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ABSTRACT

Since passage of the Sarbanes-Oxley Act (SOA) DR 2Biere has been significant
debate in the US relating to the voluntary or mémgaadherence of non-profit
organizations (NPO) to its main provisions. Consmdg the importance of US
corporate governance regulation for the developsmaniother countries the question

about potential compliance of German NPO with quvisions arises.

The subject of this research is the identificat@inan association of organizational
characteristics of German non-profit organizatioith the existence of Sarbanes-Oxley

type corporate governance practices in the orgtoima

The study included 232 German non-profit organizegti A mixed method research
methodology was applied consisting of a mail questaire, structured interviews and a

document review.

NPO decision makers gain from the practical appbcaof the research findings mainly
through their application as a benchmarking toogadization leaders can compare the
readiness of their organization to that of simiantities and assess a necessity for
improvement. The research results can also be whed working to further develop

NPO corporate governance systems.

Use of the research findings for regulators andrakers is in assessing the impact of
increased corporate governance regulation on pegiaiups of NPO relating to their

already existing readiness.

Significant utility of the research results for NRIonors and sponsors was found to

apply mainly in specific cases like professionarsorship relationships.

Practical application of the research results wias a@entified for accountants and
consultants providing services to non-profit orgations as well as for sector umbrella

organizations.
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1. Introduction

1.1  Significance of the Study

This research is of significance in respect to itt@easing importance of non-profit
(NPO) or so-called Third Sector organizations dredrtcorporate governance (Salamon
and Anheier, 1997).

It is estimated that in Germany in 1995 betweemnd 8% of the work force were
employed by NPO (Zimmer and Priller, 2004).

Yet, there has been a trend in recent years oedsitrg public funding for the activities
of NPO, which has led to an increased and stilieasing need for private funding of
the these organizations and a trend towards aapastimmercialization of their
activities for part of the NPO community (AnheiendaSeibel, 1997; Zimmer and
Priller, 2004; Doll, 2006).

At the same time significant concerns, fuelled bywanber of events like the Enron and
WorldCom scandals, about corporate governanceeicd@mmercial sector has led to the
passing of a number of laws and regulations to renptotection against misconduct
(Hartmann, 2004; Bergen, 2005; Romano 2005) Ontefmost prominent of these
measures is the US Sarbanes-Oxley Act of 2002 (S@&) Congress, 2002; Higgs,
2003; Smith, 2003).

These laws and codes have in common that theyaegely aimed at the corporate, for-
profit sector. As an increasing commercializatidn NlPO activities and a turning
towards the private sector can be observed, tiseaebieginning realization that similar
codes might be advisable or even necessary alsthéoirhird Sector (AMA, 2003;

California Attorney General, 2004; ABA, 2005; NCN20Q06; Grunewald, 2007).

Research regarding this trend has so far been hmried in Germany, especially
regarding this most recent legislation, even thoilnghissues apply to the German NPO

sector similarly as in the US and in other indadized countries.



This research recognizes the Sarbanes-Oxley Ach &sading standard given the
dominant size of the US economy. Based on thatpteéasurement of a correlation or
association between an existing alignment or pateocdmpliance of an NPO with the

main provisions of SOA and that entity’s organiaaél characteristics should lead to a

meaningful contribution to the knowledge base.

The results would enable a prospective donor, btaller or other interested third party
to derive an indication of the likely alignment @fgiven NPO with the provisions of
SOA by reviewing these organizational charactesstather than having to actually

investigate the compliance.

Such information would also be valuable for goveental and public policy decision
makers when contemplating new laws or regulatiegamding the non-profit sector. As
certain organizational characteristics indicateeristing potential compliance with the
provisions of SOA, a larger or lesser impact of negulations on certain groups of

organizations could be expected.

For organizational leaders the research resultdwastion as a benchmark or indicator
whether organizations similar to their own showeager or lesser degree of alignment.
Out of that indication a need for change and improent might be deducted by the
organizational decision makers. Related to thasetdeon the results of this research,
conclusions can be drawn regarding how organizatiaight have to change to better
align themselves with the provisions of SOA.

1.2 Outline of the Thesis

Sarbanes-Oxley Provisions and Organizational Chaastics

Subject of the research is the relationship betwtenmain provisions of the US
Sarbanes-Oxley Act and the characteristics of Gernam-profit organizations, which
are more or less aligned with the Act. These chearistics are to be identified and
ranked relating to their property of indicatingexisting stronger or lesser alignment or

adherence of the organization with the corporateegance principles laid out in SOA.



Since passage of SOA in 2002 there has been signifdebate in the US relating to
voluntary or mandatory adherence of NPO to its jgious. At the core of the debate is
the contention that NPO should be held at the leagt to the same legal corporate
governance standard than for-profit organizati@®®A is not formally linked to nor

aimed at the non-profit sector. Nevertheless, igh publicity of the events that led to
its passage, as well as the significant body oflipations about its application in the
for-profit sector since then has fuelled the disous of its applicability for the non-

profit sector.

This debate is already embodied in a number ofarekepublications as well as surveys
in the US (Heinz, 2003; Jones, 2003; American Managnt Association, 2003;
BoardSource and Independent Sector, 2003; Bud#l4; Zaker, 2005; Oxholm, 2005;
Broude, 2006; Ostrower and Bobowick, 2006). Theeptance of the general need for
formal inclusion of the non-profit sector in thergorate governance oversight has in
the meantime led to several states having alreadgegal or are considering new laws

that regulate corporate governance issues explioitlthe non-profit sector.

Looking at the international influence that US regjons in finance and business have
on the developments in other industrialized cowestin general and the influence of
SOA in particular, scrutiny of the non-profit secio light of the US developments can

be expected also in other countries.

Recognition of the contribution and importancelad hon-profit sector to the economy
as a whole is already steadily progressing (Salami®99; Salamon et al., 2000;
Schauer et al., 1995; Weisbrod, 1998) and the awopif tools and methods for
transparency of the sector in the US are alreadlygb@troduced in other countries
(Voggensperger et al., 2004; DZI, 2007; GuideStKr RO07). Germany was selected
as an example for the purpose of this study aggbmne of the largest economies in the

world and also for being of particular interestte researcher.

Research Results and Their Practical Applications

As well as in the US, the non-profit or third sed®an important part of the German
economy (Anheier and Seibel, 2001; Zimmer and &?yil2000). Any introduction of
laws, regulations or even a substantial level diviary adoption of SOA principles by

3



NPO would be a very noticeable development. Assgdbie readiness or even partially
existing adherence to these principles and relathgr degree to organizational
characteristics should create useful informatiarafoyone interested in the third sector.

The goal of the research is to identify those attaersstics of German NPO that most
strongly relate to an already existing alignmenthef organization with the corporate
governance provisions of SOA and rank them in timportance. The research results
would then enable a prospective donor, stakehaldesther interested third party to
derive an indication for the likely alignment o§aen NPO with the provisions of SOA
by observing these characteristics rather thannigato actually investigate the

compliance.

A further use of the research results as a bendhrwar NPO decision makers is
envisioned in the form of an indication about tregmee of alignment of comparable
organizations. An assessment of a need for changjeei organization can be derived

out of such a comparison with peer organizations.

Similarly, based on the research findings obsesmatican be made on how an
organization might have to change to further oilitate a better alignment with the

provisions of the Act, information which would estSNPO leaders and executives.

Research Methodology

In the course of the study a mail questionnaire sed to NPO asking for information
about a range of organizational characteristicaval$ as information about structures
and policies in the area of corporate governanieged to SOA provisions. The sample
frame selected for the data collection encompassganizations that have been
awarded the ‘Donation-Seal - Verified and Recommeehd“DZI Spenden-Siegel:
Gepruft und Empfohlen”) of the Deutsches Zentraiins fir Soziale Fragen, Berlin
(DZ)).

Secondly, at a sub-sample of organizations stradtimterviews are to be conducted
with representatives of the organizations. The Itesof the questionnaire are to be

enriched and validated by this further method d&dallection.



Further a document review of another sub-samplergénizations is to complement
and verify the research. Here written policies, ut#s, internal manuals, financial

statements, articles of formation and other reledacuments are to be examined.

Looking at the sample frame, the award of the séélhe DZI is based on the annual
submission to a registration and documentationge®avith the DZI and adherence to
certain policies. The seal can then be used bythanizations for a certain period of
time for public relations and communication purgosRelating to this research it is
recognized that these organizations represent dgirem high level of corporate
governance awareness and actively communicatasnefard with their stakeholders.
In this regard the results of this research areexpiected to be representative of the
German non-profit sector as a whole, but to relatest strongly to this particular

segment of high profile organizations.

Chapter Overview

The thesis document is segmented into six maintehsip

This chapter 1 briefly refers to the significandelee research and provides the reader

with an outline of the thesis document.

The Literature Review is contained in chapter Zyvping an overview of non-profit

sector research, focusing on the sector in Germ&éhg. chapter is further concerned
with the US Sarbanes-Oxley Act, particularly itspaat on the non-profit sector. The
various strands of the literature are then synsieelsand the Research Question, Aim

and Objective are defined.

Chapter 3 addresses the Research Methodology,dimmgvbackground on the research
paradigm, the theoretical framework and on the datkection process. The research
ethics underpinning the study are also statedignctiapter. The Research Methodology
leads up to chapter 4, which provides a report Brict Study testing the methodology.

Chapter 5 contains the detail data collection amalygis sub-sections. The chapter is

segmented according to the three data collectiahads employed, mail questionnaire,



structured interviews and document review. Each hotetis reported on and

accompanied by a separate data analysis sub-section

In chapter 6 the research results are summarisgédh@main conclusions are spelled
out. Further the utility of the results is assessleelir practical application is considered
and the contribution of this research to the kndgéebase is emphasized. This chapter

also states the limitations of the study and greeemmendations for future research.



2. Literature Review

2.1 The German Non-Profit Sector

Introduction

This section is to give an introduction to therhteire concerned with the description
and definition of the non-profit sector in geneaal part of the overall economy. Then
the literature addressing the German non-profitsses particular is covered. The focus
here is on the sector’s organizational developnretite context of its historic evolution
up to the current state.

Further in this section the literature examining ttorporate governance of German
non-profit organizations will be outlined. In ththe various sources for corporate
governance principles in Germany will be covereduking on categorizing them and

identifying the area’s most recent developments.

211 Definition of the Non-Profit Sector in Genal Based on Economic

Theory

Introduction

To form a basis for this research various differdgfinitions of the non-profit sector as
part of the overall economy are being examined \hih goal of arriving at such a

definition best suited for this research.

Three Sectors of the Economy

In their work on defining the non-profit sector &alon and Anheier state in regards to
the definition of the non-profit sector:

“Definitions and classifications are hardly thefstof high drama. Yet
they are crucial to clear thinking and careful gs@l. Particularly in a
field as embryonic and lacking in basic informatiand conceptual
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clarity as this one, such definitional developmamd improvement in the
basic ‘technology and thinking’ is an absolute pgerisite to even the
most rudimentary understanding” (Salamon and Amh&&97, page 7).

For application in the research of economic agtithie literature has developed and by

now broadly agrees on a differentiation of a natl@tonomy in three distinct sectors.

The private or market sector comprises the econoautvities of individuals,
corporations and all types of private, profit-otish organizations. As state or public
sector are defined the economic activities of thblip administration, governmental
agencies and associated organizations. The noit-prahird sector is the wide-ranging
and heterogeneous field of organizations betweerother two, “an intermediary zone
between market and state” (Anheier and Seibel, 198§e 9) or as Weisbrod puts it “a
commonly overlooked middle ground” (Weisbrod, 1988&ge 1).

Contours of the Non-Profit Sector

In comparison to the private and public economicvag, the research focusing on the
non-profit sector has significantly developed ofdyrly recently (Hansmann, 1987,
Weisbrod, 1998; Salamon and Anheier, 1992, 199TasBeewicz and Bielefeld, 1998;
Evers and Laville, 2004; Anheier and Ben-Ner, 2088heier, 2005; Hopt, Hippel et
al., 2005).

Whereas the definitions of private and public sexctire commonly agreed upon, the
definition of the non-profit sector is still debdfeinterpreted and developed by
researchers. Salamon and Anheier state in oneenf Works as part of the Johns
Hopkins University Comparative Nonprofit Sector jeod in reference to this situation:

“No such agreement prevails, however about thstexce, let alone the
precise contours, of a third complex of instituspra definable ‘third
sector’ occupying a distinctive social space o@sidl both the market

and the state” (Salamon and Anheier, 1997, page 1).



Reviewing a number of descriptions and categoonatiput forward by different
researchers and examining the difficulties in daf@irthe sector, Hare et al. (2006) go so
far as to state:

“These earlier terms failed the universality testduse they were unable
to describe and connect the entire range of typesrganisations and
their activities that operate in the ill-definecearbetween the state and
the private sector. Despite that, these terms moatio be used and their
meaning(s) can be ‘an all things to all men’ viembelief” (Hare et al.,
2006, page 4).

This absence of a common agreement among the casesion definitions has led to a

number of different attempts of definitions baseddsparate approaches.

Hare et al. conclude their observations of the idoeconomy’ and search for a
definition of sector organizations and activitieshaa reference to the definitions used

for legal purposes:

“Instead, for practical purposes, what we are wth is the views of
governments and the legal and tax systems. Thése &ir tax breaks
and exemptions and the delineation of types of rasgdéions, and
activities, deemed to operate between the publd @mvate sectors”
(Hare et al., 2006, page 4).

This contrasts sharply with Bode and Evers, who famvard a very figurative

definition of the entities of the non-profit sector

“They are places in which ‘social capital’ is pessed, with trust,
voluntary commitment and social support being inguaringredients of

organizational action” (Bode and Evers, 2004, fEfB).

But whereas this outline adds a measure towardsidegy the activities in the sector it

does not address organizational issues.



In general Bode and Evers define the non-profitesess an ‘intermediate sphere’ and

in addressing the heterogeneous nature of therdbetpsummarize:

“From a social science perspective, it is obviowsfficult to make sense
of such a varied field, comprising, as it doesngsi such as choral
singing and housing production, trade unionism, oadey for
environmental concerns and membership of mutuédstdé and Evers,
2004, page 102).

Whereas in the context of the research of BodeEarets the stated information and
formulated description of the non-profit sectoapplicable, there seems to be a lack of
focus which is needed in other research applicatiBegarding the research at hand the
subject of the non-profit activities or the partams of the input are of a lesser priority.
For the current research a definition more clodelyusing on the organizational
specifics of the non-profit sector is necessary.

Compared to Bode and Evers, Werther and Bermanajma a different angle to look
at the non-profit sector.

Whereas Bode and Evers’ definition related to thesearch focus of the contemporary
changes the sector organizations are facing in @&eynas institutions, Werther and

Berman are concerned with management issues motigrofit sector.

In this regard Werther and Berman offer an acgsgitior motivation-based definition of

non-profit organizations in differentiating the &ec

“Society consists of the private sector, the pubdiector, and the
nonprofit sector, sometimes referred to as the rdthisector.’
Organizations in the third sector often pursue atlanal, health,
cultural, religious, artistic, political, charitahl philanthropic, or other
social goals. They seek to serve the public aelarghe public good of a
narrowly defined membership. Their aims often supfze most noble

features of society” (Werther and Berman, 2001 g@zg
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In segregating the non-profit sector organizatifnosn those in the private and the

public sectors they state:

“They differ from business in that they do notlsé@ maximize profits.
Their aims follow from their mission to serve thebpc good.[...]

Nonprofits also differ from public organizationstimat their activities are
not subject to processes of democratic governawaeprofits often take
over where inadequate political will exists, sushpaoviding additional
support for the arts or education that includesgimis elements”

(Werther and Berman, 2001, page 3).

Whereas this description serves well as a broadtifition of non-profit sector activity
and motivation, it is not operational enough asisésr this research. It would be
difficult to derive a clear-cut decision about tinelusion of a particular organization
into the definition or definitely outside. At tharmee time it does not appear to be
sufficient to define the non-profit sector just bycluding the activities of the other

sectors.

Werther and Berman’s observations are comparatiketgnt (Werther and Berman,
2001). The work of Weisbrod by comparison is mér@nta decade older, but made a

lasting impression on non-profit sector research.

Whereas Werther and Berman contribute with theitings to the general body of
literature on the sector and particular non-pnofgnagement issues, Weisbrod offers a

view that comes closer to the framework neededhimresearch at hand.

Weisbrod, in his analysis of the non-profit se@erpart of a mixed economy made-up

of three distinct sectors offers a descriptiverd&tin of non-profit organizations:

“The term nonprofit has several meanings. The loamphasize is the
restriction on what an organization may do with aaoyplus (“profit”) it

generates. The essence of this form of institutrthat a nonprofit
organization may not lawfully pay its profit to oens or, indeed, to

anyone associated with the organization” (Weisbi®®&8, page 1).

11



As will be shown below, this definition is at itsedrt based on earlier work by
Hansmann (1980).

Based upon this definition Weisbrod then examimesrion-profit sector regarding its
role in an industrialized society, particularly fing on comparing and contrasting the
behaviour of non-profit organizations to for-prdaditterprises. His research is concerned
with the situation in the United States and he tates by stating:

“The nonprofit sector of the economy is large allermassive in the
service area, and growing. Far from isolated frbm hainstream of the
economy, nonprofit organizations interact vigorgusith the private and
governmental sectors, both competing with themsapplementing their
activities” (Weisbrod, 1988, page 160).

The goal of Weisbrod's reasoning is finally to dericertain public policy
recommendations out of his analysis. Observing tiitat startling how little is known
about this large and growing segment of the ecoripone of these recommendations
Is a significantly increased statistical data adlten about the non-profit sector, “its
size, composition, outputs, fund-raising activitiesd interaction with the private

market economy” (Weisbrod, 1988, page 167).

Whereas the above named researchers have all gatti considerably towards the
debate about the non-profit sector it is necessasglect as basis for this research such
a definition that has shown a lasting effect on diegelopment of the debate. At the
same time the definition needs to offer a certdifityy towards the goals of this

particular research.

Considering these issues the following furtherrditere sources offer significant
assistance towards creating a solid basis for dartivork in the organizational
dimension of the non-profit sector. They are defniand describing the non-profit
sector of the economy and its entities in a way ltlaa been adopted by later researchers

and is also particularly applicable to this reskarc
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The ‘Nondistribution Constraint’ as Distinctive Reiae of Non-Profit Organizations

The work of Hansmann, produced early in the curtesdy of non-profit research,
became one of the foundations of later non-preearch (Hansmann, 1980, 1987). In
setting the stage for his arguments he providecreergl overview, description and
definition of the non-profit organization as suarich has since become an important
point of reference and to this day the basis fothier work of researchers in the non-
profit field (Weisbrod, 1988; Steinberg and Gra993; Rose-Ackerman, 1996; Lowe
2003; Hopt and Hippel et al., 2005; Valentinov, 00

Hansmann concerns most of his work of 1980 withsaus$sion of the reason for the
existence of non-profit organizations in the cdgitanarket system. He identifies this
reason in a market failure regarding the productibrertain goods and services. He
argues convincingly how non-profit entities aretéesuited to provide such goods and
services compared to for-profit entities and toradd the market failure.

“Nonprofits are particularly likely to arise in jushose situations in
which the impersonal mechanisms of the market aable to provide
adequate protection for the consumer” (Hansman80)19

In his ground breaking analysis of the non-praditter Hansmann states in defining the

nature of the non-profit organization:

“A nonprofit organization is, in essence, an orgation that is barred
from distributing its net earnings, if any, to imdiuals who exercise
control over it, such as members, officers, dinegtoor trustees”
(Hansmann, 1980).

In this way he establishes the so-called “nondiigtion constraint” as a characteristic of

singular importance in identifying non-profit orgaations.

Much of his research is concerned with the mendomarket failure that gives in his
opinion rise to the existence of the non-profittegchere in particular the examination
of advantages of non-profit entities in providingbpc goods and their functioning in
markets not addressed by for-profit firms. But pioig out the attribute of non-profits
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of not accruing surpluses to owners, the nondigioin constraint, is what made his

observations such a lasting contribution to norfipresearch.

Not only does Hansmann provide the non-profit redeavith the stated insights, as far

back as 1980 he already predicted:

“As a result, the importance of nonprofit entesprishould continue to

grow in the years to come” (Hansmann, 1980).

The contribution offered by Hansmann in establighime nondistribution constraint is
also of defining importance for this research dna@ad basis.

The ‘Structural / Operational’ Definition as a Ceition for Non-Profit Organizations

Incorporating part of Hansmann’s approach Salanmoh/amheier further developed the

understanding of the non-profit sector and itstiesti

Salamon and Anheier discuss a number of alternatefenitions for the non-profit
sector before recommending a ‘structural/operatia®dinition:

“The most useful definition is the ‘structural/oagonal’ one, which
includes in the non-profit sector organizationst tBhare five basic
characteristics. These are: formal [organized],vatg, non-profit-

distributing, self-governing and voluntary” (Salamand Anheier, 1992).

Whereas Salamon and Anheier concede that “someniaegeons may qualify more
easily on one criterion than another”, all fivetlogse criteria ought to apply in principle

for a classification of the organization.

Also Anheier in his later work points out shortcogs of the structural/operational
definition himself by stating that it has signifitautility in regards to international
comparative research, but an application in a naticesearch setting might suffer from
a different local understanding of the non-proficter. In this way the definition would

serve to identify organizations across nationalngauies fitting the criteria, but there
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might be limitations in identifying the non-profgector as such in each country
(Anheier, 1995).

The research of Salamon and Anheier has since theebasis for a body of further
studies on the non-profit sector relying on thargpective and definitions and proven
its utility (Schauer et al., 1995; Zimmer and Fni)I2000; Hopt and Hippel et al., 2005;
Siebart, 2006; Wolfbauer, 2006).

After examining the above approaches and partigulhe numerous applications of the
structural/operational definition by Salamon andh@ier, especially in the most recent
research, its utility for the research at hand ppament. Particularly its focus on
organizational characteristics as the delineatitigbates of the non-profit sector fits

very well with the thrust of this research.

Summary

Examining the different approaches to defining then-profit sector by these
researchers the conclusion is reached that foroses of this study the focused and
proven definition of Salamon and Anheier and theiructural/operational’ approach

would be best suited.
Whereas other definitions relate to the non-preéttor from an angle fitting other

research subjects, the focus on organizationalactenistics shows the greatest utility

regarding the research subject at hand.

21.2 The Historic Organizational Development ofhe German Non-Profit

Sector and Its Current State

Whereas the preceding section has dealt with theitien of the non-profit sector in
general, this section is now to focus more closelyhe sector in Germany.

“Definitions and concepts about the institutiongad®d in the area

between the state agency and the market firm tijpiceflect distinct
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national histories, styles of organizing and insiinal cultures”
(Anheier and Seibel, 2001, page 9).

Based on this assessment it becomes necessamktatibhe German non-profit sector

more specifically to define and describe the reseaubject.

Significant descriptive sources for information abthe non-profit sector are the works
contributed to the Johns Hopkins University CompagaNon-Profit Sector Project. In

its publications regarding the German non-proftteeAnheier and Seibel point out:

“With close to 5 per cent of total employment, gmnomic weight of
the German nonprofit sector is close to that of thensport and
communication industry, and slightly larger thamttiof the chemicals

and printing industries combined” (Anheier and 8€iB001, page 1).

Early Beginnings of the Organizational Developmafrihe German Non-Profit Sector

This current prominent state of the German nonipredctor is the product of a

centuries-long development.

The literature traces this process back as far has reshaping of the German
administrative and political structure after thedesf the Thirty-Years-War in 1648
(Anheier and Seibel, 2001). The deep divisions withe German nobility and between
nobility and crown needed to be bridged to provide the continuation and
reestablishment of a functioning political procassl administration. The result was a
distinction between and coexistence of state aditnation and local self-
administration, a concept crucial as basis forftlither development of the public as

well as what was to become the non-profit secttwgn, 1994; Maurer, 1997).

Impact of the French Occupation

The French revolution in 1789 and the upheavalkti@nges in France brought also to
Germany during the French occupation became thkgbaiend and driving force of a

new dynamic in the development of the non-profdtge The dramatic events as well
as the already noticeable ascent of the bourgeassi@a new force in society led to a
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wave of reforms during this period (Blackbourn &tidy, 1984). Among them was the
Prussian General Code (‘Preul3ische Allgemeine leanid) of 1794 which established
‘private societies’ (associations) as legal bogkasselleck, 1981).

Even after the liberation and the defeat of Napol@ol815 which started the period of
Restoration where parts of the reforms were rolladk, the further expansion of the
sector continued. As Anheier and Seibel put it:

“By the end of the century associational life hastdime a stabilizing
factor. [...] The growing number of associationeiced the institutional
response of a self-organizing and mobile sociest thad gradually
replaced the segmented society of birth-relatedtest (Anheier and
Seibel, 2001, page 41).

One group of associations were founded for the gmepof organizing political
activities and became the earliest form of politgarties. But others were established
to address the growing needs of the urban poornguthe early period of
industrialization in Germany. A system of privatuntary initiatives, as well as state-
and church-run efforts was developed to integréfta'te on local, regional as well as

national levels (SachRe and Tennstedt, 1998).

Further Changes in the Late 1800s and after thetRivorld War

The foundation of the German Empire in 1871 ledatsignificant centralization of

power and administrative decision making. This wwasompanied in the non-profit
sector by the establishment of national umbrelfgmbizations and an integration of the
existing localized organizations into nationwideistures (Winkler, 1972).

After Germany’s defeat in the First World War, tthemise of the monarchy and the
subsequent establishment of a parliamentary demypcira 1918 — 1919 further

supported the development of the sector. The Weldmarstitution of 1919 provided

room for the activities of non-profit organizatiorend legislation was enacted
containing specific provisions for their relatiofsland cooperation with governmental
agencies. In this way the institutionalization atite permanent state of the
organizations was significantly enhanced (Sach@eTannstedt, 1988).
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Organizations were now active in fields like youttelfare, health care, housing,
veterans’ welfare, labour policy, support of theemnployed and others. Article 5 of the
RFV (‘Reichsverordnung tber die Fursorgepflichttional decree concerning welfare)
stated that no public service should be creatddrasas private charitable services are
available (Anheier and Seibel, 2001). This providesignificant boost to independent
organizations in their activities and in their tedaship to public agencies leading to a

degree of mutual dependency.

The Non-Profit Sector Under the Dictatorship

The Nazi period 1933 — 1945 saw great changeset@tfjanizational structures in the
German non-profit sector. Under the dictatorshigdasegments of the sector, first and
foremost the welfare associations, but also tragarozations, interest groups and other
types of organizations, were forcibly integratetbithe Nazi party apparatus.

On the one hand the regime encouraged the grovitieafon-profit sector as part of the
overall economy. Full-time employment in the secés well as voluntary membership
and participation soared. Also the range and sobps activities increased, particularly
in all areas of the welfare sector. Here non-pmfifanizations supplemented, extended

and even replaced the activities of state agerféieiseier and Seibel, 2001).

But on the other hand the independence of theiegigirganizations was severely
diminished or even ended in practice. A large nundfeorganizations were absorbed

into regime controlled units and ceased to exigragies (Anheier and Seibel, 1993).

Growth of the Non-Profit Sector in West Germany

After the Second World War the development of tlee-profit sector continued in
West Germany. On the basis of the economic growitithe 1950s and 1960s
particularly the extension of the welfare stat¢hie 1960s and 1970s led to renewed and

sustained development of the organizations in ¢latos (Zimmer, 1999).

Beyond the welfare sector and the other traditidieddls of activities this period also

saw the establishment of a significant number o r@ganizations in new areas,
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among others environmental protection, foreign a&dd international poverty
alleviation. These became new drivers of growth padicipation in the sector, as well
as stimulants of organizational development now alsth an international aspect
(Salamon and Anheier, 1997; Zimmer and Priller,2900

Current Size of the German Non-Profit Sector

Not only has the non-profit sector now reached thveshold of 5% of the entire

employment of the German economy, it is in comparito the commercial and the

public sectors the only part of the economy tha p@duced continuous increases in
employment from 1960 through 1995. Its share of @ess Domestic Product had
reached 3.9% by that time (Zimmer and Priller, 2004

Anheier and Seibel conclude:

“Thus, the German Nonprofit sector, already a $igant economic
force, will continue to grow in the future as demaf health and social
services reaches ever-higher levels owing to deapdge and economic
factors as well as social change” (Anheier and §eit®01, page 6).

2.1.3 Corporate Governance in the German Non-PrafiSector

This section is to give a brief overview describihg framework that determines the

dimensions of corporate governance for the nonimettor in Germany.

Not meant to be a comprehensive analysis, thisose to serve as an introduction to
the various sources and the basic structure detargndifferent aspects of corporate
governance in the German non-profit sector. Of inge in regards to the research at
hand are particularly those areas affecting theamegtional structure and
characteristics of the sector entities.

In focusing on these areas, this section is mdaged on the seminal works of Anheier

and Seibel as well as Zimmer and Priller which hareved to be of significant utility
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to the subsequent work of other researchers (Antagid Seibel, 1990; 1993; 2001;
Zimmer and Priller, 2000; 2004).

2.1.3.1 Sources of Non-Profit Corporate Governanderinciples

Corporate governance principles applicable to e profit sector in Germany are set
down in a number of different laws and codes, thdrd is also a multitude of

guidelines, recommendations or codes of condudighda for the sector.

The corporate governance principles can thus beadatv into statutory legal
requirements and third party guidelines. Whereagsll@equirements are obviously
mandatory for the organizations, third party gumkt can be further divided into

binding and non-binding.

Legal Requirements

There is no single body of law in Germany dealinthwhe non-profit sector corporate

governance specifically and comprehensively. Rathere are sections in a number of
laws and codes addressing various aspects of mdih-governance (Anheier and

Seibel, 1990).

For example basic requirements regarding registratand representation of
associations are spelled out in the civil code (f#iliches Gesetzbuch’). As Walz
points out, regulation specific to non-profit fircdal accounting are almost completely
missing. Here requirements set down for the cotpoisector are interpreted as
applicable for the non-profit sector as well (W&@04). Yet other financial aspects are

regulated in various sections of the tax code.

This fragmented basis for non-profit corporate goaace is resulting in part out of the
long and winding historical development of the eeah Germany, as well as the
particularly heterogeneous nature of the orgaronat(Anheier and Seibel, 1990; 2001;
Bode and Evers, 2004; Kraus and Stegarescu, 2005).

20



Binding Third Party Guidelines

Binding third party guidelines are those that migirise out of organizational
relationships, for example a code of conduct isdued national umbrella organization
for its local or regional member organizations ttickh those have to subscribe
(Deutsches Rotes Kreuz e.V., 1995; Diakonisches kWdar EKD, 2005). Non-

conformity might lead to organizational sanctioree the non-compliant member

organization.

A significant portion of non-profit sector organiias provide goods and most often
services to state or municipal agencies or othgeigunental organizations which have
outsourced to them the production of particulavises. Most important is here the
welfare sector and examples are non-profit soctlise providers or non-profit

housing organizations working on contract for a roipality.

The state agencies or other organizations comigadtiese services from non-profit
sector entities often mandate a wide range of raihesguidelines affecting the service
provider. Examples are transparency of decisionimgaldocument retention or other
procedures. Non-compliance with the guidelines ad to ineligibility for future

contracts or other measures (Landeswohlfahrtsvdrbigssen, 2007).

Other examples are guidelines issued by governmgencies adherence to which is
made mandatory for organizations receiving certgipes of aid or subsidies

(Bundesministerium fur wirtschaftliche Zusammenérbed Entwicklung, 2006).

Non-Binding Third Party Guidelines

Apart from the formal legal environment of the nmmofit sector and the binding

guidelines a significant body of voluntary codes b@st practice recommendations
concerning the non-profit sector has developed rntany with a particularly

pronounced dynamic in recent years (Brown, 2002meéla 2003; Evers, 2004,

Neumann, 2005; Bachert, 2006; Dawson and Dunn,;ZD0I5 2006).

In this particular area the recent influence oéinational developments in non-profit

corporate governance can be felt (Vogelsang andtkist 2006; Deutsches
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Zentralinstitut fur soziale Fragen, 2007b). New cpicees that have proven to be
effective in other countries are introduced in @@rman non-profit sector. An example
are efforts in data collection about sector orgatins and a drive towards greater
transparency of organizational information thabesng introduced modelled on similar
activities in the US and UK (Buttkus, 2007).

Non-Profit Corporate Governance

/N

Legal Requirements Third-Party Guidelines
Binding Non-binding

Figure 2.1. Sources for Non-Profit Corporate Gogane Principles

Summary

This sub-section provided a brief overview of tloeirses of the corporate governance
principles applicable to German non-profit orgatic@s. Whereas the subject is made
particularly complex by a significant fragmentatioh the legal environment of the

sector, also the further binding and non-bindingdelines concerning the sector

organizations have to be taken in account.

Regarding these guidelines, and here specifichltyrton-binding recommendations, a
particularly active dynamic can be observed in meégears. The spreading of concepts
and procedures considered best practices on amatitenal level is now more and

more affecting the corporate governance of Gernmamprofit organizations, as shown

for example in the research of Vogelsang and Bati{kibgelsang and Buttkus, 2006;

Buttkus 2007).
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2.1.3.2 Legal Types of Entities

The historically long and diverse evolution of tBerman non-profit sector has lead to a
significant diversity of different legal types obm-profit organizations, often defined
and regulated by different sections of the assotiat and corporate law and the tax
code (Salamon and Anheier, 1997; Zimmer and Pri2ed4).

Anheier and Seibel defined a typology differentiatey the organizations being

member-based or not being member-based:

Legal Institutions

N\

Member-based Non-member based
private law commercial  public law foundations public law
associations law bodies, corporations and trusts corporations
companies and
public law and agencies

cooperatives  cooperatives

Figure 2.2. Major Types of Legal Institutions iret@erman Non-Profit Sector
Source: Anheier and Seibel (1993)

For example the most numerous type is the ‘eingetrar Verein' (registered
association), a member-based organization, definedhe civil code. Others are
‘eingetragene Genossenschaften’ (registered pulae cooperatives), active for

example in local banking or housing and also baseils membership.

Examples for Non-member-based organizations arftuSgen’ (foundations or trusts)

often used for charitable endowments, or ‘Anstaliels 6ffentlichen Rechts’ (public

law corporations), for example the public broadogsservices (Salamon and Anheier,
1997).

The individual regulations concerning the defimgoof the different types of entities
also often address the minimum level of statutooyporate governance systems
applicable to the organizations.
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This link between the type of legal entity and whiaws and regulations are applicable
to a given non-profit organization make the abowa&tegorization particularly

meaningful for this research.

Here, by selecting which type of entity to usejrat fsignificant choice is made about
basic corporate governance matters. For illusmati® the type of entity the member-
based registered association, the annual membgssily is the ultimate decision
making body. In the case of the foundation this iidue the meeting of the trustees.
The two bodies, one with numerous participants mganfrequently, the other with

few participants meeting more often are likely tvé significantly different ways of

decision making, whereas both organizations mightob similar economic size and

active in the same field.

This sub-section gave an overview of the framewworkwhich the dimensions of
corporate governance for non-profit organizatiomsGermany are determined. Their
sources were categorized into legal requirememmsliny and non-binding guidelines.
The choice of legal type of entity as of particulamportance for the corporate
governance regime applicable to an individual orzgtion was examined.

2.1.4 Summary

In this section the literature on the non-profittee as part of the overall economy
divided into a private or market sector, a publicstate sector and the non-profit or
third sector was discussed. Emphasis was givetatmg a definition for the non-profit
sector that is of the most utility for the researeh hand, arriving at the

‘structural/operational’ approach by Salamon andiéier as the most suitable.

Further the literature on the eventful and centang development of the non-profit
sector and its entities in Germany was examinedu§dere was the organizational

development and its current state.

The corporate governance of non-profit sector iestitwas analysed by the
categorization of the sources of corporate govemagorinciples, by identifying the
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choice of legal type of entity as an important deieant for corporate governance
structures and by outlining recent developmentstiquaarly the application of
internationally accepted guidelines to the Germam profit sector.

2.2  The Sarbanes-Oxley Act and Its Impact on the NBProfit Sector

As stated above, in 2002 the United States Congpassed the ‘Public Company
Accounting Reform and Investor Protection Act’, gkdled as the ‘Sarbanes-Oxley
Act of 2002’ (SOA) to ‘protect investors by improg the accuracy and reliability of
corporate disclosures’ (US Congress, 2002).

Since then the various provisions of the Act hawa la profound impact on
corporations implementing the new regulationsuibéd out to not only affect publicly
traded entities, but subjected most companiesa@ased reporting and auditing efforts
relating to increased scrutiny by external auditord others (Budak, 2004; Schuerman,
2004; Romano, 2005; Zhang, 2005; lliev, 2007).

Moreover, this increased attention also had ancefd@ foreign companies publicly
listed in the US or operating subsidiaries thesewall as the overseas subsidiaries of
US-based corporations, thus adding an internatidima¢nsion to the impact of the new
law (Von der Crone and Roth, 2003; lliev, 2007,vak, 2007; Menden and Kralisch,
2008; Piotroski and Srinivansan, 2008).

Shirley summarizes in this regard:

“Although U.S. legislators were responding to domeescorporate
corruption when they enacted SOX [The SarbanesyOxét], its impact
is global” (Shirley, 2004, page 511).

Whereas SOA was specifically aimed only at the piafit sector, its passage
immediately set off a debate whether non-profiitexst should not be held accountable
in similar fashion and certain provisions should algo be mandated for the non-profit
sector (Heinz, 2003; Jones, 2003; American Managem&ssociation, 2003;
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BoardSource and Independent Sector, 2003; Budd&l4; Zaker, 2005; Oxholm, 2005;
Broude, 2006).

This debate has caused on the one hand the draftangignificant body of non-binding
best practice recommendations for non-profit caapergovernance improvement
(BoardSource and Independent Sector, 2003; Silb428BA Coordinating Committee
on Non-Profit Governance, 2005; Oxholm, 2005). @dther hand it has led to a drive
for regulation mandating practices set down in S&8bo specifically for the non-profit

sector (National Council of Nonprofit Associatio26,06).

The first actual embodiment of this debate is tladéif@nia Non-Profit Integrity Act of
2004 specifically applying certain SOA provisiores on-profit entities (California
Attorney General, 2004; Moerschbaecher, 2004; Lj@20@5; Silk, 2005).

Considering now the impact SOA has had internalipremn the corporate sector and
the new developments regarding SOA and the US naiit-gector the Act can also be
expected to have an effect on other industrialzathtries, among them Germany with

its large and dynamic third sector.

2.2.1 Reasons for Passage of the Act and Its Malomponents

This sub-section is to give a brief overview of thiegoing debate in the literature
concerning the main thrust of the Sarbanes-Oxlely #&cwell as different angles on its
effect on the corporate sector in the US and wheh®eissues that it is meant to remedy

are in fact being addressed.

Reasons for Passage of the Act

Driver for the passage of the Sarbanes-Oxley Ac2@#2 was the desire to address
issues of insufficient corporate governance praeesgs the US corporate sector, which
had been brought to light shortly before by thepooate scandals involving companies

such as Enron, WorldCom, Arthur Andersen and others

Bergen describes the situation at the time:
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“In the wake of the 2001-2002 Arthur Andersen actmg scandal and
collapse of Enron and WorldCom, the government,liestors and the
American public demanded corporate reforms to presenilar future
occurrences. Viewed to be largely a result of éabe poor governance,
insufficient disclosure practices, and a lack ofiséactory internal
controls, in 2002 Congress passed the Sarbanesy@gteseeking to set

standards and guarantee the accuracy of finarepalts” (Bergen, 2005,
page 3).

In looking at the process of the law’s drafting grabsage critics of the Act find their

first instances of inadequacy. Romano states:

“SOX was enacted in a flurry of congressional attiin the run-up to
the midterm 2002 congressional elections aftesgrextacular failures of
the once highly regarded firms Enron and WorldCdR&mano, 2005,
page 1523).

In her examination of the Act and the proceedimgsling up to its passage Romano is

particularly critical of some of the law’s compomgras well as its make-up as a whole.

An example for Romanao’s criticism is her opinionsaiction 301 of SOA that requires
all listed companies to have audit committees cmagoentirely of independent

directors:

“There are fewer studies of the relation betweemlitacommittee

composition and firm performance (four in totalori¢ of these studies
have found any relation between audit committeeepetidence and
performance, using a variety of performance measureluding both

accounting and market measures as well as measf@ire@srestment

strategies and productivity of long-term assetsbr{fano, 2005, page
1530).

Other writers are less inclined to seek the faniitSOA, but laud its provisions as well
as its intent as a contribution towards addresgiagexisting problems.
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One proponent of this school of thought is Bumgardmho states regarding the very

same provision 301.:

“The audit committee of the board of directors ay @ublic company
gains new power and responsibilities, and therenawee safeguards to
ensure that audit committee members are not céedroby top

management” (Bumgardner, 2003).

In evaluating the Act in terms of it preventing g scandals Ribstein broadly
dismisses its utility and would rather see an uridgu response by the market itself in

addressing the problems:

“Markets are capable of responding more quickly g@mecisely than
regulation to corporate fraud, as long as regutatoes not impede or
mislead them” (Ribstein, 2002, page 69).

In contrast Hartmann sees the Act very much asaiheropriate response to the
corporate scandals:

“For company researchers, Sarbanes-Oxley is thwerslining in the
bubble-bursting blitz of corporate scandals thaths. markets in 2001
and 2002. In late 2001, Enron collapsed into bgptksy taking Arthur
Andersen down with it. between then and mid-2008roX, Adelphia,
WorldCom, and Tyco were among the companies inhisedlines for
executive misconduct and multi-billion dollar réstaents” (Hartmann,
2004, page 1).

Her observations conclude in the statement:
“The accounting scandals of 2001 and 2002 seriouslynded investors'
faith in the timeliness and accuracy of informaterailable about U.S.

public companies. Not since the Securities Act@3.and the Securities

Exchange Act of 1934 has Congress acted so stréaghstore investor
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confidence in the transparency of U.S. markets’rifidann, 2004, page
1).

With the benefit of more time having passed Faprlises the Act and the effect it has

had in his view on the economy as a whole:

“In response, Congress passed the Sarbanes-OxteynAtuly 30, 2002.
The law forced public companies to spend much nmomey having
their books thoroughly audited, and it increasee thenalties for
executives who defrauded investors. Since thesbillassage and
implementation, nervous investors who had yankélibtrs of dollars

from the market have returned” (Farrell, 2007).

Further commentators and researchers focus ordttexlaburden of compliance that the
provisions of SOA have caused for companies sudgjetd it. This has had an effect
both on the companies in terms of fees and othgiscas well as subsequently to the

shareholders.

Zhang states in regards to compliance with padicpifovisions:
“Regression results are consistent with the hymishthat shareholders
consider both the restriction of nonaudit serviaed the provisions to
enhance corporate governance costly to businessrédults also show
that Section 404 of SOX, which mandates an intecwitrol test,
imposes significant costs on firms” (Zhang, 200&g2).

This and similar findings lead him to conclude:
“The results show that these firms do not benefdmf enhanced
governance as commonly expected, but actually loose as a result of

SOX” (Zhang, 2005, page 2).

Likewise the research of lliev results in his staat:
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“Section 404 compliance leads to a significant éase in costs and
lower discretionary earnings for both domestic fordign firms” (lliev,
2007, page 32).

The research of Litvak focused particularly on deenomic consequences for foreign
companies publicly listed in the US (Litvak, 2008he summarizes the results of her
study as:

“This evidence is consistent with the view thatestors expected the
Sarbanes-Oxley Act to have a net negative effeatross-listed foreign
companies” (Litvak, 2007).

But also in this debate regarding cost and econdreitefits of the Act there are
significant dissenting views. Doidge et al. comethe opposite conclusions in their
study of the same subject:

“Our evidence is consistent with the theory thatexchange listing in
New York has unique governance benefits for forefgms. These
benefits have not been seriously eroded by SOXcandot be replicated
through a London listing” (Doidge et al., 2007).

The literature base offers the above debate andliisenting, even conflicting views.
Whereas the sources are of similar academic ntleetyarious results and conclusions
can not as yet be reconciled. In this regard andrder to review the sources, it is
important to be aware that SOA is still of compaedy recent date, a number of its
provisions not having taken effect well after thetedof signing the Act into law in
2002.

In this regard, diverse research results can naobgpletely unexpected and the lively
debate and contrasting points of view appear towsl with the status of the
development of the research on the subject.
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The Main Components of the Act

In contrast to the differences in opinion on thealdy of the individual provisions or the
Act as a whole there is common agreement in tkegalire in identifying the most
important components of SOA (Ribstein, 2002; StaTjd2003; Bumgardner, 2003;
Donaldson, 2003; Zameeruddin, 2003; Hartmann, 2084hplm, 2005).

Hartmann summarizes the main thrust of the legisias:

“The Sarbanes-Oxley Act seeks to strengthen acabuity by auditors,
executives, and boards of directors and to improwamunication of
companies' activities and financial condition twestors” (Hartmann,
2004, page 1).

Broadly the Act’s provisions address the followisgues:

- Creation of the Public Company Accounting Ovesigoard (PCAOB);
Sec. 101 through 109

- Auditor independence, including prohibitions oertain types of work
and a need for pre-certification by the company@itacommittee of all
other non-audit work; Sec. 201 and 202

- Mandatory rotation of responsible audit partnerodit firm; Sec. 203
and 207

- Requirement that a company’s board audit committeembers are
independent directors; Sec. 301

- Requirement regarding a financial expert to bemniver of the audit
committee; Sec. 407

- Certification of financial reports and other downts by the chief
executive officer and the chief financial offic&ec. 302, 906, 1001

- Increased disclosure requirements regarding ioettansactions; Sec.
401, 403, 409

- Ban on personal loans to any executive officeimgctor; Sec. 402

- Annual disclosures regarding internal controusture and procedures
for financial reporting; Sec. 404

- Disclosures regarding the company’s code of sft$ec. 406
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- Analysts’ conflicts of interest; Sec 502

- Enhanced record keeping requirements and ased@analties; Sec. 802
and 1102

- Prohibition of adverse employment actions agamsrstemployee who
provides incriminating information about its emptoy ‘whistleblower
protection’; Sec. 806 and 1107

- Increases and establishment of criminal and opleeralties for various
financial and reporting related offences; Sec. 305, 306, 308, 602,
802, 804, 807, 903, 904, 1103, 1105, 1106

Further the Act contains various provisions addngsmstructions to and funding of the

US Securities and Exchange Commission and othandial sector agencies.

Summary

The quality of the Act in terms of it addressing tproblems in corporate sector
governance that led to its passage and its oveffaltt on companies are debated with
various different points of view in the literatusslso whether the cost of compliance is
outweighed by its benefits is likely to continue lbe subject of study and lively

discussion.

Whereas evidence for each of the individual anglas be presented, as yet the
literature does not offer a consensus on the beoredietriment of the Act to the various
concerned parties. Owing to the comparatively redate of the Act it can be expected

that some time will still pass until a balancedwien these questions has been reached.
Never the less, for the research at hand theftiteraloes already offer a good overview

of the issues that are being debated and a usadid for identifying the most important

components of SOA.
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2.2.2 Research on the Impact of the Sarbanes-Oxléct on the US Non-
Profit Sector

The above mentioned scandals applied exclusivelynéocorporate, for-profit sector.
None of the events leading up to the passage db#neanes-Oxley Act was related to
the non-profit sector or its entities. Subsequendge of the provisions was designed to
address non-profit organizations.

And yet even before its signing into law the Actshzaused a significant and still

ongoing dynamic regarding the application of itsyisions to the non-profit sector.

“While nearly all of the provisions of the bill afyponly to publicly
traded corporations, the passage of this bill sh@a@rve as a wake-up
call to the entire nonprofit community” (BoardSoeirand Independent,
Sector 2003, page 2).

2221 Applicability of the Act to Non-Profit Entities

Legal Link between the Act and the Non-Profit Secto

Most provisions of the Act are addressed to the 8&€ other financial market related
agencies or to the companies that are subjechémdial market regulation. There are
two exceptions; provisions which apply also to wdiials in non-profit organizations

(Budak, 2003; Hamel, 2003; Silk, 2004; Ostrower Botbowick, 2006).

First, there are sections 802 and 1102 of the Wat ¢ontain changes and amendments
to sections of the existing United States Code wiaie also applicable to non-profit

organizations and are concerned with record keeping

Secondly, sections 806 and 1107 of the Act dedl Whié protection of individuals who
provide incriminating information about their empdo to the regulatory agencies.
These items are also framed in a way that theyppéicable to non-profit entities and

are commonly known as “whistleblower protection”.
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Provided a non-profit organization fits the crigeaf applicability of the existing United

States Code, these two changes brought on by Sfegt #iem directly.

Indirect Link between the Act and the Non-ProfittBe

Whereas SOA for the most part addresses corpoi@tgrofit entities, ever since

passage of the law a debate about its significmceon-profit organizations has been
on-going (Heinz, 2003; American Management Assaiat2003; Budak, 2003; ABA

Coordinating Committee on Non-Profit Governance)300xholm, 2005; Grunewald,

2007).

Researchers identify here for example a ‘spill-aféect’ from the corporate sector into
the non-profit sector (Heinz, 2003). Others attigban influence of SOA not as a law

but ‘as an idea’ (Schmalbeck and Owens, 2006).

As early as 2003 Budak noted:

“It is likely that the Act's other provisions wilhdirectly affect nonprofit
organizations. Therefore, management of nonprofawizations should
start thinking about the Act's effects on the exaans of the board
members, regulators, and donors who will be evelgattheir

organizations” (Budak, 2003, page 2).

In introducing their ground breaking study on naofjp governance and the Sarbanes-

Oxley Act Ostrower and Bobowick describe a situatid on-going debate:

“Only two of these provisions applied to nonprafilés [the Act’s]
passage nonetheless quickly sparked discussionst abonprofit
accountability and on whether nonprofits should emdhto certain
provisions of the Act, either on a voluntary or matory basis”
(Ostrower and Bobowick, 2006, page 1).

Ostrower goes so far as to declare:
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“One of the most important developments to shapekiting about
nonprofit governance today was the passage of éneaSes-Oxley Act,
legislation intended to deter fraud in the corperaector” (Ostrower,
2007, page 1).

Elson et al. cite a certain feeling in the non-prefivironment regarding the Act:

“Although SOX does not apply to non-profit orgaatinns, there is an
expectation in the market place for non-for-profigganizations to adopt

some of its requirements” (Elson et al., 2007, paige

Grunewald puts it in clear terms:

“The corporate reforms brought about by SarbandsyOwill inevitably
spread to non-profit Organizations” (Grunewald, 20fage 3).

He is also singularly optimistic in his opinion dhe prospect of SOA leading to

improvements for the non-profit sector:

“The likely resulting increase in public trust time integrity of our non-
profit organizations and of their boards of trusteeill benefit all

concerned” (Grunewald, 2007, page 3).

After citing a number of scandals and instanceswroihg-doing in the non-profit sector

Gustafson concludes:

“It [SOA] imposed new obligations and penalties aorporate officers
and directors of publicly traded companies and rated increased
disclosure by corporations to the Securities andhBrge Commission.
Perhaps that same formula and some new provisiongdvwelp achieve
new metrics of nonprofit accountability and trangpay in the nonprofit
sector” (Gustafson, 2006).

Based on their recent study lyer and Watkins ceamfily declare:
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“Regardless whether specific measures of SOX angemmented for
nonprofit organizations, it can be expected thatpmofit organizations
will be held to a higher degree of accountabiliythe future” (lyer and
Watkins, 2008, page 276).

Yet, there are dissenting views in the literatuasdy Nezhina and Brudney studied the
implementation of ‘SOX-related policies’ in US npmfit organizations, controlling
the data for implementation before and after thespge of the Act (Nezhina and
Brudney, 2009).

They state as part of their findings:

“According to the survey respondents, the leveltloé pre-existing
condition was generally high. [That] shows that tireat majority of
responding organizations (about 70%) had adopteX-i8@ policies

and practices prior to the passage of SOX” (Nezhima Brudney, 2009,
page 16).

Their research led them to further conclude:

“Correspondingly, post-SOX adoption is consideradblyer than would
be expected given popular and academic attenticth laerature”
(Nezhina and Brudney, 2009, page 15).

Whereas Nezhina and Brudney’s analysis leads tbhemecdord a somewhat diminished
role to SOA as a driver of non-profit corporate gamance development, the importance
of the examined practices for sector organizatisrectually further supported by their

findings.

Mulligan, while recognizing the need for developrnehnon-profit sector oversight, is

critical of the application of for-profit sectorgelation. Regarding the Sarbanes-Oxley

Act he identifies a basic problem in its adoptionthe non-profit sector:
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“Because nonprofit organizations have no stockhslde protect, the
Sarbanes-Oxley-like nonprofit reforms are mislai@ulligan, 2007,
page 2002).

While Mulligan, based on this and other observatjamitically questions the effectives
of the introduction of SOA type practices in thensmofit sector, his research re-
emphasized the existence of the impact of the S@aed changes on the sector. He

concludes:

“An increased appreciation of the problems of nofiprboard

governance, which the Sarbanes-Oxley-like nonprefdarms embody, is
a positive step away from the traditional neglefttioe nonprofit
community by public and private supervisory ingtdos” (Mulligan,

2007, page 2009).

Reviewing the various above outlined reasons digdlifferent researchers it can be
summarized that the literature has indeed estaliskear link, be it through the actual
legal application or indirectly through the ongoidgbate, between the Act and its
provisions and the non-profit sector.

2.2.2.2 Best Practice Recommendations Based on #het

Recognizing the link of SOA to the non-profit sectthe literature has started to

develop what changes in the sector are now expecteecessary.

Basis for Best Practice Recommendations

Alongside the actual laws there have been numedresspractice recommendations by
academics as well as industry groups for NPO d&tisiakers to voluntarily adopt the
corporate governance principles laid-out in SOAodisr non-profit entities (Jones,
2003; Independent Sector, 2003; Everson, 2004; AB¥rdinating Committee on
Nonprofit Governance, 2005; Jackson and Fogarty6202006b).

Ostrower describes the abundance of such recomri@mnsta
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“Scores of professional associations have issuédeljoes to nonprofit
members about ‘compliance’™ (Ostrower, 2007, page 3

As a reason for such recommendations Silk pointsssues possibly just as dangerous
for non-profit organizations resulting out of pamrporate governance that are beyond
the purely legal implications.

“The likelihood of enforcement of federal and stdéevs regulating
charitable organizations will continue to be le$sa@ractical deterrent
against improper conduct than the risk of reputaticharm that may
result from adverse media publicity targeting tlmmprofit corporation,

its directors and officers” (Silk, 2004, page 2).

Ostrower, in her study of the impact of the Sarlga@&ley Act on the non-profit sector,
describes her conclusions that the non-profit sedt@s not exist in isolation of the
other sectors of the economy. In particular shatifles links to the corporate sector

that are among the drivers of non-profit governateeelopment:

“Developments in the corporate sector not only shajler expectations
about governance that influence nonprofits, bubas findings show,
board members that sit on both corporate and ndhpaards serve as a
channel through which corporate practices are broungo the nonprofit
world” (Ostrower, 2007, page 1).

Looking at the broader environment Seaman observed:

“By its terms the US Sarbanes Oxley Act of 2002li@smonly to publicly
traded companies. But the act's goals - reliabilitgnsparency, and
accountability - are equally important in other amgzational settings,
including the nonprofit sector. For that reasonyb8aes-Oxley has
garnered the attention of nonpublic corporatiorw;far-profit entities,
and professional associations, as well as the gowemt agencies that

interact with these groups” (Seaman, 2006).
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In his study on the impact of SOA on the US norfipsector Mead identifies a very
specific motivation for organizations to pro-activeimplement reforms. After
chronicling various non-profit sector instanceswbng-doing he states:

“Meanwhile, several states considered or adopten twn reforms. The
nonprofit community simultaneously suggested vawntreforms, in
part to stave off more stringent, mandatory regudt (Mead, 2008,
page 886).

Based on these and similar views expressed simcpabsage of the Act a significant
body of recommendations for non-profit organizasitras been published that suggests

the introduction of principles laid-out in the Aas best practices for NPO.

Best Practice Recommendations

The recommendations can be classified as suclatbaiublished by industry groups or
consultancies addressing the non-profit sectorsamth that are developed in academic

research.

Best Practice Recommendations Based on AcademiaiRbs

Regarding the latter there are a number of indadidesearchers providing guidance for
the non-profit sector for which particular improvemts to corporate governance
practices are deemed necessary (Hamel, 2003; H20@8; Budak, 2003; Marenakos,
2005).

Budak describes her guidance to non-profits thdnbuig terms of a specific to-do list:

- A nonprofit organization should consider incriegs the number of
independent members of its governing board.

- A nonprofit organization that does not have aditacommittee should

establish one, and an organization that has ant aodimittee should

review it to see if it operates within the guideknin the Sarbanes-Oxley

Act.
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- A nonprofit organization should minimize loanseecutives and board
members, particularly loans with provisions thagfee all or a portion
of the loan principal.

- A nonprofit organization that does not have aecad ethics policy
should implement one, and an organization that dgwlicy should
review it to see whether it needs to be updatezkpanded.

- A nonprofit organization should assess whether internal-control
systems are operating at a level that will deted detect fraud and
whether the organizational culture promotes honeahd ethical
behavior.

- A nonprofit organization should evaluate the fical savvy of its
program directors and staff and, if necessary, gonttaining on using
financial statements and on being accountable dutie budgeting and
financial management processes.

- The lead audit partner and the reviewing pargi&uld rotate off of the
audit every five years.

- The CEO, Controller, CFO, Chief Accounting Officer any person in
an equivalent position should not have been emgloyy the
organization's audit firm during the one-year pérpreceding the audit
unless the audit committee is directly involvedha audit.

- The audit committee should establish procedures the receipt,
documentation, and resolution of complaints regaydiaccounting,
internal controls, and auditing, and ensure thapleyees are granted
‘whistleblower protection’, which would prohibit ¢horganization from
taking certain punitive actions against employeeto wdisclose
information to the audit committee.

- A nonprofit organization should develop a writtpolicy for records
retention” (Budak, 2003, page 1).

In her analysis she further clearly identifies thie provisions of the Act which directly
apply to non-profit entities:

- It is a federal crime for anyone to ‘knowinghyjth the intent to retaliate,

take any action harmful to any person [...] for yidang to a law
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enforcement officer any truthful information refagito the commission
of a federal offence.’

- It is a federal crime to alter, cover up, falsiy destroy any document or
make a false entry in accounting records with thent of obstructing a

federal investigation” (Budak, 2003, page 2).

Budak’'s recommendations and comprehensive adviseneprofit leaders stems from
looking at the Act from an accounting, rather thegmal or liabilities point of view. She

sees a priority in non-profit organizations havitmy be able to continue to meet
standards in corporate governance for comparalprédit entities, even though these
standards have just been raised by SOA.

Budak frames this as:

“In other words, nonprofit management and goveyninoards are
determining how they should respond when asked, y'Véhould

nonprofit organizations be held to lesser standafdsansparency and
accountability?’” (Budak, 2003, page 1)

Ostrower, in setting out on her examination of poofit governance summarizes the

applicable SOA provisions as:

- Having an external audit

- Having an independent audit committee

- Rotating audit firms and/or lead partners everg frears

- Having a written conflict of interest policy

- Having formal process for employees to report camp$ without
retaliation (whistleblower policy)

- Having a document destruction and retention pdl@strower, 2007)

Elson et al. looking at the most current trendslanal church accounting and
administrative procedure cite the following list isbues to be addressed relating to
SOA:

“The changes were affected in such areas as
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- establishing conflict-of-interest policies,

- developing procedures for internal financial colstr@and record
retention,

- drafting code of ethics and audit committee charter

- and in codifying protection for whistle-blowers” Igen et al., 2007,

page 2).

The issues Elson et al. focus on are communicatmahdonor relations and they see the
Act as a challenge and an opportunity for non-prfjanizations, in this case religious

organizations, to improve in this area:

“Donors are increasing looking to nonprofit orgatians to provide
transparency in their operations. The SarbanesyOXte of 2002 (SOX)
Is one legislation that might provide a startingnpo(Elson et al., 2007,

page 2).

Hamel sees the Act predominantly in terms of italeamifications and focuses on
those sections that apply directly to non-profgamizations.

“This article focuses on two of the new criminabyisions that apply to
all organizations - obstruction of justice by do@mn destruction and
retaliation against informants - and their combingffect to vastly
increase the scope of potential criminal liabifiy a variety of conduct”
(Hamel, 2003, page 1).

With lesser emphasis he then also identifies thleviing items as recommended for

voluntary compliance:

- Independent directors
- Committee protections
- Code of ethics

- Financial Disclosures (Hamel, 2003)
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Heinz sees the dissemination of SOA requiremeritstie non-profit sector as being
furthered by accountants accustomed to its pravssioom their work in the corporate
market. He then takes a comprehensive approachhdo benefits of voluntary

compliance benefiting a number of different orgatianal stakeholders:

“Accountants, acting with heightened awareness lod tisks and
liabilities associated with any improper financiaporting, are now
increasingly urging their private and nonprofitedlis to act within the
spirit of the law and adopt practices that protihet interests of all —
auditors, directors and executives, regulators,otom@nd constituents”
(Heinz, 2003, page 1).

Heinz then classifies his recommendations as:

- Auditor Role and Limitations

- Audit Committee Functions

- CEO/CFO Accountability for Internal Controls
- Real-Time Financial Disclosure

- Document Destruction

- Whistleblower Protection (Heinz, 2003)

Marenakos, citing as her main concern also the epraton of a good
relationship with donors and government fundersabip lists these areas

important for non-profit entities:

- Establishing an audit committee

- Ensuring auditor communications with the board

- Defining organizational policies and monitoring qaiance
- Reporting finances

- Establishing internal controls

- Providing for whistleblowers

- Public disclosure (Marenakos, 2005)
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Best Practice Recommendations of Industry GroupisQthers

A number of recommendations are also publishechbdystry groups or consultancies
addressing non-profit decision makers directly ¢ipehdent Sector, 2003; ABA

Coordinating Committee on Nonprofit Governance,300

The American Bar Association in examining SOA wahpriority on the legal and
liability issues developed a list of ‘Corporate @avance Principles of the Sarbanes-

Oxley Reform for Consideration by Nonprofit Orgaatipns’:

Principle 1 Role of the Board

Principle 2 Importance of Independent Directors

Principle 3  Audit Committee

Principle 4  Governance and Nominating Committee

Principle 5 Compensation Committee

Principle 6  Disclosure and Integrity of Institutedrinformation
Principle 7 Ethics and Business Conduct Codes

Principle 8  Executive and Director Compensation

Principle 9  Monitoring Compliance and Investigatidgmplaints
Principle 10 Document Destruction and RetentiolBAACoordinating

Committee on Nonprofit Governance, 2005)

The Independent Sector forum provides with an esighan ‘Learning from Sarbanes-

Oxley’ a detailed list of recommended activitiesiethare classified as:
Insider Transactions and Conflicts of Interest
Independent and Competent Audit Committee

Responsibilities of Auditors

Disclosure

1

2

3

4, Certified Financial Statements
5

6 Whistle-Blower Protection

7

Document Destruction (Independent Sector, 2003)
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Evaluating the Best Practice Recommendations

In surveying the existing recommendations in prieyganer study of the impact of SOA

on the nonprofit sector Ostrower summarizes:

“Among other guidelines, the principles call on atinprofits to adopt
written conflict of interest, document retentionnda whistleblower
policies, and, for nonprofits that have an auditconsider establishing
an independent audit committee — all provisionsSarbanes-Oxley”

(Ostrower, 2007, page 3).

Her observations lead Ostrower to the conclusiaft th

“These ongoing elements testify to a growing rexign that nonprofits
are under greater scrutiny and must demonstratar thablic

accountability” (Ostrower, 2007, page 3).

Reviewing this large number of recommendations @iffdrent sources, it is apparent
that each set was developed from a different rebemrgle and with a different clientele
in mind. The particular emphasis on individual sswand the degree of detail varies

accordingly.

Yet, there does not appear to be disagreement athergpurces in the actual substance
of the individual issues. Whereas phrasing andripisation vary, the application of the
legislative intent of the main provisions of thetAas laid-out above, has been

identified similarly in the different literature sices.

While the issues appear in different guises anboaljh the different sources put
emphasis on selected points in their recommendatithe literature of best practice
recommendations can still be well summarized. Tladse does not exist significant
disagreement in the literature base. The main sska®ing been derived out of SOA

can be identified well and will be useful for thesearch.
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2.2.2.3 Summary

This sub-section gave a brief overview of the rege@n the impact of the Sarbanes-

Oxley Act on the US non-profit sector.

The literature identified two main categories opewt on the sector. There is on the one
hand the statutory effect of the sections of thé iAgolving document retention and

whistleblower protection which are directly appbéaalso to non-profit entities.

On the other hand an impact of the Act on the nafitpsector is felt through the
publication of a significant body of best practioecommendations. These
recommendations are based on further sectionseofetjislation and deemed by the
researchers as appropriate or even necessary iempemis to the current state of

corporate governance in the sector.

The various individual subjects addressed by thésAwimerous sections, as well as the
different research angles have led to a varietgmphasis and priority that individual

researchers accord to the individual provisiondeweloping their recommendations.
Never the less, there is no significant debatdnliterature in identifying the areas of
the Act which are of note for the sector. Nor is tverall thrust of the Act in increasing
accountability and transparency and the signifieant this goal for the non-profit

sector in dispute among the literature sources.

Based on this consensus the identified issues @amniie part of the research at hand.
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2.2.3 The California Non-Profit Integrity Act of 2004 as the First
Embodiment of Sarbanes-Oxley Principles Established as
Regulations for the Non-Profit Sector

As developed above, the passage of the Sarbaney-8&t had a significant, if mostly
indirect, effect on the non-profit sector and isporate governance practices in the US.
Further, the need to increase transparency anduatatmlity not only in the for-profit,

but also in the non-profit sector has been cledewntified by researchers early on.

This need has soon developed into a legislativentrib apply specifically provisions of
SOA to the non-profit sector in mandatory form. Qofethe earliest and still most
prominent examples of this trend is the CaliforNian-Profit Integrity Act of 2004
(NIA).

Reasons for Passage of the California Non-Profitegmity Act and Its Main

Components

As early as 2003 BoardSource and Independent Segorted:

“Indeed, several state legislatures have alreadgquhor are considering
legislation containing elements of the SarbanesPXAct to be applied

to nonprofit organizations.” (BoardSource and Iretegent Sector, 2003,
page 2).

This discussion soon developed as far as to ceeatear legislative intention to also
regulate NPO activity more along the lines of tlesvrfor-profit corporate governance
law (National Council of Nonprofit Associations, 38).

By 2005 Baker had already identified the state<Cafifornia, Massachusetts, New
Hampshire and Connecticut as having passed ordemnisy new laws addressing non-

profit corporate governance (Baker, 2005). He aohes:

“In the wake of Sarbanes-Oxley, some state goventsnare holding

nonprofits to higher accounting standards. Mordestare addressing
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these issues, and a federal act regulating nonprisfipossible” (Baker,
2005).

The first actual manifestation of this drive was fBalifornia Non-Profit Integrity Act
of 2004 (NIA) (California Attorney General, 2004).

In introducing his analysis of the effect of NIAurg described the developments that

had led to its passage:

“You could see it coming - more transparent finahgeporting, the
restructuring of corporate governance - if it wasody for public
companies, it wouldn't be long until someone detidealso would be

good for private companies and nonprofits” (Ljug@05, page 1).

He further identifies regulation regarding the doling issues as the main components
of NIA:

- Audits and Audit Committees
- Executive Compensation
- Fundraising (Ljung, 2005)

Silk and Fei, in their review of NIA, first broadlgeparate two distinct subjects
addressed by the new law; non-profit corporate gawece and fundraising activities
(Silk and Fei, 2004).

Looking at the sections addressing corporate gewem they then list the main

components as:

- Financial Audits
- Public Disclosure of Audited Statements
- Audit Committees

- Compensation Review (Silk and Fei, 2004)
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The State of California itself issued an overviefsmtee law’s main provisions at the
time of signing. This summary identifies the mairjects, other than those addressing

fundraising, as:

1. Charitable organizations have 30 days, insteadxahsnths to register and file
articles of incorporation with the Attorney Gené&aRegistry of Charitable
Trusts

2. Independent audit of annual financial statementg remuired for charities with
gross revenues of $2 million or more

3. Charities with gross revenues of $2 million or momast establish and maintain
an audit committee

4. Executive compensation by charitable corporationgcorporated associations
and charitable trusts must be review and approveaifornia Registry of
Charitable Trusts, 2004)

Bearing in mind that NIA is a comparatively recégislation, looking at the literature
sources, there is common agreement in identifyihg tmain components and

importantly also in tying NIA and its main compoteio the Sarbanes-Oxley Act.

The literature recognizes NIA and similar legisglatias part of a trend towards greater

mandated accountability and transparency in nofitmarporate governance.
Summary

In the literature on the passage of the Califoidan-Profit Integrity Act, specifically
modelled on the Sarbanes-Oxley Act, the clear trafidincreased mandatory

transparency and accountably for the non-profitasezan be clearly observed.

“The days of legislative ambivalence regarding mofipgovernance and

accountability are over” (Ljung, 2005, page 4).

Recognizing this trend in the US and its documéran the literature base it can now

be made part of the basis of this research.
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224 The Importance of the Sarbanes-Oxley Act fothe German Non-
Profit Sector

In the preceding sections the literature on thé&aas-Oxley Act has been reviewed in
terms of its impact first on the US corporate seatelated to which researchers have
also identified an international dimension andHartits still developing effect on the

US non-profit sector.

Recognizing the importance of the Act outside ef tI5, this section is now to give an
overview of the literature applying the developnseit the US to the international

environment, particularly in Germany.
Regulatory Developments

The events and subsequent discussions that lduetpassage of the Sarbanes-Oxley

Act in the US have led to similar debates in othdustrialized countries.

“Many governments reacted to the possibility ofilamcases of massive
corporate fraud in their countries by re-examinitiggir corporate

governance rules and oversight of their auditingfgesion” (Peek et al.,
2004, page 1).

Especially in Western Europe this had an impactomporate governance regulation
and recommendations for best practices for thepfofit sector there (Higgs, 2003;
Smith, 2003; Tyson, 2003; Jones, |. and PollitD20von der Crone and Roth, 2003;
lliev, 2007; Menden and Kralisch, 2008).

Braiotta, as well as Menden and Kralisch are examgithe still pending revision of the
8" EU Directive on Company Law and its particularatieinship with the Sarbanes-
Oxley Act (Braiotta, 2005; Menden and Kralisch, 800

“There are many similarities between Sarbanes-Oxdeyl the 8

Directive, including the mandate for independerditaommittees with
at least one financial expert; external reportimgimternal controls; a
public registry of external auditors, including @stigative and
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disciplinary systems; auditors' independence, holgi the refusal of any
nonaudit services; and audit partner rotation {a f/ears)” (Braiotta,
2005).

Further, von Hein, in his in-depth analysis of ifieernational influence of US corporate
law identifies an explicit legislative intent todtmonize” EU regulations with those of
the US (von Hein, 2008).

The subsequent efforts in transferring EU legistatinto national regulation in

Germany have already progressed.

Among other items a governmental draft documentgfi§parenz-Umsetzungsgesetz —
TUG”) relating to the implementation of the EU lIglgition calls for the mandate of an
“accounting oath” (‘Bilanzeid’) (Bundesrat, 2006This mandate would require
corporate leaders to personally sign-off on theusaxy of company financial
information and is explicitly modelled on SOA secti302 (Wiedeking, 2007, von
Hein, 2008).

“The TUG will introduce an obligation for the eimanagement board
to certify under oath that their accounting is aate; similar to the US
Sarbanes-Oxley Act” (Wiedeking, 2007, page 5).

Fleischer, in his critique of the new legislatioasbd on SOA, refers to the process of

the adaptation of foreign laws as ‘legal trans@afkleischer, 2007).

The efforts have already led to considerable delegarding their ramifications and
effectiveness (Heldt and Ziemann, 2006; von Ro0s2d06; Wiedeking, 2007;
Rodewald, 2007).

Among other complaints about ‘overregulation’ (Nka@007) as well as about
redundancies and conflicts regarding already ewgstaws (Wiedeking, 2007) are

voiced in the literature.

Yet, while this debate about perceived benefitslandens is going on, the progress of
the legislative efforts relating to SOA in Europelan Germany is evident.
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Developments in Best Practices

In the countries of Western Europe the non-praditsr of the economy is often of at
least of similar importance to the economy as alevlas in the US (Anheiner et al.,
1997; Anheier and Seibel, 2001; Schmalbeck and GW&006).

Given the influential role of US practices to thevelopment of regulations and best
practices in corporate governance in all econongictass in the countries of the
industrialized world, it is not unreasonable to estpdeveloping practices relating to the
non-profit sector in the US to then become of ingace for that sector in those

countries as well (Bode, 2003; Vagneur, 2004).

The expectations about the impact of SOA on theprofit sector in these countries
then have to be considered in light of the desdribfiuence it has had on the sector in
the US.

A number of researchers conclude that this is als@ perhaps especially true for
Germany.

Bode in citing Gibelmann (1998) puts it:

“As in the United States, the environment in whramprofits function

has become more turbulent” (Bode, 2003, page 205).

In this regard Bode and Evers register ‘searchiog dest practices’ among the
challenges currently facing the sector in Germaoyenthan ever before.

“The whole sector has entered an age of insecumitwhich political and
cultural evolution create a climate of continuoubammge in the
environment of TSO [Third Sector Organizations]’off¢ and Evers,
2004, page 102).

By defining an ‘entrepreneurial mobility’ applicablto the non-profit sector they
identify a competitive process interlinking ‘ci\gbciety, the state and the market’ also
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in Germany. This process has become a driver imong others, the adoption of

practices and behaviours from the for-profit in tioa-profit sector.

Priller and Zimmer as well as Anheier and Schréemfpto the trend towards

globalization and its influence on the economy aghale also having an impact on the
non-profit sector organizations and their actigt{®riller and Zimmer, 2000; Anheier
and Schroer, 2008). Whereas these researcherghcesults of this influence mainly
in participation and support by individuals of secactivities, the ongoing process of
globalization and internationalization has also anifestation in structural and

organizational aspects of the sector. Increasimgiernal, in this case international,
expectations can be felt, which also extend tatlea of corporate governance.

Evers, in looking at recent changes and challesgkgacing the non-profit sector in

Germany, identifies a particular trend to and nfechetwork and control concepts to
be interlinked and interchanged between the ecanmuctors (Evers, 2004). His
support of such control mechanisms, which he callstems of mixed governance’,
draws attention to current developments in the @@te sector being meaningful for the

non-profit sector.

In referring to the advance of the principles aodaepts of the liberal market economy

Evers states:

“They are now to be made the blueprint for allistad sectors” (Evers
and Laville, 2004).

Evers identifies this trend as having significamportance for the future development

of the non-profit sector.

Walz refers to specific differences in the currstate of non-profit accounting between
the practices in the US and in Germany. In doin¢pesadentifies a trend that in recent
times new developments in non-profit accountinghas been observed elsewhere for
accounting in the commercial sector, are oftenothiced with an eye on similar
developments in the US (Walz, 2004).
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Going one step further Walz notes that some ofetldgerences in procedures between
the US and countries that have already adoptedyd&ms on the one side and still
existing procedures in Germany on the other sideuamto a detrimental effect for
organizations. He points out specifically the ca$eanternationally active or related
organizations that might find it disadvantageousédbased in Germany and having to
adhere to accounting systems which do not incotpdree latest developments (Walz,
2004).

Given the close relationship between those corpagavernance aspects that deal with
the internal mechanisms of an organization, spedifi those features of SOA that
address financial matters, and the accounting systé the organization, the
observations of Walz have significant weight inabsishing the importance of SOA for

the German non-profit sector.

The passage of the Sarbanes-Oxley Act with ithé&urtmpact internationally and on
the US non-profit sector is being related also &n@ny and its non-profit sector by a
number of researchers. They point out new legasiain the EU that will bring SOA
principles directly into the laws of member stadesl have already reached the German

legislative process.

Based on a general trend of a closer relationséigden practices in the corporate and
in the non-profit sector the literature identifiag® immanent impact of these new
practices and the non-profit sector entities. Gdimgher, researchers even call such
changes and improvements in transparency and aitolily necessary for the

continued development of a non-profit sector asadyic as in Germany.

2.2.5 Summary

In this section the literature regarding the Saesa@xley Act was reviewed with the
particular focus on its impact on the non-profittee.

Whereas based on the events that led to its pasisagkct was specifically intended
only to address corporate governance issues in Wblcly traded companies, it was
soon apparent and so acknowledged in the literétatdats impact would go further.
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Researchers identified quickly international aspert the Act's passage having
consequences for corporate governance practicewledse. They point out the impact
on dual-listed foreign corporations, internatiopalttive companies and the legislative
implementation of mandates similar to SOA provisiam other jurisdictions. Whether
these consequences are beneficial or detrimentaétoompanies and their stakeholders
is still lively debated, but their existence is igpaited.

Further, the literature base contains numerougaebes to the effect of SOA on the
non-profit sector in the US. For one the reseascid@ntify sections of the Act which

directly apply legally to non-profit entities, batso a large body of recommendations
for improvement of corporate governance practicasedd on SOA was developed for

voluntary compliance.

The recognition of the importance of SOA principfes increased accountability and
transparency in the non-profit sector has in thantime led to further legislation in the
US on the state level specifically mandating thgs@nciples for non-profit

organizations, an example being the California IRoofit Integrity Act of 2004.

Recognizing these trends of the application of S®iAciples internationally and in the
non-profit sector in the US, the case for an impdcBOA on the non-profit sector in
other countries can be made. Here particularlyettemomies of Western Europe are of

interest with their large and well developed noofpisectors.

The research at hand focuses on the impact oneéh@a&® non-profit sector, for which
the literature base contains particular referencethe recent developments in corporate
governance practices based on international trendeneral, as well as an anticipation
of further modernization in the non-profit sectoagtices in particular.

2.3 Synthesis

The preceding sections have reviewed the currtarature base pertaining on the one

hand to the significance and the dynamic of the pratfit sector in Germany and on the
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other hand to the importance of the Sarbanes-Oxd¢yor the non-profit sector and the

Act’s international aspects.

Recognizing both factors and anticipating the dssti# evolving influence of SOA on
the German non-profit sector this section is tatsgsize these strands of the literature.
This will become the basis for the developmenthef tesearch question of the research
at hand to assess which kind of German non-prafifamzation might be better

prepared in dealing with the anticipated trends.

231 Research Gap Regarding the Readiness of tlerman Non-Profit

Sector for Sarbanes-Oxley Type Corporate GovernancBractices

The preceding sections have covered the literainorevo main research subjects. The
literature on the German non-profit sector has jolexy the groundwork for establishing
the importance of the sector for the German econasng whole and for describing its

governance structures.

It is also evident out of the literature base it German non-profit sector remains

dynamic and is still further evolving in a domesigwell as an international context.

Identification of the Research Gap Regarding thadreess of the German Non-Profit
Sector for Sarbanes-Oxley Type Corporate Govern&mnaetices

In their analysis of the research literature on @&rman non-profit sector and in
identifying and evaluating the various current st and trends Anheier and Schroer
emphasize an increasing internationalization ashang force in the development of

the non-profit sector (Anheier and Schréer, 2008).

Whereas Anheier and Schrder do not identify théd&aes-Oxley Act in particular, but
focus on the European level as significant forHertdevelopments, the international

and integrated approach towards future researdiasly visible.

Not only in the very recent analysis of Anheier g chroer but also in general the
literature base on the German non-profit sectorithastified various recent trends and
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developments (Schuhen, 2002; Evers, 2004; Doll,62@uttkus, 2007; Deutsches
Zentralinstitut fir soziale Fragen, 2007b). ThebBaes-Oxley Act and its effect both
internationally and on the non-profit sector fitsy well with the other drivers for these

trends and developments cited by the individuaaeshers.

Yet, so far there has been no empirical or expboyainvestigation to assess the
preparedness of the sector organizations in Germtanthe specific changes and
improvements necessary for compliance to the agipkcprovisions of SOA. Whereas
such an assessment was first produced for the WSpradit sector by Ostrower and
Bobowick there is no research on the German nofitpsector that would be

comparable (Ostrower and Stone, 2005; Ostrower Boloowick, 2006; Ostrower,

2007).

Having identified this research gap the researdmaatl is aiming to provide results in
this regard and to work towards filling this gap.

2.3.2 Definition of the Sarbanes-Oxley Provision®r Examination

As discussed above the Sarbanes-Oxley Act wasdatkerior the for-profit sector

addressing particular corporate governance shortgsn

Only two of its provisions apply directly to the mprofit sector. As shown, further
prescriptions of the Act have in the meantime begst into new laws governing non-
profit entities, still further features are numestyurecommended to be adhered to

voluntarily by non-profit organizations.

For the purpose of this research the provisiorth®@Act which are of note to non-profit

sector entities will be laid out again specificaftythis section.

Identification of the Prescribed and Recommendex/iBions

As discussed above researchers agree that themsvarprovisions of the Sarbanes-
Oxley Act which apply also in the case of non-grairganizations (Budak, 2003;
Hamel, 2003; Silk, 2004; Ostrower and Bobowick, @00
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One addresses record keeping, specifically documagantion and destruction which

are covered in sections 802 and 1102 of the Act.

Further, sections 806 and 1107 of the Act addressptotection of individuals who
provide incriminating information about their emydo to the regulatory agencies. This

is commonly referred to as “whistleblower protentio

Taking these into account and summarizing furthdre tabove analysed
recommendations, the following list of Sarbanese@xprovisions as basis for the

research at hand can be drawn up:

Preparation and publication of financial stateteen

2 Existence of a board financial audit committee
Board financial audit committee members to hawemél financial
training
Commissioning of an annual external financial audit
Rotation of external financial auditor or lead dyshrtner at least every
five years

6 Existence of a formal conflict of interest policyowering the
organization’s directors and executives
Existence of a formal process to handle employeaptaints

8 Existence of a formal document retention / desibagbolicy

Prohibition of loans out of the organization’s fuladits board members

2.3.3 Definition of the Set of Organizational Chaacteristics for

Investigation

Following other research on organizations and @aerly non-profit organizations the
entities to be investigated will be classified byset of descriptive organizational
characteristics. Those characteristics are therbeoinvestigated concerning their
association with the prevalence of the above défi®®A type practices in the

organizations.
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Sets of Organizational Characteristics in Non-Pr&ector Research

Most prominent in the research in the non-profttseare such characteristics which
define the organization as being part of this geofadhe economy as opposed to the

private or governmental sectors.

One of the most important sources of informatiothis regard are the works associated
with the Johns Hopkins University Comparative NarfipprSector Project. Looking at
the work of Salamon and Anheier (1997) in definihg non-profit sector they state as

characteristics for entities belonging to this sifisation the following characteristics:

- organized

- private

- non-profit-distributing
- self-governing

- voluntary

Whereas these characteristics work well for thgppse of defining the non-profit sector
entities as such, this general approach is undeitabthe research at hand. As defined
above all entities subject to this investigatioa part of the non-profit sector and the
offered attributes do not allow for significant segation and comparison between

different sub-sets of the overall group.

A more specific and differentiating set of charastecs will be necessary.

Bies (2003) in her examination of nhongovernmentabantability in Poland identified
a brief set of organizational characteristics tghhght specific differences between

organizations.

- size (number of staff and volunteers)
- geographic location

- scope (geographic reach)

- mission

- structure

- experience with accountability
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Whereas the overview given in Bies’ study is briefjarding this subject, it clearly
shows how the selection is adapted fit the reseachurpose.

Wolfbauer (2006) in her study of the corporate goaace function of non-profit
organizations in the Austrian health services itgudeveloped the following list of

organizational characteristics:

- size, expressed by the organization’s income

- legal type of entity, as prescribed by Austrian Ewd next to identical to
the situation in Germany

- ownership, differentiating between public, meanstgte owned, entities
and private entities

- sources of income

- types of goods produced, differentiating here betwpublic and private
goods based on economic theory

- beneficiaries; categorizing in members, specificdthparties or the
general public

- personnel; staff, volunteers or both

- mode of organizational decision making; democratibierarchic

These characteristics selected by Wolfbauer anphpmal to her research, as she uses
them only to describe the non-profit sector in gahdout not to relate them with certain
research findings. This gives this selection a rbigzal quality and prevents a direct

application for the research at hand.

Never the less, as in this case the research sub@porate governance in the non-
profit sector, and the locality of the study areyelosely related to the research at
hand, the insights provided by Wolfbauer need talbsely considered in the further

development of this research.

Another example of the application of charactesssin the research of the non-profit
sector is a study by Nah (2006).
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Nah identifies:

- age and locality

- type of organization, which is defined as the orgations’ field of
activity

- internal human resources, under which he subsumasi lof directors
and staff

- external human resources, under which Nah subsumessbers and
volunteers

- financial resources

His study then evaluates these characteristicetsmdinants of the organization’s use

of modern communication methods.

Nah'’s study is of particular interest relating histresearch as it is of very recent date
and in examining media publicity and website uss itoncerned with very recent and
in specific ways unprecedented changes affecting-pmofit organizations which

represents a certain comparability to the subijetttis study.

Yet, in application for this study it is lacking anternational dimension in its

examination.

Crittenden and Crittenden (2000) use a specifiecsiein of 13 organizational
characteristics on their study of the strategicnpiag process in non-profit

organizations, as follows:

- paid administration

- organizational membership
- gender

- member age

- organizational maturity

- board of directors

- expressive youth

- funding

- instrumental
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- dues funded
- education
- foundation funded

- bureaucratic size

In describing this wide and differing selectiont@mden and Crittenden state:

“Each of the factors is supported by prior theangnagerial usefulness,

and statistical criteria” (Crittenden and Crittend2000, page 5).

The preparation of their analysis provides veryfulseformation not only regarding
the particular set of characteristics employed, dlsb regarding the selection process

the researchers went through. In this regard tratg:s

“Regarding context and process, previous studie® hadicated that
organizational characteristics exert influence Ine tuse of strategic
planning methods in nonprofit organizations. [...Jv&@l researchers
have examined organizational variables such as ¢&taff and

membership), age, budget/resources, degree ofstaEtssionalism, and
member participation as they relate to the strat@dgnning process”
(Crittenden and Crittenden, 2000, page 2).

In this way they are basing their research into dbetext of previous example and

apply the insights of others in working on theirrogpecific research question.

Furthermore Crittenden and Crittenden employ atipresaire survey in their study in a
very similar way to the research at hand, whictd$eparticular consideration also for
their choices of organizational characteristics vasl as their reasoning for this

selection.

Nezhina and Brudney (2009), in their study of theplementation of SOA type
practices at US non-profit organizations define ftiiwing list of characteristics, not

only looking at the organization, but also at thevey respondent as a person:

Respondent characteristics:
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- Chief executive officers

- Chief financial officers

- Managers

- Years in current position

- Membership in associations

- Level of formal education

Organizational Characteristics:
- Number of paid staff
- Age of organizations
- Budget size of organizations

- Policy area [primary field of activity]

Not only is their research subject very closelated to the research at hand, Nezhina
and Brudney also applied a questionnaire surveyiaigaviews in their study. Both
factors make their research, first presented asord#erence paper for the 2007
Association for Research on Nonprofit Organizati@msl Voluntary Action annual
meeting, particularly important for the design luststudy.

Ostrower and Bobowick (2006) for their study on +pwofit governance and the
Sarbanes-Oxley Act also assembled a particulaofserganizational characteristics.
Their research, administered in the US, was laaded

“Conducted in 2005, it is the first national, reseptative survey of
nonprofit governance. The study gathered resporfsesy 5,115
nonprofits of varied size, type and location” (@ster and Bobowick,
2006, page 1).

This comprehensive survey focused, among othersh@muestion of the relationship

between the Act and non-profit entities:
“[The survey] examines the current extent of nofifsoadherence to

some major Sarbanes-Oxley provisions and nonprééaders’

perceptions about the ease or difficulty of commp@ were similar
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provisions to become mandatory for nonprofits” (OGser and
Bobowick, 2006, page 1).

Based on the thrust of the Ostrower and Bobowig#ysbeing so closely comparable to
this research, their employed set of organizaticharacteristics and the process of its
selection are of particular importance in assengbiive characteristics for this study in
Germany.

In that research, the full results were publishe@007, the set of characteristics was

defined as:

- Board size

- CEO voting board member

- Corporate board members

- Have paid CEO

- Organization members elect one or more board mesnber
- Percent minority members of the board

- Percent female members of the board

- Age [of the organization]

- Organization size (as measured by annual expesdlitur
- Field of activity

- Sources of funding (Ostrower, 2007)

Whereas part of the focus of the survey of Ostrag/é¢ie board of the organization, its
size and composition, there are insightful chomlesut the descriptive and substantive
characteristics of the organization itself, whick then related to the specific findings

about what she calls “Sarbanes-Oxley type practices
This relationship to the Act in particular and tlplicability of most of the

organizational characteristics to the German nafitpenvironment makes this study a

very important source for the design of the redeatdand.
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Organizational Characteristics for Use in this Sgud

Based upon the reviewed examples in the literdtas®e, the various choices made by
other researchers and especially the way they hdapted a set of characteristics for
their purposes the organizational characteristas use in this study can now be

identified:

1. Annual revenue, as a measure of organizatsipe) categorized as:
- less than TEUR 100 ‘very small’
- less than TEUR 500 ‘small’
- less than TEUR 5,000 ‘intermediate’
- less than TEUR 15,000 ‘big’

- more than TEUR 15,000 ‘very big’

2. Do any board members have a professional backdrin any of the

following fields:

- the organization’s field of activity

- management

- law

- accounting

- other finance (e.g. banking, insurance, investreén)

3. Is the organization part of an internationalvogk in any way?

4. Age of the organization

5. What is the geographical scope of the activibfethe organization:
- local
- regional
- national

- international

- other
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6. What portion of your organization’s funding ssed on donations?

7. Are members of the board of directors (BOD) actin responsible

positions in the corporate sector?

The literature provides good examples of how red$eas have developed their own
sets of characteristics most fitting to their parar study. Rather than merely reusing
pre-established definitions, researchers have adaptselection based on the needs of
their research focus observing the differencesoaallty, legal framework or state of
technology and most importantly the applicabilitf @ertain characteristics to the

specific research question.

In this way the literature does not only provide thasis for the above selection of the
set of characteristics in terms of showing theedéht characteristics that can be used
for the investigation, but also the literature pdes the insights on how to make the

selection for the specific research application.

2.3.4 Summary

The literature sources examined in this and theipus sections provide the basis for a
two-pronged research approach.

On the one hand the literature on the German nofitgector was reviewed, which
provided insights concerning its dynamic and evawvnature as well as its importance
as part of the overall economy.

Further the literature on the US Sarbanes-Oxleywad discussed with particular focus
on its international impact and on the most rectvelopments concerning its impact

on the non-profit sector.

Based on this analysis a relationship can be estedol between the Act’s importance

internationally as well as to the non-profit secad that sector in Germany.
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The literature base provides a number of sourcgardeng current research trends on
the German non-profit sector, as well as the rebean aspects of SOA (Anheier and
Schroer, 2008).

Yet, so far no structured research has been doneemting an assessment of the
preparedness of sector organization for any furtdewvelopment towards the
introduction of SOA type practices in Germany. Bhea the literature review this has

been identified as a gap in the research.

Looking at this research gap, related work conogrmon-profit organizations has
already been produced on the US non-profit sedsaifj which provides particular
insights towards a similar application in other nwoies (Ostrower and Bobowick,
2006).

Based on these insights and on the review of itlbtierature the foundation for the
research at hand has been laid by defining thecpbmt Sarbanes-Oxley provisions
which the literature has identified as applicabte the non-profit sector. Further
organizational characteristics have been defindiciwhave been used in other research

on the non-profit sector to describe and clas®fjta organizations.

In connecting these strands of discussion in ttexaliure, the identification of the
research gap, as well as the definition and ideatibn of the variables the basis has
now been established for formulating the reseaudstipn, aims and objectives.

2.4 Defining Research Question, Aim and Objectives

Having established the review of the literatureebasd the synthesis of the identified
research strands in the preceding chapters a obsgap has been identified regarding
an assessment of the preparedness of German nfingyganizations for potential
compliance with corporate governance practices chase the provisions of the US
Sarbanes-Oxley Act.

This section is now concerned with defining theeegsh question, aim and objectives
of this research as basis for a study to work tdditling this research gap by relating
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a measure of the preparedness or potential conegliafith the above identified SOA

provisions to the defined organizational charastes.

Defining Research Question, Aim and Objectives

In spelling out the future impact of the Sarbanete® Act on the non-profit sector
Budak observed:

“It is likely that the Act's other provisions withdirectly affect nonprofit
organizations. Therefore, management of nonprofauizations should
start thinking about the Act's effects on the exa@uns of the board
members, regulators, and donors who will be evelgattheir

organizations” (Budak, 2003, page 2).

This need for preparation by non-profit leaderstfeg changes brought on by the Act
recognized by Budak provides an important drivertfe design and structure of the

research at hand.

Ostrower in referring to her own study on prepaesdnfor the corporate governance
practices related to Sarbanes-Oxley provisions gnd non-profit organizations also

describes this pressure:

“These ongoing elements testify to a growing redo@m that nonprofits
are under greater scrutiny and must demonstratar tpablic

accountability” (Ostrower, 2007, page 3).
Specifically it will be important for this researtth measure the level of preparedness in
terms of corporate governance practices comparablerescriptions of the US

Sarbanes-Oxley Act already having been establishad organization.

Further this preparedness or a potential compliante SOA type provisions should

then be related to that entity’s organizationalrabteristics as defined above.
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Based on this analysis a result in the form of fifj@gng which characteristics are most
influential in determining potential compliance withe provisions of the Act will be a
goal of the study.

Looking at the use of such a measure of influenitether objective of the research will
be to show how the actual benefit of the measupeliseived by the addressees, “board
members, regulators, and donors” (Budak, 2003, gage
Based on this research thrust the Research Questiothen be worded specifically as:
* What organizational characteristics of German niaiHporganizations
are most influential in determining potential corapte with the US
Sarbanes-Oxley Act?
This Research Question can be defined as the Atm®ofesearch as:
« To examine the organizational characteristics ofn@@& non-profit
organizations that are most influential in deteimgn potential

compliance with the Sarbanes-Oxley Act.

In further breaking down the Research Question Redearch Aim the specific
Research Objectives can be defined as:

e To identify the most significant organisational cceristics.

* To rank the most significant organisational chasastics in terms of

relative importance in determining potential corapte.

* To evaluate the use of the ranking by stakeholttedetermine potential

compliance.

 To evaluate the extent to which the most significarganizational

characteristics could be used to increase potesdiabliance.
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Summary

Underscoring the pressures felt by non-profit lead® consider the changes and
developments brought on by the Sarbanes-Oxleydettified in the literature base it is
important to assess in what degree non-profit degdéions are already prepared to

comply with practices modelled on the provisionshaf Act.

Further an evaluation of this preparedness for diamge is to be related to the

organizations’ characteristics to identify thosattare most influential.

Such knowledge can then be used by organizatidakéisolders in relation to matters

of compliance.

In this section this research thrust has been pednto the research question, aim and
objectives for this study.
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3. Research Methodology

3.1 Introduction

The preceding chapter has addressed the literagigeeding the Sarbanes-Oxley Act
and its bearing on the non-profit sector of thenecoy. A research gap has been
identified concerning the preparedness of Germampmofit organizations for SOA

type practices and further the research questionaad objectives were defined for this

research in respect to this research gap.

This chapter is now to set out the research metbggmecessary for addressing the
stated research question, aim and objectives, drpon literature examples and proven

practices in similar or related research.

3.2  Research Methodology

The Research Methodology contains three individagbroaches. There are a mail
questionnaire of German non-profit organizationsirassing the stated objectives,
further structured interviews with leaders of noofjp organizations, as well as a

review of related organizational documents.

Other researchers focusing on the non-profit sdtéwe already used a similar three-
pronged methodology, sometimes applied in a steptdyy process (Gaid, 2007; Mellor,
2007; Pugh, 2007; Converse, 2008).

This combined, mixed method approach is also stibpéctheoretical works on
quantitative and qualitative research (Miles andétman, 1994; Easterby-Smith et al.,
2002; Patton, 2002; Creswell and Plano Clark, 2007)

Mail Questionnaire

The study is centred on a mail survey of German gBtDering information about their
individual organizational characteristics and tredignment with the defined provisions
of the US Sarbanes-Oxley Act.
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The design of the mail survey component is pardlydal on a recent study sponsored by
the US Urban Institute gathering data, among othafrshe compliance of US non-
profits and the organizational characteristicshafse entities (Ostrower and Bobowick,
2006).

For this research the questionnaire collects degarding the SOA provisions and the

organizational characteristics defined in the alaterature Review.

The mail questionnaire of this research follows thailored Design Method’ as
developed by Dillman (Dillman, 1991; Salant andiiddn, 1994; Dillman, 2007). This
method also calls for the mail questionnaire topidet tested before the main data

collection to ensure proper design.

Structured Interviews

The survey is to be augmented and supported bgtstad interviews with a sub-

sample of the organizations.

A similar mixed method approach involving a mailegtionnaire and follow-up
structured interviews has been used by Bies inshetty on the non-profit sector in
Poland (Bies, 2002; 2003). LaShaw (2007) condutidrecent work on non-profit
accountability in the US also employing both methoGaid (2007) as well used

interviews on her study of non-profit leadershipg same applies to Carman (2005).

Generally the application of the methods follows thork of Atteslander (2006) on
research in the social science, Kromrey (2006) ompiecal research, as well as
Easterby-Smith et al. (2002) The addition of suuedl interviews to this study was
further informed by Johnson and Onwuegbuzie (2@04) their particular endorsement

of mixed method research.

In general the interviews focus more than the gomsaire on valuation or judgements,

open questions and such also addressing pointewaf-v
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The structured interviews are intended to increélasevalidity and generalizability of the
findings of the mail survey. At the same time tksults are to be further enriched by
the more phenomenological data collected with tibns.

Document Review

Further a document review of another sub-sampléhefNPO is to be done. Here
documents of the organizations are reviewed sucfinaacial statements, articles of
formation, by-laws, resolutions, publications, pms and manuals, if existing the
organization’s code of ethics, programme materg@ismotional materials for members
or donors, field reports or other documents relet@athe research question.

The addition of such a document review has beenesstully used in previous non-
profit sector research. For example Mellor (2007graented her study on nominating

committees by a review of organizational documents.

Other researchers used the analysis of organiztoocuments in combination with
interviews of the non-profit organizations’ leadefsr example Gaid (2007) in her

research involving an international poverty rebejanization.

The particular combination of survey, interviews @locumentary review can be found
for example in the research of Converse (2007) @nnounication among non-profit
leaders and Pugh’s (2008) study on non-profit goaece.

In citing Creswell in evaluating the use of a doemtrreview in her study Mellor points

out:

“To corroborate data collected from observationsd anterviews,
organization documents relating to the nominatioghmittee process
were examined. Document analysis is a cost-effectind unobtrusive
means of adding to the understanding of an evemtgbstudied.
(Creswell, 1998) Drawbacks of this method incluldat it may be time-
consuming. It may also be difficult to define theituof analysis”
(Mellor, 2007).
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Miles and Huberman (1994) cite attention to orgamimal documents in their work on
qualitative data analysis, as well as Creswell &idno Clark (2007). Matching
documentary data with interviews is emphasised bytoR as ‘bringing together

multiple perspectives’ and thus enabling triangataf{Patton, 2002).

Thus, this further method of data collection is nte@ triangulate the findings and
ensure validity and reliability of the results.

3.3  Sample Design and Details of the Data Colleati Process

As sample population for the study the current édof the seal of approval of the
Deutsches Zentralinstitut flr soziale Fragen (Daére selected. The DZI is a public
trust first established in 1893 and today suppobedhe Senate of the City of Berlin,
the Federal Ministry for Family, Senior Citizens,olfen and Youth, the German
Association of Chambers of Commerce, as well ag lmumber of non-profit sector

umbrella organizations.

For the reporting period 2006/2007 232 organizatiainere registered with the DZI
and had received the award ‘Donation-Seal - Vatihed Recommended’. The DZI is
the main and most highly regarded accreditationybdor donation soliciting

organizations in Germany (Vallant, 2003).

Mail Questionnaire

For the purpose of the mail survey the entire paipah of all registered organizations

are included in the sample frame.

The mail survey is pilot tested with a sub-samfflthe population before application of

the main study.

Structured Interviews

For the second method of data collection, the girad interviews, a sub-sample of the
respondents of the survey is selected. More thahanquestionnaire the focus of the
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interviews in general is on questions of valuatownudgements, and open questions
and in this way also an addressing judgements aimispof-view. Here in particular the
research objectives concerning evaluation of ytdite to be addressed beyond of what

can be derived out of the analysis of the mail jaesaire.

The purpose of the structured interviews will aigoto test validity and reliability of the

results of the mail survey and to enrich the redeéindings.

Document Review

The third part of the data collection is the docatmeview of a further sub-sample of
these organizations. Similar to the structured rimégvs the purpose of this data
collection tool is to test the validity and generablity of the results and also to enrich

the findings from a qualitative research angle.

Additional to the above cited specific referenchi tparticular choice of research
methodology encompassing these three tools of dalfaction is set-up based on
similar methodologies used by other researcherscéonparable research (Baguley,
2004; Bies, 2003; Espirito Santo, 2001; Americannbtgement Association, 2003;
Broude, 2006; Doll, 2006; Schaefer, 2004; Hein3)0

Whereas it is expected that the mail survey waldl¢o positivist results, the additional

structured interviews and document review are ohento lead to supporting

phenomenological results, enriching and triangatathe research.

3.4  The Research Paradigm and Theoretical Framework

The Research Paradigm is largely positivist, wittisonal phenomenological features.

The research is oriented towards a quantitativestigation, yielding objective results.

As laid-out in the research question, aim and dives, the research is intended to be

highly structured to ensure objective results aoelpced.
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The research is based on an empirical investigatidhe subject, collecting field data

to address the research question.

Data Collection and Analysis

The backbone of the study is the analysis of a maéstionnaire yielding mostly
guantitative data. The data is used in an investigdoased on the statistical analysis of
the association between two variables, the orgtair characteristics and the

existence of SOA corporate governance features.

In the statistical analysis the chi-square funci®msed to test the significance of the

association between the variables.

To enrich and triangulate the quantitative and tpoasi orientation of the research also
phenomenological tools are applied, yielding qa#ire data. To this end the initial
positivist data collection by the mail questioneails augmented by structured
interviews with a sub-sample of organizations. Ajothe same line of thought a
document review relating to a further sub-sampleogjanizations as a tool for
collecting qualitative data is applied.

In this way the research question is to be adddebsea three-way mixed method
approach of a positivist main data collection mdtlamd subsequently two further
methods adding a phenomenological view.

There has been research concerning a relation$hipedSarbanes-Oxley Act and the
non-profit sector in the US (AMA, 2003; BoardSouarad Independent Sector, 2003;
Ostrower and Bobowick, 2006). But given the vergerdg development of the subject
there has been no doctoral level research to thkcapility of provisions of SOA to

German NPO. In this regard the research is desigmdxk of exploratory nature and

intended to produce indicative rather than defreitiesults.

The research question is addressed by a largelyivistsresearch design. Yet, also

phenomenological research tools are applied tockenasind triangulate the research
results, leading to a mixed method research apprddee research results are expected
to be indicative.
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35 Research Ethics

Issues of research ethics were of importance ferstiudy and were addressed as part of
the research methodology and its implementatiope@ally in light of this study
involving sensitive information collected about dmaim the research subjects.

Ethical issues were adhered to at every stageeofebearch process. Every effort was

undertaken to ensure the research was conductied highest ethical standards.

Bias in collecting, processing and analysing theeaech data was avoided and all
collected evidence was included. Any perceived tsbarings are made known to the

reader of the research.

Regarding the data collection element of the reteahe goals and objectives of the
study were clearly communicated to the participaR@rticipation in the study was

voluntary, which was made explicit in written maés and verbal communication.

To ensure confidentiality, completed questionnairessearch notes, interview
transcripts and collected documents were accessitlg to the researcher and the

university.
The right to privacy, confidentiality and anonymitf the research subjects was
respected at all stages of the research. The okssabjects had the opportunity to

comment on and, if they wished, to withdraw eaailg without penalty from the study.

It is not expected that this research will negdyivadfect the collective interest of the

research subjects.

The researcher acted honestly and professionalgll dimes conducting the research

and the produced data and results were used &idyresponsibly.
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3.6 Summary

This chapter detailed the Research Methodologytiis study. The methodology
combines three approaches, a mail questionnaiteststed interviews and a document

review.

The mail questionnaire addresses the ResearchiQuésim a positivist, quantitative
angle. The data gathered with this method are aedlyith the chi-square test,
examining the association between two variables otiganizational characteristics and

the existence of the defined SOA features.

Structured interviews with a sub-group of the resjsmts provide a further,
phenomenological, qualitative approach to the datiection and analysis. Adding this
method to the overall methodology further enhanealedity and reliability of the

results.

The same purpose serves the further document reeieting to a further sub-group of
organizations. Documents such as financial statespanticles of formation, by-laws
and others are used to gather qualitative datatarehrich the findings of the other

methods.

The different combined methods are to triangulaee research results and to ensure
reliability and validity of the results. In this waeneralizability, as well as replicability
of the results can be assured. In this mixed met#mutoach quantitative as well as
qualitative data can be derived for the analysisviping for positivist as well as

phenomenological results.

The combination of different methods has been extety used in non-profit sector
research and the methodology is based on the sitledessful examples of other

researchers as well as the theoretical literatone&rning research in the social science.
Recognizing that there has been so far no docteval research on the readiness of

German NPO for the provisions of the Sarbanes-Oxdey this research is of

exploratory nature and to produce indicative result
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Research design and procedures will be implememesays so that any concerns

regarding ethical standards are being addressed.

Having defined the methodology in this way the ®d&s now been established for the

data collection and subsequent analysis.
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4. Report of a Pilot Study

4.1 Introduction

To test the above defined Research Methodologyr poiats application in the main
study a Pilot Study was conducted with a sub-sangbld5 organizations of the

population.

In preparing the Pilot Study information from theristing literature and from the
example of other research in this field was usetlaf® and Dillman, 1994; Bourque
and Fielder, 1995; Kennedy and Vargus, 2001; Srf8,7; Hager et al., 2003; Brown
and Iverson, 2004; Baguley, 2004; Bies, 2003; Esp#anto, 2001).

The questionnaire design intended for the mainystwds then put to test and the
intended succession and intervals of mailings basethe ‘Tailored Design Method’
were tried out (Salant and Dillman, 1994; DillmaaQ7).

After the return of the questionnaires telephonéeriniews with a number of
respondents were held regarding the technical &spscwell as the subject matter of

the questionnaires.

Through the returned questionnaires themselvesielisas the interviews, suggestions
for certain changes and confirmation regarding ifipeaspects of the approach were

gathered.

4.2  Goals of the Pilot Study

Based upon literature review and adaptation to spiscific case the following goals

were laid out for the Pilot Study:

- Is each question of the mail questionnaire gettiteginformation it is intended
to get?
- Are all the words understood?

- Are the questions interpreted the same way byeappondents?
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- Do all close-ended questions have an answer tipdieapo each respondent?

- Does the questionnaire create a positive impresdiah motivates people to
respond?

- Are the questions answered correctly and in a Watdan be understood?

- Does any part of the questionnaire suggest bigsdrof the researcher?
(Salant and Dillman 1994)

- Are the instructions clear?

- Is the order of the questions appropriate?

- Are the objectives of the study clearly understbgdoth the surveyor and the
respondents?
(Bourque and Fielder 1995)

4.3  Selection of the Pilot Study Sample

Following specific recommendation out of the litera (Salant and Dillman, 1994;
Bourque and Fielder, 1995; Czaja and Blair, 2005ekected sample, rather than a

random sample of the population was chosen:

“It is important that the diversity of the poputati be represented among
those who pre-test the questionnaire, especiallgh wiespect to
characteristics that are expected to affect the peple answer” (Salant
and Dillman, 1994).

Based upon that advise, the annual revenue of thanzations as the likely most
important variable regarding the alignment of thgamization with the principles of the

Sarbanes-Oxley Act was chosen as guide for thetgaieof the sample organizations.

Certain statistical data about the whole populaisoavailable in summarized form in
the register of the Deutsches Zentralinstitut fézi&le Fragen (DZI). In the register the
data is also related to a categorization of theamimations based on their annual
revenue. The portion of organizations in each aate given by the DZI as:
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Annual Income:

less than EUR 100,000 ‘very small’ 15%
EUR 100,000 to 500,000 ‘small’ 25%
EUR 500,000 to 5,000,000 ‘intermediate’ 35%
EUR 5,000,000 to 15,000,000 ‘big’ 10%
more than EUR 15,000,000 ‘very big’ 15%

Out of the total population of 232 organizationsdtganizations were to be part of the
Pilot Study. Based on the above percentages tm¥auof sample organizations was
distributed amongst the income groups as follows:

less than EUR 100,000 ‘very small’ 2
EUR 100,000 to 500,000 ‘small’ 4
EUR 500,000 to 5,000,000 ‘intermediate’ 5
EUR 5,000,000 to 15,000,000 ‘big’ 2
more than EUR 15,000,000 ‘very big’ 2

As the annual revenue is one of the organizaticharacteristics available for each
organizations published in the DZI register theesgbn of the organizations for the

Pilot Study based on that criterion could then beedwithout further investigation.

4.4  Application of the Pilot Study

4.4.1 Mailings

Adopting the ‘Total Design Method’ as recommendgdSalant and Dillman (1994)

three consecutive mailings were sent out.

The Pilot Study questionnaire packages containealar letter, a letter of support from

Edinburgh Business School, the questionnaire grastage paid return envelop.

The packages addressed to the organizations’ ‘®&adlations Department’ were sent
out to all 15 sample organizations on January 2682
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Following the ‘Total Design Method’, one week laten February 2, 2008 reminder
postcards were sent out to those organizations fmbinch responses had not come in
during that first week, thanking them in case they just sent out the response and

calling again for their participation.

After two more weeks, on February 15, 2008, threx=ks after the initial mailing,

complete questionnaire packages were set out agaafi organizations that had not

responded by then.

4.4.2 Response Rate

After these consecutive mailings the Pilot Studyuted in the following responses:

useable responses

declining participation

Nno response

R W W ©

undeliverable

The response rate of more than 50% usable respasieemed to be satisfactory as
compared to literature recommendations (Salant Rilnan, 1994; Bourque and
Fielder, 1995; Kennedy and Vargus, 2001; Smith,71%®ager et al., 2003) and is also
deemed adequate compared to other research imthprafit field (Brown and Iverson,
2004; Baguley, 2004; Bies, 2003; Espirito Sant®130

Generally the returned questionnaires were filledhoroughly with only occasional

omitted questions. Regarding these omissions nafgppattern could be detected.

4.4.3 Further Communication

To facilitate further communication between theesgsher and the organizations the
respondents were asked at the end of the questienioaoptionally provide contact

information for a follow-up personal contact.
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In most of the useable responses such informatias pvovided and with 50% of the
respondents personal contact could be establishiest. contact was in the form of
telephone interviews discussing the questionnagesiach and also addressing the

research subject area.

Specifically the questions were:

Concerning the questionnaire itself:

- Were the questions easy to understand?

- Approximately how long did it take you to compléte questionnaire?

- Did you regard this as too long?

- Did you require information or assistance from athecompleting the
guestionnaire?

- What is your position / function within the orgaaion?

- Did you have any concerns about providing inforovatregarding specific
guestions or the subject as a whole?

- Could you imagine other organizations possibly hg\such concerns or reasons
to reject the survey?

- Did you find any particular item or certain infortiman regarding the subject
area important for your organization to be missiagart of the questionnaire?

- Do you have any general comments regarding thetiqnesire?

Concerning the research subject:

- Is Corporate Governance currently a subject risimgmportance for your
organization?

- Have there been any recent changes in this angaumorganization?

- Do you feel the current laws and regulations i einiea to be a burden to your

organization?

Regarding further communication:

- Would you or another member of your organizatiossilaly be available for the

second phase of the survey and be ready to takenparpersonal meeting or
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4.5

telephone interview regarding the subject area’ Thierview would also
concern your personal opinion and experience raggrdurrent and future
developments in the area of corporate governance.

Can | answer any of your questions regarding tioidysor the subject area?

Findings Towards the Goals of the Pilot Study

Following are the findings produced by analysing tBsponses gathered regarding the

above questions, evaluated in addressing the geatsut for the Pilot Study:

Is each question getting the information it is imtted to get?

The below brief testing of a statistical analysistioee gathered data in an

exemplary fashion gives evidence of the usabilitythe data to the intended

application.

No misaligned or miscued responses were detectddnanchanges to the

guestions in this regard were deemed necessary.

Are all the words understood?

In none of the returned questionnaires nor thewllip interviews issues were

raised regarding the understanding of the questions

No changes to the wording are deemed necessamisiregard.

Are the questions interpreted the same way byeafjandents?

By briefly reviewing the questions and responsethéfollow-up interviews no

deviations in the interpretation of the questionsravdetected nor did the

returned questionnaires show any obvious anomialigss regard.

Do all close-ended questions have an answer tipdieafgo each respondent?
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Here a need for adjustment of the questionnaire fwasd in two of the

multiple-choice questions.

In both cases the optional responses had to be dedeio include answers
applicable to certain respondents, which had bemseud in the design of the
guestionnaire. The amendments are documented ibeflogv section regarding
the changes to the questionnaire resulting outefilot Study.

Does the questionnaire create a positive impresfiah motivates people to

respond?

The high response rate, as well as comments dthnedollow-up interviews
showed a high motivation of recipients to respoadthte questionnaire and

participate in the survey.

Looking at the response rate, not only the ratesefable responses of 53% is of
interest, but also the return letters of 20% ofshmple population pointing out
refusal to participate based on organizational cgoliA large part of non-
responders can thus be attributed to such mattepolecy rather than any

shortcomings of the questionnaire.

In this regard also the completeness of the retliueestionnaires is significant

and points to a thorough participation rather thalf-hearted attempts.

High motivation was also evident in the follow-ugarviews. One participant
lauded the number of questions as comparativelyridating to other research

guestionnaires received, resulting in an easieramound.

Whereas high motivation of the participants wasmascstent feature in the Pilot
Study one issue was raised repeatedly. A numb#reoparticipants emphasized
their personal and their organization’s need fanglete confidentiality of the

responses and non-attribution of the gatherednmdtion.

The respondents claimed this need for confidetyidtioth for their own

organization and also anticipated other organinatto have similar priorities.
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Are the questions answered correctly and in a Wwaydan be understood?

Most of the questions feature a number of optiarawers for selecting the
appropriate choice. Understanding and interprethgthe responses by the
researcher in these cases did not turn out todddepnatic.

Free-form answers and request for additional contsndid prove to bring in

further information and did not impair understargdin

Does any part of the questionnaire suggest bigsmdrof the researcher?

Neither in the questionnaire responses nor in tilvi-up interviews any

concerns were voiced regarding a bias of the rekeafelt by the participants.

In this regard also the research subject of cotpogovernance has to be

considered, which is not overly controversial.

Are the instructions clear?

Neither in the responses nor in the follow-up wi®vs were any issues or
complaints voiced regarding the questionnaire uasions. Quality and
completeness of the questionnaire responses iediGigood understanding of

the instructions.

Is the order of the questions appropriate?

The order and grouping of the questions in theuweoy lengthy questionnaire

did not raise any concerns amongst the participants

Are the objectives of the study clearly understbgdoth the surveyor and the

respondents?

The objectives of the study were stated in a comfpamat in the cover letter to
the questionnaire:
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‘Subject of the research is the prevalence of neds @eveloping
approaches to corporate governance principles irmé&e non-
profit organizations and whether a pattern candeamtified what
kind of organizations follow these principles maresely than

others.’

Neither in the written responses nor during theriiews any confusion was

detected about these stated goals.

Rather on the contrary, there seemed to be a signifawareness of corporate
governance issues and their importance to orgamimzdtstakeholders amongst

the participants.

That said, neither the questionnaire nor the follgminterviews delved deeper
into the content and provisions of the Sarbane®{»Act nor the since
developed legislation concerning non-profit orgatians on the state level in
the US.

Summary

Based upon the responses slight changes necessaing fquestionnaire were identified

and documented below.

Also a further increase in emphasis on confidegteahd non-attribution of the gathered

data was put in to address repeated statemertisiregard from interviewees.

In the interviews also the point was raised that thspondents are interested in the

subsequent findings of the study.

4.6  Subsequent Changes Made to the Questionnaire

Based on the outlined responses from and commioncatith the respondents the

following changes were incorporated into the questaire:

88



For question A3, regarding the organization’s mogiortant source of funding, based
on write-in responses and subsequent questionkeirinterviews two changes were

found necessary:

- A further option for the source of income relatibg the ‘organization’s
activities’ was added. A class of non-profit orgations charges for certain
services or goods provided and whereas no profitgeserated for the
organization as a whole, the proceeds from thedwitas are for these
organizations an important source of income.

- The reference to ‘Individuals’ regarding the incoroet of donations was
removed. Respondents pointed out that donationsatse received from
organizations, institutions, companies and othelidx

- As these items point to a greater diversity of sesirof income amongst the

organizations also the space for write-ins of omirces was enlarged.

Formerly:
A3 | What is your organization’s most | Dues/Fees [ ] Foundation Income ]
important source of funding? Government ] Individuals (Donations) ]
Endowments [ ]
Other
Figure 4.1. Former Question A3 of the Mail Questiaine
Changed:
A3 | What is your organization’s Dues/Fees ] Foundation Income ]
most important source  of Government ] Donations ]
funding? Endowments [ ] Organizational Activites [ ]

Others

Figure 4.2. Changed Question A3 of the Mail Quest#re

89



Question Aba was clarified. Based on write-insaturned questionnaires the response
options for that question were changed from “YesNor’ to giving the appropriate
choices.

Formerly:

Aba | Is your organization a branch or
headquarter of a larger Yes or No
organization?

Figure 4.3. Former question A5a of the Mail Questare

Changed:

Ab5a | Is your organization a branch
or headquarter of a larger Branch HQ Neither
organization?

Figure 4.4. Changed question A5a of the Mail Qoesiaire

4.7  Subsequent Changes Made to the Cover Letter

Additional to these changes to the questionnais® #lhe cover letter was slightly
reworded to further emphasize confidentiality arnsh-attribution of the gathered
information.

The passage concerned read in the Pilot Study:

‘All responses will be treated in confidence andnaones or other
means of identification, if provided, will be mageblic.’

This passage now reads:

‘All responses will be treated in strict confiden@d no

information will be attributed to individual orgamitions. No
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names or other means of identification, if providedl be made

public.’

This wording is repeated on the mail questionnitsef.

During the interviews respondents also stated &amnast in the final results of the study.
This now led to the inclusion in the cover lettéthee offer of an ‘Executive Summary’

of the findings to survey participants once thalgtis completed.

4.8  Test of an Exemplary Statistical Analysis

Looking at the above defined research questions @md objectives a test statistical
analysis of the quantitative data gathered in tiet FStudy was performed in an
exemplary fashion to evaluate their suitability tbe statistical analysis in the main
study.

Whereas for the main study the more sophisticatecgsquare test is to be used, the
following brief and basic statistical examinatiomsre carried out to test the usability of

the gathered quantitative data generally in astiedil application:

Example 1: Simple correlation between the sizehef dnnual organizational revenue

and the commissioning of an external financial aatithe organization

External No External
Annual Revenue Audit Audit Proportion
very small 0 2 0%
small 2 0 100%
intermediate 3 0 100%
big 1 0 100%
very big - - n/a

Table 4.1. Correlation between Annual Revenue andhr@issioning of an Annual
External Audit

As stated above the categories are defined asahrewenue of less than EUR 100,000
= ‘very small’; EUR 100,000 to 500,000 = ‘small’;UR 500,000 to 5,000,000 =

91



‘intermediate’; EUR 5,000,000 to 15,000,000 = ‘higiore than EUR 15,000,000 =
‘very big'.

Example 2. Simple correlation between the degreedafation funding and the

existence of a formal prohibition of loans out bktorganization’s funds to board

members.

Formal No Formal
Degree of Donation Prohibition of | Prohibition of
Funding Loans Loans Proportion
insignificant source of funds 0 1 0%
important source of funds 1 1 50%
Significant source of funds 1 0 100%
dominant source of funds 0 1 0%
single source of funds 2 1 67%

Table 4.2. Correlation between the Degree of Donatiunding and the Existence of a

Formal Prohibition of Loans to Board Members

Degree of Donations of the Annual Revenue less 184 = insignificant; 10 to 33% =
important; 34 to 50% = significant; 51 to 90% = doamt; more than 90% = single

source of funds.

Whereas these figures are by no means showing ainy nesearch results, it can be
demonstrated in an exemplary fashion that the gaéiae data gathered as in the Pilot

Study can be used for a statistical analysis inmbe study.

4.9 Summary

Based on text book recommendations and the exaofmther researchers working in
this area a Pilot Study was conducted to test #s=&ch Methodology.

After defining the goals for the Pilot Study the ihguestionnaire was sent to a pre-
selected small sub-sample of the research populafpplying sequenced consecutive
mailings as laid-out in the ‘Tailored Design Metho#dl response rate of greater than

50% was achieved.
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Subsequent to the mail questionnaire telephonevietgs were conducted with a
number of the Pilot Study participants gatheringhfer information towards the defined
goals.

Based on the questionnaire responses as well asomments in the interviews a

number of minor changes were implemented.

Further an exemplary statistical analysis showeantjiative data as gathered in the

guestionnaires to be usable in this format folaéisttcal analysis in the main study.
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5. Data Collection and Analysis

51 Introduction

Building on the above outlined research methodqglaypported and refined by the
Pilot Study, the data collection and subsequeniyaisavas conducted.

As set out in the above research design the ddlacton was conducted in three
individual phases comprising of the mail questior@astructured interviews and

document review.

This research design combines quantitative andtgtia¢ techniques. In this regard the
data collection and analysis had to specificallgrads the different kinds of data and
sources in discriminating fashion. The strengtheath method had to be applied to
pursue the individual research objectives and additee research question.

The methods of data collection and the analysighef data were implemented in
successive order. In this way the results of treeguling steps could inform the later
processes. Qualitative information about underlyagses for particular findings could

be gathered with the quantitative data alreadyaimdh

This chapter is now to detail the process of appbnn and analysis, as well as the
subsequent results of each of the three methodatafcollection separately and to then
draw the findings together in preparation for thmlf conclusions summarized in the
following chapter.

5.2 Data Collection and Analysis

521 Mail Questionnaire

Based on the above methodology the mail questiommeas administered to collect the

data for analysis and subsequently addressing éisearch objectives using the
‘Tailored Design Method’ (Dillmann, 1991; 2007).
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Further the data gathered out of the returned oumestires relating to the defined
Sarbanes-Oxley type corporate governance praciitethe organizations and the
organizations’ characteristics were tested forrtlssociation to address the research

objectives defined above.

At the heart of the analysis of the survey datshis investigation of the association

between these two variables using the chi-squate te

In each of the performed tests one of the defimgdrazational characteristics and one
of the identified Sarbanes-Oxley Act corporate goaace features are paired up and

their association is measured in the chi-squate tes

The result of the mail questionnaire analysis eittentification of those organizational
characteristics displaying a significant assocratio the existence of SOA type
practices, based upon this part of the overallaietemethodology.

5.2.1.1 Application of the Mail Questionnaire

The basis for the applied methodology was develogeddescribed in the above
methodology section. The general administration tleé mail questionnaire then
followed the process of the ‘Tailored Design Methasl defined by Dillman (Dillman,
1991, Salant and Dillman, 1994; Dillman, 2007). described above the questionnaire

was pilot tested before the main study.

The ‘Tailored Design Method’ prescribes a spe@Bquence of mailings to the research
population to be sent out in defined intervals.eAftompletion of the Pilot Study the
final mail questionnaire had been produced. Thsudwent, along with a cover letter, a
letter of introduction by Edinburgh Business Schaxadl a stamped return envelope was

sent to the recipients on 28 March 2008.

One week later, on 5 April 2008 a reminder posteaad sent to all organizations that

had not responded at that time.
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A further two weeks later, on 19 April 2008 a neyli et of questionnaire documents

was sent again to all organizations that still hatiresponded.

The English language version of the mail questioBnacover letter and reminder

postcard are attached in the appendix.

As laid-out in the methodology section the studyudation are all 232 non-profit
organizations that were registered with the Dewsclhentralinstitut fur Sozial Fragen,
DZI in Berlin in the year 2007 and documented gnatmanac (DZI, 2007a). Out of this

population 159 useable questionnaires were retyugnelding a 68.5% response rate.

Later conversations with organization leaders aaley the structured interviews
indicated that revelations about a corporate garera scandal at the German chapter
of UNICEF which were in the news media just prior the administration of the
questionnaire provided for a high motivation by tirganizations to cooperate and to
display transparency (Zeit Online, 2007). Becaughis event the DZI along with NPO
umbrella organizations in early April 2008 launchad ‘Transparency Initiative’
exhorting NPO to be open about corporate governamatters (DZI, 2008). This
coincidence appears to have been one of the drieethe uncommonly high response

rate of the questionnaire.

The data gathered out of the returned questiomaieze then coded and processed for
analysis. Specific further data, such as the incoimthe organizations, were derived
from the individual organization’s data sheets pted in the DZI almanac to complete

the data sets for the statistical analysis (DZQ720.

5.2.1.2 Statistical Analysis of the Mail Questioraire

The above defined 9 SOA type corporate governameetipes and the defined 7
organizational characteristics were paired-up dredgathered data analysed with the

chi-square function to test the significance of asgociation between them.

By way of the chi-square test the association bfralividual pairs of organizational
characteristics and SOA features were tested. Sthisstical method for examining the
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association between variables is a recommendeg@ven research tool in the social
science (Roberts et al., 2003; Atteslander, 20@xhka and Brudney, 2009; Hoggins-
Blake, 2009).

Additionally, the computation of the chi-squarettissin some cases supplemented by
the visual examination of the data tables to entieh findings and to gather further
information about the association of the variables.

In this section a number of select examples ofafeysis of individual pairs of SOA
type practices and organizational characteristieslesscussed and the overall results are
presented.

The examples are chosen one for each of the exdnarganizational characteristics
allowing for a discussion of the overall results &ach characteristic relating to one
example.

Example 1 — Annual Revenue / Preparation and Patitin of Financial Statements

The first example is the association between tigarozation’s annual revenue and the

preparation and publication of financial statements

Organizational Characteristic:
Annual Revenue

Sarbanes-Oxley Feature:
Preparation and publication of financial statements

Hypotheses
Ho: There is no association between the annual revenue and
the preparation and publication of financial statements.

H1: There is an association between the annual revenue and
the preparation and publication of financial statements.

Preparation and publication of financial statements

Group for Annual Revenue Yes No Total
very big 22 2 24
Big 14 1 15
intermediate 42 8 50
Small 33 17 50
very small 11 6 17
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Total 122 34 156

Expected Values
Preparation and publication of financial statements

Group for Annual Revenue Yes No Total
very big 18.77 5.23 24
Big 11.73 3.27 15
intermediate 39.10 10.90 50
Small 39.10 10.90 50
very small 13.29 3.71 17
Total 122 34 156

Chi-square values
Preparation and publication of financial statements

Group for Annual Revenue Yes No Total
very big 0.56 2.00 2.55
Big 0.44 1.58 2.01
intermediate 0.21 0.77 0.99
Small 0.95 3.42 4.37
very small 0.40 1.42 1.82
Total 2.56 9.18 11.74

Rows: 5

Columns: 2

Degrees of Freedom: 4

Looking up the Chi-squared value of 11.74 with 4 degrees of freedom in the
Chi-squared distribution tables the result is that the calculated value lies

in the 2.5 per cent tail in the area of probability.

So the conclusion is:

Reject the null hypothesis, Ho at the 2.5 per cent  level of significance.

There is a significant association between the annual revenue and
the preparation and publication of financial statements.

Figure 5.1. Chi-Square Analysis of the Associatietween the Organization’s Annual
Revenue and the Preparation and Publication oh€iahStatements
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Figure 5.2. Chi-Square Representation of the Aasioti between Annual Revenue and

the Preparation and Publication of Financial Stateis

As described above, the size groups establishetiebypZl almanac are used here for
categorizing the data. The DZI categorizes theropgdions as: annual income less than
EUR 100,000 ‘very small’; EUR 100,000 to 500,000m&l’; EUR 500,000 to
5,000,000 ‘intermediate’; EUR 5,000,000 to 15,000,0'big’; more than EUR
15,000,000 ‘very big'.

The chi-square analysis for the above data resgultise rejection of the fhypothesis
and concludes that there is a significant staikssociation between the two variables.

Further visually examining the above table alsal$eto the conclusion that bigger
organizations have a larger propensity for preggaind publishing financial statements

than smaller organizations.
As the size of the annual revenue is strongly agsat with the preparation and
publication of financial statements, this organal characteristic can be identified as

significant in determining potential compliance lwihis SOA feature.

The further examination of the remaining pairs @ifriables involving the annual

revenue shows that this organizational characternBsplays a significant association
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with most of the Sarbanes-Oxley features. That matkes characteristic a good

indicator for a potential alignment with the Act.

Example 2 - International Scope of Activities / Bbdinancial Audit Committee

Members Having Formal Financial Training

In this test the association between the orgamazdtiaving an international scope of
activities as the organizational characteristic #mel board financial audit committee

members having formal financial training as the Si@#ture is being examined.

Organizational Characteristic:
International Scope of Activities

Sarbanes-Oxley Feature:
Board financial audit committee members having form al financial training

Hypotheses

Ho: There is no association between the International Scope of Activities and

the board financial audit committee members having formal financial training.
H1: There is an association between the International Scope of Activities and

the board financial audit committee members having formal financial training.

Board financial audit committee members having formal
financial training

International Scope of

Activities Yes No Total
Yes 39 2 41
No 11 5 16
Total 50 7 57

Expected Values
Board financial audit committee members having formal
financial training

International Scope of

Activities Yes No Total
Yes 35.96 5.04 41
No 14.04 1.96 16
Total 50 7 57

Chi-square values
applying Yates' correction Board financial audit committee members having formal
financial training

International Scope of

Activities Yes No Total
Yes 0.18 2.48 2.66
No 0.89 3.27 4.16
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Total 1.07 5.75 6.82

Rows: 2

Columns: 2
Degrees of

Freedom: 1

Looking up the Chi-squared value of 7.43 with 1 degree of freedom in the
Chi-squared distribution tables the result is that the calculated value lies
in the 1 per cent tail in the area of probability.

So the conclusion is:
Reject the null hypothesis, Ho at the 1 per centle  vel of significance.

There is a significant association between the International Scope of Activities and
and the board financial audit committee members have formal financial training.

Figure 5.3. Chi-Square Analysis of the Associati@tween an International Scope of

Activities and the Board Financial Audit Committé&embers Having Formal Financial

Training
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Figure 5.4. Chi-Square Representation of the Assioti between an International
Scope of Activities and the Board Financial Auddn@nittee Members Having Formal

Financial Training

The above chi-square analysis leads to a calculaket in the 1 per cent tail of the
area of probability and to the rejection of thel tiypothesis K
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The conclusion is that there is a significant asgmn between the two variables.

The further tests regarding this organizationalratizristic show an association with
further SOA features leading to the conclusion theting an international scope of
activities is indicative of an organization alsoving already established SOA type

practices.

Example 3 - Age of the Organization / Existenca Bbrmal Conflict of Interest Policy

A further example of the analysis is the assoambietween the age of an organization
and the existence of a formal conflict of interpslicy covering the organization's

directors and executives.

For the analysis the age of the organizationstegoaized in four age groups. Category
#1 contains organizations founded later than 188&gory #2 such that were founded
between 1970 and 1998, category #3 such that weredéd between 1945 and 1969
and category #4 such organizations that were fubeéate 1945.

Organizational Characteristic:
Age of the Organization

Sarbanes-Oxley Feature:
Existence of a formal conflict of interest policy ¢ overing the organization's directors
and executives

Hypotheses

Ho: There is no association between the Age of the Organization and
The existence of a formal conflict of interest policy.

H1: There is an association between the Age of the Organization and
The existence of a formal conflict of interest policy.

Existence of a formal conflict of interest policy covering the
organization's directors and executives
Group of the Age of the

Organization Yes No Total
1 1 17 18
2 17 83 100
3 11 19 30
4 3 5 8
Total 32 124 156

Expected Values
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Existence of a formal conflict of interest policy covering the
organization's directors and executives

Group of the Age of the

Organization Yes No Total
1 3.69 14.31 18
2 20.51 79.49 100
3 6.15 23.85 30
4 1.64 6.36 8
Total 32 124 156

Chi-square values
Existence of a formal conflict of interest policy covering the
organization's directors and executives

Group of the Age of the

Organization Yes No Total
1 1.96 0.51 2.47
2 0.60 0.16 0.76
3 3.82 0.98 4.80
4 1.13 0.29 1.42
Total 7.51 1.94 9.44
Rows: 4
Columns: 2
Degrees of
Freedom: 3

Looking up the Chi-squared value of 9.44 with 3 degrees of freedom in the
Chi-squared distribution tables the result is that the calculated value lies
in the 2.5 per cent tail in the area of probability.

So the conclusion is:
Reject the null hypothesis, Ho at the 2.5 per cent  level of significance.

There is a significant association between the Age of the Organization and
the existence of a formal conflict of interest policy covering the organization's
directors and executives

Figure 5.5. Chi-Square Analysis of the Associatibetween the Age of the
Organization and the Existence of a Formal Condlfdnterest Policy
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Figure 5.6. Chi-Square Representation of the Assioti between the Age of the

Organization and the Existence of a Formal Condlfcinterest Policy

Looking at the chi-square analysis above the cammtuis that the null hypothesis
would be rejected at the 5% level of significanSe.there is a significant association
between the two variables.

Also visually examining the above data shows thdérmorganizations show a higher
prevalence of having a formal conflict of intergstlicy than younger organizations.

The proportion increases step-by-step with increpage.

Relating this to the goals of the research thisld/ooake the age of the organization a

good indicator for the existence this SOA corpogaieernance feature.

The analysis of the further pairs of variablesudahg age led to more similar results.

Example 4 — Degree of Donation Funding / Board Ritial Audit Committee

This example examines the association betweendfeed at which the organization is

funded out of donations and the existence of adbfiaancial audit committee.

Organizational Characteristic:
Degree of Donation Funding

Sarbanes-Oxley Feature:
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Existence of a board financial audit committee

Hypotheses

Ho: There is no association between the Degree of Donation Funding and

the existence of a board financial audit committee.

H1: There is an association between the Degree of Donation Funding and

the existence of a board financial audit committee.

Group for Degree of Donation
Funding

single source
dominate source
significant source
important source
insignificant source
Total

Group for Degree of Donation
Funding

single source

dominate source

significant source

important source

insignificant source

Total

Group for Degree of Donation
Funding

single source

dominate source

significant source

important source

insignificant source

Total

Looking up the Chi-squared value of 0.73 with 4 degrees of freedom in the
Chi-squared distribution tables the result is that the calculated value lies

Existence of a board financial audit committee

Yes
19
21
10

59

Expected Values

No
30
27
19

91

Total
49
48
11
29
13

150

Existence of a board financial audit committee

Yes
19.27
18.88

4.33
11.41
5.11
59

Chi-square values

No
29.73
29.12
6.67
17.59
7.89

91

Total
49
48
11
29
13

150

Existence of a board financial audit committee

Yes
0.00
0.24
0.02
0.17
0.00
0.44

Rows:
Columns:

Degrees of
Freedom:

No
0.00
0.15
0.02
0.11
0.00
0.29

Total
0.01
0.39
0.04
0.29
0.00
0.73
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in the 90 per cent tail in the area of probability.
So the conclusion is:
Reject the alternate hypothesis, H1 at the 90 per ¢ ent level of significance.

There is no significant association between the Degree of Donation Funding and
the existence of a board financial audit committee.

Figure 5.7. Chi-Square Analysis of the Associatimiween the Degree of Donation

Funding and the Existence of a Board Financial AGdmmittee
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Figure 5.8. Chi-Square Representation of the Assioti between the Degree of

Donation Funding and the Existence of a Board RisAudit Committee

For the analysis the degree by which organizatrehson donations for their funding
was separated into categories. The categoriesedireed as donations’ share of annual
revenue 90% and larger "single source”, 50% argktar’dominant source", 33% and
larger "significant source", 10% and larger, "impot source" and "insignificant

source" for less than 10%.

The above chi-square analysis results in a cakdiledlue in the 90% tail of the area of

probability and in a rejection of the alternate dyyesis.

The complete set of analysis relating to the degfedonation funding showed that the

existence of only a small number of SOA features lva significantly associated with
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the degree by which the organization is funded autionations. This organizational

characteristic is thus not a good indicator foeagnment with the mandates of the Act.

Example 5 — Board Members’ Applicable ProfessidBatkground / Rotation of the

External Financial Auditor or Lead Audit Partner the Last Five Years

Here the association between the organization’sdoogembers having an applicable
professional background and the rotation of therga financial auditor or lead audit

partner in the last five years is being examined.

Organizational Characteristic:
Board Members applicable professional background

Sarbanes-Oxley Feature:
Rotation of external financial auditor or lead audi t partner in the last five years

Hypotheses

Ho: There is no association between the BOD applicable professional background and
the rotation of external financial auditor or lead audit partner in the last five years.
H1: There is an association between the BOD applicable professional background and
the rotation of external financial auditor or lead audit partner in the last five years.

Rotation of external financial auditor or lead audit
partner in the last five years
BOD applicable professional

background Yes No Total
Yes 39 60 99
No 15 15 30
Total 54 75 129

Expected Values
Rotation of external financial auditor or lead audit
partner in the last five years

BOD applicable professional

background Yes No Total
Yes 41.44 57.56 99
No 12.56 17.44 30
Total 54 75 129

Chi-square values

applying Yates' correction Rotation of external financial auditor or lead audit
partner in the last five years

BOD applicable professional

background Yes No Total

Yes 0.21 0.07 0.27

No 0.30 0.50 0.80

Total 0.51 0.56 1.07
Rows: 2
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Columns: 2

Degrees of
Freedom: 1

Looking up the Chi-squared value of 1.06 with 1 degree of freedom in the
Chi-squared distribution tables the result is that the calculated value lies
in the middle of the area of probablity

So the conclusion is:
Reject the alternate hypothesis, H1.

There is no significant association between the BOD applicable professional background and
the rotation of external financial auditor or lead audit partner in the last five years.

Figure 5.9. Chi-Square Analysis of the Associatibatween Board Members’
Applicable Professional Background and the Rotatibthe External Financial Auditor

or Lead Audit Partner in the Last Five Years
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Figure 5.10. Chi-Square Representation of the Aason between Board Members’
Applicable Professional Background and the Rotatibthe External Financial Auditor

or Lead Audit Partner in the Last Five years

The chi-square analysis above leads to a calculakat in the middle of the area of

probability.

The applicable professional background for be boaedbers was defined above as the

organization’s field of activity, management, laagcounting and other finance. Neither
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in this example nor in any case in the completdyargacould a significant association
be observed between the board members having asgrohal background with the
existence of the SOA type practices. This orgaigmat characteristic is thus no

indicator for an organization’s alignment with thet.
Example 6 - International Structure / Annual ExedrRinancial Audit
This example shows the analysis of the associabietween the existence of an

international branch or sub-organization strucamd the organization’s commissioning

of an annual external financial audit.

Organizational Characteristic:

Existence of an international branch or sub-organiz ation structure

Sarbanes-Oxley Feature:
Commissioning of an annual external financial audit

Hypotheses

Ho: There is no association between the Existence of an international branch

Or sub-organization structure and the commissioning of an annual
external financial audit.

H1: There is an association between the Existence of an international branch
Or sub-organization structure and the commissioning of an annual

external financial audit.

Commissioning of an annual external financial

audit
Existence of an international branch or sub-
organization structure Yes No Total
Yes 53 4 57
No 78 19 97
Total 131 23 154

Expected Values
Commissioning of an annual external financial

audit
Existence of an international branch or sub-
organization structure Yes No Total
Yes 48.49 8.51 57
No 82.51 14.49 97
Total 131 23 154
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Chi-square values
applying Yates' correction Commissioning of an annual external financial
audit

Existence of an international branch or sub-

organization structure Yes No Total
Yes 0.33 2.95 3.28
No 0.30 111 1.42
Total 0.64 4.06 4.70

Rows: 2

Columns: 2

Degrees of
Freedom: 1

Looking up the Chi-squared value of 4.47 with 1 degree of freedom in the
Chi-squared distribution tables the result is that the calculated value lies

in the 5 per cent tail in the area of probability.

So the conclusion is:

Reject the null hypothesis, Ho at the 5 per centle  vel of significance.

There is a significant association between the Existence of an international
branch or sub-organization structure and the commissioning of an annual external financial
audit

Figure 5.11. Chi-Square Analysis of the Associatlmtween the Existence of an
International Structure and the Commissioning oAanual External Financial Audit
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Figure 5.12. Chi-Square Representation of the Aason between the Existence of an

International Structure and the Commissioning oAanual External Financial Audit

The chi-square analysis of this pair of variablesves an association to exist between
the organization belonging to an international bhaar sub-organization structure and

the commissioning of an annual external financialita

The further analysis regarding this organizatior@iaracteristic showed that
associations exist to more of the defined SOA festiso that it can be regarded as an

indicator for a potential alignment of the orgamiaa with the Act.

Example 7 — Board Members Active in the Privatead@dd-ormal Document Retention

/ Destruction Policy

A further example of the conducted analysis is éxamination of the association
between the board members of the organization badtige in the private sector and

the organization having a formal document retetiestruction policy.

Organizational Characteristic:
Board Members are active in the private sector

Sarbanes-Oxley Feature:
Existence of a formal Document Retention / Destruct  ion Policy

Hypotheses

Ho: There is no association between the Board Members being active in the
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private sector and the existence of a formal document retention / destruction policy.

H1: There is an association between the Board Members are active in the
private sector and the existence of a formal document retention / destruction policy.

Existence of a formal Document Retention /
Destruction Policy

Board Members are active in the

private sector Yes No Total
Yes 24 29 53
No 29 71 100
Total 53 100 153

Expected Values
Existence of a formal Document Retention /
Destruction Policy

Board Members are active in the

private sector Yes No Total
Yes 18.36 34.64 53
No 34.64 65.36 100
Total 53 100 153

Chi-square values
applying Yates' correction Existence of a formal Document Retention /
Destruction Policy

Board Members are active in the

private sector Yes No Total
Yes 1.44 1.09 2.53
No 1.09 0.40 1.49
Total 2.53 1.49 4.02

Rows: 2

Columns: 2

Degrees of
Freedom: 1

Looking up the Chi-squared value of 4.06 with 1 degree of freedom in the
Chi-squared distribution tables the result is that the calculated value lies
in the 5 per cent tail in the area of probability.

So the conclusion is:

Reject the null hypothesis, Ho at the 5 per centle  vel of significance.

There is a significant association between the Board Members being active in
the private sector and existence of a formal document retention / destruction policy.
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Figure 5.13. Chi-Square Analysis of the Associati@mtween Board Members Being
Active in the Private Sector and the Existence dfammal Document Retention /

Destruction Policy
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Figure 5.14. Chi-Square Representation of the Aason between Board Members
Being Active in the Private Sector and the Exiseeata Formal Document Retention /

Destruction Policy

The chi-square test shows a result in the 5% fdah@area of probability leading to the

conclusion that there is an association betweeerxhained variables.

This organizational characteristic also shows almemof further associations to SOA
practices being applied. The board members argibgnexperience from the private
sector to non-profit organizations and strengthemparate governance practices there.
This characteristic is an indicator for the exisef SOA type practices in non-profit

organizations.

Results

In the above described manner all pairs of varmlblere examined and tested. The
following table presents the results of the tesid gives the count of those tests that
have shown a significant association to the extstesf Sarbanes-Oxley type practices

for each organizational characteristic.
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Results

Existence of an Association between the Variables b

ased on the Chi-square Test

Organizational Characteristic:

Sarbanes-Oxley Feature: Annual Revenue |BOD applicable |Existence of an |Age of the International Degree of Board Members
professional international Organization Scope of Donation are active in the
background branch or sub- Activities Funding private sector

organization

Preparation and publication of financial statements YES NO NO YES NO NO YES

Existence of a board financial audit committee NO NO NO YES YES NO NO

Board_ﬂnanqgl audit committee members have formal NO NO NO NO YES NO NO

financial training

Commissioning of an annual external financial audit YES NO YES NO YES NO NO

Rotanoq of externa_l financial auditor or lead audit YES NO YES YES NO YES YES

partner in the last five years

EX|stence_ of a form_al conflict of |nteres_t policy covering YES NO YES YES NO NO YES

the organization's directors and executives

EX|sten_ce of a formal process to handle employee YES NO YES YES NO YES NO

complaints

E);:isésnce of a formal Document Retention / Destruction YES NO NO NO NO NO YES

Prohibition of loans out of the organization's funds to its NO NO NO NO NO NO NO

board members

Count 6 0 4 5 3 2 4




Summarizing the results it can now be said:

« The size of the annual revenue of the organizaimws for 6 out of the 9 SOA
type practices a significant association, making tinganizational characteristic

the strongest indicator of potential compliancehwvite regulation’s mandates.

* Further the age of the organization with 5 positresults is also showing a
significant relationship.

e The existence of an international branch or sulatization structure the

organization belongs to is another characterissipldying positive results.

« The same applies to the organization’s board mesnbeing active in the

private sector.

* The organization having an international scopectiVgies has some significant

associations to SOA features.

* The degree of funding out of donations with onlgignificant associations and
the board members having an applicable professtmaground with none are
not particularly indicative of an alignment with 8Q@ype corporate governance

practices.

5.2.1.3 Summary

This sub-section has shown the process in whiclmidiequestionnaire was applied and
the gathered data were analysed using the chi-siatistical tool. It has given the
results of this analysis by presenting those omgditinal characteristics which display a
significant association to the existence of Sarbdbeley type corporate governance

practices in the organization.
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These results of the analysis can now be relatethdoresearch question, aims and
objectives. Specifically the research question wafined as: What organizational
characteristics of German non-profit organizatians most influential in determining

potential compliance with the US Sarbanes-Oxley?Act

Looking at the results of this part of the researnkthodology it can now be
summarized that the size of the annual revenuedbheof the organization, it belonging
to an international structure, it having an intéioraal scope of activities and its board
members being active in the private sector arerszgtional characteristics of German
non-profit organizations that are influential intelenining potential compliance with
the US Sarbanes-Oxley Act.

The professional background of the organizatiordarl members and the degree its

funding is depended on donations are not influéntia

These results can now become the subject of fugbtritiny in the other parts of the

research methodology to be addressed in the fallpwiub-sections.

5.2.2 Structured Interviews

The above set-out methodology provides the founddbtr the second part of the data

collection and analysis, the structured interviews.

The preceding section has provided the analysisresults of the mail questionnaire.
To verify and enrich these results in a second @ludghe data collection structured
interviews were conducted with representatives slub-sample of the organizations
that had taken part in the survey. Whereas the tignesires yielded mainly

quantitative data, the structured interviews predidjualitative data to help provide for

means to triangulate and enrich the overall rebe@sults.
The main thrust of those interviews concerned #rifigation of the results obtained in

the questionnaire survey and also the collectionindbrmation about what the

representatives viewed as the main drivers of thesats. In this way this part of the
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data collection and analysis is more focused tharpteceding section on the search for

the underlying causes of the study’s observations.

This section will now document what method was ugeaonduct and record the

structured interviews, how the data were analyseldvehat results were derived.

5.2.2.1 Methodological Basis for the Structured lterviews

The approach in recording and analysing the stredtunterviews was based on
literature guides in conducting such processesamdxamples of this method being

applied by other researchers in the non-profitlfiel

Among other guide books Moustakas (1994) was usthd, stated that pertaining to
interviews the structured phenomenological invesitoon should include:

“Developing a set of questions or topics to inclim¢he interview process;
Conducting and recording a lengthy person-to-penstamview that focuses
on a bracketed topic and question; Organizing amalyaing the data to
facilitate development of individual textural anttustural description”
(Moustakas, 1994, page 3).

Based on this advise the interview structure shmevided in the appendix was
developed to guide the interview process and rectbedparticipants’ responses. It
contains the specific interview questions and sgaceecording the responses by the

interviewer by noting them down.

The applied methodology was also based on methseld ly other researchers in the
non-profit sector and particularly on researchhia area of corporate governance and
the Sarbanes-Oxley Act. Gustafson (2006) statdteinthesis regarding the conducted
telephone interviews and subsequent analysis:

“The researcher transcribed responses or her ffiaesthe interviews as

the telephone conversations occurred without assist from audiotapes.
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The results were combined by grouping responsesr@iog to general
themes” (Gustafson, 2006).

The responses to each question were categorizedoaimted. This was done following
the general principle stated by Miles and Hubernfd®94) in referring even to
qualitative analysis:

“There are three good reasons to resort to numbesee rapidly what you
have in a large batch of data; to verify a hunchhygpothesis; and to keep
yourself analytically honest, protecting againstsbi(Miles and Huberman,
1994, page 253).

This design has also been successfully appliedthgr aesearchers in the non-profit
field, for example Gaid (2007), Elbert (2006) or mMato (2004). These researchers
used surveys for gathering quantitative data whiatre then supplemented by
qualitative data out of interviews. Processing,lysia and presentation of the results
was then set out in a way conforming to the litemaiguidance provided for such mixed

method research.

Based on this advise and examples in processiadysang and presenting the results of
structured interviews the following sub-sectionevpde information on the process and

on the results of the structured interviews as @fitttis research.

5.2.2.2 Application of the Structured Interviews

The interviews were conducted over the phone astédaanywhere between 10 and 30
minutes. Participants were representatives of tigarozations in various capacities,
mostly executives or managers, also members ofbtad, in a number of cases

specific public relations personnel.

The interviews were conducted by the researchezdbas a prepared structure sheet
provided for reference in the appendix. The stmgctf the interviews and the questions
asked were based on the results of the mail questice and on the purpose of this
second part of the data collection and analysigréwide verification of these results
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and to enrich and develop the findings in termsseérching for the drivers and

underlying reasons for these results.

The responses to the questions were noted dowmetngsearcher on the space provided
for this purpose on the interview structure shediising the interview itself and

immediately after the calls.

These documents were later coded for the datasisaly

In all 28 structured interviews were conductedis tvay.

5.2.2.3 Analysis of the Structured Interviews

To address the above set-out purpose of the steatinterviews to verify and enrich
the research results the main thrust of the arsmlgsithe search for the reasons behind
the earlier obtained mail questionnaire resulte @halysis of the structured interviews
in leading to the identification of the driverstbbse results then provides for support of
the conclusions and adds towards enriching theatlvessults of the study.

For this purpose the questions defined for thecsired interviews addressed two main

areas:

« What are the reasons for the questionnaire resuMd?y are certain
organizational characteristics more influential éods potential compliance with
the main features of the Sarbanes-Oxley Act thdrere? Why are certain

organizational characteristics not influential #2 a

* Are these results useful for the stakeholders? Wbyld certain groups of
stakeholders find the results useful and otherggamould not? Can the results
be used for benchmarking? Why would the informat@amout the most
influential organizational characteristics be uketo increase potential

compliance?
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The questionnaire results give information in terrof which organizational
characteristics show a significant association wite main features of SOA,; in the
structured interviews specific information was @add regarding what underlying

causes drive these results.

Documentation of these causes, answering ‘why’] aio contribute towards the
verification of the questionnaire results and whlovide a way to triangulate the

research.

5224 Overview of the Results of the Structurebhterviews

Why Are these Organizational Characteristics of dom@nce for the Potential

Compliance with the Sarbanes-Oxley Act?

In the mail questionnaire analysis these orgarumaticharacteristics were identified as
significantly influential: annual income, age ofetlorganization, board members are
active in the private sector, existence of an ma#onal branch or sub-organization

structure, international scope of activities.

There was general agreement amongst the interviawicipants regarding the
characteristics identified in the questionnaireultssas being of importance for the
potential compliance.

The result was:

Yes, | agree that the identified organizational

characteristics are significantly influential: gsponses 89.3%

No, | do not agree that these organizational
characteristics are significantly influential: ésponses 10.7%
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Reasons Given Why the Organizational Charactegstiere Perceived as Influential

The following specific reasons were given by thetipgants why the identified

organizational characteristics are perceived asfgigntly influential:

* Regarding the annual income:

‘The more income the organization has, the morpamsible the conduct

and administration of those funds has to be.’

‘Only with increased funding can you hire the pearsal to handle such a

corporate governance system.’

‘Some features of a corporate governance systenomgrbe afforded if the

organization has a certain financial wherewithal.’

‘There is a self-sustaining dynamic here. The nfarels the organization

takes in the more professional it gets and caacityret more funding.’
‘The income of an organization is to a degree asweaof its success.
Being successful then also relates to having a gmodorate governance

system.’

‘Higher income is related to a tighter organizasibrset-up, more goal

oriented processes and generally a stronger orafgomal structure.’

‘Greater resources enable the organization to itedsatter qualified

personnel which leads to better practices.’

‘Organizations with higher income can hire morel-fuhe employees,

relying less on volunteers. This can lead to grgatefessionalism.’

* Regarding the age of the organization:
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‘As time passes the organization goes through Isjegtep of its
development, furthering the creation of corporateegnance structures.
This is especially pronounced at the time whenntioee informal founders

are succeeded by a more settled next generation.’

‘At the beginning corporate governance is a lowomty for the

organization.’

‘Over time the organizations become more efficighey move along the

learning curve.’

‘As time passes in the development of an orgammatidealism and

spontaneity give way to a more rules based approach

‘There could also be a relationship between thecddbe organization and

its level of income.’

‘If the organizations did not have good practickeyt would not get that
old.’

‘Over time the organizations move along the leagrdarve. They also have

more opportunity to learn from others.’

Board members are active in the private sector:

‘Board members who are active in the private setr@msfer ideas from

there to the NPO they serve.’
‘It is likely that such individuals have gathereohportant and useful
experience in the private sector that can thenppdieal also at the non-

profit organization.’

Regarding the existence of an international brasrcéub-organization structure

and an international scope of activities:
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‘If an organization is part of an internationalustiure the horizon of the
people is extended, it becomes easier and moreah&abuthink in terms of
more complex relationships and interdependence.’

‘Being part of a larger structure leads to the oiz@tion being to a certain
degree subjected to pressure to conform to theedasgructure and
assimilate. In regards to corporate governance pinessure should be

corrective and in the end be positive.’

‘From our own experience we can confirm that indional relationships

further the organizational development.’

‘Organizations that are active internationally aftgork in conjunction with

government agencies or offices, e.g. the foreigicefand others. Those
offices have rules of conduct those organizationstradhere to which leads
to these organizations having more developed catpomovernance

structures.’

‘International public funding bodies, for exampléJ Eagencies, demand
certain corporate governance mechanisms to beagepE5o an organization
that is internationally active is more likely toveaa stronger corporate

governance structure.’

‘Joining an international network necessitates toeaaly have good
corporate governance mechanisms in place or dtilgasduce them at the

same time.’

Reasons Given Why the Organizational Charactedstieere Not Perceived as

Influential

There were a number of sceptical responses regpsgecific individual organizational

characteristics.

The following specific reasons were given by thetipgants why the identified
organizational characteristics are not perceivethbyn as significantly influential:
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‘That greater age of the organization is positivagociated is surprising. |
would have expected a certain conservatism in addganizations leading

to slow organizational change.’

‘I would have expected older organizations to bssléennovative than

younger ones.’

‘Even if an organization belongs to an internatlomeetwork, the
organizations still remain legally independent. AAlsach organization has
its own history and development.’

‘The area of activity of the organization shouldaabe looked at. Increased
emphasis on improvement in corporate governanceuisently very
prominent in the international aid sector, whiclous field of activity. That

might not be so in other areas.’

‘That greater age of an organization is associatiélal a stronger corporate
governance system is surprising. | regard the catigefor funding in the
past as not as fierce as today and would have tgegounger

organizations to be more up to date on currentldpugents.’

‘That the age of the organization is ranking sdhjigs surprising. | would
have expected those older organizations to have mnaditional, inherited
processes. Also there might be a loyal communitgarfors which is not

pressing for change and development in those azgaons.’

‘Not everything depends on money. Small organizatican also have good

corporate governance systems!
‘That there is any relationship to the backgrouridboard members is

surprising. In an organization changes originatenfand are driven by the

staff, rather than the board.’
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‘That the increasing age of an organization isteeldo stronger corporate
governance is surprising. | would have expected theer time certain

matters become routine and this is where the teonight start.’

Responses Given Regarding Characteristics Foundbdo of No Importance to

Compliance with SOA

Similarly information was provided regarding thosbkaracteristics that had been

identified as having no importance for the potdrdcampliance with SOA.

As not significantly influential these organizatedncharacteristics were identified:
applicable professional background of the membetseoboard of directors, the degree

of funding out of donations.

Regarding why these characteristics are not impbresponses were given:

¢ Regarding the BOD professional background:

‘The professional background of the BOD membensosimportant, as in
the selection process it is determined whether @reyup to the task, no

matter what their background is.’

‘The personal integrity of the individual is momportant in the selection
as a board member and subsequently to his or melucb in steering the
organization. What ever might be missing in theessary professional

expertise can be provided by others.’

‘The influence of the board goes only so far. Feareple, even if there is
maybe a legal expert on the board, the organiZatistaff still has to
implement corporate governance policies and heghtnfie a different level

of legal expertise.’

‘Good corporate governance does not depend onesindividuals on the

board, but on the attitude of this body as a whole.
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‘For the work in non-profit organizations in geneaad the adherence to or
introduction of good corporate governance systenat, the training or
education are decisive, but the attitude and inc@nmitment of the

person.’

Regarding the degree of funding out of donations:

‘Important for the proportion of donations of thecome is to a significant
degree the organization’s field of activities. Tdeare fields which are
eligible for government grants or aid. Here donaiare a much lesser part
of the income than at organizations that do notpgdtic funds. Thus the
degree of donation funding depends on this eliggbivhich is independent
from the drivers of a strong corporate governanggesn. Examples are
certain religious organizations, which are huge aetl organized, but do
not get aid, versus small informal relief organi@as which do receive

government grants.’

‘Corporate governance is of minor importance toatenso there is no
relationship between the volume of donations aramigation receives and

its corporate governance structure.’

‘Important for the quality of the corporate systam the size of the

organization, not where the money comes from.’

‘Apparently donors are indifferent to the qualitytiee corporate governance

structure of the organization.’

‘Important to the quality of the corporate goveroansystem in the
organization are the organization’s core principidsch are guiding the

conduct of its managers and which are independent how it is financed.’
‘Where the money comes from does not matter. Adstriamiors of public

funding sources, as well as donors nowadays deraaoduntability and

transparency.’

126



Assessing the Utility of the Results of the MaieQionnaire for Use of Stakeholders
Further, based on the responses given in the gtadinterviews information can now
be summarized about the utility of the earlier oi#d results of the mail questionnaire

for the organizations’ various groups of stakehdde

Why would certain groups of stakeholders find tlesutts useful and other groups

would not?

As stakeholders were defined above: internal decisnakers inside the organization,

lawmakers / regulators and donors / sponsors.

» Utility to decision makers inside NPO

Yes, the results of the survey would be useful

to decision makers inside of NPO: 23 responses 2.198

No, the results of the survey would not be useful

to decision makers inside of NPO: 5 responses .9%7

The majority of the participants expected peoplside the organizations to be
interested in the results. Here many of the padiais related this question to their own
personal situation as such a decision maker.

Supporting statements were given:

‘The subject of corporate governance is very papugit now, people are

generally very interested in it.’
‘NPO leaders have to be interested as the DZI iarawf the latest

corporate governance developments and is makirtgptra of its review

process.’
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‘Today the opportunities for benchmarking in then+pofit sector are
generally very limited, so any new information thletables comparison

would be very welcome.’

‘It is very important for an organization to knowhere it stands in

comparison to others.’

‘In light of the existing dynamic towards improvedrporate governance

these research findings would be very useful.’

‘Many organizational leaders would be grateful feuch comparative

information.’

‘As our organization is very young and we are jgkdrting to develop
procedures and structures we are very active inerolbgy other
organizations with the goal to adopt best practi®s the information

would be very helpful to us.’

‘Yes, but the form of communication would be impott The corporate

governance mechanisms would have to be clearlpel@fand explained.’

There were dissenting voices:

‘Whether this is interesting to the organizatiorpehds very much on its

priorities. It can not be generally stated.’

‘Such decision makers working part-time or volunigg for the NPO might

not have the time to look into this.’

‘In the day-to-day business this information migbt be really necessary.’

‘In smaller organizations there might just be mimitet for this.’

Utility to lawmakers / regulators
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Yes, the results of the survey would be useful

to lawmakers: 16 responses 57.1%

No, the results of the survey would not be useful

to lawmakers: 12 responses 42.9%

Generally the opinion amongst the interview papacits was mixed regarding the
usefulness of the research results to lawmakersragaators. A slight majority of
participants responded that the results would iddbe useful to this group of

stakeholders and would aid their interaction wehbter organizations.
A number of interview participants see only a letrole for the study results in the
decision making process of regulators. Whereasntfioemation itself would be useful,
it was pointed out that other considerations mightaiccorded higher priorities.
Specific statements were given:

‘Well, the results should be useful to them.’

‘I would hope they are interested, but it mightdeeibtful.’

‘We would hope they use the results. For non-prdittor institutions this
might be likely, but for governmental agencies thight be unlikely.’

‘It would be worth a try.’

‘Increased awareness of these research findingsdwmel very necessary

among this group of addressees.’

‘| think that this group of people has other prii@s in their decision making
towards corporate governance rather than the argaoin’s characteristics.’

‘Lawmakers and regulators are often far removedmfrthe actual
circumstances in the non-profit sector and theseareh findings should

prove useful to them.’
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‘Information regarding the quality of the discusseatporate governance

mechanisms would also have to be conveyed.’

» Utility to donors / sponsors

Yes, the results of the survey would be useful

to donors / sponsors: 8 responses 28.6%

No, the results of the survey would not be useful

to donors / sponsors: 20 responses 71.4%

Regarding the usefulness of the research resulteriors and sponsors the majority of

the recorded responses were negative.

Specific reasons were given as:

‘The information might be useful, but it would bery hard to reach the
general public. By what means of communication \@ogdu transport the

results?’

‘Donors are much more focused on the goals of tharozation.’

‘Other considerations are much more important toode. A significant
portion of donors give based on religious affibati Also very important are
personal reasons, for example an ill or handicagy@edon in the family or

an experience during foreign travel.’

‘It is doubtful that the general private donor wablle able to really evaluate

this information.’

‘Donors focus much more on the effectiveness obtiganization.’

‘Donors as a group are very diverse. It is veryidift to make general

statements or assumptions regarding the donorgasip.’
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‘Some donors regard the information organizationbliph about their

corporate governance structure as advertising.’

‘The information might be interesting to donorst tmould in the end not be

the decisive issue.’

‘Especially the large donors have often a particuédationship with the
specific organization. Its corporate governanceesysdoes not play a part

in this.’

‘More important to donors is the popularity of theganization and whether

it is well known.’

‘In our experience the general donor is definitet concerned with this

issue.’

‘Personal relationships and trust are much moreomtapt for the donor’s

decision.’

‘To a significant degree the donor’s decision tachhorganization to give

is not rational.’

‘We have tried to actively communicate with our gagiers about corporate

governance via our regular publications, but tlegllack was minimal.’

‘There would only be very few donors who would adiyi be able to use

this information.’

There was a minority of participants that expecdtedresearch results to be useful also

to donors. The reasons given were:

‘People are nowadays much more sensitive and estlicaégarding
corporate governance and do pay attention to dpretats. We are

currently experiencing a significant increase iagfc inquiries.’
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‘For companies acting as donors or sponsors capaavernance in the
organization might be important, as this is of seualso an issue there and

they are familiar with the subject.’

‘Possibly large foundations issuing grants coulkenase of these research

findings.’

‘It would be useful to donors, too. But the infortima would have to be put

into a very condensed form.’

‘Companies that engage in professional sponsoefaionships with non-

profit organizations might find this informationeifsal.’

Further Groups of NPO Stakeholders

Very interestingly beyond the above pre-definedegaties participants suggested
during the interviews further groups of stakehatdand uses for the research results

that were very insightful:

‘For general donors the information might not beatthuseful, but
institutional donors and especially public aid of might be interested.
People administering public support programmes distbursing public
funds are professionals and would be much bettde &b use this

information than the general public.’

‘Beyond lawmakers also auditors and accountantdcseg the non-profit

sector should be interested in the research résults

‘Other than the organizations themselves and thetioreed third parties
also umbrella-organizations like the DZI or VENROVefband

Entwicklungspolitik deutscher Nichtregierungsorgationen e.V., an
umbrella organization] should be interested inrésults to share with their

member organizations.’
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‘Umbrella-organizations could serve as a conduittfi@ communication of

the results of the research and become multiphetiseir dissemination.’

‘Consultants active in the non-profit sector showdtso be strongly

interested in the research results.’

Utility of the Results to Increase Potential Coraptie with SOA Type Practices

Further, based on the data gathered in the stedtinterviews information can now be
given why the knowledge about the most influenteganizational characteristics is
useful to increase potential compliance of orgdima with Sarbanes-Oxley type

corporate governance practices.

Of particular interest in this regard is also wieethased on the research results a step-
by-step approach of first achieving certain orgatimal characteristics to support the
subsequent implementation of Sarbanes-Oxley caigpayavernance features can be

regarded as useful to increase potential compliance

Examples of such an approach would be to seek buardbers that are active in the
private sector or the organization looking for m#pgtion in an international network
before actually embarking on the development anplementation a new corporate

governance system.

Recruiting such board members or joining an intiéonal structure could be regarded

as a basis for the advancement of corporate goweermraechanism in an organization.

Yes, | think such an approach would be useful

or practical: 15 responses 60.0%

No, I think such an approach would not be
useful or practical: 10 responses 40.0%

The responses to this question were mixed with jantaof respondents agreeing with

this notion, but a significant minority disagreeing
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Positive statements were given as:

‘This might be helpful as supporting activities iagl the efforts of the

management.’

‘In general becoming part of an international netwshould be helpful for
the implementation of corporate governance systamsnon-profit
organizations or their improvement. Examples fgligption here would be

the sharing of experiences, mutual consulting anpleyee training.’

‘I myself have a professional background in thevae sector and was

recruited specifically to further organizationabcige.’

‘In our approach to adopt best practices of othhigawizations, cooperation
in international networks would generally be regards beneficial.’

‘This would be a logical and systematic approach.’

‘We are considering just such an approach right.nbw very important to

us to have a heterogeneously staffed board.’

‘This was the case in our organization. Our umhretiganization demanded
a more professional board and brought in comméyciaducated

individuals.’

‘Yes, this might be an interesting approach esfigdiar organizations that
are not continuously engaged in a certain actsjitieut on and off do
philanthropic projects or campaigns like certainbsl or associations for
example.’

Negative statements were:

‘No, we would not go this route. It is the respduigly of the existing

management to implement such changes. We are gfmioggh changes in
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another organizational area right now and we atecoosidering such an

approach.’

‘The selection of board members is already a trjoky’

‘It depends on what priority corporate governanas tor the organization.’

‘In general this is part of the job of the peoptattare already there. We
would not go out and look for new BOD members onaggers just for this

issue.’

‘This depends on the urgency to improve the orgdiua’s corporate
governance structure. There might not be enough tongo through these

steps. It very much depends on the individual orstances.’

‘The development of the organization’s corporateggnance system is too
peripheral compared to the main activities of thétg to warrant such an

involved approach.’

‘To become part of a larger network can turn into encumbrance on
organizational development as decision making angdlémentation are

being slowed down.’

‘To be admitted into an international network, oftenes certain minimum

standards already have to be met first. So, gdeyisy-step like this might

not actually work.’

‘This very much depends on the priorities of thgamization.’

‘In my experience the reputation of the persontewion a board is the main

issue in the selection. Trust is here much moreomapt than professional

background. Other criteria might be the public batg of the person.’
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Summarizing the results of the structured intergiécan now be said:

The organizational characteristics identified agniicantly influential in the

mail questionnaire were confirmed as such in thecired interviews.

The interview participants elaborated on what thgidfor their sentiment is and
in this way provided a number of interesting inssgtegarding the influence of
the individual organizational characteristics hedpito enrich the overall

research results.

Dissenting opinions, even though in the minoritygyided additional views.

Similarly information and subsequent confirmatioassmbtained regarding those
organizational characteristics which had earlieerb&entified as having no

influence on potential compliance.

Opinions on the utility of the results for the defd groups of stakeholders were

also obtained from the interview participants.

- Regarding the utility of the results for decisionakers inside the
organizations the sentiment of the participants laegely positive. The
feedback carried added weight as most of the ierparticipants were

themselves actually in a responsible position airtbrganization.

In the interviews further statements regarding #épplication of the

results by the NPO decision makers were provided.

- The question regarding the utility of the resufts lawmakers or
regulators in their tasks led to mixed results,hwat small majority of

positive responses.
Interestingly the participants, when giving reasdos their doubtful

responses did largely not attribute this to theltesf the study in form

of the identified organizational characteristicsjt o a perceived
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unresponsiveness of lawmakers to such data ancisiate making on

their part based on other considerations.

- A utility of the results to donors or sponsorsnain-profit organizations

was rejected by a majority of the interview papants.

This view was based on the perception that donord)e experience of
the interviewed organizational representatives, endReir decision
largely on the grounds of other priorities, ratliean organizational
corporate governance practices. Cited were here dgbals of
organizations and often personal reasons relatitiget individual donor.

Those patrticipants that did see an applicatiotefresults for this group
of stakeholders did so only in specific circumstmand for specific sub-
groups of organizational supporters, for example professional

sponsoring relationships.

Additional information was obtained regarding pdihuses of the results for
other interested groups, which had not been preetfand that provides
further potential application for this study’s résu

Examples of those interested groups were profealsiosuch as accountants,
auditors or consultants with a focus on the norffpsector or NPO umbrella
organizations where the research results can desdpp their role of providing

assistance to their member organizations.

As a further use for the results of this study rttagaplication in increasing the
potential compliance with SOA type practices waamxed in the structured

interviews.

Based on the mail questionnaire results the irgarvyparticipants were asked
whether they would deem it likely that an orgarimat might use the
establishment of the identified influential orgaatipnal characteristics as a

preparatory step in further developing their cogb®rgovernance practices. An
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example would be the recruitment of board membetigeain the private sector

before drafting new corporate governance policies.

The responses to this question were mixed, withghtsmajority in favour of

such an approach.

In giving reasons for their opinion some particizaregarded proceeding in
such a way as useful and logical, others deemedh suc approach as
cumbersome and pointed to the weight of other demations in making

decisions on the identified organizational charnasties.

5.2.2.5 Summary

This section provided information regarding theustured interviews as part of the

overall data collection and analysis of this study.

The process was designed and applied based aaxtuditerboth in the way of text books
and practical application by other researchersnmiar studies.

Purpose of this part of the data collection andyais was to verify and enrich the
results obtained in the earlier mail questionngrecess and in this way help to
triangulate and further develop the overall redeaottcome. Whereas the mail
qguestionnaire was mostly focused on quantitativéa d&ie structured interviews
provided a more qualitative, phenomenological vieaking at reasons and drivers

behind the earlier obtained results.

Summarizing the results of the structured intergieilvcan now be said that the
organizational characteristics first identified significantly influential in the malil

guestionnaire analysis were confirmed as sucharstiuctured interviews.
The utility of these results for the defined staldbr groups was regarded in a

differentiated spectrum by the interview particifgampplication of the results for NPO

decision makers was viewed as beneficial. The opiwif the participants was divided
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about the use of the results by lawmakers and tegcted a general utility of the

information for the majority of donors or sponsors.

The structured interviews further provided suggestifor additional concerned parties

which might have specific interest in or applicasdor the research findings.

The further use for the results of this study iar@asing the potential compliance with
SOA type practices was viewed in a differentiatexy Wy the participants. Whereas one

group welcomed such an approach, others raisedfispimubts.

After having concluded the data collection and gsialof the structured interviews as
the second part of the overall research methodotbgyfurther process regarding the

document review can now be addressed in the fatigwection.

5.23 Document Review

The previous sections have detailed the data ¢mteand analysis regarding the
survey and interview methods of data collectionisTéection now is to focus on the

document review as a further source of data.

Employing a mixed method research approach forgtudy, this third method of data
collection is primarily qualitative. From its datalume in comparison to the preceding
methods the document review is of secondary natsgeying mainly as a way to
strengthen the validity and reliability of the syuas a whole, provide for verification of

the results and generally enrich the research.

5.2.3.1 Methodology of Data Collection and Analysi of the Document

Review

The methodology first outlined in the research rodttogy chapter regarding this

research element is now further detailed by desqgyibts application in the data

collection and analysis process.
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In his work on mixed method research Creswell (2q@8vides a specific multi-step
process for the application of qualitative datalgsig, particularly in regards to

documentary data sources:

Step 1: Organize and prepare

Step 2: Read through all the data

Step 3: Begin detailed analysis with coding preces

Step 4: Use the coding process to generate a pgsariof [...]

categories or themes for analysis

Step 5: Representation of description and themeghen qualitative
narrative
Step 6: Interpretation of the data

The application of this approach in the use of niztional documents is also informed
by the work of other researchers on similar orteglasubjects employing a document
review as part of their data collection and analy§aid, 2007; Mellor, 2007; Pugh,
2007; Converse, 2008).

In this way the document review element of the asde at hand was designed and
conducted based upon a textbook foundation andimxisesearch example, yielding
qualitative results contributing to the researchgjion.

Examined were articles of formation, by-laws, fio@h reports, general annual
performance reports, promotional publications gpecsic policy statements rendered
by the organizations, as well as in some casesifepeodes of ethics or codes of
conduct, containing information applicable to teegarch question.

5.2.3.2 Results of the Document Review

28 organizations made documents of the variousdtgpes available for this study.

One main purpose of the examination of these dontsn@as the verification of the

information previously gathered in the mail questiaire and the structured interviews.
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To this end the information previously provided Hyese organizations in those

methods of data collection were compared with tta dvailable out of the documents.

In this way the information regarding Sarbanes-@xitgpe corporate governance
practices prevalent in the organizations and reggrthe organizational characteristics
as previously recorded in the questionnaires andactsired interviews were cross-
checked with the organizations’ materials.

The particular focus of the document review wermséhorganizational characteristics
that had been identified in the preceding analgsihiaving a significant association to
the existence of SOA corporate governance featarége organizations.

Further, regarding those organizations which haw/ided information that indicated
they already follow SOA type corporate governancactices their documents were

examined with a view on corroborating that inforimat

The following results were then obtained regardhegcharacteristics and practices and

the following further observations were recorded:

« Commissioning of an annual external financial aulitl2 of the available 28
sets of documents information was given regardirgy commissioning of an
annual external financial audit by the organizatiom 10 of these cases the
information given in the questionnaire could be foamed, in two cases the

organizations’ documents contradicted the submtesktionnaires.

83% Confirmation Rate

* Primary Source of Funding. In their articles ofnf@tion organizations often
define the primary source of funding intended foe thewly created entity.
Further their annual reports detail the income ypet Based on the available
documents for 13 out of the 28 sets of documents snformation could be
reviewed. In all cases the statements in the ozgdnnal documents matched

the answers provided in the questionnaires.

100% Confirmation Rate
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International Scope of Activities. The other twothwals of data collection had
led to the result that an international scope ofiviies is significantly

associated with the existence of SOA type praciitéise organization. Looking
at the available 28 sets of organizational documeirt their articles of
formation, as well as annual reports and promotionaterial 15 of these
organizations make specific mention of or give mefiee to international

activities.

For 3 of these 15 the document information avadlatid not match the
guestionnaire responses. One reason for cases shatth appeared to be
outdated articles of incorporation, not reflectihg latest developments in the
organizations’ activities, which on the other hamgere basis for the

guestionnaire responses.

80% Confirmation Rate

Board members’ professional background, their beastjve in the private
sector. There were cases where promotional matissakd by organizations
gave biographical information on the organizatiol®aders. This information
could then be matched to answers given in the mumstires regarding the
board members’ professional background and theirgbactive in the private

sector.

Whereas such information out of organizational doents was only available
for 2 entities, in both cases the information conéd the questionnaire data.

100% Confirmation Rate
Age of the organization. As articles of formatiae aipdated or reworked over
the years they are not always unambiguous abowsdae of foundation of the

organization. Nor do all organizations find it negary to state that information

in other publications.
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6 of the examined sets of documents made specdierance to the
organization’s year of incorporation or formatidhus providing a means of
verifying that information. In all cases the earliebtained data could be

confirmed.

100% Confirmation Rate

« Existence of a formal document retention / desioacpolicy. Three of the
surveyed organizations made their policy paperrcigg formal record keeping
available. This confirmed their earlier responsegarding having such a

document.

100% Confirmation Rate

Additional Information

Additional to those organizations that have boardhrfcial audit committees, the
articles of formation of further cases call for iaternal audit or review function for
financial matters. Whereas such a function doedintite prescription of SOA calling
for a board committee and thus has no direct bganmthe study’s results, this shows
the apparent emphasis of prudent corporate goveenand transparency in those

organizations.

One organization specifically mandates in its Etiof incorporation that the members
of its board of directors are to be chosen of &dig professional background.

In none of the 28 cases of the document reviewdcthe information regarding a
prohibition against loans out of the organizatiofisids to its board members be
verified as embodied in a formal statement. Yetaih be observed that such a practice
would in most cases severely contradict the défimibf the organization’s purpose
statement given in the articles of formation andy@meral create a conflict with the
organizations’ charitable status. In this way hgvanclearly defined purpose statement
and charitable status can be viewed as creatindpdhes for a prohibition of loans to

board members, without a specific further statement
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In some cases it appeared that the available dousmaere outdated and thus did not
match more recent developments in the organizatibhs seems to have resulted in
some of the information provided by the organizatio the other types of the data
collection to contradict those older documents &ndlead to mismatches in the

document review.

5.2.3.3 Summary

Purpose of the document review was the validatiod werification of the results
obtained by the other methods of the data collactibe mail questionnaire and the
structured interviews. Further these earlier resulere to be enriched by additional

information gained out of the organizations’ docuise

The review and analysis of the material was strectibased on textbook application

and other researchers’ example, employing a gtisteesearch approach.

The documents made available by a sub-sample arganizations were then analysed
verifying the information relating to the SOA typeactices in the organizations and to

the organizational characteristics.

This process led to an overall confirmation of tesults of the other research methods.
Further, a number of specific insights regardingjvitual organizations could be added
to the overall study results.

Contradictions in the data were detected only amall minority of cases and deemed
not to affect overall validity of the study results

5.3 Summary

This chapter has provided the detailed review efdhta collection and analysis. Based

and the literature review the research question,aaid objectives had been defined and

the methodology for the study had been developkd.iethodology called for a three-
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pronged mixed method research approach, combingih questionnaire, structured

interviews and a document review.

The methodology was designed and subsequently imgrited so that the three
research approaches provided for means to triatggthe research, thus verifying and

validating the results.

Specifically, the research design was implementethat data and results first derived
out of the analysis of the mail questionnaire wegfied in the subsequent structured
interviews with a sub-sample of the organizationd aould be checked again in the

final document review.

Further the mixed method approach enabled quawétatata gathered in the malil
guestionnaire to be supplemented by qualitativermétion collected in the structured
interviews and document review. In this way theeagsh findings could be further

enriched.

The mail questionnaire data were analysed usinghthsquare statistical tool to test the
association between the existence of the SOA pomgsand the organizational

characteristics.

The structured interview data were analysed bygoaiteing and counting the responses
to the individual questions and by providing vematquotes from the interview

participants.

The document review was implemented using a mtdp-process informed by text
book recommendation and other researchers’ exarfipleus of this method of data
collection in the study was the verification of ttesults obtained by the other methods

and the further collection of qualitative data.

The foundation has now been laid to proceed totleeall summary and conclusions of

the research study in the following chapter.
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6. Summary, Conclusions and Recommendations

6.1 Introduction

The preceding chapters have established the réséamework, detailed the data

collection and analysis and presented the indivicesearch findings.

Based on the review of the existing literature seaech gap regarding the readiness of
the German non-profit sector organizations for 8Saes-Oxley type corporate
governance practices had been identified. Subségube research question, aims and

objectives were defined to address this researngh ga

Applying a mixed method research approach this ystu@ds then designed and

implemented to provide a response to the researestion.

This chapter is now to provide a summary of thisdgtin terms of its application,
drawing together the major findings and resultingnausions, as well as

recommendations to non-sector stakeholders.

Further, the limitations of the study will be on#d and recommendations given for

future research.

6.2  Summary of the Major Findings

In the above review of the literature base a rebegap regarding the readiness of the
German non-profit sector for Sarbanes-Oxley typgpa@@te governance practices had

been identified.

Laying the basis for addressing this research apcboncerned SOA type practices
were identified, as well as organizational chanasties of non-profit sector entities
defined. In this way an examination of the assamiabf an existence of SOA type
corporate governance practices in an organizatmhits organizational characteristics

was enabled.

146



Applying a mixed method research approach data wmthered using a mail
qguestionnaire sent to the non-profit organizationsthe defined sample frame.
Structured interviews with organization represewstof a sub-sample of organizations

were conducted and organizational documents oftbdusub-sample were reviewed.

Of the 232 organizations registered with the DehgscZentralinstitut fir Soziale
Fragen, DZI in Berlin in 2007, 159 returned usahlestionnaires, representing a 68.5%
response rate. Subsequently 28 structured intesvievere conducted and 28

organizations provided documents for review.

This research methodology led to quantitative adl we qualitative data for the
analysis. The applied methods of data collecticabbad triangulation of the results and
provided for a means to validate and verify theitesand to enrich the overall research

findings.
To test the association of the SOA type practioesd in the organizations and the
organizations’ characteristics the questionnairta gaere analysed using the chi-square

statistical test.

An overview of the results of this test relatinge tefined corporate governance

practices to organizational characteristics is mivetable 6.1 below.
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Results

Existence of an Association between the Variables b

ased on the Chi-square Test

Organizational Characteristic:

Sarbanes-Oxley Feature: Annual Revenue |BOD applicable |Existence of an |Age of the International Degree of Board Members
professional international Organization Scope of Donation are active in the
background branch or sub- Activities Funding private sector

organization

Preparation and publication of financial statements YES NO NO YES NO NO YES

Existence of a board financial audit committee NO NO NO YES YES NO NO

Board_ﬂnanqgl audit committee members have formal NO NO NO NO YES NO NO

financial training

Commissioning of an annual external financial audit YES NO YES NO YES NO NO

Rotanoq of externa_l financial auditor or lead audit YES NO YES YES NO YES YES

partner in the last five years

EX|stence_ of a form_al conflict of |nteres_t policy covering YES NO YES YES NO NO YES

the organization's directors and executives

EX|sten_ce of a formal process to handle employee YES NO YES YES NO YES NO

complaints

E);:isésnce of a formal Document Retention / Destruction YES NO NO NO NO NO YES

Prohibition of loans out of the organization's funds to its NO NO NO NO NO NO NO

board members

Count 6 0 4 5 3 2 4




6.2.1 Organizational Characteristics Most Influental in Determining

Potential Compliance with the US Sarbanes-Oxley Act

Identification of the Most Influential Organizati@nCharacteristics

Summarizing the results of the above research rdetbgy the following

organizational characteristics were identified afluential in determining potential

compliance with SOA in order of their importance:

#1 The annual revenue of the organization

#2 The age of the organization

#3 The existence of an international branch branganizations structure
#3 The organization’s board members being aativke private sector
#4 The organization having an international saofpectivities

Further it could be derived that the following angational characteristics are not
indicative of an alignment with SOA type corporgt®ernance practices:

* The degree of funding out of donations

e The board members having an applicable professlmackiground

These results were first established by analyshwy gathered mail questionnaire
responses using the chi-square statistical testhef association between the two

variables.

The subsequent structured interviews containedesi&sverifying and validating these
results. The interviews were also used to analyetylcauses for these results and to
enrich the overall research findings.
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Further, the document review, the third elementthef research methodology, was
applied to confirm these results.

Other Researchers

These results concerning the relationship of theb&wes-Oxley Act and NPO
organizational characteristics compare well towloek of other researchers on similar

or related issues.

As early as 2006 Ostrower and Bobowick had idexdifihe income of a non-profit
organization to be of significant importance topteparedness for Sarbanes-Oxley type
corporate governance developments (Ostrower andwck, 2006; Ostrower and
Stone, 2009).

The research survey conducted by lyver and Watkiss yielded comparable results
regarding the association of specific organizafi@haracteristics, particularly the size
of the organization’s budget and the board comjposit to the voluntary
implementation of SOA type practices (lyver and kireg, 2008).

Whereas Nezhina and Brudney are generally cautegerding the impact of the Act

on the non-profit sector in the US, their survegutes, by detecting a relationship
between organizational characteristics and SOA pypetices in the organizations, also
point to the role of available revenue and the wizgion’s leadership (Nezhina and
Brudney, 2009).

Verification of Influential Organizational Charactstics Supported by Reasoned

Interview Responses and Document Review

As delineated in the above data collection andyamathapter the structured interviews
provided detailed material on the causes for tleeganizational characteristics to be

influential.

Whereas in each case there were dissenting vanesgthe interview participants, the
structured interview responses confirmed the idieation of the influential
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characteristics through the mail questionnaire. géricipants also provided significant
additional input in terms of supporting their respes by giving information about the
likely causes for the specific findings.

The third element of the research methodologyrekieew of organizational documents,
was applied to further verify and validate the fg$. The examination of articles of
formation, by-laws, specific policy statements aider types of documents provided

by the organizations also supported the reseandmfjs.

6.2.2 Utility of the Information on Organizational Characteristics’

Influence to NPO Decision Makers, Lawmakers, Donors

A further objective of this research was an asseassrof the utility of the research
results for certain groups of organizational stakeéérs. Those were defined as NPO

internal decision makers, lawmakers / regulatotsdonors / sponsors.

Instrumental in this assessment was specificaléy structured interview part of the
research methodology. The results of the precediag questionnaire were briefly
presented to the interview participants and thé&mws on the perceived usefulness

collected.

* Regarding the internal NPO decision makers, to Wwhycoup most of the
interview participants themselves belonged, theontgy of the responses
indicated that this group of addressees would @gam this knowledge and

benefit from the research results.
* Regarding the utility of the results to regulatarsl lawmakers the opinion of
the interview participants was mixed. A slight miéjoof participants responded

that the results would indeed be useful to thisigrof addressees.

* Regarding the usefulness of the research findingdohors and sponsors the

majority of the recorded responses were negative.
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Beyond the defined concerned groups the structimtedviews led to the identification

of further groups of likely interested parties, afhiwere mentioned by the participants.

Among those were auditors and accountants speoilin services for the non-profit
sector. Likewise consultants working in the seetere mentioned as likely to benefit
from the research results. Further, similar to theernal NPO decision makers,
interview participants pointed out that represewest of non-profit sector umbrella

organizations were likely to be interested in tieisearch.

Part of the purpose of the structured interviews @aigo to enrich the overall research
results. In this case noting the indication abbet wtility of the results was augmented
with the gathering of more detailed opinions analsoming provided by the interview

participants.

6.2.3 Organizational Characteristics’ Role in Inceasing Potential

Compliance with the US Sarbanes-Oxley Act

A further objective set for this research was aran@xation whether those
organizational characteristics which were found h@ave an association with the
existence of SOA type practices in the organizatonld become instrumental in

increasing the potential compliance with the Act.

The data for addressing this part of the reseamte \wmainly gathered in the structured

interview segment of the research methodology.

The responses from the interview participants i® qluestion were mixed, with a slight

majority assessing such an approach as usefubotigal.

6.3 Recommendations to Stakeholders

The above research findings, particularly the nagkof characteristics in regards to
their association with SOA type practices, was stigated regarding its utility and its
specific practical applications for various groupsstakeholders. This investigation

152



resulted in differentiated information about indival practical applications and

recommendations for each group of stakeholders:

NPO decision makers gain from the research findthgsugh their application
as a benchmarking tool. The NPO leaders can contpareeadiness of their
own organization to that of similar entities, dédsed by their organizational
characteristics, and assess a necessity for impr@vein comparison to the
organization’s peers. The identified associatiotwben characteristics and SOA
type practices thereby serving as an indicatoradémtial compliance of similar

organizations.

NPO decision makers also benefit by using the kadgé about the association
of organizational characteristics and potential plmmce when working to
improve corporate governance practices in theiamiation. Specifically the
information about the importance of the organizatibeing part of an
international network of organizations and the essfonal experience of board
members relating to high potential compliance camdpful in the development

process.

Regulators and lawmakers can apply the researdain{is in assessing an
impact of increased corporate governance regulatiogertain groups of NPO
relating to their already existing readiness.

Here, differentiation of regulatory initiatives amrning German non-profit
organizations depending on their organizationakattaristics is aided by the
research findings. Specifically the information abthe influence of the annual

revenue of an organization as well as of its agé importance.

A practical example of such regulatory differentiatis the applicability of the
California Nonprofit Integrity Act only for orgaragions of an annual income of
USD 2,000,000 or more, exempting smaller orgaronati(California Attorney
General, 2004).

The study led to the conclusion that the findings af only limited practical

utility for most NPO donors and sponsors. Corpogaeernance matters were
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identified as commonly only of limited importance the decision making

process of general donors.

Application of the research results in specificesagan be envisioned, for
example in larger scale professional sponsorshiptisaships where the

industrial or business sponsors are familiar witd anticipate certain corporate
governance practices in the supported organizatiere the research results can

provide guidance.

But most members of this group of stakeholders didwalve to look towards the
work of other researchers for their specific neeelating to the non-profit

sector.

Further, the study led to the identification of etlstakeholder groups such as
auditors, accountants and consultants specialinirsgrvices for the non-profit

sector, as well as leaders of NPO umbrella orgéniza

The knowledge about the association between orgaomnal characteristics and
the existence of SOA type practices can be utiligpdcific to these service
providers’ relationship to sector entities. Aud#@nd accountants can use the
research findings to assess the potential streoftitorporate governance
systems relating to an organization’s profile aelative to other organizations.
Consultants can find use in identifying and evahgatneeds for change in

organizations.

Further, representatives of NPO umbrella orgaronatican apply the research
findings in communication with external addresse@scerning sector corporate
governance issues, their knowledge about the sthawng been further

improved.
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6.4  Contribution to the Knowledge Base

This study extends the previously existing knowkedgse on non-profit governance
and helps to address the above identified resemeh

It had been shown that there is similar and relagsgarch concerning the Sarbanes-
Oxley Act and its impact on the non-profit sect@s{rower and Bobowick, 2006;
Nezhina and Brudney, 2009). But that research wastdd at the sector in the US.
Further there has been research on non-profit catpgovernance issues relating to the
non-profit sector in Germany, as well as in otheurtdries, yet not specific to SOA
(Bies, 2002; 2003; Wolfbauer, 2006).

Also there is by now a body of research on the chpéthe Act on the German for-
profit sector be it directly or indirectly througBU or national legislation (von der
Crone and Roth, 2003; Braiotta, 2005; von Rose@62Wiedeking, 2007).

But there is no dedicated research focusing orstdrbanes-Oxley Act and the potential

compliance of German non-profit organizations vitishprovisions.

This research study then contributes to the knoyddohse in a very specific way and

addresses this research gap.

The assessment of a correlation or association degtwa potential compliance of
German non-profit organizations with the main pstms of the Act and the entities’

organizational characteristics leads to a meanirggfatribution to the knowledge base.
As stated above this contribution to the knowletdgse has a practical application to

the identified stakeholder groups and their speaieeds relating to the non-profit

sector.
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6.5 Limitations of the Study

This study is subject to a number of limitationstibrelating to the research subject, as

well as to the implemented research methodology.

In keeping with basic research ethics as set-oovelthese limitations are to be made

known to the reader.

By its design and scope this study focuses on ti@e@nan non-profit organizations
registered with the DZI. The findings apply dirgctnly to this sub-group of sector

organizations and its generalizability beyond #ub-group may be limited.

The qualifying statement of Hoggins-Blake regardhmy study of compliance with

SOA in the US education sector applies also tordgsarch:

“That means that there are infinite combinations &tions and
environmental, external as well as internal, fatitrat help or hinder an
institution’s decision to comply or their decisitm refrain from volunteer
compliance with SOX” (Hoggins-Blake, 2009).

Regarding the research methodology, specifically #dministration of the mail
guestionnaire it is to be noted that the researditenot observe the actual filling-in of
the information by the recipients. Full understawgdof the questions, as well as the

absence of bias on part of the recipient is thusompletely assured.

As the mail questionnaire was designed by the relBeathere is an inherent potential
for bias. The conducted Pilot Study helped in ratysuch potential and to refine and

clarify the survey instrument.

Concerning the conducted interviews a potential feactive behaviour by the
participants exists and there may have been anegde provide responses perceived
to be showing the participant and his or her ogtion in a positive light. Whereas
this weakness can not be completely eliminatedliherse and differentiated responses

support an assumption of only minimal effect ofcteee behaviour.

156



6.6

Recommendations for Future Research

Although this study extends the previously existikgowledge base on non-profit

governance and helps to addresses the above idémkearch gap, additional research

should be conducted to further expand the undetstgnof current and future

developments:

Research of a similar nature should be conducigalrdeng the situation in other
countries. Whereas this research has focused exajpon the German non-
profit sector, it is reasonable to assume simitlaces regarding an influence of

the US Sarbanes-Oxley Act to also reach other ciagnt

Salamon and Anheier have already collected a sigmf body of research on
the non-profit sector in a number of countries ast pf the Johns Hopkins

University Non-Profit Sector Project (Salamon anahgier, 1997; Salamon et
al., 2000). There are also already country-spedfidies on certain specific
aspects of non-profit sector corporate governafareexample regarding third

sector self-regulation in Poland (Bies, 2002; 2003t, based on this research
further study of the readiness for Sarbanes-Oxlpg practices in the non-profit

sector in countries besides Germany seems necessary

Looking at the trend towards increased efforts e tarea of corporate
governance in general in the private as well asne-profit sectors of the
economy, it would be reasonable to expect otheislegpn, movements or
events besides the passage of the US Sarbanes-8xtiég have an impact on
the dynamic of corporate governance developmerthénGerman non-profit
sector. Additional research would be helpful tonitify those likely other drivers

and their impact.

In the review of the literature base the CaliforNi@n-Profit Accountability Act

of 2004 was identified as directly applying praeianandated in the Sarbanes-
Oxley Act to non-profit entities. This applicatiemould by now have resulted
also in an understanding about the level of prejrass those organizations had

when starting the implementation of the new regutat Formal research
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regarding this particular question could yield \adile insights and might be of
significant interest to the same circle of concdrparties as this research.
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APPENDIXES

- Mail Questionnaire Cover Letter, English language

Thomas Hasenpflug

Insel 20

89231 Neu-Ulm
thomas_hasenpflug@lycos.com
0731/7254920

World Vision e. V.
Am Houiller Platz 4

61381 Friedrichsdorf
28 March 2008

Corporate Governance Research Questionnaire
Dear Sirs,

Your organization has been awarded with the 2007/2008 DZI donation seal attesting the highest

level of professional recognition.

Based on that distinction | would like to ask you to be part of a research survey | am conducting
as part of a doctoral thesis at Edinburgh Business School. Subject of the research is the
prevalence of new and developing approaches to corporate governance principles in German
non-profit organizations and whether a pattern can be identified what kind of organizations

follow these principles more closely than others.

Your time in filling out the enclosed short questionnaire would be greatly appreciated. Once the

study is completed an Executive Summary of the findings will be returned to the participants.

All responses will be treated in strict confidence and no information will be attributed to
individual organizations. No names or other means of identification, if provided, will be made

public.

Please do not hesitate to contact me with any questions you might have regarding the

questionnaire or this research.
Thank you very much for your help
Sincerely,

Thomas Hasenpflug

Enclosures
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- Mail Questionnaire Cover Letter, German language

Thomas Hasenpflug

Insel 20

89231 Neu-Ulm
thomas_hasenpflug@lycos.com
0731/7254920

World Vision e. V.
Offentlichkeitsarbeit
Am Houiller Platz 4

61381 Friedrichsdorf
28.03.2008

Forschungsfragebogen Corporate Governance

Sehr geehrte Damen und Herren,
Ihre Organisation hat als eine von nur 230 das DZI Spenden-Siegel 2007/2008 erhalten.

Auf Basis dieser Auszeichnung mochte ich Sie einladen an einer Forschungsstudie

teilzunehmen, die ich als Teil einer Dissertation an Edinburgh Business School durchfiihre.

Forschungsgegenstand ist die Verbreitung neuer und sich entwickelnder Anséatze und
Prinzipien im Bereich der Corporate Governance, also der Grundsatze der Fihrung von
Organisationen, im deutschen Non-Profit Sektor. Ziel der Studie ist es, zu ermitteln, ob
durchgangige Abhéangigkeiten zwischen bestimmten Eigenschaften der Organisationen und
dem Vorhandensein von bestimmten Corporate Governance Prinzipien festgestellt werden

kdnnen.

Ich ware lhnen sehr dankbar fir lhre Mithilfe und das Ausflllen des beigeflgten kurzen
Fragebogens Uber lhre Organisation. Allen teilnehmenden Organisationen wird nach

Beendigung der Studie eine Zusammenfassung der Forschungsergebnisse zugesendet.

Alle Antworten werden streng vertraulich behandelt und es wird keine namentliche Nennung

oder Zuordnung der Organisationen vorgenommen.

Fur Fragen zu diesen Unterlagen oder allgemein zu dieser Forschungsstudie stehe ich Ihnen

sehr gern zur Verfligung.
Vielen Dank fir Ihre Unterstiitzung.

Thomas Hasenpflug

Anlagen
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- Mail Questionnaire, English language -

Empirical Research of New and Developing Corporate Governance Principles
in German Nonprofit Organizations

A Doctoral Research Study by Thomas Hasenpflug as part of the Doctor of Business
Administration Programme at Edinburgh Business School, Edinburgh, Scotland

World Vision e. V.
Am Houiller Platz 4

61381 Friedrichsdorf

Thank you very much for your cooperation in this study!

All responses will be treated in strict confidence and no information will be attributed to
individual organizations. No names or other means of identification, if provided, will be made
public.

Please go through the questions one by one. When you are finished, please return the
questionnaire in the enclosed postage paid envelop.

Regarding any questions to this questionnaire or the research study | will be happy to assist at
the blow contact information.

Organizational Information

A
A1 | Which of the following best describes the Local [0 Regional [
geographical scope of most of your National [ International O
organization’s activities?
A2 Please state your organization’s approximate
annual revenue :
A3 What is your organization’s most important Dues/Fees [0 Foundation Income O
source of funding? Government [0 Donations O
Endowments [ Organizational Activities []
Others

Ad Approximately what portion of your
organization’s funding is made-up of %
donations ?

A5a Is your organization a branch or
headquarter of a larger organization? Branch HQ Neither
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A5b Is your organization part of a network of
organizations in some way? Yes or No
A6 | 'fyou answered “Yes” to questions ASa or EU Countries [ United States  []
A5Db, in which country or countries do related Developing Countries O NA O
organizations reside?
Others
B Corporate Governance Principles
Bla Does your organization disclose its financial
statements ? Yes or No
B1lb Does your organization submit to an annual
external financial audit ? Yes or No
Blc If you answered “Yes” to the previous
guestion, has the external auditor or its lead Yes No N/A
audit partner rotated in the last five years?
B1d Do CEO and CFO sign-off on all financial
statements and tax returns personally? Yes No N/A
B2 Do any of the board members also serve on
a corporate boards ? Yes or No
the organization’s field of activit [
B2b | po any of the board members have a g Y
professional background in any of the Management n Law n
following: Accounting O Other Finance O
B3 Does the board of your organization have a
2 | financial audit committee  ? Yes or No
B3b If you answered “Yes” to the previous
question, do one or more members of the
audit committee have formal financial Yes No N/A
training ?
B4 Does your organization have a formal
process to handle employee complaints ? Yes or No
B5 Does your Organization have a formal
Document Retention / Destruction Policy ? | Yes or No
B6a Does your organization have a formal
conflict of interest policy  covering its Yes or No
directors and executives?
B6b Does your organization permit loans to be
extended out of its funds to board members? | Yes or No
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© Further On

Cc1 Do you have any additional comments ?

Cc2 Would you or somebody else in your
organization possibly be available for a
personal interview regarding the subject
matter?

Cc3 - OPTIONAL -

Name:

Would you be so kind and state your name

and contact information  ? Phone Number:
Email:

THANK YOU VERY MUCH!

If there are any questions regarding this questionnaire or the natur e of this study , please

do not hesitate to contact me.

Also, if there are any general questions regarding this subject matter , | would gladly be

available for any questions.

Thomas Hasenpflug

Insel 20

89231 Neu-Ulm

t: 07 31/7 254920
thomas_hasenpflug@lycos.com
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- Mail Questionnaire, German language -

Empirische Forschung zu neuen und sich entwickelnde n Corporate Governance
Prinzipien in deutschen Non-Profit Organisationen

Eine Forschungsstudie im Rahmen einer Dissertation von Thomas Hasenpflug als Teil des
Doctor of Business Administration Programms an Edinburgh Business School, Edinburgh,
Schottland

World Vision e. V.
Offentlichkeitsarbeit
Am Houiller Platz 4

61381 Friedrichsdorf

Vielen Dank fiir Thre Mithilfe in dieser Studie!

Alle Antworten werden streng vertraulich behandelt und es wird keine namentliche Nennung
oder Zuordnung der Organisationen vorgenommen.

Bitte beantworten Sie die Fragen der Reihe nach. Fir die Riucksendung ist ein frankierter und
adressierter Umschlag beigefugt.

Fur Ruckfragen zu diesem Fragebogen oder allgemein zu dieser Forschungsstudie stehe ich
Ihnen sehr gern unter den obigen Kontaktinformationen zur Verfligung.

A Informationen zur Organisation
Al Wie groB ist der geographische ortlich/lokal [ regional O
Wirkungsbereich Ihrer Organisation?
bundesweit [ international O
A2 Welches ist die wichtigste Einnahmequelle  Ihrer Beitrage [ stiftungseinkommen [
Organisation?
Staatlich [ Spenden [

Erbschaften [0 Erlése aus Leistungen  []

andere
A3 Ungefahr welcher Anteil des Einkommens |hrer
Organisation stammt aus Spenden ? %
Ada Ist Ihre Organisation eine Zweigstelle oder die
Zentrale einer groReren Organisation? Zweigstelle Zentrale entfallt
Adb Ist Ihre Organisation Teil eines groReren
Netzwerkes von Organisationen? Ja oder Nein
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A5 Wenn Sie eine der Fragen Ada oder A4b mit ‘Ja’ Deutschland [ EU Lander [
beantwortet haben, in welchen Landern sind die
verbundnen Organisationen beheimatet ~ ? Entwicklungslander [0 usA/Kanada O
( Mehrere Nennungen sind méglich )
andere
B Corporate Governance Prinzipien
Bla | Stellt Ihre Organisation ihre wirtschaftliche
Jahresrechnung der Offentlichkeit zur Verfligung? | Ja oder Nein
Blb Fuhrt lhre Organisation eine jahrliche externe
Finanz- oder Wirtschaftspriifung  durch? Ja oder Nein
Blc Wenn Sie die vorangegangene Frage mit ‘Ja’
beantwortet haben, wurden der externe Prifer Ja Nein entfallt
oder dessen verantwortliche Mitarbeiter in den
letzten funf Jahren gewechselt ?
B1ld Unterschreiben Vorstands- oder
Geschaftsfihrungsmitglieder personlich Ja oder Nein
Unterlagen zur Rechnungslegung oder
Steuererklarungen?
B2a | Sind Vorstands- oder Geschéftsfuhrungs-mitglieder
auch in verantwortlicher Position in Ja oder Nein
privatwirtschaftlichen Organisationen tatig?
B2b . dem Betatigungsfeld Ihrer Organisation O
Haben Vorstands- oder Geschéfts-
fuhrungsmitglieder eine formale Ausbildung oder
langjahrige Erfahrung in einem oder mehreren Betriebswirtschaft n
der dieser Fachgebiete:
Wirtschaftspriifung/Steuerberatung O
Finanzwirtschaft [
Recht [
B3a Hat der Vorstand |hrer Organisation einen
Finanzprifungsausschuss ? Ja oder Nein
B3b | Wenn Sie die vorangegangene Frage mit ‘Ja’
beantwortet haben, haben ein oder mehrere
Mitglieder des Finanzprifungs-ausschusses eine Ja Nein entfallt
formale kaufméannische Ausbildung ?
B4 Hat lhre Organisation eine formale Richtlinie zur
Bearbeitung von Mitarbeiterbeschwerden ? Ja oder Nein
B5 Hat Ihre Organisation eine formale
Archivierungsrichtlinie  ? Ja oder Nein
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B6a Hat lhre Organisation eine formale Richtlinie zu
Interessenkonflikten betreffend der Vorstands- Ja oder Nein
und Geschéaftsfihrungsmitglieder?

B6b | Verbietet Ihre Organisation grundsatzlich Darlehen
aus den Mitteln der Organisation  an Vorstands- Ja oder Nein
oder Geschaftsfuhrungsmitglieder?

C Weitere Kommunikation

C1 Haben Sie zusatzliche Anmerkungen zu diesen
Fragen oder diesem Sachgebiet?

c2 Waéren Sie oder eine andere Person in lhrer
Organisation gegebenenfalls zu einem
personlichen Gesprach zu diesem Sachgebiet
bereit?

C3 - ausdriicklich OPTIONAL -
Name:

Wirden Sie Ihre Kontaktinformationen oder die
einer anderen Person in Ihrer Organisation fur Telefonnummer:
Ruckfragen zur Verfligung stellen?

Email:

VIELEN HERZLICHEN DANK!

Wenn Sie zu diesem Fragebogen oder dieser Studie weitere Fragen haben, stehe ich Ihnen

sehr gern zur Verfligung.

Ebenso gebe ich Ihnen sehr gern weiterfihrende Auskinfte zum Sachgebiet  der Studie.

Thomas Hasenpflug

Insel 20

89231 Neu-Ulm

t: 07 31/7 254920
thomas_hasenpflug@lycos.com
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- Reminder Postcard, English language -

Thomas Hasenpflug 5 April 2008
Insel 20

89231 Neu-Ulm

Research Study Questionnaire Corporate Governance

Thank you very much for your participation in the Research Study
concerning Corporate Governance.

If you have as yet not been able to find the time to complete the
questionnaire, may | kindly ask you again for your cooperation.

Thank you very much!

- Reminder Postcard, German language —

Thomas Hasenpflug 05.04.2008
Insel 20

89231 Neu-Ulm

Forschungsfragebogen Corporate Governance

Vielen Dank fir Ihre Mithilfe in der Forschungsstudie zum
Thema Corporate Governance.

Wenn Sie noch keine Zeit zum Ausflllen des kirzlich verschickten Fragebogens gefunden
haben, méchte ich Sie noch einmal ganz herzlich um lhre Mitarbeit bitten.

Vielen Dank!
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- Structured Interview Template, English language -

Main Study Communication Telephone Interview Questi  ons

#1 Introduction and brief review of the study, its aims and objectives and the

status now after completion of the questionnaire survey.

#2 Inform the participant about the survey results:

What organizational characteristics of German nonprofit organizations are most

influential in determining potential compliance with the US Sarbanes-Oxley Act?

The ranking is based on the frequency of a significant association between the

organizational characteristics and the existence of SOA features.

As significantly influential ~ these organizational characteristics were identified:
1 Annual Income
2 Age of the Organization
3 Board Members are active in the private sector

4 Existence of an international branch or sub-organization

structure

5 International scope of activities
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As not significantly influential these organizational characteristics were
identified:

* BOD applicable professional background

» Degree of donation funding

#3 Questions to the categories of characteristic as influential and not

influential

3a  Would the group of influential characteristics generally match what you

would have expected?

3b Why do you think certain characteristics are influential, e.g. annual

income or age of the organization?

3c Why would you think that the group of characteristics is not influential?
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3d

#4

4a

4b

Specifically, could you think of a reason why the degree of donation

funding turns out to be not influential?

Questions regarding the ranking of the characteristics

Would you generally have expected the above ranking amongst the

influential characteristics?

Why do you think the annual income to be more important than having an

international structure or international scope of activities?
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#5  Questions regarding the use of the ranking of characteristics

5a In your opinion, would this information be useful to:

» Decision Makers inside NPO? ( Benchmarking !)

« Lawmakers?

* Donors / Sponsors?

#6  Further use of the ranking to increase potential compliance

Would you think that an organization would want to work on achieving certain
organizational characteristics to support the implementation of Sarbanes-Oxley
corporate governance features? ( e. g. seeking board members that are active

in the private sector or looking for an international network )

Do you have any questions regarding the study?

Thank you very much for your time and insights!
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