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Abstract

The income gap is the negative margin between earned income and operating
expenses: this is the main financial concern for not-for-profit entities (both public
sector and nongovernmental organizations). Despite this, all over the world these
entities are forced to use the standard profit-centered income statements format, with
its focus on net income generation (the bottom line). This paper proposes an income
statement format that uses the income gap to understand/discuss/present the finan-
cial viability of a not-for-profit entity in the arts sector, specifically a museum. We
apply the framework to the British Museum’s income statements from 1999-2000
to 2018-2019. This allows us to analyze institutional narratives in the context of the
evolution of the museum’s financial viability over two decades, and to assess the
performance of the museum’s neoliberal reform agenda from the end of the 1990s.
Enlarging the perspective, ad hoc adaptations of the framework can allow a better
understanding of the financial viability of not-for-profit organizations, in the arts
sector and possibly more broadly in public services and not-for-profit sector.

Keywords Income statement - Income gap - Public sector - Museums - Longitudinal
analysis

The Income and Expenditure accumulated balance of £507,000 reflects no
more than the surplus for the year. It is a modest sum in the context of a turno-
ver £50 million

(Suzanna Taverne, The British Museum Annual Report, 98-99, p. 13).
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1 Introduction

Although sensible in a commercial environment, Suzanna Taverne’s complaint
about the “modest” nature of a 1% net profit margin appears out of context in
relation to the financial performance of a public and not-for-profit museum. Argu-
ably, the British Museum’s former managing Director was influenced by her
own background in the finance sector, where profit generation is key to remu-
nerate invested capital. However, the income statement format used by the Brit-
ish Museum perhaps played a role in Taverne’s reading, as its structure is very
similar to that used by commercial companies, which privileges a traditional (and
misleading) interpretation focusing on the bottom line. Would a different narra-
tive have appeared if the income statement had a different structure?

Indeed, there is a long tradition in commercial accounting that sees income
statements structured according to users’ needs and contexts, as any accounting
textbook will attest (Weygandt et al., 2018). For instance, a first, basic distinc-
tion concerns the difference between T format (or single step) and multiple-step
income statements, where the former is useful to quickly calculate net income,
while the latter provides details about the performance of the business thanks to
multiple sections, subsections and subtotals, and intermediate margins. In addi-
tion, focusing on cost of goods sold is appropriate for merchandising and man-
ufacturing companies, but this measure is not relevant for service companies.
There are many alternatives for income statements, ranging from contribution
margin income statements to activity-based ones, or to structures highlight-
ing prime and conversion costs. All of these are useful for private and for-profit
organizations. However, in the context of new public management reforms that
extend private sector accounting practices into the public sector (Olson et al.,
2001), relatively few attempts have been made to tailor income statement formats
to the needs of public organizations. In line with a sector-neutral approach, the
illustrative financial performance statements developed by International Public
Sector Accounting Standards Board (IPSASB) (2006) include revenues, expenses
(classified by nature or function) and loss or surplus, thus mimicking commercial
accounting practices and potentially leading to narratives like the one highlighted
in the opening quote.

In this paper, we focus on a not-for-profit art organization, a museum operating
within the public sector, and we propose an income statement format developed
around the idea that, from a financial point of view, art organizations are normally
unable to cover all operating expenses with earned revenue, which generates an
income gap. Our format emphasizes, therefore, the negative margin between
earned income and operating expenses—the income gap—that must be covered
with nonoperating solutions. The existence of an income gap is an intrinsic fea-
ture of a public art museum (for an investigation of the causes, see Brooks, 2000).

The income statement format we propose can help reconcile narratives and num-
bers in annual reports, giving a better understanding of the financial viability of art
organizations—that is, how the income gap is generated and dealt with, together
with the main artistic options affecting these organizations’ strategic conduct.
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By adapting an income statement format to its context, we follow the tradition
of “accounting for arts”, in the words of a panel held at the European Accounting
Association conference in 1999 (Zan et al., 2000). This means fostering a dialogue
between accounting and the arts that “do[es] not impose excessive doses of the
administrative culture, in contrast with the nature of these organisations”. This is
exactly what policymakers have done in this field by mandating the capitalization
of heritage collections, which places undue attention on an aspect that is marginal
to professional practice, and is also questionable from technical, social and moral
points of view (Carnegie et al., 2022). On the other hand, we argue that account-
ing can be helpful in this context, so long as it does not uncritically impose its
paradigms.

The paper is structured as follows. In Sect. 2, we review the available literature
on accounting in the arts. We draw on this literature to outline the main characteris-
tics of the income statement scheme that we present in Sect. 3. Section 4 provides a
rationale for this choice and a description of sources and method. Section 5 first syn-
thetizes the institutional narrative presented in the British Museum’s annual reports
from 1999-2000 to 2018-2019. It then reclassifies the museum’s income statements
using an income gap approach. We comment on the official narrative based on these
numbers, highlighting how our format can contribute to an understanding of the
financial viability of a cultural institution. Section 6 provides a discussion of our
findings, while the final section discusses some of the limitations of our paper and
possible extension and directions for future work.

2 The new neoliberal shift in the financial management of public art
organizations

In the past 25 years, new public management reforms (Hood, 1995; Lapsley, 1999)
have introduced radical changes in the field of public sector accounting. These have
led to the adoption of private sector practices (Buhr, 2012; Hodges & Mellett, 2003).
As Lapsley and Miller (2019) claim, “accrual accounting exemplifies this zealous
attempt to align the public sector with the corporate world”, seeking to imbue the
public sector with the logic of the market (Ellwood & Newberry, 2007).

The diffusion of accrual accounting in the public sector—which is one of the
components of new public financial management reform packages—has attracted
three kinds of criticism. The first deals with the notion of an asset, and points to
the fact that, in many cases, public organizations do not hold assets to earn a
return on them and are not allowed to re-sell them (Carnegie & Wolnizer, 1995).
The second relates to the informative potential of the ‘bottom line’ in a public
setting. Buhr (2012, p. 289) claims that the meaning of the ‘bottom line’ differs
between the private sector and the public sector: “because the public sector does
not exist to maximize profits, the logic of interpreting a government’s operating
results is more complicated ... Having a surplus is not necessarily ‘good’ (...)
Similarly, having a deficit is not necessarily ‘bad’.” A surplus, for instance, may
not indicate good performance but that the public organization is overcharging
its users or generating savings by providing lower-quality services. Lastly, while

@ Springer



1306 P.Ferrietal.

financial results are effective at capturing performance in the private sector,
authors like Guthrie and Martin-Sardesai (2020) argue that the presence of mul-
tiple stakeholders requires a much broader set of accountability forms. These go
beyond the scope of financial dimensions, and include political (or democratic),
public, managerial, bureaucratic, professional and personal accountability (Sin-
clair, 1995).

Accounting scholars dealing with the arts engage with these three criticisms,
but pay unequal attention to them. On the one hand, the heritage capitalization
issue attracts much scholarly interest. Moving from the seminal study of Rowles
(1992) regarding the alleged relevance of capitalizing heritage assets in muse-
ums (see also Micallef & Peirson, 1997), a relatively large number of authors
contest the practice theoretically (Anessi-Pessina et al., 2019; Biondi & Lapsley,
2014; Carnegie & Wolnizer, 1995, 1996; Carnegie et al., 2022; Stanton & Stan-
ton, 1997; Woon et al., 2019) and empirically (Carnegie et al., 2013; Ellwood
& Greenwood, 2016; Ferri et al., 2021; Hooper et al., 2005; West & Carnegie,
2010).

The need to go beyond financial accountability (Guthrie & Martin-Sardesai,
2020) is also present in the debate on accounting in the arts, but with different
nuances. While some authors criticize government-imposed nonfinancial meas-
ures of performance for their inability to represent the richness of the activities
and impacts of cultural organizations (Abdullah et al., 2018; Chiaravalloti, 2014;
Gstraunthaler & Piber, 2007.), others propose alternative sets of indicators, draw-
ing on vitality and viability (Carnegie & Wolnizer, 1996), UNESCQO’s opera-
tional guidelines (Woon et al., 2019), sustainable development goals (Magliacani,
2022), or following the more traditional balanced scorecard approach (Basso
et al., 2018; Zorloni, 2012).

From the point of view of financial accountability, however, relatively less
attention has been paid to conceiving alternatives to commercial accounting-
inspired income statement formats, which are structured to focus the analyst’s
attention on the ‘bottom line’. In other words, reactions to the ‘colonization’
(Oakes & Oakes, 2016) of private sector accounting in the arts deal with balance-
sheet issues (that is, the evaluation of heritage assets) or look for alternatives
outside financial accountability (that is, the nonfinancial indicators debate), with-
out problematizing variables related to income statements. Although we agree
with Carnegie and Wolnizer (1996, p. 88) when they say that in “the context of
museums, a concentration on financial outputs is misplaced and restrictive”, we
acknowledge that financial data can illuminate crucial phenomena if they are
structured in a way that is consistent with the institutional, organizational and
social contexts in which such institutions operate.
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3 Income focus, the income gap approach and financial viability:
a proposal

Our proposal for an alternative income statement format for public museums has
three pillars.

3.1 Anincome-centered approach

The first element of our approach is to look at income variables rather than
asset-related dimensions. This choice draws on a view of income as the central
phenomenon of business activities (see Zappa, 1937), considering capital as a
consequence, in terms of surplus generated. Moving to the specific field of arts
organizations, we share prior concerns about the capitalization of collections for
accountability purposes (Carnegie & Wolnizer, 1995; Ferri et al., 2021): financial
viability is already complicated without assuming the idea of remunerating—or
sometimes even paying back—the initial investment.

In addition, our focus on income rather than asset-related dimensions aims
to counterbalance the attention media and politicians often pay to the initial
‘investment’—for example, the opening of a new museum or a new gallery—at
the expense of ongoing operations—such as the daily activities of opening to the
public and managing the collection. The idea of granting extraordinary funding
to arts organizations through the National Lottery in the UK epitomizes this bias
toward assets/investment against income/running conditions, with all the poten-
tial negative impacts.

3.2 Theincome gap

The ‘income gap’ is the second element we use to develop our framework. This
gap, which most arts institutions systematically generate, is the negative margin
that is left after subtracting operating expenses from earned income (for example,
self-generated income directly related to a museum’s ongoing operations: tickets,
bookshop sales, cafeteria, et cetera):

earned income — operating expenses = income gap )

In fact, in almost every museum in the West, including in the US, revenue generated
by operations does not cover operating expenses, leaving a negative margin—the
‘income gap’—that has to be covered with outside resources, such as public grants
or donations, discussed below.

Although the idea of a ‘gap’ could suggest that the difference between earned
income and operating expenses must be eradicated, on the contrary, by making it
visible and central we believe it will remain—indeed, it ‘must’ remain, in accord-
ance with redistribution policies (Padovani & Young, 2011) of arts organizations.
Instead, the crucial issue is to negotiate a politically acceptable level of ‘intrin-
sic’ gap. Here, conditions of sustainability are defined more in political terms
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(the level of gap that is tolerated, maybe in competition with other social services
and goals) than in strictly economic ones (through self-generated resources). This
involves acknowledging different layers of responsibilities and accountabilities—
who is responsible for what—particularly in terms of a cultural institution’s cur-
rent administration versus its institutional and political design.

3.3 From the general to the particular: operationalizing the income gap
approach in a museum

The third element of our approach concerns its case-specific adaptability to support
an understanding of patterns of change at the organizational level (a museum in our
case). Tailoring the income gap approach to a specific case requires understanding
the distinct areas of activity performed by an organization, then structuring revenue
and expenses to highlight margins by groups of activities that require distinct com-
petencies. While this process replicates a more general activity-based cost approach,
what matters here is the differentiation of activities that are more or less directly
(and constitutively) associated with the core activity of the museum. While the
notion of ‘margin’ is a characteristic of a multiple-step income statement, structur-
ing margins according to layers of strategic action is not that obvious.

Without aiming to provide a universal solution, in principle, there are three main
areas:

— The core, institutional activities of a museum, including care, research, conser-
vation of collections and access to permanent exhibitions. This is the area that
generates most of a museum’s expenses, while producing little revenue in gen-
eral. The difference between institutional-related revenue and expenses leads to a
first-level income gap.

— Activities relating to temporary exhibitions are relevant on their own, as they
often require ad hoc programming, logistics and a different pricing system com-
pared with access to permanent collections. When a museum opts for blockbuster
exhibitions, revenue generated from tickets and sponsorship may far exceed
expenses. After calculating the margin from temporary exhibitions, a second-
level income gap can be discerned, including margins from institutional activities
and temporary exhibitions.

— Commercial activities relate to services offered to complement the cultural offer
(bookshop, restaurant and the like) and should generate, in theory, a surplus. The
third-level income gap includes margins from institutional activities, temporary
exhibitions, and commercial activities.

Proceeding from this, other miscellaneous revenue and expenses can then be
included, leading to the residual income gap. Considering how the residual income
gap is generated and how it is covered is the first step toward understanding the
financial viability of a cultural institution.
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3.4 The income gap format as a tool to understand the financial viability
of an arts organization

Building on the three pillars outlined above—an income-centered approach, an
analysis of the income gap and case-specific operationalization of main activities—
the financial viability of an art organization operating in the public sector can be
tentatively analyzed by focusing on how the income gap is generated and covered,
explained though narrative and financial data.

In terms of income gap generation, this approach highlights the drivers of the
gap, looking at margins generated by different streams of (strategic) actions. This
sheds light on attempts to control economic results without degrading the cultural
and social meaning of core activities, or to underline more unbalanced situations in
one direction or another.

Further insights on the financial viability can be gained by examining how the
income gap is covered. General and case-specific dynamics may be relevant here.
In general terms, there are differences between the US model, where donors play a
huge role through direct contributions or rent of endowments, and the European one,
where public subsidies have historically supported the financial viability of cultural
institutions (Temin, 1991). The neoliberal agenda has interrupted these general and
historical patterns, leading to increased competition in the US, and dramatic impacts
during economic crises (e.g. Toepler, 2006); and an imperative to reduce the burden
on the taxpayer in the European context by searching for alternative forms of fund-
ing in the pursuit of ‘revenue diversification’ (Chang & Tuckman, 1994). If histori-
cal and general patterns can be identified at the aggregate level, it is equally interest-
ing to examine how the same pressure plays out at the organizational level. Here, the
British Museum is a particularly useful example, both for the historical context of
post-Thatcherism and its transformation in the past 20 years.

4 Research method
4.1 Case selection

We operationalized our analysis with respect to a single, representative case study
(Yin, 2011) and in a longitudinal fashion, looking at data over long periods of time
(Ployhart & Vandenberg, 2010). The British Museum is an excellent case study for
examining our income statement format built around the income gap notion for two
reasons. First, it has a policy of information disclosure and publishes annual reports
about its activities and results, along with a review of its exhibitions, collections
and audiences. These two types of documents provide the managing body’s narra-
tives and financial data about the museum’s activities. Second, one of the authors of
this paper analyzed the British Museum in the late 1990s (Zan, 2000). In particular,
the author reconstructed the complex texture of events behind the deficit crisis that
unfolded at the British Museum between 1995 and 2000, which led, among other
things, to workers threatening to strike for the first time in the museum’s history,
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in reaction to the announcement of workforce cuts in January 1999. Therefore, the
longitudinal approach of the study takes advantage of an earlier understanding of
the organizational context, and it acts as a sort of ‘years after’ analysis, where the
researcher goes back to the field ex-post to understand current changes, stressing
elements that were not anticipated, foreseen and understood at that time by organi-
zational actors and the analyst as well (Ferri & Zan, 2016; Van de Ven & Huber,
1990).

4.2 Data sources

The sources of data for the study are the Trustees’ annual reports and museum
reviews published by the British Museum for the financial years 1999-2000 to
2018-2019 (which was the last available annual report at the time of writing).
These documents, and in particular the annual reports, provide textual and
accounting information for each year. Textual information is structured in para-
graphs and expresses the institutional narrative on the museum activities: an
introduction from the director (or Trustee’s Chair) that usually gives an overview
of the development of the museum’s activities during the year, while the first
paragraphs describe the structure, governance and management of the museum,
strategic direction, performance against objectives, and plans for future periods.
The second part reports on public benefit, sustainability, social and community
issues, references and administrative details and results according to the perfor-
mance indicators of the Department for Digital, Culture, Media & Sport (here-
after DCMS); the third and final section provides the financial statements along
with notes for the accounts.

4.3 Data analysis

The method chosen for analyzing our case study is a mixed methods approach
(Miles et al., 2018), where financial and textual data are combined.

We first analyzed the textual content of the annual reports. Following Weber
(1990), we selected the information to be analyzed according to the presence and
salience of the topic of interest. In our case, this was information regarding the
financial viability of the museum’s operations. Paragraphs or parts of the text
where issues were present and salient were included, ranging from the director’s
introduction to parts devoted to “Income generation” (the annual report for year
2005-2006, p. 16), or “Trading” (the annual report for year 2011-2012, p. 18).
We excluded text where information relevant to this topic was absent or negligi-
ble, such as those communicating partnerships with other museums or changes
to a given committee. For each yearly report, we selected text that represented
the institutional narrative on financial viability (Weber, 1990). We then compared
these narratives on a year-by-year basis and performed an operation of “temporal
bracketing” (Langley, 1999). Phases were identified considering the internal con-
sistency of the institutional narrative for a given timespan and its discontinuities
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between periods (Langley, 1999). A phase is characterized by a consistent nar-
rative spanning several years on a major issue or achievement. At the end of this
process, after iterating this exercise many times, we divided the study period
into three phases: 2000-2001 to 2004-2005; 2005-2006 to 2015-2016; and
2016-2017 to 2018-2019. To support this analysis, we aggregated information
about expenses and revenues for the whole period into a single table (see Table 1),
following the British Museum’s income statement structure. Note that develop-
ing Table 1—in principle, merely a summary of the original data—required some
changes to and assumptions about income or expenses items, their composition
over time, and inconsistencies in data for individual years. The main assumptions
used in this process are presented in the Appendix.

Then, we applied our income gap approach to the British Museum’s financial
data. Moving from Table 1, revenue and expenses items were re-aggregated using
a multiple-step income statement structured according to an ‘income gap’ logic
(Table 2), thus breaking down the income gap into different components (for exam-
ple, institutional activities, temporary exhibitions, commercial activities). In refor-
mulating the original items in Table 2, we had to split or aggregate revenue and
expenses items, thus diverging from the presentation of data in the actual financial
reports (see the Appendix).

The reformulation of the items from Tables 1 and 2 prompted us to develop our
own narrative for each phase, and then interpret it through a detailed comparison.
This resulted in a deeper, more fine-grained analysis of the issues of financial viabil-
ity contained in the museum narratives (Miles et al., 2018, p. 55) and allowed us to
achieve a focused and deep understanding of the complex financial context of the
museum.

5 Findings

In this section, we first provide background information on the administrative his-
tory of the British Museum, focusing on discussion triggered by the publication of
the Edwards Report in 1996, as explained in (self-quotation) (Sect. 5.1). In Sect. 5.2,
we present the institutional narratives outlined in the annual reports of the museum
from 2000-2001 to 2018-2019 in three phases. Next, in Sect. 5.3 we move to ‘our’
numbers, trying to structure a narrative that reflects changes in the museum’s finan-
cial viability. This narrative follows the income statement scheme using the income
gap concept, as in Table 2. We also consider additional data provided but not com-
mented on in the reports, such as museum staffing levels for the whole study period,
which allows us to make sense of year-by-year differences, for instance in terms of
total staff (see Table 3). Finally, we use the framework to compare actual achieve-
ment with the neoliberal policy indications of the Edwards Report (5.4).

@ Springer



1312 P.Ferrietal.

5.1 Background: Edwards Report

One of the most dramatic moments of the British Museum in its 260-year history
occurred at the end of the 1990s, when it announced staff cuts to reduce expenses,
which raised fierce resistance from employees. The austerity policy was included in
the Edwards Report, issued in 1996.

The Edwards Report was initially commissioned by the Trustees to support a
quest for additional government funding due to an expected 25% reduction in the
total budget, and it turned out to be very critical of the museum’s management. It
had a strong focus on efficiency-related issues, with scant investigation of curatorial
content, and it was perceived by the professional community as a ‘cost-cutting exer-
cise’ (self-quotation: 233).

In fact, the report acknowledged the cause of the deficit—a reduction of govern-
ment funding (— 10%) and inflation (— 15%)—and thus suggested a 25% reduc-
tion of expenses. However, it identified additional problems in poor management,
causing a sort of ‘hidden deficit’ due to underspending in the modernization of the
museum (in other words, bad policies were causing extensive underspending: thus,
in a ‘normal situation’, the real deficit would have been even bigger).

Two options were presented at that time. Option A proposed a substantial reduc-
tion of staff (33%) and gallery closures as conditions to avoid the introduction of an
admission fee. Option A, with a severe deficit attached to it, was already presented
as a ‘non-option’ (self-quotation, 2000, p. 227) that could jeopardize the museum’s
activities while not adequately addressing the prospective deficit. Option B would
instead introduce admission fees and an increase in expenses needed to solve the
‘hidden deficit’, which would be funded by minor reductions of staff (‘only’ 25%
versus 33% in option A). According to option B, the museum would break even
from the 3rd year.

The introduction of an admission fee was harshly opposed by professional com-
munities and the UK cultural establishment. Free entry was a principle of the
‘founding fathers’ of the British Museum, part of its identity. The proposal to intro-
duce a ticket was sarcastically defined by Smith (1996) as “madhouse economics’:
admission fees would reduce visitors, leading to an increase in marketing expenses
to win them back, thus increasing the deficit.

In addition, the Edwards Report suggested crucial changes in less socially sensi-
tive areas, namely:

— The management of key programs—exhibitions had to be reduced from 25 per
year to 15-20 per year';

— Income opportunities—a further suggestion was to increase fundraising and rev-
enue from commercial activities;

! Curiously, there is an inconsistency between the ‘Executive summary’ and ‘Chapter 2°, which on the
contrary suggests an expansion of activities: self-quotation, 2000.
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— The accounting system—a very old-fashioned accounting system needed sub-
stantial changes, with a better-defined distinction between ongoing operations
and investments.

As reported by (self-quotation, 2000), although an admission fee was not intro-
duced, and staff reduction was relatively marginal in the last years of the 1990s (40
people took voluntary redundancies), the museum showed a “modest” surplus in
1998-1999, according to the Managing Director at the time.

5.2 Twenty years of financial results in the British Museum’s institutional
narratives

Three phases can be identified in our documentary sources by the British Museum in
the past two decades (see also Table 1). The first phase (2000-2001 to 2004-2005) is
explicitly acknowledged in the annual reports as a period of identification and reso-
lution of the deficit issue. The second phase (2005-2006 to 2015-2016) corresponds
with the bulk of Neil McGregor’s directorship, summarized in the 2015-2016 annual
review. The third phase covers the remaining years of the study period (2016-2017 to
2018-2019), with Hartwig Fischer’s appointment as director.

The reports of phase 1 focus on the museum’s financial results, and in particular
on the deficit issue. Despite the surpluses registered in 1998-1999 and 1999-2000,
there are losses in 2000-2001 and 2001-2002. According to the reports, the deficit
issue is allegedly solved in 2004-2005, thus marking the end of this phase.

The majority of comments in this phase deal with actions to reduce expenses, which
we present here in the priority given to each of them in the report. The first action is the
cancellation of the Study Centre project. This modern facility for curators and schol-
ars was launched in 1995, but encountered serious technical problems. In addition to
erasing investment commitments, canceling the project was meant to reduce operating
expenses, as it “secures the early return of Ethnography, Prehistory and Early Europe
and the Development Office to the Great Russell Street site, dispose[s] of surplus prop-
erties, improve[s] the efficiency of the use of resource, [and] secure[s] closer alignment
between the public and curatorial programmes” (BM 2004-2005 annual report, p. 6).

Major exhibitions were also reduced, “as a contribution towards eliminating the
deficit” (BM 2002-2003 annual report, p. 13). The generation of income during this
phase is consistently seen as not sufficient or falling short of targets, such as in 2001
“as a result of reduced visitor numbers in the wake of the foot and mouth epidemic
and the events of 11 September 2001” (BM 2000-2001 annual report, p. 8). Inter-
estingly, reports in this phase allocate just a few lines to the “key requirement” to
“reduce staffing by about 150 (BM 2004-2005 annual report, p. 6).

During phase 1, the reports also underline the museum’s position on entry
charges. This issue is central to the controversy about the Edwards Report and the
general debate involving all UK national museums. Complying with the new DCMS
national policy, the museum “has maintained its commitment to free admission and
has been pleased that this has been extended to all national museums and galleries”
(2001-2002 annual review, p. 42, emphasis added).
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Eventually, the deficit issue is explicitly acknowledged as solved in 2004-2005,
ending phase 1: “The actions have all been completed, and the target of returning to
break even in 2004-2005 has been met” (BM 2004-2005 annual report, p. 2).

In phase 2 (2005-2006 to 2015-2016), the focus is on the museum’s achieve-
ments and success in terms of attendance and exhibitions, under the directorship
of Neil McGregor (for the major part of this period), thus marking a difference
with phase 1.2 The BM 2015-2016 annual review retrospectively acknowledges
this period as a phase on its own, characterized by growth through a “wide-rang-
ing model”, whose key feature is “a consistent emphasis on scholarship and using
the collection to communicate ideas to as wide an audience as possible” (p. 6).

Reports in phase 2 often highlight the success of temporary exhibitions, stress-
ing related income from tickets and corporate support, and visitor numbers.
Consider, for example, these illustrative quotations relating to the First Emperor
(2007-2008) and Life and Death in Pompeii and Herculaneum (2012-2013)
exhibitions:

The First Emperor was the most successful UK exhibition since Tutankha-
mun in 1972. Admissions income in excess of £7 m was generated from
855,000 visits. In addition, the First Emperor attracted one of the largest
sponsorships deals in the arts when Morgan Stanley generously agreed to
support it (BM 2007-2008 annual report, p. 14).

Life and Death in Pompeii and Herculaneum, sponsored by Goldman Sachs, sold
70,000 tickets before opening. This is just the latest in a decade of ‘scholarly’
exhibitions at the BM that reached a mass public—from China’s terracotta war-
riors to shows on Hadrian and Shakespeare (BM 2012-2013 annual report, p. 3).

In terms of visitors, success is also stressed at a more general level, such as in
2013 when:

Annual visits to the BM rose to 6.8 million. It has been a huge change over
the centuries and the 2013 figures were the best ever, beating the previous
peak (5.9 million in 2008) and up 20% on 2012 (BM 2013-2014 annual
report, p. 3).

Reports in this phase also emphasize the importance of corporate support for the

museum’s program of events, and the crucial role of the government grant-in-aid
providing “a secure basis of longstanding funding, which alone can guarantee the
care and research of the collection” (BM 2012-2013 annual report, p. 3). In terms
of capital investment, the reports also focus on completing the World Conserva-
tion and Exhibition Centre, “the largest project the BM has undertaken recently”
(BM 2013-2014 annual report, p. 3). The project is a £105 million hub in the
north-west wing of the museum building with conservation studios, controlled
object storage, loan facilities and state-of-the-art exhibition galleries. The open-
ing of the center marks the narration of the last years of phase 2.

2 Actually, the directorship started on 1 August 2002. In this sense, it would be imprecise to associate his
name with phase 2 only.
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Phase 3 covers the remaining years of the study period (2016-2017 to
2018-2019) and coincides with the new directorship of Mr. Fisher (ongoing).
While narratives in phases 1 and 2 strongly reflect specific dynamics of change
through a focus on distinctive quantitative elements—cost-cutting and expense-
related data in phase 1, growth and income and visitor-related data in phase 2—
narratives in phase 3 are less clearly characterized, and are, therefore, less telling.
They comprise, in fact, general or vague acknowledgments to corporations and
donors, such as:

The British Museum relies on its generous partners and benefactors who share
the Museum’s vision and support its work (BM 2016-2017 annual report, p.
14).

The BM’s new Membership tiers—Corporate Members and Partners—
enjoyed special access for their staff and clients. The BM is grateful to this
growing community and indeed to all its supporters, who generously underpin
the BM’s wide-ranging activities (BM 2016-2017 annual report, p. 15).

In addition, relevant financial figures are presented but without commentary. For
example, the admission income figure is provided, as part of the set of performance
indicators required by DCMS of all national museums. However, no further infor-
mation or comment is given beyond the raw number. This lack of characterization is
perhaps related to a transitional phase, from Mr McGregor’s longstanding director-
ship to the new one.

5.3 Twenty years of financial results at the British Museum: an income gap
assessment

While the previous paragraph reports narratives and numbers as woven together in
the BM reports, here we perform an income gap analysis of the museum to reflect
on its financial viability in each phase. This allows us to determine when the insti-
tutional narratives and ‘our’ understanding differ. To be clear, the aim is not to spot
mistakes or misinterpretations in the institutional narratives, but to highlight aspects
that are not identified or commented upon due to different logics in making financial
phenomena visible.

5.3.1 Phase 1(2000-2001 to 2004-2005)

The British Museum’s narrative depicts phase 1 as centered on identifying and
resolving the deficit issue by reducing expenses. However, Table 2 suggests a differ-
ent interpretation: expenses, particularly expenses connected to institutional activi-
ties, are not reduced, and fuel instead the first-level income gap, which grows from
£25.3 million in 1999-2000 to £41.6 million in 2004-2005. Increases in expenses
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for ‘care, research and conservation’ and ‘public access, education and events’ drive
this trend. It is worth remembering that in this same period, 171 jobs were removed.’

Instead of a cost-cutting process, what emerges is a dynamic of substitution
between different kinds of expenses, where savings on labor expenses fund improve-
ments to institutional activities, including care, research, conservation of collections
and access to permanent exhibitions.

The second income gap, calculated after accounting for temporary exhibitions’
margins, shows the negative impact, at least in financial terms, of temporary activi-
ties, which generated more expenses than income. Although not negative, margins
from commercial activities are negligible, and ultimately reduce the income gap in
very modest terms (see third-level income gap).

The positive results achieved between 2002-2003 and 2004-2005 are possible
thanks to the margin obtained from items associated with non-operating activities,
which compensate for an increase of about £2—£3 million of the residual income
gap between 2000-2001 and 2004-2005; in particular, investment income and rent
receivable (£3.0 million in 2000-2001) and funding capital expenses using the pro-
ceeds from the sale of surplus properties (£4.6 million in 2001-2002; £4.2 million
in 2002-2003, see Table 1).

To sum up, during phase 1, the process of deficit resolution does not lead to sav-
ings, but rather to a substitution of expenses. Cutting jobs (Table 3) and the savings
due to the reduction of temporary exhibitions are counter balanced by an increase of
expenses on the permanent collection; the financial viability of the museum centers
on using the grant-in-aid and extraordinary proceedings to cover this gap.

5.3.2 Phase 2 (2005-2006 to 2015-2016)

According to the museum’s reports, phase 2 demonstrates the success of temporary
exhibitions within the general concept of a ‘wide-ranging model’, intended to pre-
sent the collection through various means to various audiences.

In our view, the ‘wide-ranging model’ has implications for the financial viability of
the museum, with elements of continuity and break compared with the previous period.

In line with phase 1, the income gap from institutional activities continues to
grow, sometimes dramatically: at the end of phase 2, this gap is £56.5 million, more
than double the gap at the beginning of phase 1 (£27.4 million in 2000-2001). The
increase is driven by expenses in ‘Care, research and conservation’, which peaks
in 2011-2012. However, unlike phase 1, income related to institutional activities
shows a considerable increase. For instance, donations increase to £6.0 million in
2015-2016, although with substantive variations yearly.

What marks a difference in the financial viability of phase 2 compared with
phase 1 is the impact of temporary exhibitions and commercial activities.
Table 2 shows that, starting from 2006 to 2007, temporary exhibitions and com-
mercial activities reduce the income gap, rather than increasing it, as in phase

3 Note that the reduction of 150 jobs presented in the reports refers to the net effect. Table 3 shows how
from 2000-2001 to 2004-2005, the actual reduction of personnel included 171 jobs.
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1. In other words, temporary exhibitions start generating positive and consistent
margins,* and the contribution of commercial activities moves from being mar-
ginal to crucial. As a result, the residual income gap during phase 2 is consist-
ently contained and kept at the same level as phase 1 (between £30 and £40 mil-
lion, except in 2011-2012). Variations in staffing levels are consistent with these
dynamics, reflecting a stronger orientation toward income-generating activities.
Although this is less pronounced compared with phase 1, the loss of jobs is cen-
tered on the less ‘profitable’ activities, such as care, research and conservation
(— 72 positions between 2009-2010 and 2015-2016). On the other side, tem-
porary exhibitions and commercial activities display sudden variations during
phase 2 (from £5.8 million to £10.3 million and from £14.5 million to £11.2 mil-
lion respectively), suggesting an ongoing transfer/requalification of staff depend-
ing on the results of temporary mass exhibitions.

To sum up, although the official narrative is one of the ‘wide-ranging model’
leveraging temporary exhibitions, our analysis shows that this explanation
is partial: while earned income from institutional activities increases, their
expenses increase more than proportionally, boosting the first-level income gap.
Overall, the positive results of phase 2 narrated by the museum’s reports on the
income side are based on the ‘silent’ introduction of entrance fees for temporary
exhibitions that are then used to cross-subsidize access to the permanent col-
lection, thus safeguarding the museum’s founding principle of free entry to the
permanent collection. In any case, financial viability rests on the robust support
of the grant-in-aid that still plays a crucial role in covering the residual income
gap and leads to a surplus in nine out of 11 years of phase 2).

5.3.3 Phase 3 (2016-2017 to 2018-2019)

The museum’s narrative depicts phase 3 as a period characterized by the suc-
cess of fundraising activities, while scant or no attention/importance is given to
financial streams of income or expenses.

In contrast, our analysis shows that the expansion in income and expenses
across all areas slows down, sometimes dramatically, as in the case of expenses
for care, research and conservation (— £4.7 million) and income from com-
mercial activities, which halves between 2016-2017 and 2017-2018. Interest-
ingly, our analysis shows that conservation expenses are reduced but sustain-
able because of fat margins on temporary and commercial activities. Our
analysis highlights that when these margins are restrained, as in 2018-2019, the
deficit can be covered only through income from other items: that is, gains on

4 Although the original documents list the temporary exhibitions held during the year, often distinguish-
ing free exhibitions from ticketed ones, it is unclear how much income is obtained through ticketing or
through sponsorship for a given exhibition, due to the absence of comments in the reports. Similarly, we
were not able to break down the income from commercial activities, given the absence in the reports
of the contribution of specific activities constituting this item (restaurant, bookshop, merchandising, et
cetera).
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investments (see Table 1). While staff numbers are again reduced, with the loss
of 77 positions, the residual income gap of phase 3 is similar to phase 2 because
the two trends (reduction of both expenses and margins from commercial activi-
ties) cancel each other out, in the context of a stable grant-in-aid.

Rather than showing a different approach to financial viability, the income
gap and how it is covered are driven by a similar logic to phase 2, although with
a lower level of intensity. Temporary exhibitions are ticketed and supported by
corporate sponsorships, cross-subsidizing institutional activities. Income from
commercial activities decreases and has less-positive margins than phase 2.

5.4 A further use of the scheme: policy assessment

In addition to revisiting the narratives of the administrators by triangulating num-
bers and text, the income gap analysis can be used to assess a specific policy. In our
case, this refers to the extent to which the recommendations of the Edwards Report
in 1996 were followed.

These recommendations implicitly address the need to reduce the museum’s
income gap. While the reduction of public funding was not contested, the report
recommended:

— Increasing earned income through introduction of entrance fees, and direct spon-
sorships of major projects;

— A ‘cost-cutting exercise’, to reduce the workforce by 25-33% (according to the
two options), while also addressing the situation of ‘hidden deficit’, or under-
spending.

Our reconstruction based on the income gap framework helps understand the
extent to which the actual strategies enacted at the British Museum followed these
guidelines. In phase 1—resolving ‘the deficit issue’—the Edwards’ idea of leverag-
ing revenue from access did not take place: voluntary contributions to the permanent
collection were negligible, as was income from temporary exhibitions; revenue from
commercial activities did not have an impact on margins in this phase (and indeed,
expenses increased proportionally). In short, the implementation of Edwards’ sug-
gestions in this phase is softly concealed by numbers: the increase of expenses relat-
ing to permanent collections reflects an action directed toward the qualification of
expenses, with the aim of reducing the underspending that characterized the ‘hid-
den deficit’ as defined by the Edwards Report. Regarding ‘fairness’ in disclosing
information, the official narrative does not place much emphasis on the intervention
in the labor force (171 people fired in the period, not counting new positions: see
Table 3).

The ways in which phase 2 could be read from the perspective of the Edwards
Report are particularly interesting. The ‘wide-ranging model’ launched in
2005-2006 largely departs from the ‘cost-cutting’ exercise suggested by the report,
and all expenses for institutional, temporary and commercial activities increase. But
then, in another aspect, Edwards is successful: using temporary exhibitions, the old
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taboo of not charging fees for entry could be bypassed. Moreover, thanks to the con-
tribution of more aggressive commercial activities, a positive margin contributed
in this phase to cover an increased institutional income gap of £56.5 million. The
ongoing and slightly increasing role of the grant-in-aid also contradicts one of the
main assumptions of the Edwards Report. Phase 3 confirms the departure from the
report’s main tenets, although in a weaker way compared with phase 2.

Overall, compared with the quite stark cost-cutting exercise suggested by the
Edwards Report (which was criticized for its lack of understanding of curatorial
aspects), what actually took place was a less radical neoliberal approach, more
nuanced and contradictory in itself. The director and the Board defended some
basic aspects of running a museum, including increasing conservation expenses
rather than reducing them, maintaining free access to permanent exhibitions, decid-
ing to charge visitors for blockbuster exhibitions and an increase of commercial
activities—and to maintain/increase the covering of the overall income gap (with
increased grant-in-aid).

The way in which financial viability was achieved in phase 2 succeeded in medi-
ating between conflicting values that were involved in the Edwards controversy.
Exhibitions at the British Museum are crucial because they accommodate a trade-off
between identity and publicness on one side and sustainability on the other. Identity,
in terms of founding principles such as access to knowledge and free entry, had to
be preserved because it is connected with the public nature of the museum and the
government funding it receives—the museum’s glorious identity and prestige. Sus-
tainability means being able to pursue its core activities (which also comprise cura-
torship, research into the collection and care of its objects) without being fragile and
under constant risk of suffering cuts in government funding.

6 Discussion

This paper departs from a ‘sector-neutral’ approach (Bradbury & Baskerville, 2007;
Ryan et al., 2007) to propose an income statement format that suits the specificities
of art organizations operating within the public sector. This format makes visible the
income gap and allows an understanding how different streams of action contrib-
ute to its generation and reduction. It stems from the idea that generating operating
expenses that are higher than earned revenue is part of the constitutive nature of
public cultural institutions, and that any analysis of financial viability should start
from there.

Compared with a traditional, bottom-line focused income statement, our proposal
acknowledges the distinct responsibilities of management and stakeholders (donors
or public sector agencies). Although the origin of the income gap and how it is cov-
ered are interrelated—that is, decisions to increase expenses for conservation may
relate to expectations regarding raising public funds or donations—the proposed
income statement format outlines different levels of responsibility and accountabil-
ity by analytically separating the two logics. It does this from both above and below
the residual income gap, distinguishing between:

@ Springer



The income gap reporting framework in public not-for-profit... 1329

— Who is responsible for keeping the income gap at a certain level, following the
bargaining processes that define it, managing effectively and efficiently, maneu-
vering degrees of freedom in running current operations.

— Who is responsible for covering the residual income gap.

Separating responsibilities for ongoing operations and covering the residual
income gap provides relevant information for accountability purposes. It introduces
a distinction between political responsibilities for setting up museums, including
solutions for covering the intrinsic income gap, and managerial responsibilities for
ongoing operations within the constraints of the agreed income gap. This is crucial
to avoid ambiguity, misunderstanding and possible future failures. An acknowledg-
ment of multiple and different responsibilities is seldom present in debates about the
financial performance of cultural institutions, which tend to assume that the finan-
cial viability of a cultural organization exclusively depends on decisions made by
its management. With reference to the British Museum case, the application of our
income statement format shows quite clearly that the success of phase 2, the wide-
ranging model period, rests on an increase in income generation activities, coupled
with consistent support from the government.

Moreover, the tool can also be used to break down aggregate information in the
case of multi-unit museums, or cultural policies at the local level that involve a vari-
ety of cultural institutions. This allows for a presentation of individual contributions
to the overall income gap in a sort of sectional income statement, with possible
cross-subsidizing phenomena between entities, before or in addition to the issue of
funding the residual income gap. The example of Machu Picchu is typical, where
ticket revenue earned on the site—which is not an autonomous entity, but part of the
regional body in charge of culture—generously funds the recovery and daily opera-
tions of the heritage in the whole Vilcanota Valley (Zan & Lusiani, 2011).

We maintain that an income gap income statement allows a robust understanding
of the impacts of strategic choices on financial results (in terms of income statement
impacts); a consistent narrative based on numbers; and the possibility of linking an
organization’s trajectory of change to specific plans or policies designed at a higher
level. This is something that is not always present in the institutional narratives pro-
duced by an organization, as can be seen in phase 3 at the British Museum, where
little attention is paid to financial figures. Our proposal underlines the importance
of exploiting the content of financial reports before moving to other tools that could
improve the representation of performance, such as social reporting, balanced score-
card and the like (Basso et al., 2018; Magliacani, 2022; Woon et al., 2019; Zorloni,
2012). In other words, the proposed format exploits financial data to understand
underlying economic phenomena, echoing Giannessi (1960),” and taking a strate-
gic view into account. In a public and not-for-profit environment, this implies struc-
turing a narrative account by first looking at the income gap’s determinants, thus
reading the scheme ‘from above’, identifying the main activities and their financial

5 Giannessi (1960) defined accounting as the process of translating economic phenomena into numbers,
and then re-converting numbers into economic phenomena.
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impact, and then understanding the final institutional agreement on how to cover
the income gap, therefore looking at the scheme ‘from below’. The structure of rev-
enue and expenses for areas of activity, the intermediate margins, and the overall
notion of an income gap contribute, therefore, to a better understanding of financial
viability, more than simply referring to ‘streams of revenue and costs’ as is usual in
business-model related literature (Baden-Fuller & Morgan, 2010; Beattie & Smith,
2013; Haslam et al., 2018; ICAEW, 2010; Nielsen & Roslender, 2015; Page, 2014;
Shafer et al., 2005; Singleton-Green, 2014; Teece, 2010).

In contrast with commercial-like income statement formats, a crucial aspect of
the income gap approach is its ability to ‘open a dialogue’ (or indeed forms of resist-
ance) with neoliberal policies (Lapsley & Miller, 2019). The latter can be read as
an attempt to minimize the income gap, either by making the user pay or squeez-
ing expenses, or both. Using the notion of income gap, we can, therefore, focus on
the neoliberal assumption of a specific policy (remember the Edwards Report), in
a sense assessing the ‘degree of neoliberalism’ that a specific policy incorporates.
Therefore, the approach can be used to assess at what level and to what extent a
neoliberal agenda affects the financial viability of an (art) organization, thus allow-
ing contextual adaptations to emerge, as in the case of the British Museum, were the
leadership was eventually able to resist the cost-cutting exercise suggested by the
Edwards Report. In a nutshell, the income gap approach can be used to assess (cul-
tural) polices, and to defend the very existence of the income gap as a constitutive
element of not-for-profit culture organizations.

7 Concluding remarks

In this paper, we present the income gap framework as a tool for investigating the
financial viability of a museum based on actual results (published reports and docu-
ments). This analysis can be improved when complemented with additional data,
integrated with the informative system of an organization. It can also be adapted for
organizations beyond the museum sector. Maintaining the focus on actual results,
a richer narrative of how the financial model of the museum has evolved over time
could be achieved by adding information gathered through interviews, internal doc-
uments, newspaper articles and other policy documents. Indeed, at a basic level, the
scheme could be used to trigger questions and focus attention. The integration of the
framework with other sources could provide more transparent narratives to exter-
nal parties about a museum’s strategies, particularly in relation to funding elements.
This would be more than a descriptive illustration of fundraising actions, in that tri-
angulation could help in falsifying some data, actions, and links between them on
a substantive basis (something we did not do in our exercise). This should not nec-
essarily be done on a yearly basis, where differences become minor and strategic
discontinuity is hard to follow—we suggest a periodic effort every 3 or 5 years. The
problems and costs of this kind of research could be very high, especially over such
a long period of time, when relevant personnel move away, reports and documents
are lost et cetera, as is well known in the oral history field.
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In terms of actual results, integrating the logic of the framework with an organiza-
tion’s information system would provide more precise details about strategic actions,
their financial impacts and the overall financial viability, avoiding the potentially
ambiguous reaggregation of revenue and expenses under specific areas of activities
from the outside, as reflected in the notes to Table 2.

In addition, applying the framework early, at the programming and budgeting
stage, could provide a tool for internal analysts and consultants when negotiating the
conditions of feasibility of a museum’s development strategy.

From a theoretical point of view, interesting insights emerge when considering
possible extensions of the income gap framework to other kinds of organizations,
at different levels. First, it could be extended to other museums to avoid a Western-
centric bias. The reader will note our focus on museums ‘in the West’. Indeed, one
limitation to the generalization of the proposed income statement format lies in the
fact that while the phenomenon of the income gap is common in most western cul-
tural organizations, it is much less so in the ‘south’ or ‘east’. With Asian (or south-
ern) expenses and Western ticket prices, cultural organizations in these parts of the
world could easily get to the breakeven point and beyond (Zan et al., 2015). There
is a risk of the paradox that museums and sites that are—by nature—not-for-profit
organizations, but are managed toward profitability, may overexploit their potential
with huge expenses and consequences. Avoiding a Western-centric view, then, we
do not suggest the income gap approach can be applied in these situations. However,
the format could be an instrument to learn from differences: searching for specific
features of the financial model, which is relevant in each different situation.

Second, the framework could be extended outside the museum sector, to other
not-for-profit arts institutions. This includes, for instance, opera houses, which
do not break even with earned income anywhere in the (Western) world (Agid &
Tarondeau, 2010). Of course, applying the framework outside the museum field
would require adaptations to reflect the activities performed. Instead of the Baumol
syndrome (the long-term impact of lack of productivity gains compared with other
sectors: Baumol & Bowen, 1993),6 what matters here is the redistributive function
of cultural policy, according to which no one is asked to pay for the full cost of per-
formances (or the ongoing survival of an opera house).

Following this line of thought, the income gap approach can be extended to pub-
lic entities providing public services without profit, such as health care and edu-
cation (of course, adapting the framework for specific activities and issues). Inter-
estingly enough, the US Government’s financial statement states that ‘net cost’ can
be “computed by subtracting earned revenue from gross cost” (US Government,
2019, p. 46), presenting the breakdown of governmental service in terms of this
notion. While the two notions will end up with the same number in any given con-
text (income gap =net cost), their political flavor can, indeed, differ. And, above all,

6 Put is simply, to play a Beethoven’s symphony nowadays requires almost the same amount of man
months than two centuries ago (number of musicians, time of the performance, time for rehearsing etc.),
while any other product in this period would present enormous effects of productivity gains and price
reduction.
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the income gap provides a framework that can help in linking strategic actions and
financial viability at the aggregate level of a specific institution, also focusing to dif-
ferent levels of accountability that we mentioned above.

Moreover, we believe that the general idea of an income gap could inspire dif-
ferent reporting practices in the not-for-profit sector. By their nature, not-for-profit
organizations share the same constitutive conditions, with price policies acting
according to a redistributive principle, without aiming to charge users for the whole
expense of the service, and instead seeking funding from general tax policies, as
forms of a mixed (non-market) economy with a variety of funding elements. In Ital-
ian not-for-profit organizations, for example, both revenue and expenses are divided
into categories, including typical (operating) activities, fundraising, additional activ-
ities, financial gains and losses (Agenzia del Terzo Settore, 2009). These catego-
ries are at the same horizontal level inside an income statement, without presenting
margins by activity, but with just a single difference between all expenses versus all
revenues. It is not really an income gap approach, with intermediate margins that
we would have developed, but something that echoes our approach, at least at the
overall level. However, we were able to find an Italian institution applying a logic of
the income gap (Ateneo Veneto, 2020), with margins and the income gap at different
levels.

The problem of not-for-profit organizations that are then forced to adopt forms
of financial representations—which means using standard accounting methods his-
torically developed in the for-profit sector—is an open challenge. We hope that the
income gap approach could contribute to developing this discussion.

Appendix

This appendix spells out major problems and solutions we faced in analyzing
20 years of income statements of the British Museum, as summed up in ‘Table 1:
Income statements 1998—1999 to 2018-2019—original data’, and re-structured as in
‘Table 2: Income statements 1998—1999 to 2018-2019—an income gap structure’.

We performed two operations on data:

— In Table 1, revenues and expenses are presented following the British Museum’s
income statement structure. We disaggregated revenues and expenses into sub-
items as much as possible, according to the level of detail allowed by the original
documents.

— In Table 2, the sub-items are reclassified per area of activity, as required by our
income-gap approach. Therefore, Table 2 presents specific sub-items in positions
that differ from Table 1.

While in many cases performing the aforementioned operations was uncomplicated,

some items or sub-items were more problematic. Here we specify the main issues
and solutions adopted when creating Tables 1 and 2:
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Issues in preparing Table 1: income statements 1998-1999 to 2018-2019—original

data

Item: Income from charitable activities

Problem 1:

Solution:

Problem 2:

Solution:

Problem 3:

Solution:

The make-up of the item in the notes changes over time. For instance:
until 1999-2000, charity income appears in two sub-items: °‘Sale
of photographs and associated reproduction fees of objects from the
collections’ and ‘Admission fees to temporary exhibitions and from
educational and other activities’; in 2000-2001, another sub-item is
added: ‘Fees from loan exhibitions’.

We decided to reproduce in Table 1 the breakdown of ‘Income from
charitable activities’ as shown in the notes; thus, depending on the
year, it is articulated in various sub-items: ‘Exhibition income’,
‘Loan of the collection’, ‘Public access, education and events’, ‘Care,
research and conservation’.

Missing data on sub-items: for instance, in 2001-2002 the report pro-
vides the overall amount of ‘Charity income’ and the income coming
from fees from temporary exhibitions; no information is provided on
how the remaining income is distributed between ‘Public access, edu-
cation and events’ and ‘Care, research and conservation’. For 2003—
2004 and 2004-2005, the information shown in the report is limited to
the overall amount of ‘Charity income’.

Assuming no relevant changes to the role and classification of the
related activities (at least for these years), we used the 2002-2003
breakdown to calculate the proportions between these sub-items and
used this to calculate the amounts for the two sub-items to obtain the
‘Charity income’ for 2001-2002. For 2003-2004 and 2004-2005 we
used the average proportion of all three sub-items for 2000-2001,
2001-2002 and 2002-2003 to obtain the breakdown.

Inconsistencies over time: for some years (2000-2001, 2002—-2003 and
for years 2008-2009 and onwards) the amount of ‘Charity income’
shown in the income statements differs from the amount shown in the
notes. For instance: for years 2000-2001 and 2002-2003, the aggre-
gated item in the income statements is more than the sum of the sub-
items shown by the note: these positive differences are respectively
£96,000 and £244,000.

Concerning 2000-2001 and 2002-2003, we decided to post these
amounts in ‘Care, research and conservation’ because while these
are not negligible, they are very small in comparison to other items.
Moreover, the item ‘Other income’, which in the following years is
labelled ‘Care, research and conservation’, is also explicitly residual
in the original documents produced by the museum. For years 2008—
2009 onwards, we reconciled further differences between ‘Income
from charitable activities’ as shown in the income statements and in
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the notes. Fortunately, the note also shows the breakdown of the item,
so we used this proportion.

Item: Costs in furtherance of charity objectives

Problem 4: Inconsistencies over time: for instance, from 2008 to 2009 onwards the
amount shown in the income statement is different from the amount
shown in the note.

Solution: We reconciled differences taking advantage of the information pro-
vided: in the notes, the articulation in sub-items is further detailed in
direct costs, support costs, depreciation, et cetera. For each year, we
summed direct costs and support costs of each sub-item. We then used
proportions between these three sub-items to break down the item as
shown in Table 1.

Items: ‘Exhibition Income’, ‘Public access, education and events’, ‘Care, research
and conservation’, ‘“Temporary exhibitions’, ‘Public access, education and events’
(expenditures), ‘Care, research and conservation’ (expenditures), ‘Governance’.

Problem 5: The labels of these items change over time: for instance, ‘Exhibition
income’ is labelled ‘Admission fees to temporary exhibitions and fees
from educational activities” until 2000-2001, ‘Admission fees to tem-
porary exhibitions’ until 2002-2003, ‘Exhibition Income’ from 2005
to 2006, and then ‘Charitable trading’ from 2008 to 2009.

Solution: We decided to assign to each of these items the label that we thought
was mostly telling. Labels shown in Table 1 also appear as follows in
the original income statements:

— ‘Exhibition Income’—also referred to as ‘Admission fees to temporary exhibi-
tions and fees from educational activities’, ‘Admission fees to temporary exhibi-
tions’, ‘Charitable trading’

— ‘Public access, education and events’—also referred to as ‘Sale of photographs
and associated reproduction fees of objects form the collection’

— ‘Care, research and conservation’—also referred to as ‘Other Income’

— ‘Public access, education and events (Expenditures)’—also referred to as ‘Visi-
tors services’ and ‘Education’

— ‘Care, research and conservation’—also referred to as ‘Care, research and
authorship’ and ‘Collection purchases’

— ‘Temporary exhibitions’—also referred to as ‘Exhibiting the collections’, ‘Trad-
ing-Charitable objectives’, ‘Charitable activities’, ‘Charitable Trading’

— ‘Governance’ also referred to as ‘Administration of the charity costs’.
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Issues in preparing Table 2: income statements 1998-1999 to 2018-2019—an
income gap structure

Item: Sponsorship, donations and legacies

Problem 6: The make-up of the item ‘Sponsorship’ in the documents changes over
time. For instance, until 2000-2001, ‘Sponsorships’ is aggregated with
‘Donations and legacies’.

Solution: Given that Table 2 focuses on margins per area, we decided to separate
‘Sponsorships’ from ‘Donations and legacies’. Indeed, raising ‘Dona-
tions and legacies’ is part of the museum’s institutional activity in rela-
tion to the permanent collection, while sponsorships are attached to
specific events and temporary exhibitions. Accordingly, we included
‘Sponsorships’ in ‘Exhibition income + Sponsorship’ starting in
2001-2002, which is when this information was available.

Items forming income from charitable activities in the original income statements

Problem 7: While in the income statements and in Table 1 these items are aggre-
gated, according to our income gap approach, they must be separated
because they refer to different areas of activity.

Solution: In Table 2, we decided to reclassify ‘Public access and events’ and
‘Care, research and conservation’, because these belong to the institu-
tional activity of the museum. On the other hand, ‘Exhibition income
+ Sponsorship’ represents income from specific activity related to
temporary exhibitions. Thus, in Table 2, this contributes to the calcu-
lation of the margin from temporary exhibitions.

Item: Other non-operating income and expenditures subtotal

Problem 8: The items aggregated into this subtotal refer to non-operating activi-
ties. In Table 1, they are shown to reconcile the operating surplus/defi-
cit with the net result.

Solution: In Table 2, we decided to include only the subtotal to show its con-
tribution to the calculation of the final results. The items forming the
subtotal are shown only in Table 1 because of their limited relevance
to our approach.

Acknowledgements The authors thank Ileana Steccolini, Angelo Paletta, Rebecca Levy Orelli, Emanuele
Padovani, Lorenzo Dal Maso, Eleonora Monaco and Edoardo Mollona for their feedbacks on early drafts
of this work. Preliminary versions were presented at the EIASM 7th Workshop on Managing Arts Organ-
izations, at the EURAM Business For Society SIG and at the EAA 2021 Virtual Congress. The authors
wish to express their gratitude to all participants for their feedbacks.

Funding Open access funding provided by Alma Mater Studiorum - Universita di Bologna within the
CRUI-CARE Agreement.

@ Springer



1336 P.Ferrietal.

Open Access This article is licensed under a Creative Commons Attribution 4.0 International License,
which permits use, sharing, adaptation, distribution and reproduction in any medium or format, as long as
you give appropriate credit to the original author(s) and the source, provide a link to the Creative Com-
mons licence, and indicate if changes were made. The images or other third party material in this article
are included in the article’s Creative Commons licence, unless indicated otherwise in a credit line to the
material. If material is not included in the article’s Creative Commons licence and your intended use is
not permitted by statutory regulation or exceeds the permitted use, you will need to obtain permission
directly from the copyright holder. To view a copy of this licence, visit http://creativecommons.org/licen
ses/by/4.0/.

References

Abdullah, A., Khadaroo, I., & Napier, C. J. (2018). Managing the performance of arts organizations: Pur-
suing heterogeneous objectives in an era of austerity. British Accounting Review, 50(2), 174-184.

Agenzia del Terzo Settore. (2009). Linee guida e schemi per la redazione dei bilanci di esercizio degli
enti non profit. Retrieved April 26, 2021, from https://www.cosv.org/linee-guida-e-schemi-per-la-
redazione-dei-bilanci-di-esercizio-degli-enti-non-profit/

Agid, P., & Tarondeau, J. C. (2010). Funding opera houses. In The management of opera. Palgrave Mac-
millan. https://doi.org/10.1057/9780230299276_7

Anessi-Pessina, E., Caruana, J., Sicilia, M., & Steccolini, I. (2019). Heritage: The priceless hostage of
accrual accounting. International Journal of Public Sector Management, 33(2/3), 285-306.

Ateneo Veneto. (2020). https://ateneoveneto.org/wp-content/uploads/2022/08/bilancio_consuntivo_
2020_e_nota_integrativa.pdf

Baden-Fuller, C., & Morgan, M. S. (2010). Business models as models. Long Range Planning, 43(2-3),
156-171.

Basso, A., Casarin, F., & Funari, S. (2018). How well is the museum performing? A joint use of DEA and
BSC to measure the performance of museums. Omega, 81, 67-84.

Baumol, W. J., & Bowen, W. G. (1993). Performing arts—The economic dilemma: A study of problems
common to theater, opera, music and dance. Gregg Revivals.

Beattie, V., & Smith, S. J. (2013). Value creation and business models: Refocusing the intellectual capital
debate. British Accounting Review, 45(4), 243-254.

Biondi, L., & Lapsley, 1. (2014). Accounting, transparency and governance: The heritage assets problem.
Qualitative Research in Accounting & Management, 11(2), 146—-164.

Bradbury, M. E., & Baskerville, R. F. (2007). Sector-neutral accounting standards: A ten-year experi-
ment. In Centre for accounting, governance and taxation research working paper (48). Victoria
University, Wellington.

Brooks, A. C. (2000). The “Income Gap” and the health of Arts Nonprofits. Non Profit Management and
Leadership, 10(3), 271-286.

Buhr, N. (2012). Accrual accounting by Anglo-American governments: Motivations, developments, and
some tensions over the last 30 years. Accounting History, 17(3-4), 287-309.

Carnegie, G. D., Ferri, P., Parker, L. D., Sidaway, S. 1., & Tsahuridu, E. E. (2022). Accounting as techni-
cal, social and moral practice: The monetary valuation of public cultural, heritage and scientific
collections in financial reports. Australian Accounting Review. https://doi.org/10.1111/auvar.12371

Carnegie, G. D., Sidaway, S., & West, B. (2013). A chaotic field of practice: Financial reporting of the
library collections of Australia’s public universities, 2007-2011. Australian Academic & Research
Libraries, 44(4), 195-216.

Carnegie, G. D., & Wolnizer, P. W. (1995). The financial value of cultural, heritage and scientific collec-
tions: An accounting fiction. Australian Accounting Review, 5(1), 31-47.

Carnegie, G. D., & Wolnizer, P. W. (1996). Enabling accountability in museums. Accounting, Auditing &
Accountability Journal, 9(5), 84-99.

Chang, C. F., & Tuckman, H. P. (1994). Revenue diversification among non-profits. VOLUNTAS: Inter-
national Journal of Voluntary and Nonprofit Organizations, 5(3), 273-290.

Chiaravalloti, F. (2014). Performance evaluation in the arts and cultural sector: A story of accounting at
its margins. Journal of Arts Management Law and Society, 44(2), 61-89.

Ellwood, S., & Greenwood, M. (2016). Accounting for heritage assets: does measuring economic value
“kill the cat”? Critical Perspectives on Accounting, 38(July), 1-13.

Ellwood, S., & Newberry, S. (2007). Public sector accrual accounting: Institutionalising neo-liberal prin-
ciples? Accounting, Auditing & Accountability Journal, 20(4), 549-573.

@ Springer


http://creativecommons.org/licenses/by/4.0/
http://creativecommons.org/licenses/by/4.0/
https://www.cosv.org/linee-guida-e-schemi-per-la-redazione-dei-bilanci-di-esercizio-degli-enti-non-profit/
https://www.cosv.org/linee-guida-e-schemi-per-la-redazione-dei-bilanci-di-esercizio-degli-enti-non-profit/
https://doi.org/10.1057/9780230299276_7
https://ateneoveneto.org/wp-content/uploads/2022/08/bilancio_consuntivo_2020_e_nota_integrativa.pdf
https://ateneoveneto.org/wp-content/uploads/2022/08/bilancio_consuntivo_2020_e_nota_integrativa.pdf
https://doi.org/10.1111/auar.12371

The income gap reporting framework in public not-for-profit... 1337

Ferri, P., Shannon, I., Sidaway, L., & Carnegie, G. D. (2021). The paradox of accounting for cultural her-
itage: A longitudinal study on the financial reporting of heritage assets of major Australian public
cultural institutions (1992-2019). Accounting, Auditing & Accountability Journal, 34(4), 983-1012.

Ferri, P., & Zan, L. (2016). Failure to change: An assessment of Pompeii’s reform. In Managing cultural
heritage (pp. 53—-64). Routledge.

Giannessi, E. (1960). Le aziende di produzione originaria, vol. I: Le Aziende agricole, Cursi.

Gstraunthaler, T., & Piber, M. (2007). Performance measurement and accounting: Museums in Austria.
Museum Management and Curatorship, 22(4), 361-375.

Guthrie, J., & Martin-Sardesai, A. (2020). Contemporary challenges in public sector reporting. In New
trends in public sector reporting (pp. 1-14). Palgrave Macmillan.

Haslam, C., Tsitsianis, N., Theodosopoulos, G., & Lee, E. (2018). Accounting for voluntary hospices in
England: A business model perspective. Critical Perspectives on Accounting, 54, 27-40.

Hodges, R., & Mellett, H. (2003). Reporting public sector financial results. Public Management Review,
5(1),99-113.

Hood, C. (1995). The “new public management” in the 1980s: Variations on a theme. Accounting, Organ-
izations and Society, 20(2-3), 93-109.

Hooper, K., Kearins, K., & Green, R. (2005). Knowing “the price of everything and the value of nothing”:
Accounting for heritage assets. Accounting, Auditing & Accountability Journal, 12(4), 564-578.

ICAEW. (2010). Business models in accounting: The theory of the firm and financial reporting. https://
www.icaew.com/~/media/Files/Technical/Financial-reporting/Information-for-better-markets/
BMIA-published-report.pdf

International Public Sector Accounting Standards Board (IPSASB). (2006, December). Public sector
conceptual framework project brief: Collaborative project of the IPSASB and National Standards
Setters and similar organizations. https://www.ifac.org/system/files/downloads/IPSASB-ProjectBri
ef-ConceptualFramework.pdf

Langley, A. (1999). Strategies for theorizing from process data. Acadenmy of Management Review, 24(4),
691-710.

Lapsley, I. (1999). Accounting and the new public management: Instruments of substantive efficiency or
a rationalising modernity? Financial Accountability & Management, 15(3—4), 201-207.

Lapsley, 1., & Miller, P. (2019). Transforming the public sector: 1998-2018. Accounting, Auditing &
Accountability Journal, 32(8), 2211-2252.

Magliacani, M. (2022). How the sustainable development goals challenge public management. Action
research on the cultural heritage of an Italian smart city. Journal of Management and Governance.
https://doi.org/10.1007/s10997-022-09652-7

Micallef, F., & Peirson, G. (1997). Financial reporting of cultural, heritage, scientific and community col-
lections. Australian Accounting Review, 7(1), 31-37.

Miles, M. B., Huberman, A. M., & Saldaia, J. (2018). Qualitative data analysis: A methods sourcebook.
Sage Publications.

Nielsen, C., & Roslender, R. (2015). Enhancing financial reporting: The contribution of business models.
British Accounting Review, 47(3), 262-274.

Oakes, H., & Oakes, S. (2016). Accounting colonization and austerity in arts organizations. Critical Per-
spectives on Accounting, 38, 34-53.

Olson, O., Humphrey, C., & Guthrie, J. (2001). Caught in an evaluatory trap: A dilemma for public ser-
vices under NPFM. European Accounting Review, 10(3), 505-522.

Padovani, E., & Young, D. W. (2011). Managing local governments: Designing management control sys-
tems that deliver value (1st ed.). Routledge.

Page, M. (2014). Business models as a basis for regulation of financial reporting. Journal of Management
and Governance, 18(3), 683-695.

Ployhart, R. E., & Vandenberg, R. J. (2010). Longitudinal research: The theory, design, and analysis of
change. Journal of Management, 36(1), 94-120.

Rowles, T. R. (1992). Financial reporting of infrastructure and heritage assets by public sector entities.
Discussion Paper No. 17, AARF, Caulfield.

Ryan, C., Guthrie, J., & Day, R. (2007). Politics of financial reporting and the consequences for the public
sector. Abacus, 43(4), 474-487. https://doi.org/10.1111/j.1467-6281.2007.00243.x

Shafer, S. M., Smith, H. J., & Linder, J. C. (2005). The power of business models. Business Horizons,
48(3), 199-207.

Sinclair, A. (1995). The chameleon of accountability: Forms and discourses. Accounting, Organizations
and Society, 20(2-3), 219-237.

@ Springer


https://www.icaew.com/~/media/Files/Technical/Financial-reporting/Information-for-better-markets/BMIA-published-report.pdf
https://www.icaew.com/~/media/Files/Technical/Financial-reporting/Information-for-better-markets/BMIA-published-report.pdf
https://www.icaew.com/~/media/Files/Technical/Financial-reporting/Information-for-better-markets/BMIA-published-report.pdf
https://www.ifac.org/system/files/downloads/IPSASB-ProjectBrief-ConceptualFramework.pdf
https://www.ifac.org/system/files/downloads/IPSASB-ProjectBrief-ConceptualFramework.pdf
https://doi.org/10.1007/s10997-022-09652-7
https://doi.org/10.1111/j.1467-6281.2007.00243.x

1338 P.Ferrietal.

Singleton-Green, B. (2014). Should financial reporting reflect firms’ business models? What accounting
can learn from the economic theory of the firm. Journal of Management and Governance, 18(3),
697-706.

Smith, W. (1996). Is the British Museum losing its marbles? The Independent, November 18th.

Stanton, P. J., & Stanton, P. A. (1997). Governmental accounting for heritage assets: Economic, social
implications. International Journal of Social Economics, 24(7/8/9), 988—1006.

Teece, D. J. (2010). Business models, business strategy and innovation. Long Range Planning, 43(2-3),
172-194.

Temin, P. (1991). An economic history of American art museums. In M. S. Feldstein (Ed.), The eco-
nomics of art museums, a National Bureau of Economic Research conference report (pp. 179-194).
University of Chicago Press.

Toepler, S. (2006). Caveat venditor? Museum merchandising, nonprofit commercialization, and the case
of the Metropolitan Museum in New York. Voluntas: International Journal of Voluntary and Non-
profit Organizations, 17(2), 95.

US Government. (2019). Financial statements of the United States government for the fiscal years ended
September 30, 2019, and 2018—Statements of net cost. https://fiscal.treasury.gov/reports-state
ments/financial-report/statement-of-net-cost.html

Van de Ven, A. H., & Huber, G. P. (1990). Longitudinal field research methods for studying processes of
organizational change. Organization Science, 1(3), 213-219.

Weber, R. P. (1990). Basic content analysis (Vol. 49). Sage.

West, B., & Carnegie, G. D. (2010). Accounting’s chaotic margins: Financial reporting of the library col-
lections of Australia’s public universities, 2002-2006. Accounting, Auditing & Accountability Jour-
nal, 23(2), 201-228.

Weygandt, J. J., Kimmel, P. D., & Kieso, D. E. (2018). Financial accounting with international financial
reporting standards. Wiley.

Woon, P. P., Chatterjee, B., & Cordery, C. J. (2019). Heritage reporting by the Australian public sector:
Possibilities from the concepts of new public governance. Accounting, Auditing and Accountability
Journal, 32(2), 612-631.

Yin, R. K. (2011). Applications of case study research. Sage.

Zan, L. (2000). Management and the British museum. Museum Management and Curatorship, 18(3),
221-270.

Zan, L., Blackstock, A., Cerutti, G., & Mayer, C. (2000). Discussion: accounting for art. Scandinavian
Journal of Management, 16(3), 335-347.

Zan, L., Bonini Baraldi, S., Lusiani, M., Shoup, D., Ferri, P., & Onofri, F. (2015). Managing cultural
heritage. An international research perspective. Routledge.

Zan, L., & Lusiani, M. (2011). Managing Machu Picchu: Institutional settings, business model and mas-
ter plans. Journal of Cultural Heritage Management and Sustainable Development, 1(2), 157-176.

Zappa, G. (1937). Il reddito d’impresa. Scritture doppie, conti e bilanci di aziende commerciali. Giuftre.

Zorloni, A. (2012). Designing a strategic framework to assess museum activities. International Journal of
Arts Management, 14(2), 31-47.

Publisher’s Note Springer Nature remains neutral with regard to jurisdictional claims in published maps
and institutional affiliations.

Paolo Ferri is an associate professor in Accounting and director of the Graduate degree in Innovation and
Organization of Culture and the Arts (GIOCA) at the University of Bologna. His research explores the
role of accounting in the arts.

Simone Napolitano is an assistant professor in Accounting at the Management Department, University
of Bologna. His research studies practices of management in professional organizations and the role of
power in industrial and cultural fields.

Luca Zan full professor, active in international research on Management and accounting history, and

Management of arts and cultural organizations. He teaches Arts Management at GIOCA, and CAFA in
Beijing, and has been adjunct faculty for several years at CMU, Pittsburgh.

@ Springer


https://fiscal.treasury.gov/reports-statements/financial-report/statement-of-net-cost.html
https://fiscal.treasury.gov/reports-statements/financial-report/statement-of-net-cost.html

	The income gap reporting framework in public not-for-profit organizations: the British Museum case
	Abstract
	1 Introduction
	2 The new neoliberal shift in the financial management of public art organizations
	3 Income focus, the income gap approach and financial viability: a proposal
	3.1 An income-centered approach
	3.2 The income gap
	3.3 From the general to the particular: operationalizing the income gap approach in a museum
	3.4 The income gap format as a tool to understand the financial viability of an arts organization

	4 Research method
	4.1 Case selection
	4.2 Data sources
	4.3 Data analysis

	5 Findings
	5.1 Background: Edwards Report
	5.2 Twenty years of financial results in the British Museum’s institutional narratives
	5.3 Twenty years of financial results at the British Museum: an income gap assessment
	5.3.1 Phase 1 (2000–2001 to 2004–2005)
	5.3.2 Phase 2 (2005–2006 to 2015–2016)
	5.3.3 Phase 3 (2016–2017 to 2018–2019)

	5.4 A further use of the scheme: policy assessment

	6 Discussion
	7 Concluding remarks
	Appendix
	Issues in preparing Table 1: income statements 1998–1999 to 2018–2019—original data 
	Issues in preparing Table 2: income statements 1998–1999 to 2018–2019—an income gap structure

	Acknowledgements 
	References




