflects the Board’s decisions made during goal setting

· The Board reviews, amends, and adopts the budget by resolution.

Preparing the budget:


[This section can be lengthened or shortened, depending on the budgeting experience of the students.  TA # 5 is a budget worksheet for them to exercise against.  The figures are not recommendations and should got be given weight – just used to perform the exercises so the can see how financial people think about various budget items.]
· Teaching Aid #5: Worksheet for Next Year’s Budget


[Distribute TA # 5.  Ask the association libraries what is missing:  fund-raising and income from an endowment.  Discuss the freedom of association libraries to raise and hold private funds whereas public libraries of all stripes cannot hold endowments and usually do not do as much fund-raising.  Stress that libraries are a public function and should be supported by public funds.]


[If a library has trouble over how an endowment is invested and/or what’s counted as income from the endowment to be used for operations, spend some time on 3-year rolling averages, income versus capital gains, and  sources (banks, investment analysts, local finance people) of portfolio management expertise.]


Budget preparation steps:

1. Review and analyze the prior year’s income and costs.

2. Estimate next year’s income and costs

3. Identify and put dollars on income or costs which may result from new initiatives drawn from the library’s plan.

4. Compute some ratios to help you compare this year’s draft with the past and with other libraries like yours.
Chart of accounts:


The chart of accounts is the budget’s structure or skeleton.  It is a list of all of the categories into which the library’s income and expenditures fall.  If you don’t have a formal one it is helpful to establish it by writing down each category and then defining it briefly.  That way when you get a bill you will know what budget category to assign it to.  For example, the library’s contract for cleaning services:  Do you charge it to building maintenance or contracted services?  Your chart of accounts will tell you.


There is a more technical side to charts of accounts.  Remember when you do the State’s Annual Report?  The finance items all have numbers.  So will the accounts your town or school district uses.  If your bookkeeping is done by them you will need to agree on a chart of accounts for the library and use it to code your bills for payment.

I am going to distribute some worksheets.

· Teaching Aid #6: Estimating Income
· Teaching Aid #7: Friends, Grants, Endowments, and Foundations and Legally Permitted Investments
· Teaching Aid #8: Estimating Expenses
· Teaching Aid #9: A New Budget Initiative
· Teaching Aid #10: A Few Calculations

[Distribute TA’s #6 through 10.  As the group develops figures they can enter them on TA # 5.  If they want to discuss among themselves, that’s fine.  Respond to their questions and problems as they work.]


[There is a subtext here:  The example budget is set at $100,000 because it is an easy figure to work with.  However, it might be argued that it is hard to have a “real” library without spending something like that amount.  If the group complains that $100,000 is too much money and their budget is only $35,000, challenge them, especially the trustees, to look for more operating funds for their library.  IT IS IMPORTANT THAT THEY NOT REGARD THE SIZE OF THEIR BUDGET AS SOMETHING IMMUTABLE AND OUT OF THEIR CONTROL.]

Estimating income:  TA # 6


This meeting with the town just as budget season starts is very important.  It is a chance to find out what’s in their minds and also to acquaint them with what the library sees as its needs.  This information, combined with the sum of Board members’ informal conversations with town board members, will let the library manager and Board decide how much to ask for.  In general it is a mistake not to ask for at least a small increase every year.  You have the same rising costs as they do.


[Group discussion of their answers]


Booksale – maybe the Friends will pitch in and help out; the event can be expanded.  Maybe it is time for a new idea.  Deciding how much money the library can raise privately is not easy, but records [introduce the idea of trend data] often show surprising consistency that the library can rely on in estimating income from these events.  

Other Sources of Income:


Friends, grants, endowments, and library foundations


[Go through these quickly.  Keep the emphasis on public tax money.  The information is in TA # 7.  Refer them to the Handbook for Library Trustees of New York State, 2005 edition which has an excellent chapter on library Friends groups; and to the second page of the TA for the law about permissible investments.]
Estimating Expenses:

[Reference TA # 8.]

Fuel oil – natural disasters and international politics affect energy costs; so does the severity of the winter.  Many libraries keep a spread sheet just for utilities so they have trend data to compare years and spot those extra warm or cold winters which might otherwise cause them to over- or underestimate energy costs.

Medical insurance is tough – a good time to talk with your counterparts in the town or school district to see how they are handling this in their budgets.  Your insurance agent often can give good advice as well.  Generally it is best to take the worst case scenario and adjust the budget later if reality is better than your projection.  

Anybody in a bargaining unit?  If so the contract will provide for this item.   If not, decide on an increase which reflects cost of living increases and also merit factors (you do have a staff evaluation system in place, don’t you?).  Be careful to look at your goals and make sure any staffing implications are provided for.

Library materials:  There are two issues here:  whether the collection is supporting public demand and allocation:  is the right mix of print and non-print being bought?


[Ask the students to complete the calculations on the second sheet of TA # 8 and spend some time on the circ to materials stock ratio.]

Generally a circ to materials stock ratio of 2.0 or below represents an underinvestment in library materials.  It also can represent poor selection, not enough nonprint, and too many old books taken into the collection as donations.  Small libraries tend to spend woefully little in this area and should set a goal to find funding to increase their materials budget.


The allocation issue most commonly is libraries which focus so on books that they neglect other media, or are buying heavy duty nonfiction instead of children’s books, or fail to fill the popular library role because they don’t buy enough best sellers, for example.

[This is an opportunity to bring in the Public Library Planning Process and the importance of selecting roles to focus on.  Most small libraries are de facto popular reading libraries and should have a circ to book stock ratio of 3.0 or better.  They need to understand that storing books will not benefit their communities.]
Budgeting for a new activity:

[TA # 9]


[If they don’t have a new initiative in their goals, suggest one for them to work on:  starting a “Tea and Talk” series for seniors, or replacing old computers, or buying media for teenagers for the first time . . . .]


[Be sure they see the implications for staffing and for building operating costs of their projects.  Discuss some of their worksheets.]


Pick a project from your goals (see Teaching Aid #4, The Plan and the Budget) and make a budget for it.
List the resources you will need and identify the ones which are new costs.

Is there any offsetting income?

Looking for comparison data:


Ask your System for comparative data among the member libraries.  Many Systems summarize Annual Report information for member library use in budgeting and budget justification to funding bodies and/or the public.

Be sure to pick libraries for comparison that are libraries to which your community feels comparable, so your comparisons will seem credible to the people receiving your information.  Hearers will be dismissive of examples in towns which they perceive as richer than they are.  You want them to say, “Well, if so-and-so can do this, so can we!”

With the automated data entry for the Annual Report, the State has built a multi-year database for our use.  It will let you make custom comparisons with libraries around New York State.  Ask your System for the password to enter; the database is linked to the State Library website.

Keep in mind that it is often necessary to call another library to be sure of the meaning of their Annual Report data; for instance they may have low building operating costs because they are located in the Town Hall and don’t pay for heat, light, and cleaning from the Library Fund.  This will make them look less expensive to operate if you are paying all those things yourself.  Be sure you are comparing apples to apples.


There is a neat Public Library Peer Comparison Tool on the web, set up by the National Council for Education Statistics.  You can pick your comparison items and print out an Excel spread sheet; cool.  The web address is in the bibliography.

After you finish your draft:


[TA # 10]


Do a few calculations and compare them to prior years:

· Percentage increase over last year

· Salaries as a percentage of the budget

· Materials as a percentage of the budget

The overall percentage increase usually should bear some relationship to inflation, or rises in certain costs like medical insurance or the retirement system, or to increases in town property values.

Libraries are a service industry and typically make big investments in personnel.  The salary percentage declining over time can point to better funding of other aspects of the library’s operation.  The responsibility of trustees to pay adequate salaries to staff who are operating an important educational institution for their community cannot be stressed enough.  The minimum wage will not do.


One would like to see the materials percentage grow over time; at least it should keep up with inflation in library materials prices.

Accounting 101

Now we are going to interrupt our financial cycle narrative to talk briefly about four concepts which are important to your responsibility of public accountability as well as your understanding of your library’s finances.  They are fund accounting, cash versus accrual accounting, net assets, and cash flow and cash flow management.

OK, this is easier than it sounds, honest!

There are two bodies which make the rules for how we account for and report about our funds.  GASB, the Governmental Accounting Standards Board, sets standards which govern all municipal entities, including public libraries when the library’s accounts are kept for them by a city, town, or school district which also funds the library.  FASB, the Financial Accounting Standards Board, sets the standards for all private nonprofit and business enterprises, including association libraries and libraries which independently manage and control their own finances and accounting.

These Boards are primarily important to your financial professional, but you need to know they exist.  Changes have occurred over the last few years in how library financial information is presented, due to new standards set by these Boards.  It is important for the library’s financial work to reflect these standards in order to be accountable.

Fund Accounting:


Think of fund accounting as pots of money.  At home you probably have a checking account, a savings account, and maybe a Christmas Club, and a cookie jar.  The library will have an operating fund, maybe some grant funds, a building fund, and perhaps an endowment fund.

The purpose of the funds is to keep money separate so that money restricted to one purpose isn’t spent on something else.  The money may actually be kept all in one place – the library’s bank, but on the library’s books it is shown assigned to its proper fund.


The use of fund accounting is an important difference between government or nonprofit organizations like libraries and the for-profit sector.  Sometimes libraries have treasurers who come from the business sector and are not used to working with a fund accounting system.  Whereas the for-profit sector can measure its success solely by good financial results, the nonprofit/governmental sector needs to look past the bottom line to successful program results.  Each library must insure a financial structure which provides a sound foundation for library operations.


Let’s take a look at how a fund might work, and then see what fund accounting tells us about the library’s overall financial situation.
 
Suppose you get a grant from a local civic club to buy children’s books.  As you order the books you need to know how much money you have left to spend and you need to be able to show the club that you spent the money in accordance with their wishes.

So you set up a fund for the grant.  It will show that you received $1,000 from the Do Gooders Club and that so far you have paid 3 book bills totaling $500.  So $500 is left in the fund for you to spend.


You have segregated this pot of money from your various other pots.  This way you will not end up buying light bulbs with the Do Gooders money and you can show exactly where the money came from and how you spent it.  Donors like this!


The library’s primary fund is the Operating Fund.  Most of the transactions will occur here as it pays the day-to-day bills.  Money in the Operating Fund can be spent in any manner the Board sees fit.


Other funds may be restricted funds.  Funds are restricted either by the Board or by the donor.  The Board might restrict a fund because they are going to start a building project and need a place to stash the money they are saving.  A donor, like the Do Gooders, may restrict a fund because they want something specific to happen with their money.


If the Board placed the restriction, they can change or remove it at any time.  The Board cannot change the purpose of a fund which has been restricted by a donor or granting organization.

Cash versus Accrual Accounting:


Remember the Do Gooders?  You’ve paid 3 bills with their money and have $500 left to spend, right?  Well, maybe not!  You suddenly remember that you ordered some more books last week and they haven’t come yet.  That order totaled about $350 dollars, so you have only $150 left to spend!


And that is the difference between cash basis and accrual basis accounting!  Which gives you the more accurate picture of where your library stands financially?

Formally the definition will tell you that cash basis counts the money received when you get it and spent when you write the check.  Accrual basis counts receipts and expenditures when the income is committed or the expense incurred.  Even though the books have not arrived and no bill has been presented, the library incurred a liability when it placed the order.


One way to think about this is to think of what the library would have to pay if it shut down today.  Well, the electric bill for last month isn’t paid yet.  We just took delivery on a new computer but that bill hasn’t even arrived.  The library’s manager has earned two days of vacation she hasn’t taken; we’d have to pay her for those.  Now you are thinking accrual.


Only accrual accounting will tell you what the library’s true financial situation is.  Only accrual accounting will keep you from over-committing budget categories because you can’t carry in your head what you’ve already ordered.  And only accrual accounting complies with GASB and FASB standards.

So accrual accounting is your friend!

Net Assets, a.k.a. The Fund Balance:

Here’s a simple formula:  Total Assets minus Total Liabilities equals Net Assets!


Each fund will have its own fund balance and added together these balances provide the net assets of the library (restricted and unrestricted, of course).


Traditionally, “net assets” have been called “the fund balance” by nonprofits.  Your accountant will call it “net assets.”  That new Board member from the private sector is used to hearing this figure called “net worth” or “stockholders equity.”


The fund balance tells you how much money you have left over after all the bills have been paid.  Sometimes libraries develop too big a cushion as a fund balance and funders think you are too rich.  Sometimes the fund balance starts shrinking because not enough income is coming into the organization or too much is being spent. 

Generally an unrestricted fund balance which will cover 6 to 12 months of operations is considered appropriate.

However, if your town is running with less they may look askance, so consider both the financial and political impacts of your fund balance size.


And – the fund balance allows you to meet your cash flow needs – 

Cash Flow:

How do you know you will have enough money to pay your bills in any given month?


Cash flow and cash flow management are about time:  when are you getting your money and when will you spend it?


Financial reports are snapshots.  They freeze what the situation was on a given date.  The concept of cash flow adds the idea of looking at money over time.  For example, your town may write the library a check once a year or once a quarter for its part of your budget.  School districts often write such checks later in the summer after they have collected their taxes.  How will you run your library from January to August if you aren’t going to get any money until August?  That is cash flow.  And how you answer that question is cash flow management.

· Teaching Aid #11: Cash Flow


Take a look at TA # 11.  It shows 3 budget categories by month.  Many flow charts, as this is called, just divide each budget category by twelfths.  That works for expenses which are spread evenly across the year.  But not all expenses are.


Take the copier.  You pay the whole year’s amount all at once in March, and the other 11 months will show zero.


Insurance, on the other hand, often is billed quarterly.


Heat – utility costs – are very uneven in our climate.


So take a look at March.  The copier is at 100% of expenditure, not the 25% of a 3/12ths division.  Insurance is right on the mark.  Heat is off the wall versus a 3/12ths division.
So what does this mean?  Is it ok, or is it impending bankruptcy?
Only your flow chart knows for sure!


You can imagine a Board which is unfamiliar with the library’s spending patterns looking at the March financial report and saying something like, “This is only March and we’ve spent ALL of our copier money.  What’s going on here???”  The flow chart answers those questions.  In this case it lets you reassure everyone that the copier payment is a one-time payment made every March so it’s at 100% for the year.


If you take the trouble to make a flow chart you will understand much better how your library’s finances work and will be able to give better and more satisfying answers to questions about the library’s finances.


By the way there is a trap out there for those of you who pay employees every two weeks.  Some years will have 27 payrolls, not 26.  This is in addition to the months which have 3 payrolls, not 2 – just to keep you on your toes as you make your flow chart!

OK, Let’s Review:


So far we’ve talked about the first three parts of the Financial Cycle:  planning, budgeting and operating.


Now we’ll take up the last part:  reporting and we’ll also talk about financial procedures.


[This might be a good time to check in with the group on who’s confused about what!]

Financial Reporting:

Think of financial reporting as a cycle:  the budget tells you what you are going to do; the monthly financial report tells you how you’re doing; and the audit looks back to tell you how you did.


So let’s look at reporting for a minute:  Do you all do reports of some kind?  How often?  Is there anybody who doesn’t?


[This section could go fast]

The Monthly Financial Report:

It is:

· Prepared monthly (the less money you have the more often you need to look!)

· Shows opening balance, transactions, and ending balance for each fund

· Shows actual versus budget for the month and the year to date

· Includes a balance sheet for an overall picture of the library’s finances

· Includes notes from the library manager or treasurer to comment on or explain items as needed

Libraries should do a report every month and one should be presented and discussed at each Board meeting.

The flow chart provides the budget breakdown for each month to show budget versus actual.

If the library manager does not prepare the monthly report, the treasurer should discuss each one with her so that the operational implications of the report are understood and responded to (for example, there’s only $150 left in the Do Gooders Fund, so be careful of your next order).

The library manager and the Board need to be in agreement on how the report affects future operation of the library.  Is the book budget all spent for the year?  Is there enough money to buy colored paper for the children’s summer reading game?
The Audit:

The audit is:
· An annual evaluation of the library’s financial records and procedures

· Vital to our responsibility of public accountability

· The way to bring professional expertise and advice to the increasingly complex world of financial management

[Ask the class if their libraries have annual audits and if not, how they review their financial records.  The goal of this section is recognition of the need for an independent review]

Who Needs An Audit?
· The short answer is everybody.
· The longer answer is, for a very small library a professionally conducted CPA’s audit is expensive
· Where’s the cutoff?
· What are the alternatives?
[It is important that students understand that there are costs associated with running a public institution.]

You Need a Certified Audit If:


You take in and spend more than $25,000 annually and therefore are required to file an IRS form 990 tax return for nonprofit organizations.  The library needs to file it to protect your tax-exempt status.

The penalty for not filing is expensive and increases each day the 990 is overdue.  If your budget is larger than $25,000 and you are not filing a 990 you need the help of a CPA RIGHT AWAY!!


You will want a certified audit if you receive grants regularly and do a lot of fund-raising.  Many funding sources will want a copy as part of the application process.  Federal grants require it.


But most of all, the audit shows that the library is a responsible manager of public funds.


Always get bids for your audit work and expect to re-bid every 3 to 5 years.  This assures you the lowest cost and also is a financial control safeguarding your library.

Alternatives to the Certified Audit:
· Ask an accountant for a review rather than a certified audit

· Appoint an audit committee of Board members

· Find qualified community members who will check the library’s books on a volunteer basis.

None of these alternatives are as good as a certified audit.  If your budget is under $25,000 you may wish to select one of them.  However, we strongly urge you to find the money and pay for the real deal.  The auditor not only will perform the audit, but will review your financial controls, see that your books are set up correctly, and advise you on financial reporting and other issues of financial management.  It is a good investment!

OK, OK, What’s An Audit Going To Tell Me?

The audit will give you:

· Net assets versus last year and other financial information, presented according to GASB or FASB standards.

· A statement of opinion – is the library’s financial work carried out in accordance with these standards?

· A management letter – areas of financial management which could be improved

There is other information in the audit as well.  The 
Bibliography lists an excellent – and short – booklet:  Understanding Nonprofit Financial Statements by Berger.  (The publisher, BoardSource, is an outstanding resource for nonprofit boards, by the way).

The short way to look at an audit is to turn to the opinion letter.  Does it contain a statement near the end, that the library’s financial reports present fairly, and in accordance with generally accepted accounting standards, the library’s financial situation for the period covered?  If not, there’s a problem.  Maybe a big problem.

    
The next step is to read the management letter.  This gives a flavor for what needs to be done and for what special circumstances, if any, might have caused a deviation from generally accepted accounting standards.


Third, go to the balance sheet and look at the ending balance for the year being audited and the prior year.  Does the library seem to have more money (hooray!), less money (uh, oh) or about the same as the year before?

Look at the other pages in the audit to piece together the reasons for the change in net assets.  Maybe net assets have increased because the Board established a building fund during the year.  Maybe they decreased because the building project was started and some of the money has been spent.
Miscellaneous Basic Stuff:

· Teaching Aid #12: Miscellaneous Stuff


Some small libraries have not yet professionalized their operations.  If that is your case you will want to secure the following:

· Federal tax exempt status

· An IRS Employers Identification Number (EIN)

· New York State Sales Tax exemption

· Registration and Charter from the Board of Regents of the University of the State of New York

Information about these topics is on TA # 12.  If you have questions or problems contact your System for help. 

Make A Calendar for the Library’s Financial Year:

· Teaching Aid #13: The Library’s Financial Calendar

[Distribute TA # 13.  Encourage the students to include all events from planning through the audit.  Be sure they include the political events – budget hearings, open house for the town board, informal conversations between trustees and legislators, etc.  Encourage discussion, working together if they wish, and completeness.  Spend some time here.]
Fund-Raising:


Fund-raising is outside the scope of this training module.  However, we’ve prepared a handout which summarizes the major ways of getting money with some comments on each, to get you started.  For more specifics, contact your System and also look for fund-raising workshops you can attend.


There are two important things about fund-raising to remember.  The first is that libraries are functions of government and most of their operating funds should come from government.


The other is:  The most important thing to do about fund-raising is to ASK.  Too much time can be spent planning, strategizing, and just yakking when what is needed is some pavement pounding.
· Teaching Aid #14: Fund-Raising Opportunities

[Distribute TA # 14.  Try not to get bogged down here]

Doing the Bookkeeping:

Many libraries use software packages like QuickBooks.  These greatly simplify things like bank reconciliations and preparing/formatting reports.


The smallest libraries might just set their books up in Excel.

[Ask the class how their libraries do their bookkeeping.  Encourage them to get guidance from their financial professional or the System on setting up their books, however they are kept, so that they conform to accounting standards and are auditable.]

Financial Procedures – Introduction:


Exactly how your financial procedures work will be determined by your funding body if they hold your funds and do your accounting and/or by your financial professional.  There are variations.  This section identifies some basic practices.

Financial Procedures – Decisions:


[Just going over it again so that all present understand that both staff and Board are involved]


The basis of all financial procedures is decisions by the Board which authorize the management of the library to make certain expenditures and take certain actions.  Here is a quick review:

· Goal setting:  manager recommends, Board reviews and revises; Board adopts by resolution.

· Budget development:  manager and treasurer draft, reflecting Board’s direction.

· Finance committee (all boards should have one) reviews, revises.

· Board adopts budget by resolution.

Financial Procedures -- Paying the Bills:

· Teaching Aid #15: Records Retention

· Teaching Aid #16: Accounts Payable: How to Pay the Bills

[Distribute TA’s # 15 and 16.  People may be concerned about the length/formality of the voucher process but it is closely tied to financial controls, which is the next section.  A small library needs to beware of being too casual about its financial procedures.]


Here is the outline of the process for paying your bills:

1. Authorization to purchase goods (usually the budget)

2. Receipt of goods (did you get what you ordered?)
3. Approve payment (yes we did)

4. Assemble the documentation and write the check

5. Have authorized signer(s) review the documentation and sign the check

6. File the records – note records retention schedule 

Financial Procedures – Vouchers


The voucher is a form used to authorize payment.  It shows:

· Who is being paid

· How much

· Charged to what account

· Who authorized payment and the date

Attach the packing slip, invoice, statement and any other documentation to the voucher.  After the check is written attach the check stub also. 

After the bill is paid, file the voucher and all its supporting information by vendor’s name in a bills paid file for that year.


[Discuss their current procedures with them.  If they already know all this, skip over it quickly.]
Financial Procedures – Checks

· The library manager approves most bills and prepares checks for the treasurer’s signature.  She is given paid time free of public service responsibilities to do this.

· Checks above a certain amount may require two signatures.
· Checks should be paid on a regular schedule, generally twice a month.

· A check may be written outside that schedule if payment deadlines require it.

[Too many libraries do not involve their managers in the financial work.  The manager will need to have “behind the scenes” time to do this work and will need to be paid for it.  Without manager involvement it is hard to keep the financial records in the library and to get the bills paid on a regular schedule.]

Financial Procedures – Payroll Preparation


Payroll is complex and if filings are not done in a timely manner, the IRS penalties are expensive.  Incorrectly done payrolls may also open the library to liability from its employees.


Therefore we recommend that you use a payroll service such as Paychex or ADP, or be sure your payroll software is updated annually to reflect current tax law.


Use of a payroll service’s transfer feature will insure that payroll taxes are paid on time.


[Be sure the group understands that library employees cannot be paid on a contract basis because the worker does not control the hours, location, or tools used and so does not meet the legal standard for contract work.]
Financial Procedures – Documentation of Payroll Expenses

· Time sheets are the basis of payroll documentation and all paychecks should be prepared from them.
· The library must be able to establish the person, date, and times worked.
· This is necessary for accurate handling of Workers Compensation claims, Human Rights Commission proceedings, and so forth.
· Time sheets also keep track of sick and annual leave balances.
· Time sheets should be signed and dated by the employee and by the person approving the payroll, and kept for five years.
[See if they have any questions here.  This is an area with a lot of legal liability for them.]
Financial Procedures – Bank Accounts:

Keep a file of photocopies of the current signature cards and be sure they are changed every time signers change.


Open additional accounts in separate banks as needed to keep deposited funds within the FDIC insurance limit.


Banks will compete for banking services; make the rounds and ask what they can do for you and your employees, for example, a free safe deposit box, a sweep account, or free checking for employees. 

A sweep account assists with cash flow management by keeping only enough money in the checking account to pay currently presented checks.  The rest is “swept” into a savings account.  This maximizes your interest income and helps you manage your cash flow.

Financial Procedures – Best Practices!
1. The library manager attends all Board meetings

2. The manager is involved in budget preparation and reporting.

3. Enough people can sign on the bank accounts so that the required number of signatures always is available to sign payroll and other deadline expenses.

4. The library’s financial records are kept in the library, not on the treasurer’s dining room table or in the treasurer’s computer.

5. This last applies to all business records of the library.

[Stress the need to keep the records in the library and do the business there]
Financial Controls for the Small Library – Separation of duties:

How can you protect your library from theft or fraud?

1. Separate financial duties as much as you can

2. If the manager prepares the checks, then the treasurer should do the bank reconciliations

Separation of duties is the standard protection against financial misdeeds.  It is the hardest control for a small library to achieve.  Ideally the person who does the bank reconciliations is not the person who writes the checks.  The person who signs the checks is yet a third individual.  Second signatures on larger checks and bylaws and written financial procedures also help.  Work with your financial professional to establish workable procedures and follow them relentlessly.

More financial controls:
1. Use the voucher system vigorously.  It provides 4 points of approval for every expenditure.  (The four points of approval:  Purchase Order, Voucher, Check signing, Abstract.)
2. Use consecutively numbered checks, purchase orders, and vouchers.

3. Keep unused checks locked up at all times.

4. Use second signatures on larger checks.

5. Have written financial policies and procedures and follow them.

6. Establish a bylaws clause about self-dealing and profiting from library operations.

7. Periodic review of financial controls by the finance committee.

8. Annual scrutiny of financial controls by the auditor.

· Teaching Aid #17: Financial Procedures Manual

[Distribute TA # 17 and discuss a financial procedures manual briefly.]

[Discuss their individual situations.  Stress the role of their financial professional in assisting their library to set up good financial procedures and controls.]

Financial Controls – Best Practices:
1. Each check is signed and supporting documentation reviewed by someone other than the check preparer.
2. The library’s business records are kept in the library.

3. Blank checks are kept locked and no checks are written out of number sequence.

4. Copies of the audit are mailed by the auditor directly to the Board President and executive committee membership individually.

How People Steal Money

Because the bad news is that sometimes they do.  Here are just a few of the ways:

· They steal cash receipts from fines or fund-raisers

· They write checks to library vendors like the phone company but for their own bills.

· They falsify financial reports and audits

· They make side deals with vendors

What You Can Do About It:
· Be sure the Board understands the financial reports and the library’s financial situation

· Be sure both Board and staff understand and are following all policies and procedures

· Be sure the people doing financial work take vacations during which their work is performed by someone else.

· Never let a financial person become indispensable.

ASSUME NOTHING!!
Part I is over!!

You have learned many technical aspects of financial management.

Now it is time for the rubber to meet the road.  Part II consists of things that can happen on your way to a happy audit!

The challenging part of finance is not so much getting the numbers right as it is managing the political process within which funding for the library occurs.

Take a break and we’ll start again in a couple of minutes.

Part II – Politics, Issues, and Problems

The technical part is easy.

The challenge lies in the people and problems we encounter along the way.

[This section is envisioned as an opportunity for the group to discuss and devise solutions to problems affecting their libraries.]


The crucial part of financial work is the decisions we make and the actions we take based on the financial facts discussed in Part I, and on the library’s ongoing need for enough funds to do a good job.

The Politics of Getting Money:

· Teaching Aid #18: Some Rules for Library Politics


[Distribute TA # 18 and go through it, talking about it.  The points it includes are vital to successful political work.  It is especially important that the group accept the necessity of political involvement for successful funding.  A library with a budget vote has political work to do, also.]


Many budget seasons go rather innocuously.  The library will work with the town for the best resolution of its needs that it can get.  But sometimes things do go wrong in one way or another.  Here is a list of some of the things that can happen.  Are there things you can add?

Unreasonable attacks from opponents:  

· Dignified silence sometimes works.  

· Look for credible people/places to put out your side of the story.  

· Know the facts and stick to them.  

· Be sure everybody on the Board and staff understand what to say and how to say it.
· Do not allow yourself to be bullied or abused.

Politics within the legislative body which affect the library adversely:

· Keep your eye on the needs of the community

· Articulate those needs clearly to legislators and the press

· Stay out of the fight.

Large controversial issues which are not yours:

· Stay out of them.

· Continue to stress the importance of library service to the community.

· Try not to appear in the same forums in which these fights are being fought.

· Keep a low profile.

Lack of media support, or outright hostility:

· Cultivate reporters with leads to good stories about the library.

· Ask to meet with the newspaper or TV station’s editorial board to discuss their issues and present your case.

· Ask allies to write letters to the editor

· Find a library friend who knows the attacker and can speak with him/her on behalf of the library

· Buy ads on cable TV (can be very cheap!)

In general it is not a good idea to fight – that is to join the brawl.  It is a good idea to present the library’s case clearly, fairly, and consistently.  It is sometimes very appropriate to do nothing and remain silent.  That’s a judgment call which can strain the resources of any Board and manager.

CUTTING THE BUDGET:

     
This is the hardest thing for library leadership to have to do.  There are two situations:  

1. the town is tight for money and everybody is being cut

2. you have lost out in the competition for scarce resources and they are going somewhere else.

With regard to the first situation, sometimes it is necessary to respect the situation, be a team player, and take your lumps.  Don’t give up on your needs – state them clearly and say that you’ll be back next year.


If you have lost out to other things, it is time to analyze your political strategy and political work and to start RIGHT NOW working on next year’s budget season.  Figuring out how your opponents did it always is a useful exercise.


Here are some points to help in tough times:

· Have clear goals for the library and work to keep them alive.

· If you don’t mean it, don’t threaten it.

· Quite whining!

· Provide leadership to your staff.

Sometimes a library will threaten to close or take some other drastic action and when the cut comes they don’t do it.  In general it is a mistake to bluff – unless you are absolutely sure of the outcome!!  You will lose your credibility during the next budget round if you bluff and don’t carry through.


Complaining to every customer who comes in that you are overworked and under funded will get you nowhere.  Pull up your socks.  A reasoned letter to your Friends is appropriate, however.


Difficult budget seasons take a big toll on the staff.  The leadership task is to convey confidence that the best possible outcome will be obtained and the library will deal with everyone fairly.  If the work of the Board or staff is attacked, the leadership needs to express their confidence in the library.  Frequent staff meetings are essential, so everyone knows what is going on.  Don’t put people in the position of reading about it in the paper.


If you have not already learned what issue management is, now is a good time.  You want to make the library’s case.  Say the most important thing first, keep the message short, and repeat it over and over.  If you don’t want to comment, say so and stick to it.  Be sure that all Board and staff know what the message is and that they stick to it also.  Many of these conversations take place in the grocery store and other unexpected places.  Be ready for this.

Reducing Expenses:

Be sure that your expenses are as low as possible.  Ask for bids, use state contract purchasing arrangements (see bibliography for web site – association libraries can use this, too), and take advantage of the Chamber of Commerce and other group buying opportunities.  Consult your town for ways they are saving money which you can participate in.  They’ll like it that you’re trying.

Bargaining Units, Salaries, and Benefits:


A part time staff member in a small library should be recognized for the important educational leadership they provide to their community.  The minimum wage is not enough.  What are others in your town, school district, or county being paid for similar educational background and responsibilities?


Additionally, library managers need hours to work when the library is not open to get office work done and do community outreach.  They should be encouraged to attend workshops and workshop time should be paid time.  Travel should be reimbursed.


A library can set aside a fixed sum for permanent employees which can be used to help pay for benefits of the employee’s choice – medical insurance or retirement savings, for example.  A flexible spending account is surprisingly inexpensive to operate.  And don’t forget some paid vacation and sick leave.


During contract negotiations management generally wants to release as little information about budget plans as possible.  Sometimes this is done by delaying budget adoption, by putting sums reserved for a settlement into other categories to hide them, and doing a revised budget after contract settlement.

Train Wrecks:

[The class undoubtedly can provide many examples.  Here are a few:]

· The Board won’t do politics.

· The town thinks it controls the library fund and what the library can spend money on.

· The treasurer is never around, never at Board meetings

· The Board shuts the manager out

Let’s discuss these.


THE END!
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