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Overview

Part 1: Controls and Management Information Systems
• Control as a Management Function
• Control Feedback Systems
• Monitoring
• MBE and MBO
• Personnel Appraisals and Controls
• Risk Management 
• MIS and Decision Support Systems

Part 2: Budget Management 
• Budgets as controls
• Types of Budgets and Cashflow

Part 3: Financial Management
• CFO/Financial Manager
• Financial Management Information System
• Accounting and Bookkeeping
• Financial Statements
• Investment Strategies 
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Learning Outcomes  

9.1: Summarize five factors used in designing an operational control system

9.2: Be able to apply the four steps in the operational control process to an arts organization

9.3: Analyze and demonstrate how input standards and output targets are used in an arts organization

9.4: Apply MBE and MBO quantitatively and qualitatively in the operation of an arts organization

9.5: Recognize and diagnose when an arts organization’s performance appraisals system achieves its 

outcomes

9.6: Explain what an MIS is and how it works in arts organizations

9.7: Summarize the types of budgets and describe the budgeting process

9.8: Summarize the responsibilities of a CFO in an arts organization 

9.9: Explain the three components of an FMIS and its application in monitoring businesses

9.10: Summarize the difference between cash and accrual accounting systems and assets and liabilities

9.11: Describe the difference between a balance sheet and a statement of activity

9.12: Be able to determine the fiscal health of an arts organization by using ratio analysis

9.13: Describe the investment approaches taken by arts organizations in creating reserve funds
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Part 1: Controls and Management Information Systems
Control as a Management Function
The control systems for an arts organization should focus on monitoring its collaborative 
and EDI activities and aligning everyone’s work toward fulfilling its mission. Feedback 
from audiences, members, donors, funders, volunteers, and governmental agencies is 
essential to these systems.

Factors that affect the design of any operational control system:
1. Clarity of the objectives – Using the SMART guidelines (Chapter 4) to create 

objectives can help define the clarity of purpose in the organization.
2. Uncertainty - Create “What if” scenarios to test ideas and controls continually. 
3. Complexity - More employees mean a greater chance of miscommunication, 

and more operational errors will occur.
4. Human limitations – People make mistakes, but some can be more costly than 

others. Controls in high-risk areas (e.g., finance, stage technology) are critical.
5. Degree of centralization – Too much control centralization slows down 

decision-making, and too little undermines accountability. Part of the 
management team’s responsibility is to balance how much centralization is 
needed. 

MONITOR → ADAPT → ADJUST
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Part 1: Controls and Management Information Systems

Feedback Monitoring System                        Example Mgt by Exception (MBE)

1. Establish 
performance 

targets

2. Compare 
actual to 

target

3. Identify 
reasons for 

gaps

4. Take action 
& adjust 

target

See Fig 9.1

EXCEPTION FOUND 

Above standard Opportunity to adjust target 

EXCEPTION FOUND 

Below standard Take corrective action  

CONTROL PROCESS (Step 2) 

No Exceptions Maintain Processes

See Fig 9.2
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Part 1: Controls and Management Information Systems
Control systems also include employee performance and assessment

1. Establish employee 
performance 

objectives (month, 
quarter, annual)

2. Plan(s) to be used to 
accomplish objectives

4. Procedures for 
reviewing results

3. Agreed standards 
for measuring 
performance

MBO

Management By Objectives (MBO): 
Supervisor-employee designed control system

EMPLOYEE

Team 
members

Peers

Direct 
reports

Employee Assessment Options
Colleague input is gathered by the supervisor and 
shared in ongoing evaluation, periodically, or annually   

Su
p

er
vi

so
r

Ongoing evaluation 

Periodic 

Annual reviews

Optimally, feedback is ongoing
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Overview
Part 1: Controls and Management Information Systems
Risk Management and Control – Sampling of risk areas: 

• Performers and staff may be injured at work
• Audience members or museum visitors have an accident while attending a show or exhibit
• The IT system is hacked, and sensitive financial information is taken (credit card numbers, 

etc.) 
• An employee embezzles funds 
• A supervisor, staff member, or volunteer behaves inappropriately
• Job applicant sues because they perceived discriminatory hiring practices
• Donor withdraws a significant gift over program decisions made by the artistic director 
• A critical insurance policy may have lapsed, and no one is aware
• Natural disaster or weather disrupts operations

Identify risk 
areas of org.

Analyze & rank 
likelihood of 
occurrence 

Identify highest  
priority risks 

Create plans to 
deal with risks

Monitor & adjust 
as conditions 

change

Risk Management Steps 
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Part 1: Controls and Management Information Systems

Ticketing & 
Marketing, PR, 
Social Media

CFO & 
Accounting, 
Reporting

Fundraising & 
Development, 
Social Media

IT, Operations, 
Facilities, 

Scheduling & 
Maintenance

MIS and Decision Support 
Systems 
MIS uses information technology (IT) 
to collect, combine, compare, 
analyze, and distribute data in 
decision-making. 

Problems arise if an arts organization 
fails to establish systematic ways to 
manage the flow of information and 
tasks. If essential files and data are 
not centralized and accessible, time 
is wasted tracking down forms, 
memos, policies, meeting minutes, 
and email threads. Worse yet, an 
organization may invest in data 
management systems that do not 
“talk” to each other, leading to 
duplicate effort. (See Fig. 9.4 Decision 
Support System)

* This illustration shows the MIS needed to 

support an organization's programming.

MIS supporting CRM and other data management tools *
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Part 2: Budget Management 

Budgeting and Budgets as Controls
Budgeting is a process designed to create a financial expression of the plans and priorities 
of an organization. Budgets are single-use plans that commit resources for a specific period 
to activities, projects, or programs across operational areas (e.g., programming, production, 

staffing, etc.). 

The allocation of financial resources through budgeting is part of an organization's system 
of controls. Budgeting and budget allocations are also an integral part of the decision-
making of an arts organization. They should reflect actions that will be taken in support of 
its mission, vision, and values. (See Fig. 9.5)

The MIS system of an arts organization should support the production of timely and 
accurate reports to facilitate governance and decision-making in dynamic and uncertain 
external environments. It is also critical to support communication about the programming 
and impact of the arts organization to all stakeholders.  

Annual & 
strategic plans

Create 
budgets

Board 
approval

Implement
Monitor & 

adjust
Review results 
& revise plans
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Part 2: Budget Management

Budgeting and Types of Budgets
Depending on the type of arts organization, where it is in its lifecycle (see Fig. 3.2), and the 
demands of its programming, there could be a variety of budget formats used, including 
fixed, flexible, incremental, and project-based, and capital. 

Organizations generally work from annual budget allocations that carry over by 
departments. Allocation amounts change as organization priorities shift and incremental 
adjustments are made accordingly. Depending on the organization’s structure, budget 
management and control occur in functional areas or departmentally. 

An alternative approach is zero-based budgeting which means allocations do not carry over, 
and managers propose their allocation requests based on operational and programmatic 
plans for the upcoming year. Either system relies on the financial management system to 
provide annual or multi-year revenue and expenditure activity reports. 

Budget management and controls are impacted by organizational culture, managers, and 
the software tools available to collect, process, and report on financial activity. Information 
sharing about budgets, revenue and expenses varies widely within organizations. External 
communications of an arts organization’s finances may be found on some organization 
websites or on GuideStar (e.g., 990s).   
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Part 2: Budget Management 
Accounting and bookkeeping software help an arts manager quickly check on the status of 
current budgets they are responsible for. Here are a few hypothetical budget formats that 
can be used for planning and analysis.   

Summary Budget (Fig.9.6) shows a template of the current year, a proposed budget, and 
variances based on dollar amounts and percentages. This budget view is at a high level and 
could be used for planning purposes.   

Detailed Budget (Fig. 9.7) drills down deeper into revenue from all subscriptions, single 
tickets, and group sales by the show. The expenses focus on the marketing budget 11 months 
into the fiscal year (FY). The amounts shown are summarized to gain a quick overview at a 
point in time. 

Project Budgets (Fig. 9.8) can provide a much more comprehensive view of where revenue 
and expenses are by functional areas in the organization. For example, this budget view 
identifies areas with significant surpluses and one area operating with a deficit.  

Cashflow Budgets (Fig. 9.9) are another tool an arts manager can use to help plan and 
foresee potential resource allocation problems over a fiscal year. It is normal for an arts 
organization to have revenues and expenses out of sync. Production expenses typically occur 
well before ticket sales revenue is generated. Other costs like rent, utilities, and year-round 
staff are the same monthly. 
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Part 3: Financial Management

Chief Financial Officer/Financial Manager
CFO/FM responsibilities include overseeing cash flow planning and accounting, preparing 
and reviewing budgets, tracking operational metrics (KPIs), and ensuring the organization’s 
financial integrity (see Box 9.4 Director of Finance and Administration). 

Their duties may also include “human resources (HR), information technology (IT), facilities, 
administration, risk management, legal affairs, and at times, responsibility for a key 
program area” (Bridgespan Group, 2009). For smaller organizations, the job title is often Director 
of Finance and Operations or Business Manager. 

Nonprofit boards also have a role in the financial management of an arts organization. Their 
fiduciary responsibilities (Ch 6) include approving budgets, financial reports, and policies. 
The CFO/FM works closely with the board treasurer to manage the organization’s financial 
resources. The CFO/FM also plays a role in the strategic planning for the arts organization 
by assessing the costs and feasibility of various strategic alternatives under consideration.  

The CFO/FM oversees the investments and any endowment funds to ensure these 
resources are invested wisely and are providing returns that are helping to further the 

mission. (Go to the 501 Commons website for more topics on financial management.) 

https://www.501commons.org/resources/tools-and-best-practices/financial-management
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Part 3: Financial Management
Financial Management Information System (FMIS)

FMIS helps keep the 
CFO/FM and managers 
informed about where they 
are in meeting the 
organization’s financial 
goals (Fig. 9.10). All the 
sources of financial activity 
flow into the FMIS and are 
organized in weekly and 
monthly reports, which 
may be shown on 
dashboards to allow for a 
quick review and analysis 
of the organization’s fiscal 
health by staff and board 
members (See sample 
dashboard screenshot).

SOURCE: https://www.nonprofitkinect.org/article/11040-using-a-financial-dashboard-helps-your-nonprofit-board-focus-on-the-essentials

https://www.nonprofitkinect.org/article/11040-using-a-financial-dashboard-helps-your-nonprofit-board-focus-on-the-essentials
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Part 3: Financial Management
Accounting Systems 
Cash-based and accrual systems track all the revenue, expenses, and transactions and then generate reports 
that are integrated into a reporting system (Fig. 9.11) and shown in budget reports and on dashboards. 

Transactions are entered using the chart of 
accounts created to track financial activity. 
The chart is further detailed in budget lines 
for each department. Fig. 9.7. for example, 
showed account numbers used to track sales 
expense categories associated with the 
marketing department. 

The screenshot to the left is an example of 
nonprofit chart accounts. While the account 
numbers don’t match with Fig. 9.7, this 
screenshot gives you a general idea of the 
typical structure of an accounting system of a 
nonprofit organization. The chart of accounts 
is also critical in creating the organization’s 
financial reports. 

SOURCE: https://www.jitasagroup.com/jitasa_nonprofit_blog/nonprofit-chart-of-accounts/

https://www.jitasagroup.com/jitasa_nonprofit_blog/nonprofit-chart-of-accounts/
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Part 3: Financial Management
Financial Statements
The nonprofit  Balance Sheet shows how much cash and other physical assets the 
organization has and its liabilities (what it owes), net assets, and which the funds are with or 
without donor restrictions. In for-profit accounting, these net assets would be described as 
the business’s equity. 

The total of the liabilities and net assets equals total assets, hence the name the Balance 
Sheet (A = L + NA or A – L = NA* – Fig.9.12).   This report is a snapshot of the organization’s 
fiscal health, comparing the current year and the last fiscal year. 

The Statement of Activity (Fig. 9.13) connects more closely to the budget by depicting the
organization’s revenue and expenses. This report allows the reader to see how the 
organization arrived at its financial condition at the end of its fiscal year and compares it to 
the previous year. When exploring arts organization financial statements on GuideStar (990s) 
or Charity Navigator, there will be variations in the terms used to designate some of the 
areas highlighted in the balance sheet and activity statement.

The Ballet West 2021 (PDF pp. 5-10) and the Asolo Theatre (PDF pp. 4-10) financial reports are good 
examples of how arts organization make public their statements of financial position. Each 
report also contains notes explaining the revenue and expense details.  

* NOTE: There is a typo on page 378 in the book. The abbreviations should read NA, not NE. 

https://www.propelnonprofits.org/resources/balance-sheet-cheat-sheet/
https://balletwest.org/wp-content/uploads/2022/03/Ballet-West-2021-Issued-Financial-Statements.pdf
https://www.asolorep.org/assets/doc/Asolo-19-20-Audit-04f2bd6b53.pdf
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Part 3: Financial Management

Ratio analysis is a quick way of examining the organization’s balance sheet and statement of
activity for clues about how well an organization is doing financially (Fig. 9.14 and Box 9.4). 
For example, calculating the days of cash on hand can be a valuable benchmark. There are 
other useful ratios at the link above, including a free ratio analysis spreadsheet that can be 
downloaded. 

Investment Strategies 
A financial manager, CFO, or treasurer works with the board of directors to develop 
investment strategies to ensure the arts organization can thrive, not just survive. The CFO 
and board members are expected to follow what is commonly referred to as prudent person 
rules. 

To exercise prudent fiduciary decision-making, the board, working with the CFO, assesses 
how much to maintain in cash reserves and how much to invest. The goal is to maximize the 
net assets available to secure the organization’s long-term viability. Box 9.5, Opera Company 
Financial Meltdown, is an example of an arts organization that did not wisely manage its 
financial resources. 

* NOTE: There is a typo on page 378 in the book. The abbreviations should read NA, not NE. 

https://www.propelnonprofits.org/resources/analyzing-financial-information-using-ratios/
https://nonprofitlawblog.com/charities-prudent-investment-laws/
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Management and the Arts 6e, Wm. J. Byrnes, 
2022 (C) 

17

http://www.managementandthearts.com/


Management and the Arts 6e
What’s Ahead . . . Chapter 10  – Marketing and the Arts 

Learning Outcomes 

10.1: Be able to recall and explain the definitions of essential marketing 

terminology

10.2: Be able to explain the importance of the exchange process in 

marketing and the arts

10.3: Be able to summarize the differences between marketing 

orientations and explain how the concept of the marketing mix, 

segmentation, and brand management can be applied to the arts

10.4: Be able to summarize marketing research processes an arts manager 

can employ and apply ethical practices to marketing

10.5: Be able to create a marketing plan for an arts organization

10.6: Be able to define public relations and summarize how PR plans are 

integrated into the overall organizational and marketing plans
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