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ABSTRACT

This thesis investigates governance in large Stottharities. In particular, the focus
Is on internal aspects of governance, predomindhéyunctioning of the board. The
influence of business on charities is also inveséd through considering the impact
of individuals with business expertise on the beasticharities. Charity governance
in the Scottish context has been under-researd$, thiesis attempts to fill this
research gap. A multi-method approach was employ@t;ompassing both
quantitative and qualitative research. The studisedtl a survey in the form of a self-
completion questionnaire, and three case studiexdamine governance in Scottish
charities. Social construction provides the framéwof the analysis. This thesis
provides an insight into the functioning of the tmsaof Scottish charities, in-line
with previous research in other countries, goverteaasues are apparent. However,
in relation to the impact of business expertisechvarities, there is evidence that
business members of charitable boards make cotitiisuto the governance of these
organisations, and charities can gain consideraallele from having outside
specialists on the board.
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PART ONE: RESEARCH CONTEXT

CHAPTER 1

INTRODUCTION

1.1The Charity Sector in Scotland

The charity sector of many economies has assum@éasing significance as a
provider of services (Bradley et al, 2003; Weishrb@88). The United Kingdom is
no exception to this trend, particularly in lighit the current Governments idea of
‘the Big Society’ which aims to present a greatelerin public services to the
voluntary sector (Cabinet Office, 2010a, 2010b).Scotland, the charity sector
represents a significant proportion of the economigh approximately 23, 114
charities generating an annual income of approxina10.9 billion (OSCR, 2008).
As a result of the considerable economic contrdsuind the increasing expectation
placed on these organisations in the delivery dilipuservices, the importance of
good governance in charities has been recogniskdyafOSCR, 2008; Crawford et

al, 2009). However, it also presents itself asrasmterable challenge.

Over the past decade, the charitable sector inleéabthas undergone significant
change. The context of this change has been ateaviihen in Scotland, similar to
other countries, the sector has been rocked bynzbeu of high profile scandals;
most notably that of Moonbeams, and Breast Canese&ch. These very public
failures have led to serious questions of trushiwithe sector. Moonbeams was an
Edinburgh based Cancer charity which raised moneydiling confectionary in
order to send seriously ill children from underpeged backgrounds on holiday.
This charity was closed down after it emerged thdy £70,000 of the £3 million
raised actually went to help these children (Damd<2003). Similarly, with the case
of Breast Cancer research, only £1.5 million of #%&8 million raised went to

charitable causes (Robertson, 2003). These incdeatl a serious impact on the



Scottish charity sector, with charity donationsnfrthe Scottish public falling by 30
per cent (Horton, 2006).

Failures such as these have raised concerns owergtivernance of these
organisations, and have resulted in a tighter eg¢goy regime for charities which has
sought to increase transparency and rigour in duog and to fix defects which
were apparent under the previous framework. A neavity regulator — the Office of
the Scottish Charity Regulator (OSCR) - was esthblil in December 2003 as an
Executive Agency and took up its full powers asa-ministerial department of the
Scottish Administration when the Charities and Teasinvestment (Scotland) Act
2005 came into force in April 2006. OSCR was setshe independent regulator
and registrar of charities, and is charged withugng that charities comply with

legislation. OSCRs responsibilities include théol@ing:

* Maintaining the Scottish Charity Register

» Granting charitable status

» Granting consent to proposed changes to a charity

* Monitoring charities’ compliance with the new ldgison, and

* Investigating apparent mismanagement or misconduct
(OSCR, 2006b)

In Scotland, only if an organisation has been ewdtento the Scottish Charity
Reqister, can it be deemed to be a charity. Inrdmlbecome a charity, organisations
must pass the charity test, which means they mase lone or more specified
charitable purposes, and provide public benefdotland or elsewheré.Charities
are governed by a board of volunteers, generalbrned to as either trustees, board

members or directors.

! For the purpose of this study the term charityyprofit and voluntary will be used interchangeably



OSCR sets out the following role of these chamigtees:

Charity trustees are responsible for the governaaice strategy of their
charity. They are responsible for making sure thiagir charity is
administered effectively, and is able to account ife activities and
outcomes both to us (OSCR) and to the public (OSCH)).

The duties of charity trustees are set out in 88086 of the Charities and Trustee
Investment (Scotland) Act 2005. It sets out founegal duties which are deemed to
be fundamental to the trustees of the charity, amdmber of specific duties which
the trustees must comply with. The general dutiesoatlined in the Act as follows,

trustees must:

* Act in the interest of the charity.

» Operate in a manner consistent with the charityippses.

» Act with due care and diligence.

* Ensure that the charity complies with the provisiaf the 2005 Act and

other relevant legislation.

A number of other duties outlined include: updating charities details with OSCR,;
reporting to OSCR; financial record keeping andorépg; controlling fundraising;
and providing information to the public. Charityustees must fulfil these duties

without remuneration.

Despite these regulatory changes, governance igsi&ttish charities still appear
to be at large. A recent failure in the sector W of One Plus, a charity providing
support to one-parent families, this was a largaribhwith a turnover of £11m in

2005. In 2007 it went into liquidation, with OSCRuhching an inquiry into the

underlying causes of the financial problems whegh tio this. The governance of the
charity was identified as a major cause of it'dufi@, such issues were particularly
attributed to a lack of business expertise on teady and included: the lack of skill

of the board to run a multi-million pound ‘busingssarticularly in the area of



finance; heavy reliance on the Chief Executive wiaal control of both strategic
objectives and day-to-day management; and out4&f-dad incomplete financial
information being presented to the board.

The Scottish context therefore presents itselinami@resting and relevant setting for
the study of governance in charities. As demoresdratbove, despite regulatory
changes, governance failures are still appareraddiition, a need has been identified
for charities to become more business-like in gowey their organisations, however,
the future governance and management of charitagkmnisations and their ability to

adopt and deploy specialist business-related fonsti while preserving their

distinctive ethos, represents a fundamental chgdlgflNCVO, 1999; Sergeant et al,
2000; Storey, 2001; Bradley et al, 2003). As oetlirmbove, the notorious scandals
which have occurred in the last decade have plas@dased scrutiny on charities,

with the ultimate question in this situation beimdiere was the board?

1.2 Overview of Research and Contribution

This research examined governance in Scottishtadgarin particular, the focus was
on the specific governance issues in charitiesticodarly in relation to the
functioning of the board. The impact of externapestise, particularly business
expertise was also investigated by consideringpti@sence of business people on
charity boards. These areas were explored usingcesmf social construction —
isomorphism and legitimation. A multi-method approa was employed,
encompassing both quantitative and qualitativearede The study utilised a survey
in the form of a self-completion questionnaire, dhtke case studies to examine

governance in Scottish charities.

Despite the interesting study setting which thet&tocharity sector provides, there
has been a surprising lack of academic researah timt governance of these
organisations in Scotland, this thesis attempisddress this gap. This research will

contribute to the further understanding of goveoaain charities, and also the role of



external expertise — particularly business experison charity boards. This thesis
also aims to make a theoretical contribution tolitleeature by exploring these issues
using social construction, particularly the idedslsomorphism (Di Maggio and
Powell, 1983; Meyer and Rowan, 1977) and LegitioratiBerger and Luckmann,
1967; Meyer and Rowan, 1977). It is envisaged tthiatresearch will be of interest
to academics; charities, particularly managers tamstees; policy makers; and the

Scottish charity regulator.

1.3 Structure of Thesis

This thesis is structured into a further ten chiapt@he following four chapters
present the context of the research. Chapters haottaee provide an overview of
the extant literature in this area. Chapter twaifas specifically on issues in charity
governance, by first providing a definition of gowance in charities and an
overview of four key ‘internal’ aspects of goverpanin charities: the role of the
board, the relationship between the board and nesnexgt, board and organisational
effectiveness, and the composition of the boarcap@Br three then examines the
impact of business practices and expertise on tamriinitially it examines the
specific research which focuses on the impact sfr@ss practices and expertise on
charity boards, before considering literature wHabks at this impact more broadly
in the management of these organisations. Chapterprovides an overview of the
conceptual framework of the study — social consitbac This chapter begins by
considering some seminal contributions in this aed draws specifically on two
key aspects — legitimation and isomorphism. Ifitjapplications of these ideas are
considered in the broader organisational literatbhe¢ore looking specifically at non-
profit organisations. This chapter concludes wittistussion of how the framework
will be applied in this study. Chapter five provéda rationale and justification for
the design of this multi-method study of charitwgmance. The research questions
are outlined, along with the research methods atd dollection instruments. The
design of the research is also considered withrde¢@a the mobilisation of the

conceptual framework.



The next section of the study presents the findiGdgpters six and seven focus on a
survey of the largest section of Scottish charit@sapter six examines governance
aspects including: the role of the board, the dwisof strategic and operational
tasks, board effectiveness, and regulation. Chagaeen focuses more specifically
on the impact of business expertise on charity dmaChapters eight, nine, and ten
present findings of three case studies; a Housisgpéiation, a Social Care charity,
and a Further Education College. Finally, chaplerven draws together the key
findings of this research, and offers some conchsiand suggestions for future

research.



CHAPTER 2

GOVERNANCE IN CHARITIES

2.1 Introduction

Governance in charitable organisations has trawditip focused on the functioning
of the Board. Such areas are classified by OstramndrStone (2006) and Stone and
Ostrower (2007) as focusing on the role of the Bpéne relationship between the
Board and staff, the composition of the Board, #mel link between Board and
organisational effectiveness. This is also notedipgdman and McDonnell (2009),
who classify these as ‘internal aspects’ of govecea They also consider the
relationships charities have with donors, regukatand beneficiaries which are
termed as ‘external aspects’ of governance. HyndamahMcDonnell (op cit.) report
on the lack of a clear definition of charity govanae, and propose a broad definition
of charity governance as encompassing both intesindl external aspects. They

define charity governance as:

Relating to the distribution of rights and respdniiies among and
within the various stakeholder groups involved,luding the way they
are accountable to one another; and also relatiaghte performance of
the organisation, in terms of setting objectivegoals and the means of
attaining them(Hyndman & McDonnell, p.9; 2009).

This chapter will consider the key aspects of ¢higgovernance as identified above.
Due to the nature of this study, it will focus dntérnal aspects’ of governance,
namely: 2.2 the role of the Board; 2.3 the relatlop between the Board and staff,
particularly management; 2.4 the structure and amitipn of the Board; and 2.5
Board and organisational effectiveness.



2.2The Role of the Board

A key aspect of good Governance is widely regaraged being the clear
documentation and articulation of the roles angaasibilities of the Board. These
are laid down in a variety of publications whichlme guidance for the sector, such
examples for Scottish charities include OS@idance for Charity Trustees
(OSCR, 2006) which provides guidance for trusteesSaottish charities on the
expectation placed on charity trustees under tharits and Trustee Investment
(Scotland) Act 2005. Although this is aimed at tees of small to medium sized
charities (with an income of below £500 000) beeatleey make up the greatest
majority of charities in Scotland, it is also pevesl as a useful tool for trustees of
larger charities. Charities are also covered in Go®d Governance Standard for
Public ServicegCIPFA, 2004). Such guidance is also issued aectorl basis, with
the Regulatory Code of Governance for Housing Aissionis issued by the Scottish
Housing Regulator (Scottish Housing Regulator, 2088d theGuide for College
Board Membersssues by Scotland’s Colleges (2006).

The above guidance places clear emphasis on thertamge of clear roles and
responsibilities to ensure effective charity goegrre. The emphasis of such
guidance is that the nature of the role is stratethiis is mirrored in the academic
literature where a plethora of studies exist inirde§ what the key roles and

responsibilities of the board are (Houle, 1990; lfog, 2005). Prescriptive lists such
as this include Houle’s (1990) widely cited listhieh includes: determining mission
and purpose; appointing, supporting and appraigiegChief Executive; approving

and monitoring the services and programmes of tiganisation; raising money;

ensuring effective fiscal management; strategiamitag; enhancing the public image
of the organisation; developing itself as a bo#émin recruitment to assessment of
its own performance; understanding the relationsbgiween staff, board and
volunteers; organising itself so that it operatifsotively; and ensuring sound risk
management policies. A similar group of roles isoabutlined by Ingram (2002).

Axelrod (2005) lists four primary responsibilitiesat a Board should carry out,

namely; definition and advancement of the missibthe organisation, development



and conservation of the organisation’s resouraes,iring oversight of management
and assessment of the organisation and develomtagionships between the
organisation and its stakeholders.

The importance attached to such prescriptive Boales has also been investigated.
One such study is that of Brown & Guo (2010), whwveistigate how chief
executives of U.S. community foundations perceme importance. The key roles
identified included: fund development, such as ©gagu donations for the
organisations; strategy and planning, where exeesititalked about setting the
direction of the organisation through long-rangeategic planning and attending
retreats; financial oversight; public relations; ad member vitality, which was
defined in terms of the commitment and engagemérntoard members; policy
development and monitoring; and the board relaligmswith the executive,
particularly in terms of monitoring the executiyesrformance. Key influences that
shaped the Boards role were also identified, f@angxe, organisations that reported
the Board role as one of resource development weumd to operate in
environments that were resource constrained. Focusstrategic role was related to
organisational complexity, with the oversight raigpical of large diversified

organisations.

Further investigation of the importance attachedhise various Board roles has
been investigated by Leatherwood and O’Neal (19960 considered both

corporate and nonprofit boards in the U.S. Theyébthat members of nonprofits
reported that their Boards were more responsiblevitat they termed service than
for strategy or control. Service was described askihg after the organisations

reputation, advising top management, and seleagwgboard members.

Inglis et al (1999), surveyed community nonprofiganisations, asking them to rate
the importance of fourteen roles and responsigditand the extent to which they
were currently being fulfilled in the organisatighigap between role importance and
fulfilment was found to exist; the results showhdttthe most important roles were

perceived as being roles associated with respontbngommunity needs and



ensuring a mission and vision for the organisatiumyever the fulfilment ratings
were found to be lower than the ratings relatedrportance, pointing towards a
need for improvement in the fulfilment of role oomees — only a satisfactory level of
performance was reported. A framework was develdpetbles and responsibilities
which consisted of three areas: strategic actsjitigerations and resource planning.
A further study by Inglis and Weaver (2000) consgde whether applying this
framework to the design of Board agendas wouldlreésuncreased fulfilment of
these key roles; the findings here reported thtdt board members and the executive
felt that the framework allowed them to keep thHieaus on important items relating
to their key roles, therefore enhancing their &pilo govern. Similarly a study by
Green et al (2001) reports gaps between perceived agtual behaviour, with
differences reported as to what functions and aietss boards and chief officers

believe the other should and does perform.

In a similar study to Inglis et al (1999), lecovi¢h004) considers fulfilment of

Board roles in an Israeli nonprofit. In this studyne board roles and responsibilities
were examined and perceptions of these roles agid fillfilment by chairs and

executive directors were sought, the roles invatty were: annual budget
allocations, fundraising, change in top managemantg decision on paid senior
staff, change in general admin procedures, jobrgsms for senior staff, changes
in specific programs or services, connections Wittal and national agencies, and
advocacy and lobbying. Here, fulfilment of Boardeswere reported, and three
major groupings of these roles were uncoveredrnatdocus, such as HR; external-
internal focus, such as fiscal management and ypalieking; and external focus
such as maintenance of relationships with the &skronment. There was also a
general consensus between the chairs and the aseditectors in terms of the

boards level of involvement in various roles angpansibilities, this was specifically
in terms of fiscal issues and the relationship wité task environment, with chairs

perceiving higher levels of involvement in theskesahan the executive directors.

Specific focus is given to the role of the Boardstnategic Planning and Monitoring
by Cornforth and Edwards (1999), Stone, 1991, Rafk@03) and Miller (2002).

10



The specific contribution of Boards to strategyinsestigated by Cornforth and
Edwards (1999), who consider this issue in puhtid @oluntary organisations. The
findings from this study show that the strategiatabution of boards varies widely
between organisations; in the cases in this stitdwas found that only slight
strategic contributions were made by the Boardheflbcal voluntary organisation
and the Local Authority School, in contrast to tiaional voluntary organisation and
College, where the contribution was much largerisTWwas the result of the
interaction of a number of issues, these were fdondclude: regulation and legal
responsibilities, which meant that the complianacde rwas dominant in all
organisations and tended to move the focus awawy $toategic issues; the traditions
of the sector and norms of governance; the waylibatd members are chosen; the
skills and experience of board members, for exantpierequirements placed on the
College to recruit people with business experianeant that the Board saw strategy
making as part of its role and were more able alidg with strategic issues; the size
and status of the organisation; and the way thatr@oare organised and run. In
addition, it is also reported that wider institui# factors which have an impact on
these issues can leave boards experiencing tersmhtrade-offs that can result in
the strategic role being overshadowed by othersrdiesues surrounding the way
certain governance processes were managed impactbe strategic contribution of
the board. Another important finding was the la€klarity of the role of the board,

highlighting the need for greater clarificationtbis role within organisations.

More specifically, Strategic planning is investggty Stone (1991) who found that
a focus on high level policy issues were presembimprofits with clearly understood
missions, and clearly structured boards. Formahrpleg was also dependent on
clearly structured boards. Parker (2003) consideesBoards role in the financial
management strategy of a community welfare orgéorsaThe commitment to the
organisations core philosophies shown by the dirscivas a key influence on the
financial management strategy of the organisatissues of balance between the
level of attention given to social, welfare, opemaal, and financial strategy issues
were found, and as a result, financial managemémtegy dominated board

discussions. Findings show that governance in dinencunity welfare organisation is

11



predominantly financially focussed in terms of badlrategic orientation and

predominance of boardroom discussions.

The importance of monitoring as a Board role iogeised in the literature (Houle,
1990; Carver, 2006; Axelrod, 2005) and is the sutbyg specific investigation by
Miller (2002). Findings from this study of twelvemprofit boards show that board
members carry out the monitoring function in re@atito their personal or
professional competencies rather than considerirgasores that would show
progress in achieving mission related goals anéabives, examples given include
accountants concerning themselves with organisiman€ial documents and lawyers
focusing on legal or contract issues, this is @& #xpense of aspects related to

progression of goals and initiatives that are egldb the organisations mission.

The literature above has highlighted the existarfcissues surrounding clarity and
perception of board roles, and also highlightedaimses where prescribed roles are
not always carried out (Leatherwood & O’Neal (199€ornforth & Edwards
(1999). Parker (2003) also uncovered ongoing diffees of opinion between the
executive and the non-executive directors as tapgpopriate role of the board on
his study of community welfare organisations. Otsteidies consider these issues in
more depth, Widmer (1993) considers role confliate ambiguity and role overload
in US human service organisations and finds theretlare differences in the way that
board members perceived or carried out their rolésee situations were found to
exist: some board members carried out the roleustée which is described in the
prescriptive literature; some members also cartyanlditional roles alongside this
trustee role, these were identified as the roleaker which was the most dominant
role, an expert, representative and figurehead; saimde members carry out other
roles to the exclusion of their trustee role. Samitonflicts are found to exist by
Harris (1989) as a result of gaps between formbdsroutlined in organisational

documents, and role perceptions of staff and gaowgrnody members.

The above issue of role clarity is considered byAlMEm and Gies (1985). This

paper describes a situation where nonprofit boaethbers are neither given, nor

12



develop, clear expectations of their roles andaesjbilities. To assist clarification,
three key areas of questions are proposed for msndask within their first year of
joining a board: firstly, administration and manag®t information such as
ascertaining whether the objectives of the orgaéisaare stated in writing;
secondly, questions about fiscal information suskhether the financial statements
of the organisation are both accurate and compéetd;finally, ask questions about
human resource management, such as whether theneadequate human resource
development program for the staff. It is propodwat this process of asking relevant

questions will stimulate improved institutional lafour.

This section has considered the role of charity r@®aand has highlighted the
emphasis on the strategic role of the Board in lgubernance guidance, and the
prescriptive literature. Although such roles arerded important, a gap appears to
exist between importance and fulfilment, in patacuthere is evidence that
operational tasks are also carried out by the Boalhe# next section specifically
considers this issue of the distinction betweeatagjic and operational roles, and

also how this relates to the relationship betwéernBoard and management.

2.3 Relationship Between the Board and Management

The distinction between strategic and operatiordivities presents itself as a
fundamental challenge in all organisations (Baysing Hoskisson, 1990). The
ability of the board to fulfil its strategic rolemnd responsibilities without straying
into managements role of implementing the stratisgwidely observed (Helmer,
1996; Ingley & Van der Walt, 2001; Lorsch, 1995rkea, 2007). A recurrent theme
of the literature on the role of charity Boardsthat they should have a strategic
focus, as discussed in the previous section. Howv@veharities, Boards are found
to engage in activities of an operational natureatberwood & O’Neal, 1996;
Steane & Christie, 2001; Cornforth & Edwards, 1998)s can be alongside, or at
the expense of such prescribed strategic rolesr\&iid1993). An example of such a
situation is highlighted in a study of Australiaromprofits by Steane & Christie

13



(2001), they report they way that boards engagedawto-day issues as well as
strategic activities. Similarly, Parker (2007) regothis challenge in Australian
nonprofits, where boards have a tendency towardséamanagement’.

The involvement of Boards in operational/ day-tg-dssues is reported to be a
fundamental cause of tensions between the Board naamlagement (Chait and
Taylor, 1989; Taylor et al, 1996; Cornforth, 200@hait and Taylor (1989) describe
a situation whereby instead of governing, boards©icem themselves with
administrative activities at the cost of issuesciauto the survival of the
organization. A number of consequences arise frbms, tincluding; the loss of
perspective of these trustees when they concemsilges with daily management
tasks which detracts their attention away fromadhierall goals of the organisation.
The heavy involvement of trustees in admin affailso has a negative effect on
administrators, leaving them feeling undermined distouraged. In addition, the
more time trustees spend on operational mattees|es they have to spend on
important policy and strategy matters, they alsoob®e less knowledgeable about
the organization as a whole which may result insetlsopportunities and loss of
credibility. Reasons given for this tendency tovsanmhanagement rather than
governance for these trustees, included specialasts that some trustees may have
in specific parts of an organization. AdditionallREOs are reported to purposely
feed the Board management information in orderetitedt the Board attention from
specific questions. This is also reported to caessions between the Board and
Management.

Similar tensions are highlighted by Taylor et a®4@), in order to combat such
situations, it has been proposed that a more pahipe approach to governance
should be adopted (Taylor et al, 1996; McClusky020 Although Taylor et al

(1996) believe the work of the board should betestria and not at a lower more
operational level, they also advocate a more pesiiye orientated approach to
governance between management and the board. Tdgigight a tendency for board
members to deviate towards more low-level operatiomatters, with reasons for this

occurrence including the presence of a strong oxeicutive who is reluctant to
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fully engage with his board and the presence ofrdomembers who lack
understanding of both the organisation and its exdntTo rectify this recurrent
situation, Taylor et al propose a framework whiampéasises strategic issues
through focusing on the board and management wgragether and focusing on
issues that are of key importance to the orgawisatvhich they term the ‘new work’
of the board. They describe the ‘new work’ as hgvour basic elements; it focuses
on issues which are key to the success of the ma@#omn, it is results driven, has
clear success measures and requires engagementttisonmternal and external
constituencies of the organisation, these elemeatdribute towards increasing
interest and participation among board membersy Tiiepose that the board and
management should work together on identifying irtgpa issues, determining the
agenda, and setting and implementing policy. Theomant thing here is that they
should act on what matters rather than dividingassinto policy and administration
as they argue that implementation of policy canehligger consequences than
formulation. In addition, committees should be stmed around the strategic
priorities of the organisation rather than functi@nd board meetings should be goal

driven.

Similarly McClusky (2002) also challenges the prggive literature which tries to

draw a line between the work of the Board, manageraad other staff (such as
Carver, 2006). Although McClusky agrees that Boatusuld always govern, he also
feels that they should share in managerial and soreg operational activities. The
author disagrees with the one size fits all goveceastructures and the proposal in
this paper is that the division of roles and resjialities is dependent on a number
of factors, including: the size of the organisasidoudget, staff and Board; the
number of volunteers and the roles they performa;stage of the organisations life
cycle; the level of trust and confidence between @hief Executive and the Board,
Executive transition; the presence of organisatioriais; and environmental factors

such as the nonprofits relationship with primanydars.

The different perceptions of senior managementthadoard regarding the boards
involvement in strategy are investigated by Siniig2008) and Green et al (2001).

15



Siciliano (op. cit) differences in the extent toiafhthe board and top management
rate the boards involvement in strategy. In paldicuthe board viewed its
participation at higher levels at all stages of #imtegic management process.
Similar findings were apparent from a study by @Gre¢ al (2001), where board
members also rated their involvement in strategyigher than top management,
here tensions were uncovered between the boardnamégement with the board
believing they lacked credit for their strategictapation.

2.4The Composition of the Board

The composition of the board of trustees is extlgnsggnificant to charitable

organisations, the organisation must make sureitthais the right mix of people on
the board to enable the organisation to achiewaigsion. A number of studies have
been undertaken which consider the impact of beardposition on a number of

aspects of the organisation.

One such study is that by Austin and Woolever (J99ho consider the board
composition of a US international voluntary asstiera They find that the
composition of the board was influenced by charattes of the local community
and that the membership of the organisation wade®lto the composition of the
board. Membership tended to have a higher propoxiolower-status occupations
than the board members. Racial minorities tendedepresent an approximately
equal percentage of membership and board membeasdippoard membership was
predominantly male. A positive relationship was rfdu between minority
membership and minority board composition and &lstween community status,
status of members and status of the board memBeramunity and membership
racial compositions are related to board charastiesi and boards tend to be more
representative of the community and membershiliastion to race than relation to

social class.
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Siciliano (1996) investigates the diversity of kbamembership in YMCA
organisations and developed an index of board merdbersity. The findings
showed that when board members had greater oconphdiversity, this resulted in
higher levels of social performance and fundraisimegults. Gender diversity
compared favourably to the organisations levelooiad performance but there was a
negative association for the level of funds raidégher levels of donations were
linked with diversity in board member age. The im@ance of board representation
was dependent on the type of performance being ieegmvith the strongest impact
on board diversity being on the organisations $opeaformance. The findings
suggest that boards with a greater diversity in bmmbackgrounds and gender were
able to keep their social agency purpose in theffont. Regarding the level of
donations, all composition variables were relatedhis measure. Board member
occupation, age diversity and, to a lesser exteo&rd size appeared to enhance

donations, gender diversity did not.

O’Regan and Oster (2005) conducted a survey ofutixecdirectors of New York
nonprofits. They explored the way in which the fuming of nonprofit board
members in the areas of philanthropy, monitoring aork — varies by several
features of that board; namely, the independencehefboard against director
strength and the size of the board. The findingduge that large board size and
executive director control are both associated wdhkitive performance features, as

are long tenure and multiple board service.

Abzug and Galaskiewicz (2001) consider the inclusaf a specific group of

individuals of the board; the recruitment of trestevith college education and/ or
professional managerial occupations. The findingsasthat trustees with college
education, managers and professionals continuave significant representation on
nonprofit boards. Also, many boards are also irgtnggy less exclusive with respect
to gender, race and religion. Some select nonpoofirds, however, continue to be
dominated by different gender, racial and religiadgntities, suggesting that
nonprofit boards also serve the purpose of diffeidentity and/ or interest groups in

the community.
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Other papers specifically focus on the impact whhasiness people have on
nonprofit boards. Austin (1998) conducts a serieswveys of Harvard MBA
graduates and finds that business people haveitwpampact on nonprofit boards;
nonprofits feel that they benefit from both theirpertise and their distinct
managerial and business perspective. Bowen (198d)aalvocates the inclusion of
business leaders on nonprofit boards; believing tivey have much to learn from
those individuals. In particular; routine use ofnblemarking and monitoring of
results against planned outcomes. A similar vietaken by McCambridge (2004).
However, both Bowen and McCambridge highlight pogmpitfalls in the inclusion
of business people as charity trustees, this wiltbnsidered in greater detail in the

next chapter.

2.5Board and Organisational Effectiveness

The challenges to the governance of nonprofit dsgdions have resulted in a
number of studies which aim to understand what ofactcontribute to the

effectiveness of the board and the organisatiofatiRely few studies consider the
relationship between both board and organisati@idctiveness, however, two
studies identified which do investigate this relaship are Green & Griesinger
(1996) and Bradshaw et al (1992). Green & Griesin996) explore this

relationship between board and organisational e¥fetess via a series of interviews
and questionnaires with board members and CEOS6 sbdial service organisations.
The findings report the existence of a significaetationship between board
performance and organisational effectiveness; thigites of the board which were
strongly related to organisational effectivenessewfeund to be policy formulation,

strategic planning, program monitoring, financidanming and control, resource
development, board development and dispute resoluBradshaw et al (1992)
consider the impact of board structure and prosesseorganisational and board
effectiveness. Through a survey of Canadian noitprofhey report a positive

relationship between the perception of board effeness and the use of the most
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widely advocated prescriptions on how a nonprofitadd should operate, in
particular, strategic planning was found to accdont30 percent of the variance in
perceptions of board effectiveness.

A similar study to Bradshaw et al (1992) is that @drnforth (2001) who also
considers the impact of board structures and messtibut in relation to board
effectiveness on nonprofits in England and Walée findings of this study suggest
that board effectiveness is dependent on whetlmardomembers have the time,
skills and experience to do the job; clear roled eesponsibilities; the board and
management share a common vision of how to aclii@regoals; and the board and
management periodically review how they work togetiBoard effectiveness is also
investigated by Brown (2005) who looks specificallysix dimensions of effective
board performance, as suggested by Taylor et a®1(]19namely; contextual,
political, strategic, analytic, educational andempersonal. The results suggest that
strategic contributions from the board are moreusbbn organisations with higher
financial performance. In addition, organisatiomstt are judged to be higher
performing also reported having high-performing fosaacross all dimensions. In
particular, the interpersonal dimension providathague explanation of judgements

of organisational performance.

Herman and Renz (1997, 1998, 2000) and Herman @t98l7) have reported on a
number of findings from their study of stakeholdeldgements on nonprofit
organisational effectiveness. Herman and Renz (188jort on findings from a
series of focus groups with practitioner-expertd goestionnaires which were sent
to key individuals. The two main conclusions framststudy were that: practitioner-
experts do not rely on bottom line outcomes as megéul indicators of objective
organisational effectiveness, preferring insteaddeswe of following correct
procedure or doing things right; and all stakehddseem to use some socially
constructed evidence of board effectiveness in ifmgrjudgements of organisational
effectiveness. Board effectiveness is the most mapb determinant of
organisational effectiveness for all stakeholdelsrman et al (1997) investigate the

relationship between the extent to which nonprbéiairds use prescribed practices
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and stakeholder judgements of the effectivenessho$e boards. The findings
suggest that there is wide variation in the usthefprescribed board practices, that
judgements of board effectiveness can differ sulbisiiéy, and that chief executives’
judgements of the effectiveness of their boardwnaslerately related to the extent of

use of recommended board practices.

Herman and Renz (1998) focus on a subset of ediyeeifective and less effective
NPOs from a larger sample and find that the eslpg@#ective organisations have
more effective boards (as judged by various stakielharoups), have boards with
higher social prestige, use more practitioner-ifiedt correct management
procedures and use more change management stsatelgienan and Renz (2000)
review evidence in support of the hypothesis thBO¢ effectiveness is related to
the effectiveness of their boards of directors.also asks whether various
recommended board practices and processes affaatl leffectiveness. The study
focuses on a subset of especially effective ansl ééfective nonprofit organisations
from a larger sample. The results show that thee@alby effective organisations
have more effective boards and that the more é@ffebibards use significantly more
of a set of recommended board practices. The sesu#o show that nonprofit
organisations using more of the prescribed boaadtiges are also more likely to use

other correct procedures.

Nonprofit organisational effectiveness is considdrg Herman and Renz (1999) and
(2008). Herman and Renz (1999) review the litemtrr organisational effectiveness
and nonprofit organisation effectiveness to advaixéhesis about the effectiveness
of public benefit charitable NPOs, namely: nongrofiganisational effectiveness is
always a matter of comparison; nonprofit organswl effectiveness is

multidimensional and will never be reducible taregke measure; boards of directors
make a difference in the effectiveness of NPOs,Hawt they do this is not clear;

more effective NPOs are more likely to use correahagement practices; nonprofit
organisational effectiveness is a social constactiand programme outcome
indicators as measures of NPO effectiveness alitetinand can be dangerous. This

paper is advanced by Herman and Renz (2008), iblades the initial five thesis
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plus an additional four: it is unlikely that themee any universally applicable ‘best
practices’ that can be prescribed for all NPO bsarand management;
responsiveness is a useful overarching criterion résolving the challenge of
differing judgements of NPO effectiveness by difar stakeholder groups; it is
useful to differentiate among different types ohpmfit organisations in assessing
the merits of different approaches to understandogprofit effectiveness; and level
of analysis makes a difference in understandifecg¥eness, and it is important to

differentiate effectiveness at program, organizatind network levels.

Herman and Tulipana (1985) conduct a study of bstatf relations and perceived

effectiveness in nonprofits, with a specific empsas the internal role of the board.
The main findings here were that: participants eepee less actual influence than
they think they should have; board members’ infagers positively related to the

frequency of board meetings and the extent to wbmard members feel informed

of their duties, though neither is very strongtings of organisational effectiveness
are positively related to board member ratingstaiff €ducational efficiency and the

extent to which board members feel informed ofrtdeties; and at the organisation
level of analysis, organisational effectivenessti®ngly related to the amount of
total influence in the organisation. The relatiagpgbetween board effectiveness and
trustee motivation in Colleges is investigated aylor et al (1991), they find the

motives of trustees to be both institution-specdind institution-centred, coming

from a deep affection and a sense of connectidhadCollege; this is found more

among the members of effective rather than indffedoards.

The relationship between the structure and compasibf the board and the
effectiveness of the organisation is investigatgdbdth Provan (1980) and Callen et
al (2003). Provan (1980) looks at the importancaroexternally powerful board of
directors to the effectiveness of human serviceneigs. Findings — drawn from
published data - suggest that by having a ‘powelfoérd of directors, an agency
will be effective in terms of its ability to obtalarge amounts of funding if these
amounts are consistent with what has been receéiveecent years. However, as a

means of enabling an agency to be effective ireftsrts to acquire funding, the
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results of the study strongly suggest that a pawdxdard of directors may be less
important than previously believed. Callen et @02) investigate the relationship
between nonprofit board composition and organisatiefficiency. The results here
show a significant association between the presehceeajor donors on the board

and indicators of organisational efficiency.

Board effectiveness in the Scottish third sectocassidered by Kakabadse et al
(2009), who sought perceptions of the effectivertdsbe performance of the board,
the chair, and the chief executive, the main aregsorted to inhibit board

effectiveness were the relationship between the eind the chief executive, the role
of the chair in encouraging peer appraisal of baaeibers and evaluating the
performance of other board members; and the cma@iowaging feedback of their

own perfo rmance.

There are also studies which seek to develop tookssess effectiveness; two such
studies are Jackson & Holland (1998) and Brown 7200ackson and Holland
(1998) develop the Board Self-Assessment QuestimMngBASQ) to assess
performance in six areas that previous researchshas/n to characterise highly
effective boards, namely; contextual, educatiomaérpersonal, analytical, political
and strategic. Data from board members was useedx&mine the instruments
reliability, validity and sensitivity, including érelationship between board scores
and selected indicators of the organisations firnperformance. The results
indicated that the BSAQ is a sound and useful flmoévaluating board performance.
Similarly, Gill et al (2005) develop a Governanadf@\ssessment Checklist; this is
designed to identify strengths and weaknesseseigdhrernance of organisations, to
educate board members about the essentials of goeginance and improve the
organisations governance practices. The instrurm@msists of 144 items that assess
the main factors in the performance of a nonptudiird of directors that are thought

to influence the effectiveness of the organisation.

The impact of board development practices are tigeted by Holland and Jackson
(1998) and also Brown (2007). Holland and Jackd®98) conduct a study of ten
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nonprofits that did participate in development imémtions and compared them with
fourteen nonprofits which did not receive intervens. The intervention group
showed significant improvements in board perforneartbe other group did not.
Brown (2007) develops a model to determine if usiagpmmended recruitment,
board member orientation, and evaluation practiesslted in more competent board
members and if the presence of these board memledrsto better board
performance. Both CEOs and board chairs of norgrafiere surveyed and the
results were found to support the contention tloaird development practices lead to
more capable board members, and the presence s# tiward members tends to
explain board performance. Brudney and Murray (}@@fisider intentional efforts
to improve boards and how many boards accept a@widantentionally change the
way they operate; they surveyed Canadian nonprdilie results show that three-
quarters of the sample did report that they hademiaigtntional efforts to change the
way they operate. In particular, this was due tesdalisfaction with roles and
responsibilities, committee structures, relatiopshwith management and meeting

dynamics.

2.6 Conclusion: Governance in Charities

This chapter has highlighted a number of key aspaatrounding the governance of
charitable organisations. In particular, the foeuss on what was classified as
‘internal aspects’ of governance (Hyndman & McDdhn2009), four key issues

were considered, namely the role of the board,réfetionship between the board

and management, board composition, and board gjashisational effectiveness.

In relation to the role of the board, importancelef strategic role of the board was
emphasised in both professional guidance and adaddéerature (Axelrod, 2005;
Cornforth & Edwards, 1999; Houle, 1990). There isvidely available literature
outlining what the role of the board should be, boeer there are reports that such
prescribed roles are not always carried out, vétlues of role conflict and ambiguity
apparent (Cornforth & Edwards, 1999; LeatherwoodO&eal, 1996). Lack of
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clarity and understanding of the role of the boaste also reported (Harris, 1989;
McAdam & Gies, 1985; Parker, 2003; Widmer, 1993)leRmportance has received
attention (Brown & Guo, 2010), with gaps identifiedtween role importance and
fulfilment (Green et al, 2001; Inglis et al, 199%actors which shaped board roles
were found to include the environment and orgaitisat complexity (Brown &
Guo, 2010) and size — with the boards of largeawigations being more involved in
strategy (Cornforth & Edwards, 1999).

The division of strategic and operational tasks wseasn as a fundamental cause of
tensions between the board and management (Chdiay8or, 1989; Cornforth,
2003; Taylor et al, 1996). Such a distinction betwstrategy and operations is seen
as a fundamental tension in all organisations (Baygs & Hoskisson, 1990). Despite
the emphasis on the boards strategic role, charitiere reported to engage in
activities of an operational nature (Cornforth &wviadds, 1999; Leatherwood &
O’Neal, 1996; Steane & Christie, 2001). To combathstensions arising from
difficulties in role definition, a more partnershapproach to governance between the

board and management is suggested by Taylor £086] and McClusky (2002).

With regard to the composition of the board, tras been investigated in relation to
the performance of the organisation, with a paldicinterest on the representation of
business people on nonprofit boards. Board comipasitas found to be related to
the membership of the organisation (Austin & Woelg\1992). The impact of board

member diversity was also considered — boards avijheater occupational diversity
in member backgrounds and gender were able to tkeemain focus on the social

purpose of the organisation (Siciliano, 1996). Afiten has also been paid to the
recruitment of business people onto nonprofit beakbzug & Galaskiewicz (2001)

reported significant representation of trusteeshwibllege education and/ or

professional management occupations. However, dlsyfound a set of nonprofits

still dominated by different gender, racial andigielus identities, suggesting that
boards also serve the purpose of different communterest groups. Other papers
focus on the impact of business people on nonpboofirds, with a positive impact of

Harvard MBA graduates on nonprofit boards repobgydAustin (1998). Bowen
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(1994) and McCambridge (2004) also consider th&ugnen of business people on

nonprofit boards.

Finally, the relationship between board and orgdmeal effectiveness was
considered, with a number of studies reporting sitpe relationship between the
performance of the board and the organisation (G&&riesinger, 1996; Bradshaw
et al, 1992). Other studies look specifically at atvhfactors impact on the
effectiveness of the Board (Brown, 2005; Cornfo001). Herman & Renz (1997)
consider the views of stakeholders, who considardeffectiveness to be the most

important determinant of organisational effectiv@ne

The above consideration of the literature on gomece in nonprofit organisations
highlights a number of key issues which are preseitis area. However, with the
exception of Cornforth (2001 & 2003) and Cornfodhd Edwards (1999), this
research is focused outwith the UK. Furthermore sttudies that do consider the UK
are focused specifically on England and Wales,aryg one study (Kakabadse et al,
2009) considers Scotland. This clearly highlightsignificant gap in research on
charity governance, and the need to consider whetleh issues are apparent in the

Scottish context.
The next chapter will consider in detail one spe@tpect outlined above, that of the

impact of business professionals on the governar management of these

organisations.
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CHAPTER 3

THE IMPACT OF BUSINESS EXPERTISE ON THE GOVERNANCE AND
MANAGEMENT OF CHARITIES

3.1 Introduction

The previous chapter considered issues which rtklate internal aspects of
governance in charitable organisations. Board camipa was identified as an
important issue, with a specific aspect of this,iockhhas an impact on both the
governance and management of these organisatieimsy the impact of business
practices and expertise on charities. This is alhitppical and highly contentious
issue (Landsberg, 2004; McFarlan, 1999), with &djence of views in terms of the
impact which this has on individual organisatioasd the sector as a whole.
However, unlike other aspects of charity governarbe issue of the impact of
business practices and expertise on governancerdwasved significantly less
attention, despite its topicality. In terms of thsisiness influence on charities,
significantly more attention has been paid to tthepsion of business practices in the
management of these organisations, and the inogeasimmercialisation of the
sector, rather than the effect it has on governanaetices and structures. There is a
limited amount of empirical data on these issuad,as with the literature on charity
governance, there is also a lack of studies whadud specifically on the UK,

particularly Scotland.

Historically, the management and administratiorclodrities was derived from the
specific ethos of the organisation (Bush, 1992)weler, the complex world in
which modern day charities operate has resultedareased competition from both
government, the for-profit sector and also fromeotbharities in a bid to raise the
funds required to survive (Lapsley, 2004; Frumkin Adre-Clark, 2000). In
addition to the competition from private donati@ml government funding, there is
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also increasing expectations from the general pubid the government in terms of
what the charities deliver and also that they awstdar their actions. This has
increased the pressure on charities to be managedniore business-like way (Dart,
2004; OSCR, 2008), adopting various business tgdesi as they strive to become
more efficient in a bid to survive. However, th&sue of the adoption of private
management techniques by charities is one whidteisped in controversy. Some
scholars believe that this is the only way thaséherganisations will survive the
growing pressures and expectations of the sectoad(®y et al, 2003), others
however, believe that it could have severe negatngacts on the sector and on the

distinctive ethos which these organisations ar#é boi(Landsberg, 2004).

This chapter will consider the previous work on thiBuence of business practices
and expertise in charities in two ways; firstlyethmpact on governance will be
addressed, by looking at papers which consideintipact of business expertise on
charity boards, and also the adoption of a moreinbas-like approach to
governance. Secondly, studies which examine thacdingf the adoption of business
practices in charities will be considered to furtk&plore the impact they have at

various levels within these organisations.

3.2 The Impact of Business Expertise on Charity Garnance

Despite the universal acknowledgement that the tawlopf business practices in
charities is a significant issue, there is a carsillle lack of research on the impact
this has on governance, in particular the impaat business professionals have on
charity boards, which, coupled with the increaseamgphasis for charities to recruit
these individuals to their boards (OSCR; 2008, Ap#u Galaskiewicz, 2001,
Cornforth & Edwards, 1999), is surprising.

This issue of business people joining charity beasdconsidered by Bowen (1994),

who ponders the divergence of performance of bssinexecutives on charity

boards. Several factors are identified here whiely rmpinge on the success of these
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individuals in their role as charity Trustees, seglamples include, that professional
staff in charities may be quick to dismiss businessfessionals as they may feel
they will not understand the unique qualities anwfgssional norms of the
organisation, or may be insensitive towards thenmotAer problem identified is that
there may be an amount of hostility directed towabdsiness professionals from
those within the organisation. Although in practites paper appears to highlight a
clash between business professionals and thosevitidnim the charity, Bowen (op
cit.) is still supportive of the idea of businesesople serving on the boards of
charities, and notes that these organisations daamsiderable amount to learn form
their for-profit counterparts and the operationscofporate boards, calling for the
adoption of certain business practices such asadimne use of benchmarking and
monitoring discrepancies between results and pthrmé&comes. Another paper
which looks at the impact of business professiooalharity boards is McFarlan
(1999), who highlights the significant differendestween nonprofit and for-profit
boards; an issue raised here is that businesssgrofals underestimate and are not
fully aware of what being a charity trustee actpativolves, as a result, this lack of
understanding of the role, and it's time-consumiagure results in a high board
turnover. The success of business people on cHaoayds, according to McFarlan,
requires them understanding the differences betwbennonprofit and private
sectors and the realisation that not all theirlskahd expertise are appropriate for

application in the nonprofit sector.

Dees (1998), in considering ways in which nonpsofian effectively become more
business-like, highlights the importance of recemy that board members from
business are a valuable resource. Dees notesf thahprofits are to become more
business-like, managers must be trained in businesthods, although he still
recognises the problematic nature of direct transfe

One way to gain such training is to reach out faelgh Nonprofit
managers can begin in their own backyards by figdimore effective
ways to draw on board members with relevant busimeperience. The
resulting exchange will be a learning experience Bwmth parties.
Business board members are often an underutilisedrce of
management expertise, and they need coaching aaxingpto adapt
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their business frameworks to the context of a $camerprise (Dees,
1998, p.66)

An empirical study of this issue is conducted bysi#u (1998), who considers the
involvement of business-people on charity boardshan USA. In considering the
benefits to nonprofits, it was found that nonpsotitenefited significantly from the
expertise of business people, and their distinagtagarial and business perspective,
in addition, 80% of business people were foundedals or more effective’ and 90%
‘as or better prepared’ than other board membérsrel'was a tendency for them to
be viewed differently to their counterparts, due their skills, knowledge and

experience, and the way they enriched board digmss

The above studies — although highlighting potentales with the involvement of
business people on charity boards — are largeliypy®sbout their involvement and
the impact that it has. In contrast, there are atadies where this is not deemed to
be the case. An example of this is Landsberg (20049 conducts a case study on a
US mental health centre, and highlights that tisellteof more business people being
recruited onto nonprofit boards is a greater emighas financial concerns in place
of issues related to mission. This point can ben deem Siciliano (1996) who
considers the relationship between board membeersity and organisational
performance. Here, an example is given where thardds considering a long-

standing YMCA program, Siciliano describes the désion:

The program had not been cost-effective for sevgedrs and was
beginning to drain on other sources of revenuee&d\board members
with business backgrounds were strongly opposedst@ontinuance.
However, viewpoints of other board members tendedsttess the
program’s benefit of building family relationship&fter hearing both
sets of arguments, the board voted to continugptbgram for another
year.(Siciliano, 1996 pp. 1318).

This example highlights Landsbergs concern thainless people tend to focus on
finance, however it also shows that a variety obwiedge and views can help
organisation make difficult decisions. Similarly,illr (2002) reports that board

members carry out the monitoring function relatity personal/ professional
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competencies rather than considering measures wioald show progress in
achieving mission related goals and objectives egcountants concerning

themselves with financial documents.

The impact of legislative requirements, and privagéetor philosophies has been
found to have an impact on the strategic and canpé role in nonprofits. In a study
of Australian nonprofits, Steane and Christie (20048) note that the boards of
nonprofits ‘are expected to mimic their corpora¢ens’. This is viewed as a result of
legislative requirements pressuring nonprofitslee@ more emphasis on compliance
than strategy. This is similar to findings of Clamth and Edwards (1999) who find
that the compliance role is emphasised by the leggdonsibilities of the board. In
the case of a further education college, they agked how new legislation and
regulation had placed a requirement on collegesetouit people with business
experience onto their boards. As a result thereavgt®wing view of ‘the College as
a business’ (p. 358) with governance changing fam which emphasised local
political accountability to a more managerial viedvgovernance. There was also

evidence of a desire to mimic businesses.

Parker (2003) considers the boards role in thenfii management strategy of a
community welfare organisation, here governancepriedominantly financially

focused in terms of both strategic orientation, gmddominance of boardroom
discussions. Parker (op cit) also considered thesrof those with accounting and
non-accounting backgrounds, finding no distinctii@mtween their focus on financial
versus operational strategies, attention to morthtygetary control reports, level of
participation in financial strategy deliberatioms, general emphasis upon financial
aspects of board meeting agenda. The aspectsaifiratary which were identified as
key to directors’ financial management strategisiveye central, whether they had

an accounting or non-accounting background.
An additional piece of empirical research, whicketa a negative view on such

business influences is that by Alexander and Wejh@98), they move away from

the specific focus of business people on charigréi® and consider the adoption of a
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for-profit model of governance for charities, tlwrporate governance model’; this

solution is not seen as viable for the sector.

The above section has considered the existingtuez which relates to the influence
of business people and practices on charity gomemaThis is clearly a topical

issue, but one in which there is a serious lacknopirical research. The next section
will look more broadly at the adoption of busingssctices by charities and the

increasing commercialisation of the sector.

3.3 The Adoption of Business Practices by Charities

A number of commentators consider the broader itnpathe adoption of business
practices on charitable organisations. There areaay who provide a balanced
overview of such practices and their impact ongéetor (Foster & Bradach, 2005),
some who strongly advocate this approach in theos€Bradley et al, 2003) and
others who are strongly against such practicesdlaerg, 2004). This section will

outline each of these views in turn.

The changing environment in which nonprofits operhas led to the increasing
tendency for them to adopt more business-like me&t Historically, the

management and administration of nonprofit orgdiuea was steeped in the
tradition of charity and philanthropy, where norfisowere managed in a way that
would encourage volunteerism and collective engag¢rf community problems
(Bush, 1992). However in todays environment, thepnofit sector faces a number

of challenges which threaten these traditions.

Dees (1998) highlights a number of reasons why radit are turning to more

commercial sources of funding: firstly, there appda be a growing acceptance of
these practices via a new pro-business zeitgemtyymonprofits want to be able to
deliver goods and services in a way that does meate dependency in their

communities; commercial activities are seen as marable sources of funding than
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donations and grants; and there is increasing dypities to make money on a
more-commercial basis, where competition is indrgpgor traditional charitable
funding.

In considering the debate surrounding the adoptidnbusiness management
practices in nonprofit organisations, one of thestrgnificant arguments of those
who oppose such practices is the consideratiomeiature of the sector. Jeavons
(1992) highlights the importance of relating valuesthe management of these
organisations and notes that the approaches togeamnt that nonprofits employ
send a message and they therefore need to be @osstbout what that message is.
Jeavons stresses the importance of understandrdjfterences between nonprofits,
business and government in terms of managing tiganmation; he notes it is
essential to be aware of and to understand theexbaft the sector. He stresses that
the fundamental difference is that these orgamisatare led by their values and that
the effectiveness of promoting the values of thgaonisation will be dependent on
the way in which the organisation operates; it nbgsseen to honour basic human,
social and professional values. Jeavons highlightse areas which he sees as
essential in terms of how the structure and fumstiof the organisation reflect the
commitment of the organisation, namely: the honestg accountability of the
organisation; concern for the public good, not jusinediate stakeholders and also
concern for the personal welfare of employees andnteers. Jeavons notes that the
importance of these three areas means that it isaoeptable for nonprofit managers
to think like other managers — especially abouir theganisations relationship to the
public — they also must be able to analyze somethef issues facing their
organisations in historical, cultural and morahtsrthat can go largely unconsidered
in other managerial settings. If nonprofit manadaik to take into account these
issues then the privileges and support from thdipuatay be withdrawn which may
threaten the existence of the organisation andderao communicate their values
they must be credible in the eyes of the publics #tan only be achieved by

honouring societies expectations.
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The divergence in attitudes of the impact of bussnen the charity sector has been
noted above. There are a number of commentatorshwiew this influence as
positive for the charities sector; in considerihg possibilities that could evolve for
the sector should they become more business-lika]l8y et al (2003) estimate that
the US charities sector could increase income 0%illion if they made such
changes. In terms of the increasing commercialiancharities, Young (1998)
attempts to understand the growing trend of comialepcactices and sales income
in national nonprofit social service associatiomghe US. Through a series of case
studies, Young highlights that these commercialtiatives do make direct
contributions to the mission of the organisatioas, well as producing revenue;
although this does tend to be helped by missiongyl#efined in very broad terms.
Furthermore, necessary steps were found to be talenhe leaders of these
associations to avoid engaging in activities thatyndamage their association’s
reputation and their abilities to pursue their maiss. This is in contrast to Bush
(1992) and Landsberg (2004) who highlight a detntakeffect on the nonprofits

image as a result of the adoption of business ipesct

In an exploratory study of the effects of commdizaion on human service
nonprofits, Guo (2006) looked at whether commeizadion had a positive impact
on the organisations. It was found that high levelscommercial income did
contribute significantly to an organisations seiffgiency, its ability to attract and
retain staff, and it's reputation. However it didtrcontribute to its ability to attract

donors and volunteers, mission and service delivery

In contrast to the above views, there are a numbeommentators who approach
the issue of charities adopting business practictsa greater degree of scepticism.
One such example, is that of Foster and Bradadbb(2they highlight the increasing
trend for managers of US charities to launch consrakventures, in a bid to shake
off the tag of ‘passive bureaucrats’ and insteadiibe/ed as ‘active entrepreneurs’;
such schemes also tend to be supported by boardensrespecially those with a
business background. In addition to this, Fosted &madach (2005) highlight

additional pressures from foundations and othedéus, who they note have been

33



‘zealously urging nonprofits to become financialbelf-sufficient and have
aggressively promoted earned income as a meansustainability” (p. 94),
contributing even more pressure on nonprofits teceed in launching such
commercial ventures. However, Foster and Brada@®5R cast doubt over the
viability of such schemes; they note that earnednme is only a fraction of funding
in most nonprofit domains, that few ventures doualty make money, and that
nonprofits tend to be a lot more optimistic abdwgse ventures than they should be.

Greater cause for concern can be seen in their thiaty

commercial ventures can distract nonprofits’ manageom their core

social missions and, in some cases, even subwese tmissions. We're
not saying that earned-income ventures have no irolthe nonprofit

sector, but we believe that unrealistic expectaticare distorting

managers’ decisions, ultimately wasting preciousorgces and leaving
important social needs unméFoster & Bradach, op cit. p. 94).

However, Foster and Bradach do conclude that sheuldenture allow the
enhancement of a nonprofits mission, while allowiintp recover some of the costs,

the venture may be feasible even if it never breades.

A similar cautionary view is taken by Dees (1998ho highlights the same shift

towards commercial funding as Foster and Brada€®5R Dees also highlights

issues with a reliance on commercial funding, sashthe danger that it may shift
focus away from the nonprofits original missiontgrdgial for clashes of culture, lack

of skills to succeed in commercial markets, andsjods negative impact on the

relationships which the nonprofit has with its lbcammunity. However, Dees does
believe that there is a place in the nonprofit@efdr more commercial approaches
to funding and highlights that if programs do exisit can generate income on their
own, this would allow the allocation of other pimtaropic funds to activities that

have more requirement for subsidies. The fundarhehtdlenge for nonprofits here

is the ability to adopt a ‘financial structure tlmainforces the organisations mission,
uses scarce resources efficiently, is responsivechanges, and is practically

achievable, Dees concludes that ultimately:
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commercial operations will not — and should not +fivel out
philanthropic initiative. Many worthwhile objectiseannot effectively be
pursued by relying on market mechanisms al@ees, 1998, p. 67).

Other studies, such as Myers and Sacks (2003) ardsH(2001) consider the

influence that business practices can have on tmgrofit sector, however, both

stress that these practices must be adapted in s@aynéo account for the complex

nature of the sector. For example, Myers and Spakslematise this issue, and note
that;

It is important to consider that although the vdlany sector can learn
and interpret systems for improved organisationetigyment from the
private and public sectors, there are difficulti@s importing ideas
wholesale without interpreting the context and thwture of the sector
and taking into account the internal relationshipsthin individual

organisationgMyers and Sacks (2003) p. 289).

The importance of adapting these techniques iseethy Harris (2001) who notes

that due to the complexities of nonprofit organsad:

...business management techniques and theories dedefor the for-
profit or governmental sectors are likely to recauirsubstantial
adaptation before they can be applied to the vagnsector(Harris,
2001, p. 102).

There are a number of commentators which after adaghthe impact of various
business practices adopted by charities, conchaletlhey do not have a place in the
voluntary sector. Bush (1992) notes the dangerrartiewith an over-reliance on
business practices being a shift away from the iomsss the primary focus of
activity for the nonprofit. Dangers of increasingngpetition are noted as the basic
philosophy of competition is secrecy and informathich is ultimately bad for the
sector. Another danger of this business-like apgroa that the public may perceive
the organisation in a different way. Bush calls parameters to be set which would
allow the sector to borrow, adapt, and use busitedmiques without undermining

the unique character and traditions of these osgdéions.
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Pressures for nonprofits to become increasinglyenbmsiness-like is considered by
Ryan (1999) who looks at the increasing level ompetition which US social
service nonprofits face from for-profit firms whaow compete for government
contracts; and the ability of the nonprofit to adép this changing environment
without damaging their unique character. The resgylactions which nonprofits
have taken in order to compete with for-profit ferhas included subcontracting,
partnership and at the extreme end, conversioron@rbfit status; Ryan (op cit.)

highlights his concern that:

the distinctions between these organisations auititinue to be blurred.
It is precisely this blurriness that could endangenprofits as they are
forced to adapt — and perhaps abandon — the veajitigs that enabled
them to advance social causes in the first pléRgan, 1999, p. 134).

Similarly, Backman and Smith (2008lso consider the impact that more commercial
forms of funding has on US nonprofits. They hightithe changing nature of these
funding changes; traditional commercial sourcefinfling such as fees for products
and services have made way for business incomehviditot mission-related, where
government funding has shifted from grants to @uts, and where traditional
philanthropy has shifted towards strategic philesyly, where corporations are using
philanthropic funds to contribute to corporate psofBackman & Smith (2000)
conclude that although this trend towards a momamercial approach to raising
income may have a positive impact in terms of iaseel revenues and financial
stability and may make the nonprofit a ‘healthiegamization’. The opposite effect
may be seen in terms of the relationships the asgtan has with key stakeholders
and may actually undermine their capacity to creatgal capital, therefore resulting

in ‘less healthy communities’.

The views of Ryan (1999) and Backman & Smith (20609 also echoed by
Eikenberry and Kluver (2004). They highlight fouays in which nonprofits are
becoming more business-like; increased generatfonommercial revenue, shift
from grants to contracts and vouchers which resiitsnonprofits behaviour
becoming increasingly competitive; emergence oftwenphilanthropists who treat

charities like potential business investments; smalal entrepreneurship resulting in
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the reluctance of nonprofits entering into unpedfle mission-related activities. The
impact of these practices is seen as compromidiegirhpact on the nonprofits
contribution to civil society in terms of their kegles as value guardians, service

providers and advocates and builder of social ahpit

However, possibly the most extreme view of the iotpaf charities adopting
business practices comes from Landsberg (2004)bgheves that:

the business practices the nonprofit embraces ®urasits survival
threaten to undermine its culture, mission, andliguimage. In an effort
to save its bottom line, the modern nonprofit ridksing its soul
(Landsberg, 2004, p. 1).

Landsberg believes that the for-profit business ehodhich places emphasis on
guality, efficiency, flexibility, innovation and #ocus on the financial bottom line
cannot be directly transferred to the nonprofit@edhese organisations have more
complexities than their for profit counterpartsluding the need to manage a diverse
range of constituencies and stakeholders. Theseplegities result in multiple
bottom lines rather than the single profit motifebasinesses, therefore, Landsberg
argues that these for-profit models may actually tbe unsophisticated for
nonprofits. He investigates the impact of a morgiess-like approach in a large US
community mental health centre and finds that tmeoduction of business-like
practices such as; restructuring, recruitment girmss professionals, introduction of
new financial management techniques and IT systdms, adoption business
practices in all areas of administration and an lems[ on accountability and
profitability, led to a number of problems withihet organisation. In terms of the
board, they were unsure of their role, there wasrwrale among clinical staff who
were uncomfortable with the changes, and the pubtiage also suffered with
implications for donations, there were also questi@ver whether finance was

overshadowing mission.
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3.4 Conclusion: The Impact of Business Expertise othe Governance and

Management of Charities

This chapter has considered the main issues sufirgirthe impact of business
people and practices on the governance and managefeharities. The impact of
business expertise and practices on the managemedrgovernance of charities has
presented itself as a highly contentious issue dkberg, 2004; McFarlan, 1999)
with differing views on the impact this has on batlividual charities, and the
sector as a whole. However, unlike other aspecthafity governance presented in
chapter 2, the impact of business practices andragp at board level has received
considerably less attention. Within this area, theus has tended to be on the
broader adoption of private sector practices innmfamagement of charities, and the

increasing commercialisation of the sector.

With regard to governance, benefits to be gainednfthe presence of business
people on charity boards are recognised by BowedD4), Dees (1998) and
McFarlan (1999) — although importance of the re@omm of differences between the
sectors is also highlighted. One of the few emairgtudies in this area by Austin
(1998) specifically considers the involvement ofibess people on charity boards in
the USA, with a positive impact reported. In costrdandsberg (2004) cautions that
individuals with business expertise focus on finahconcerns over mission, with
similar situations reported by Miller (2002) andifano (1996). Of the few studies
that focus on the adoption of the corporate govereamodel in nonprofits,
Alexander and Weiner (1998) report that this is trahsferable to the nonprofit

sector.

The broader impact of business practices is modelwiconsidered, with differing
opinions as to their applicability. For exampleg thositive impact of such practices
is reported by Bradley et al (2003), Dees (1998) ¥oung (1998). However, the
problematic nature of such practices are reporyeBush (1992), Backman & Smith
(2000), Eikenberry & Kluver (2004), Foster & Bratla¢2005), Harris (2001),
Landsberg (2004), Myers & Sacks (2003) and Ryadg)1L9
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The above consideration of the literature on thpaaot of business practices and
expertise in the governance and management of afihprganisations presents this
area as one of considerable complexity. Howeveah sasearch is focused outwith
the UK. This clearly highlights a further gap insearch on charity governance,
particularly relating to the impact of businessgbies and expertise in this area
within the Scottish context.

After consideration of the extant literature of Wbatharity governance, and the
specific impact of business practices and experb§ethe governance and
management of charities, the following chapter ddi/elop a theoretical framework
for this study.
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CHAPTER 4

CONCEPTUAL FRAMEWORK: SOCIAL CONSTRUCTION

4.1 Introduction

The previous two chapters have highlighted theousriissues that charities face in
Governing their organisations, and also the terssishich exist when business
people become involved in charities, particulantytbeir Boards. This chapter will

look at Social Construction and how it can helpinterpret and understand the
behaviour of charitable organisations in relationthese issues. This chapter is
structured as follows: (4.2) an overview of sociahstruction, and the key concepts
of legitimation and isomorphism will be given; (%#.8xamples of previous studies
which have drawn on these ideas will be discussfdré turning to (4.4) examples

specific to the nonprofit sector. Finally, (4.5gtimportance of these ideas in relation

to this study will be outlined.

4.2 Social Construction

This section focuses on three influential contiidng to the literature on social
construction; Berger and Luckmann (1967), Meyer &ulvan (1977) and Di
Maggio and Powell (1983). The seminal contributtonthe literature on social
construction was made by Berger and Luckmann (198¥9 fundamental argument
which they put across is that ‘reality is socialtynstructed and that the sociology of
knowledge must analyse the process in which thesirst (Berger and Luckmann,
1967, p.13). Within this, ‘reality’ is defined asqaality relating to the phenomena
that we recognise as having a being independewiuofown volition (we cannot
‘wish them away’). Knowledge is defined as the @ety that phenomena are real
and that they possess specific characteristickoAth they highlight that there have
been numerous definitions of the sociology of krexgle in terms of its nature and

scope, there has been a general consensus thasatidogy of knowledge is
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‘concerned with the relationship between human ghbuand the social context

within which it arises’ (Berger and Luckmann, 196716).

A more detailed description of this concept is ioetll below:

The reality of everyday life maintains itself byinge embodied in
routines, which is the essence of institutionalrat Beyond this,
however, the reality of everyday life is ongoingbaffirmed in the
individual's interaction with others. Just as rdgli is originally
internalized by a social process, so it is maingginn consciousness by
social processes. These latter processes are astidally different from
those of the earlier internalization. They alsoleef the basic fact that
subjective reality must stand in a relationshiphaén objective reality
that is socially defined (p. 167, Berger and Luckmal967).

As described above, a key aspect in understandiagwiay in which reality is
socially constructed is through the process ofitutsdnalization, which aides the
understanding of the way in which social order egasy is maintained, and is
transmitted. Preceding this process of institutiaation is habitualization, this
occurs when an action is so frequently replicatiedt it evolves into a pattern, as a
result, future performances of that action reqaineeduction in effort, however, the
performer still holds this as the same patternegulting implication of this is that
future performances of the action will be identicaterms of manner and amount of
effort required; they will become embedded. Therealso a psychological aspect
attached to habitualization, Berger and Luckmar®6T7) term this ‘psychological
relief’ (p. 71) whereby choices are reduced to ane the burden of decision making
is removed, time and energy saved through habfiatadin facilitates deliberation

and innovation.

Institutionalization is defined more specifically Berger and Luckmann as follows:

Institutionalization occurs whenever there is aipeacal typification of
habitualized actions by types of actors. Put défgly, any such
typification is an institution. What must be stex$ss the reciprocity of
institutional typifications and the typicality obnhonly the actions but
also the actors in institutions. The typificatioof habitualized actions
that constitute institutions are always shared orfdgey are available to
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all members of the particular social group in quest and the institution
itself typifies individual actors as well as indiual actions (p. 72,
Berger and Luckmann, 1967).

In essence, the key to understanding what coreditain institution are shared

characterizations of these habitualized actiontypgs of actors.

Neo institutionalists draw on these key ideas dafi&ddConstruction, and specifically
Berger and Luckmann (1967). Meyer and Rowan (19@@allenge previous
assumptions of the rational organisation with ¢leaeasurable objectives and
managers who identify with the accomplishment ekthgoals. Institutional theorists
propose that the formal structures of organisatimflect myths of the external
environment of the organisation, as opposed taathteal work activities within the
organisation. In addition, these activities which eore, are decoupled with the face
of the organisation which is presented to the detswvorld (Meyer and Rowan,
1977).

Two key concepts which are central to Social Cositon and Institutional Theory

are Legitimation, and Isomorphism. These will bgcdssed in turn below.

4.2.1 Legitimation

A key aspect of social construction is legitimatiavhich attaches credibility to
institutionalised actions (Berger & Luckmann, 196%yer & Rowan, 1977), this is

defined as follows:

Legitimation produces new meanings that serve ttegnate the
meanings already attached to disparate institutlopcesses (p. 110,
Berger and Luckmann, 1967).

Legitimation is not necessary in the first phasensfitutionalization, it is required
when the objectivations of the (now historic) ingional order are to be transmitted

to a new generation. Here, legitimation is necgssaiorder to explain and justify
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important elements of the institutional traditiaag the character of the institution

can’t be maintained by the individual’s own recotlen and habitualization.

This process is described below:

Legitimation ‘explains’ the institutional order bgscribing cognitive
validity to its objectivated meanings. Legitimatiojstifies the
institutional order by giving a normative dignityo tits practical
imperatives. It is important to understand that ifiegation has a
cognitive as well as normative element. In otherdsplegitimation is
not just a matter of ‘values’. It always impliesntdwledge’ as well (p.
111, Berger & Luckmann, 1967).

This further describes the process whereby ‘creétgibiis attached to these

institutionalised actions by attributing validity.

Meyer and Rowan (1977) also advance the signifieaat legitimation. They
propose that the formal structures of organisatimflect myths of the external
environment of the organisation, as opposed taatteal work activities within the
organisation. In addition, these activities which eore, are decoupled with the face
of the organisation which is presented to the datsvorld, resulting in the creation
of gaps between formal structure and actual wotkvides. Meyer and Rowan
(1977) describe this as follows:

To maintain ceremonial conformity, or organisatiorteat reflect
institutional rules tend to buffer their formal stture from the
uncertainty of technical activities by becomingdely coupled, building
gaps between their formal structure, and actual kvactivities (Meyer
and Rowan, 1977, p. 341).

Meyer and Rowan (1977, p.352) suggest that deaaym@nables organisations to
maintain standardized legitimating, formal strueturwhile their activities (the

‘core’) change in response to practical considensti They describe the process of
legitimation where organisations adopt practiced tlo not necessarily improve the
efficiency of their organisation, but will allow éhorganisation to present itself as

modern and up-to-date.
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Meyer and Rowan (1977) believe that formal striegusf organisations are adopted

ceremoniously and function as myths:

Technologies are institutionalised and become mytisding on
organizations. Technical procedures of productioaccounting,
personnel selection, or data processing becomentétegranted means
to accomplish organizational ends. Quite apart fraheir possible
efficiency, such institutionalized techniques dgthban organization as
appropriate, rational, and modern. (Meyer & Rowaly/7, p344)

Such technical procedures, for example accounérgytherefore seen to be adopted

in order to establish organisations as ‘modern’ thietlefore legitimate.

4.2.2 Isomorphism

Another aspect of the social construction of orgatons is Isomorphism. Di

Maggio and Powell describe isomorphism as a:

Constraining process that forces one unit in a papon to resemble
other units that face the same set of environmeaotadditions (Di
Maggio and Powell, 1983, p. 149)

Furthermore, Meyer and Rowan (1977) argue thatsthécture of organisations
reflects their institutional environments, whereganisations become isomorphic
with them. They draw on the work of Berger and Lmekin (1967) to explain that
the reason for this is that organisations strudtuneflect socially constructed

reality.

In terms of isomorphism, Meyer and Rowan (1977)nhkgit the importance of

organisational language:

A most important aspect of isomorphism with ingthal environments
Is the evolution of organisational language (Meged Rowan, 1977, p.
349).
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DiMaggio and Powell (1983) are concerned with tbesiderable homogeneity of
both organisational forms and practices. They dmrsivhat drives structural change
in organisations, they suggest that is it decrghgidriven by competition or by the
need for efficiency, and instead attribute it toqgasses which make organisations
more similar, without necessarily making them mefécient. They argue that
similarities in organisational forms arise out bé tstructuration (Giddens, 1979) of

organisational fields. The organizational fieldlefined as follows:

Those organizations that, in the aggregate, camstia recognized area
of institutional life: key suppliers, resource amuoduct consumers,
regulatory agencies, and other organizations thabdoice similar

services or product@Meyer and Rowan, 1977, p. 148).

Di Maggio and Powell (1983) further explain thag:th

Highly structured organizational field provide a rdgext in which
individual efforts to deal rationally with uncertdy and constraint often
lead, in the aggregate, to homogeneity in structerdture, and output
(p. 147).

Di Maggio and Powell (1983) outline three differenéchanisms which bring about
isomorphism. The first of these is coercive isorh@m, which is a result of political
influence and also legitimation. Di Maggio and Pdw&983) also discuss how this
coercive isomorphism can result in legitimation ¢e and Rowan, 1977). Here,
both formal and informal pressures on one orgaiozdty other organizations which
they are dependent and by cultural expectationghen society within which
organizations function. Such pressures may takergety of forms and may be
forceful, persuasive, or in the form of an invitati This organizational change can
include responses to government mandates, for dralpMaggio and Powell
(1983) describe a situation where nonprofits mangacounts, and hire accountants
to enable them to meet them requirements of tax Aawther issue which can affect
the behaviour and structure of an organizationuthelthe presence of a common

legal environment.
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Meyer and Rowan (1977) discuss how the organisatiemvironment, including the
influence of the state, can result in organisatiom®ing to mirror rules which have
been institutionalized by and within the state.sTi@sults in organisations becoming
increasingly similar within the sector, and conforgn to the rituals of wider
institutions. By structuring themselves accordirg their environments, these
organisations become structured less around teaheitivities, and output controls.
These pressures are not however limited to the Gowent, they can also come from

outwith.

The second type of isomorphism discussed by Di Magagd Powell (1983) is
mimetic isomorphism. The cause of this form of narpiis uncertainty, including
situations where: there is a lack of understandingrganisational technologies; goal
ambiguity; or when the environment creates symbalicertainty. One solution
which organizations turn to in times of uncertainsy modelling, where one
organization borrows practices from another. Irmterof the diffusion of these
models, this can be unintentional, or can occuiré@atly through employee transfer
or turnover, or openly by consulting firms or intlydrade associations. Innovation
can also be attributed to modelling. A consideradneount of the similarity of
organizational structures is a result of the latkaniety of structures to be selected
from. Under the above circumstances, organizatwiistend to mimic similar
organizations in their field which they believeie more legitimate or successful.
The universal nature of these mimetic processestitouted to high presence of
certain kinds of structural arrangements, rathan tfto any evidence that the adopted

models enhance efficiency.

The final isomorphic pressures which are discussednormative pressures which
are predominantly the result of professionalizatibn Maggio and Powell (1983)

identify two aspects of professionalization whigsult in isomorphism: the first is
formal education; the second is the developmergrofessional networks crossing

organisations, facilitating the uptake of new madel

Meyer and Rowan (1977) describe three consequericesmorphism:
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Isomorphism with environmental institutions has eonerucial
consequences for organizations: (a) they incorpmelements which are
legitimated externally, rather than in terms oi@éncy; (b) they employ
external or ceremonial assessment criteria to defihe value of
structural elements; and (c) dependence on extbrrided institutions
reduces turbulence and maintains stability. As aule..institutional
isomorphism promotes the success and survival gdrozations(Meyer
and Rowan, 1977, p. 348)

These consequences will now be further explaindgk first is that organisations
adopt structures which are legitimated externaliyher than in terms of efficiency,
this helps the organization to secure its surviddeyer and Rowan highlight the
importance of organisational language as a key caspk isomorphism within
institutions, both the way in which the organizatbchart is labelled and also the
terms used to define the goals, policies and praesdof the organization equate to
myths that help to explain and interpret the adiof individuals. Such language
relating to structure, isomorphic with institutidnales provides legitimacy. The
importance of language is also emphasised by BexgdrLuckmann (1967) with
regard to the process of social construction. Ttegcribe language as ‘the most
important sign system of human society’ (p.51),uaslerstanding the reality of
everyday life. The ability of language to becomt&adeed from its origins means that
it is capable of accumulating and storing meaning axperience which it can
preserve and then pass it on to future generatlobaiows the build up of symbolic

representations and schemes of classification.

Isomorphism also results in organisations employexternal or ceremonial
assessment criteria to define the value of stratelements, such examples include
endorsements by important people, or the presfigersonnel. In addition, they also
adopt structures with a high ceremonial value, sashthose that are viewed as
prestigious or those which reflect the most up-datedxpert thinking.

Finally, isomorphism results in and depends on lay in which organisations

conform to and also become legitimated by theiemdl environments. When such

iIsomorphism occurs, organisations gain the legitynand resources they need to
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survive. Meyer and Rowan (1977) therefore arguettha institutional isomorphism

promotes the success and survival of organisations.

Meyer and Rowan (1977) however highlight two issiaesng organisations that are
dependent on isomorphism with institutionalisecsulThe first is a situation where
there may be conflicts and inconsistencies betwden demands of technical
activities and efficiency, and conforming to ceremad rules. The second issue is
that ceremonial rules may conflict with each othars is because such rules are

transmitted by myths which arise from differenttpaf the environment.

This section has given an overview of the concepi@nework adopted in this
thesis. A broad overview of social construction basn outlined and two specific
ideas of legitimation and isomorphism have alsonbegplored. The next two
sections will consider how these ideas have begilieah firstly in relation to

organisational research, and secondly in relabagovernance in charities.

4.3 The Use of Social Construction in Organisatiorid&research

As will become apparent, social construction hasnbeidely used in research on
organisations. Later in this chapter the applicatd social construction in research
on nonprofits will be considered. However, firsdpme wider examples of this
approach within organisational research will be sidered. These examples have
been specifically selected due to the nature of kHimevauthors use these ideas to
interpret the results, as will become apparentectisn 4.4, some studies are more
limited in their application of social constructiohis section will begin by
considering a broad social construction approaahréd & Grant, 2000), before
focusing on more specific aspects of this approaaemely Legitimation (Arnaboldi
& Lapsley, 2004; Meyer, 1994, and Mouritsen & Skeek, 1995).

Perren and Grant (2000) use a social constructemspgctive to investigate the

development of management accounting in small firifilse authors argue that
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concepts developed by Berger and Luckmann (1963Vige a framework which
allows the exploration of management accountinghiwitthe context of small
businesses. Here, management accounting in smsithdases is viewed as being
socially constructed by individuals interacting gbare understanding, interacting
within or outwith the ‘micro-world’ of the owner-magers business. A framework is
developed for analysis based on the key processex@l construction. The authors
consider the life history of these owner-managésn their prior experience of
macro-level objectified management accounting keoge before the start-up of the
business, to the acceptance by the employees abwiner-managers habitualized
routines as management accounting ‘facts’, andllyindhe development of the
habitualized accounting routines of employees whitdly also be interpreted as

management accounting facts.

There were three sources of macro-level objectifrednagement accounting
knowledge from outside the owner-managers ‘microlaothese were: the owner-
managers previous personal experience, externahgeament accounting expertise
and accounting software, and management accoukiiog/ledge gained from the
previous experience of employees. The primary matibm for many of the
management accounting actions was the owner-mané&egar of failure. This led to
externalization and some routines becoming halieel prior to influencing the
actions of the employees. There were only a fewngas in the cases where an
employee had taken action which resulted in antbhalzed management accounting
routine that then resulted in an objectified mamaget accounting ‘fact’.

The social process as described by Berger and Lacikris found to be in existence
in this research, where the owner-manager or erapltgkes actions which are
‘externalized’ and may become habitualized. Theugence of the habitualization of
management accounting actions are deemed to takee @o, as Berger and
Luckmann note they ‘can be reproduced with an eegnof effort’ (p.71). The fear

of the owner-managers of failure is seen as a keyivation for many of the

management accounting actions which were persomadiygated — these led to

externalisation and the habitualization of routifeésme of the habitualized routines
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appear to have become objectified into managemesduating ‘facts’ within the

‘micro-world’.

In contrast to the broad social construction apgdaom Perrin and Grant (2000)
there is also a wide literature which considersergpecific aspects of this approach.
There are a number of studies which consider hogarosations legitimate
themselves. One such study is Arnaboldi and Lapgk¥4) who examine the
introduction of activity based costing (ABC) — accaunting tool which eminates
from the private sector - into a healthcare orgatios which is undergoing change.
The specific nature of this organisations actigitiare concerned with the
transformation of donated blood into a range oftheare products. The adoption of
this accounting technique has been initiated by dhganisation itself, this is
specifically relevant within this study, as accongtpractices are generally set by
central government in the UK. The specific concejptavn on in this paper are that
of legitimacy and mimicry. This paper considers pinessures of the organisation to
become what Brunsson and Sahlin-Anderson (2000)n tehe ‘complete
organisation’, whereby public sector organisatidoegin to mimic organisations
from the private sector. This paper considers tlerious stages of the
implementation of ABC, and finds that it is closeran exercise in legitimation than

a practical tool which enhances efficiency.

Throughout this paper, examples are identified WwHiok back to the conceptual
framework. For example, the way in which the hezltk organisation portrays itself
as a ‘complete organisation’. One such instancthésuse of business language
where it identifies its core business the bloogfdy chain’. This business language
is identified as an attempt by the organisatiopddray itself as legitimate (Meyer
and Rowan, 1977). The results further identify phessures which the organisation
faces to become akin to a business, and therefaasemt itself as a complete
organisation. An example included the discoveryAdDs, the impact of which
resulted in a reorganisation whereby support aiatlyais services were centralized at
the headquarters, this was identified as beingistam with the construction of a
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‘complete organisation’, where the public sectolgamization establishes an

authorative centre (Brunsson & Sahlin-Anderson,0200

In the organisation, the interest in ABC has besument since the 1980s, however,
previous implementation attempts had failed. Onehstailure was due to the
realization that the organisation was not structunean appropriate way to allow the
achievement of economies of scale in the manufagtuand testing of blood. This
was linked to what Brunsson and Sahlin-Andersoi0@@727) call the construction
of rationality, whereby top management discoverbdt tthe structure of the
organisation was not appropriate to the changemntext. Most of the interviewees
were not able to justify the choice of ABC. Theest#ibn of this technique was
identified as being more related to the presenca ahampion of ABC in the
organisation, and the desire of management to ed®iques that were ‘modern’

than to evaluate the costs and benefits of theoajght

The ideas in this paper by Arnaboldi & Lapsley (2D@re particularly relevant to
this study. Charities face similar pressures tolipugector organisations such as the
NHS to portray themselves as modern. Here, thetemtopf a private sector tool has
been identified as a legitimating device that wadopted’ to portray the organisation
as ‘modern’ rather than implemented for reasonseohnical efficiency. Also of
interest in this paper is the idea of the ‘comptaiganization’, as outlined in chapter
3, charities are increasingly adopting private geptactices which may be a result
of pressures to appear ‘complete’.

Another study which has a specific focus on Legtiion, is that of Mouritsen and
Skaerbaek (1995). This is a study of the interplmtween accounting and
management and art as part of civilisation. Moants® Skaerbaek undertake a
detailed study of the history of the Royal Theatrdenmark which demonstrates
the complexity of organisational forms. They shoswhmanagement and rational
practices have been deployed over the life oftieatre. Within this they particularly
focus on accounting as a device for improving manant, they demonstrate that

accounting has a major legitimating function in gy the continuation of the
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entity. This goes beyond management of resourcemdiode the attraction of
resources. The authors deploy issues of institaism in particular where the
organisation is embedded in society. The environmgnimportant in shaping
behaviours of organisations. In this way the awghtraw on key concepts of social
construction — legitimation, symbolic behaviour anté of language (accountingdy.
develops the idea of accounting as a language amd dctcounting and art fit
together in order to legitimate the organisatioriwa levels.

A further study by Meyer (1994) is concerned withe tinstitutional and
organizational rationalization in the mental heatfstem. The study adopts a case
study approach of a specific mental health orgaiozathese are organizations
which tend to be not for profit. The study focusesmvily on legitimation, but also
considers institutionalization and decoupling. Bedy considers the impact of the
environment of rationalized organizations and thection of legitimacy — a concept
discussed by both Berger and Luckmann (1967) angeMand Rowan (1977). They
explore the issue of legitimation both in termstloé issue of crisis in the mental
health sector and the influence of organizationavirenment which provides
legitimacy. The findings in this study show that nta¢ health organisations in
America are more internally decoupled than othetesys. This follows on from
Meyer and Rowan (1977) who describe decoupling &snation of legitimation

where external activities and formal structuressaarated.

In terms of mental health, Meyer states that:

‘Formal structures must be adopted to a complex ahnging
environment...Yet at the same time reasonable cohesgsiems of
internal activity must go on — there are obviousgtrcal problems of
daily activity. The organizational solution in suchituations is
decoupling (Meyer, 1994, p.225)

This study is particularly interesting as it focsisen a nonprofit organisation and
identifies an example of how these organisatio®dlegle their external facade from

their core activities.
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This section has considered studies which haverdmwsocial construction (Perren
& Grant, 2000) and more specifically legitimation brganisational research
(Arnaboldi & Lapsley, 2004; Meyer, 1994; Mourits&rSkaerbaek, 1995). The next
section will look at research which has drawn aséhideas in research on nonprofit

organisations.

4.4 The Use of Social Construction in Research oroNprofit Organisations

This section will consider some examples which @w@re specific to the issues
investigated in this research with regard to nofipayganisations. Papers will be
drawn on which have a focus on nonprofit governamee which draw on social
constructionThe table below gives an overview of these papkeskey area of their
investigation and the aspects of social constraatibich they draw on. These papers
are split into five key themes: the role of the dopahe composition of the board;
board behaviour; board and organisational effenotgs; and organisational

structure.

Table 4.1 The Use of Social Construction in NonprdfResearch
Study

Focus | Perspective

The Role of Board
Cornforth & Edwards Looks at contribution thatinstitutionalization,
(1999) boards make to Isomorphism (Di Maggic
organizational strategy in& Powell, 1983)
the public and nonprofit
sector.
Steane & Christie (2001)| Investigates patterns| Isbmorphism (Di Maggic
governance on Australign& Powell, 1983)
nonprofit boards
Parker (2007) Examines strategicegitimation &
decision-making at thelsomorphism (Meyer &
boardroom level of two Rowan, 1977; Di Maggio

nonprofits. & Powell, 1983)
The Composition of the Board
Abzug & Galaskiewicz Whether nonprofits Legitimation (Meyer &
(2001) legitimate their board Rowan, 1977)

through recruitment
educated professionals ptsomorphism (Di Maggid
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community & Powell, 1983)

representatives
Board Behaviour
Wood (1992) Proposes a model |@ocial Construction
nonprofit board (Berger & Luckmann
behaviour. 1967)
Board & Organisational Effectiveness
Herman & Renz (1997) Board & org effectivengss 8&oci construction
(Berger & Luckmann
1967)
Herman et al (1997) Board effectiveness Social troaon
(Berger & Luckmann
1967)

Organisational Structure
Leiter (2005) Examines similarity oflsomorphism (Di Maggid
organizational structurgs& Powell, 1983)
of Australian nonprofits.
Leiter (2008) Examines organizationdsomorphism (Di Maggid
structures of nonprofit & Powell, 1983)
organizations in Australia
and the US, and the extent
to which they are similar.

The first set of papers by Cornforth & Edwards @9%teane & Chistie (2001) and
Parker (2007) focus on the specific role of thero@he idea of institutionalization
is used in a study by Cornforth and Edwards (19%Bgy focus on the contribution
that boards make to organisational strategy inpihiglic and nonprofit sector and
focus on four cases; a local voluntary organisaterschool, a national voluntary
organisation, and a college. The authors state ttigt research draws on new
institutional theory (Di Maggio and Powell, 1983cd& & Meyer, 1994), they
consider the impact of the institutional environtmen board roles and how ideas
become institutionalised, particularly through @pe®, normative and mimetic
pressures. In the cases, coercive, normative angetiai pressures were identified
which shaped the nature and the role of the bdandexample, one of the cases was
a Further Education College, the three isomorphiessures were identified as
follows (1) coercive pressures came in the forng@fernment legislation requiring
Colleges to recruit people with business experigndbeir boards, and also forcing

FE Colleges into competition with other educatiooanisations (2) this results in
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normative pressures, with a more managerial viegookernance, and the idea of the
College as a business (3) mimetic pressures were agdparent, where the senior
management of the College wanted to mimic succebskinesses that they viewed
as role models. The findings of this study areipaldrly pertinent to this thesis. Of

specific interest is the consideration of how thdgéerent isomorphic pressures
shape the role and structure of charity boards,asal the findings surrounding the

pressures for the organisations to become moradssiike.

Isomorphism is also used to understand the natur®mprofit governance and the
role of the board by Steane and Christie (2001is $tudy investigates similarities in
Governance of Australian nonprofits, via questiorento the chair of the board. The
findings here suggest that although nonprofits dmimsome aspects of the for-
profit, or ‘shareholder governance model, the majaof boards are more similar to
the traditional nonprofit ‘stakeholder’ approactAt the beginning of the paper,
Steane and Christie (2001) summarise their findiagd note that:

Australian nonprofits manifest features that ar&ealin appearance to
practices of the corporate sector, but with sonfeetknces. Similarities
can arise due to coercive or education forms of isking (Di Maggio

and Powell, 1983), but some features remain distidespite the
influence of legislative and governmental changeslicectors.

Although at the outset of their paper they makeregice to Di Maggio and Powell
(1983), and the idea of isomorphism, this conceptdt developed throughout the
paper to understand why similarities exist, thigi$act the only point that the term
iIsomorphism is used, and reference is made to DOgdwbaand Powell, 1983. For
example, in the introduction, Steane and Christighllght the pressures on
Australian nonprofits from Government to become enlike the corporate sector,
however investigating this in terms of ideas ofrco@ isomorphism is not carried
out. The findings show an uptake of corporate prestis typical of boards with
members with management, law or marketing expertiseever these findings are
not discussed in terms of normative isomorphisnciviis facilitated through formal
education and networks of professionals which eragrithe uptake of new models
(Di Maggio and Powell, 1983). Although they do Hight that some nonprofits

55



‘mimic’ their for-profit counterparts, they do naxplain these findings with
reference to the work of Di Maggio and Powell (1p&3nally they do not explore
the possibility that isomorphic tendencies towalsscorporate model of governance
could be a form of legitimation. This is surprisirag the pressure for these
organisations to appear more like the corporatéoses highlighted in the paper.
Despite the limited use of the ideas of Di Maggmd #owell to explain the results of
this study, the findings are still of interest &lation to this thesis. In particular, that
a high presence of business expertise on nonfraditds results in the mimicking of
for-profit boards, particularly in relation to aspe such as the increased focus on

policy and strategy over program management.

A further study which uses ideas of Legitimatiorddsomorphism to explore the
role of the board is Parker (2007). This paper stigates strategic decision-making
at the boardroom level of two nonprofit organisasioThey find the existence of
normative, mimetic, and coercive isomorphic pressuNormative pressures were
found in the common educational and business baakgr of board members. This
business presence was found to result in mimetamasphism, with the

documentation of the equivalent of private sectonpany missions, strategic plans,
business plans and annual budgets. Coercive isdmsanpcame from the national
office of the nonprofit in the form of a nationaldiness plan and budgetary control,
where the branches came to be aligned with a monemercial philosophy as

demanded nationally. As noted below, formal anatsgic business plans were

found to be adopted ceremoniously, legitimisingdhganisation:

Formal strategic and business plans largely seragea legitimising role
of matching the expectations of major shareholdarsh as national
board and membership in general. For both boardsftirmal strategic
plan played no major role in boardroom strategizibgt appeared to
play a legitimising ceremonial role of presentirige trational planning
and control imagery expected of corporations in {révate sector
(Parker, 2007, p. 1473).

This is relevant in highlighting various isomorphmressures for nonprofits to
become more business-like, particularly the reoreitt of business people onto
nonprofit boards and the resulting mimicking ofvate sector organisations. Also of
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interest is the finding that nonprofits adopt fotreauctures and blueprints, in this

case in the form of formal plans, to legitimate tinganisation.

Legitimation (Meyer & Rowan, 1977) and Isomorphigbi Maggio & Powell,
1983) are used by Abzug and Galaskiewicz to exploward composition in
nonprofit organisations. At the outset they hightithe importance of the board, and
its composition as a legitimating device:

The boards of nonprofit organisations perform intpat governance
and legitimation functions. They have the respalisitof ensuring that
the organization lives up to its mission and exgenelsources in a
fiscally responsible manner. Because of this ogétsiole, the board
often comes to symbolize or represent the organizdab the broader
community. Given that stakeholders often cannotkiiconprofits are
faithful to their mission or use funds wisely, tiiegge the organization
by seeing who is on its board of trustees. Boardnbes come to
represent the organization and become a basist$olegitimacy claims.
The composition of boards, then, is of central ingwe to nonprofits
(Abzug and Galaskiewicz, 2001, p. 51).

In this study, two perspectives on legitimacy avasidered: (1) the credentials and
expertise of trustees which communicate the orgéiniss commitment to efficiency
norms and the business model (Di Maggio & PowélB3) (2) legitimacy in terms
of constituent support, where an organisation gititeate if it represents the
identities or interests of different constituenciesthe community — an aspect
neglected by neo-institutional theory. This papeareines the composition of US
nonprofits boards at three points in time — 193611 and 1991 — to consider (1)
whether the percentage of directors with profesdi@amd managerial backgrounds
has increased over time and (2) if boards have rbecaepresentative of different
community interest groups. The findings of thisdstyproduced mixed results. In
support of neo-institutional theory, over the tiperiod investigated, there was an
increase in the proportion of board members whoieaeld high educational
credentials, and also those with managerial backgle. However, the findings also
suggest that there are still a select number opradits who were found to legitimate
their boards on the basis of community represemtatather than with the presence
of highly educated managers. The idea of nonprdétgtimating their boards
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through the recruitment of individuals with a bwesis/ management background is
central to this thesis. However, Abzug and Galslaew2001) highlight a limitation
in neo-institutional theory, which is that it doest recognise that in addition to
legitimacy from above, some nonprofits are requieedhow they represent or serve

their community below.

Social construction is also used to explore boattakiour. Wood (1992) proposes a
cyclical model of board behaviour. The focus ofstlbtudy is human service
agencies, and interviews were conducted with kdiiduals involved in governing
the organizations. Prior to the development of thisdel and its various stages,
Wood states that:

Implicit in my argument is the assumption that itgais a social

construction (Berger and Luckmann, 1967). Empihcahis means that
events internal and external to an agency are suively interpreted by
individual members and by the board as a groud43).

Wood then goes on to describe the various staggseahodel, however for the rest
of the paper no other references are made to BenggrLuckmann or to social
construction. Opportunities are available in thpgrao draw on ideas of Berger and
Luckamann, or other work which develops similaragleFor example, one of the
stages described here is the ‘Corporate Phasehglwhich ‘an unambiguous signal
is given to the executive director to assist tharbdn mimicking the Fortune 500
model of oversight’ (p. 147). Mimicking behaviowch as this is outlined above as
‘isomorphism’ (Meyer and Rowan, 1977; Di Maggio aRdwell, 1983), however
this work is not drawn on in this paper. Di Maggnd Powell outline three
isomorphic processes (see above), but these aréraain on to understand this
behaviour. Furthermore, it is also noted that dutinis stage ‘the corporate style
becomes entrenched and highly routinized’, thiginmation is another key aspect
of social construction, however Wood does not dgvehis idea or explain its
importance in social construction. Another stage¢he board cycle is described as
the ratifying stage where ritualization is key: 6Besses for decision-making are
ritualized; the ritual itself becomes more impottahan its content; and staff

recommendations are ratified without question, gomes without comment’ (p.
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148). Ritualization is also discussed as a key efgnof social construction by
Berger and Luckmann (1967). This paper is limitedts discussion of the use of
social construction to explore board behaviour avalld have benefited from
drawing more extensively on the work of Berger dngtkmann to explain the

behaviour of nonprofit boards.

Board and organisational effectiveness is alsoaergl through social construction.
The study by Herman, Renz and Heimovics (1997pixerned with organizational
effectiveness, in particular the effectivenesshaf monprofit board and is driven by
social construction. This study takes the form suavey of various stakeholders of
two specific nonprofit organisations. The key cqtoemployed in this study is that
of myths. Under social construction, ‘there is mudpendently real board (or
organizational) effectiveness’ (p.375). Another licgtion in the social

constructionism approach is that it states tharé&hs no true or valid interpretation’
(Crotty, 1998, p.47), this therefore implies thhere may be variations in the
judgements of the stakeholders which were survegetérms of their views on

effectiveness and also the different kinds of infation which they use in informing

their judgements.

A study based on a survey of stakeholders is bynderand Renz (1997) this study
however is concerned with overall effectivenessaifprofit organisations, not just
the board. This study is driven by social constacand the authors assume under
this perspective that organizational effectivenéssa set of judgements by
stakeholders this resulted in varied judgements skakeholders of the same
organisation. They find that all stakeholders useiadly constructed evidence of

board effectiveness when they form judgements géhmizational effectiveness.

The final two papers explore organisational strigstisomorphism is the key focus
of Leiter's (2005) study of Australian nonprofitgamisational structures. In this
paper the level of isomorphism in Australian noffiggas considered, along with the
specific factors which are deemed to cause isomsrphas outlined by Di Maggio

and Powell (1983). In terms of the analysis, emighiasplaced on the variations in
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organizational characteristics, where the lower wagiation is, the greater the
isomorphism. The focus on variation is suggeste®bllaggio and Powell (1983)
who note that ‘the best indicator of isomorphicridis a decrease in variation and
diversity, which could be measured by lower stadddeviations of the values of
selected indicators in a set of organizations’ p5). The findings do not show
evidence of isomorphism among Australian nonprofitsstead, they suggest a
variety across the sector. Furthermore, the finglidg not show support for the
application of Di Maggio and Powells explanations isomorphism to Australian
nonprofits as an organizational field. Despite ¢h&adings, Leiter recognises the
influence of the work of Di Maggio and Powell (1988 the organization studies
literature, and notes that the failure of the resstb follow the theory may not
necessarily reflect the absence of isomorphismanprofits, but the difficulty of
detecting it within the data. Due to the natur¢hefthese unexpected findings, Leiter
places emphasis on the limitations of the study ligthlights the importance of
exploring different specifications of the organiaatl field.

Another study which uses Isomorphism is that oftdre(2008) which looks at the
extent of isomorphism in the organizational stroesuof nonprofit organizations in
Australia and the US. The findings report the leseisomorphism; with the extent
of isomorphism almost the same for 6 out of theh@racteristics investigated,
namely: departmentalization, hierarchical levelgtnfalization, autonomy, work

intensity, and organizational age. However, spec#gasons for this isomorphism is
not discussed, in particular the specific isomarpgirocess of coercive, mimetic, and
normative isomorphism are not developed throughbig paper, despite being
discussed in the introduction. This paper wouldehbenefited from discussion of the
possible reasons for such isomorphism, such aslasitigis in government

legislation. The author also highlights anotherittion of the paper in that the

potential consequences of such isomorphism isodidered.
This section has provided an overview of researchhanprofit governance which

draws on aspects on social construction. The fatigwsection will consider the

relevance of these studies, and those in the pregedction in relation to this thesis.
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4.5 Conclusion & The Relevance of Social Constructn to this Study

This research investigates Governance in largetiSlkeatharities. As outlined above,
the conceptual framework of this study will draw two specific aspects of social
construction: legitimation and isomorphism. Thigjgter began with an overview of
these ideas and then considered their broad apphca organisational research,
and then their use in nonprofit governance. Thidiee will further consider the
relevance of these studies in this research anadl latsv the key concepts of

legitimation and isomorphism will be used.

The use of social construction in organisationakaech was considered in section
4.3. These papers were identified for their in-tlapge of key ideas of the conceptual
framework. Arnaboldi and Lapley (2004) provided iasight into how a public
sector organisation adopted a private sector atcmutechnique in order to appear
‘modern’ and therefore legitimate. They also introed the idea of the ‘complete
organisation’, where public sector organisationspdorivate sector practices in
order to resemble these organisations which aren e ‘complete’. This is
particularly useful in relation to this study, what has already been identified that
charities face pressures to become more ‘businkess-The literature presented in
chapter 3 gave examples of how charities have adoptactices from the private
sector. Mouritsen and Skaerbaek (1995) developedidba of accounting as a
language and how it is used to legitimate the dsgaion. This is particularly useful
in this thesis as the use of business languagdyties will be considered. Finally,
Meyer (1994) describes a situation where a nonpoofjanisation as decoupled its

external activities from its core in order to maintlegitimacy.

Section 4.4 considered specific studies which eplvarious aspects of governance
through the use of social construction, these hmoegided useful insights for this
thesis. They provided examples of the various igpimo pressures which nonprofits
face, and how these shape various aspects of rfanpehaviour and more
specifically, the behaviour of the board. Thesaligts are particularly useful with

regard to the aspect of this study which focusethenmpact of business expertise
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on nonprofit boards. For example, Cornforth and &ds (1999) and Steane and
Christie (2001) find the existence of coercive pugss for charities to become more
business-like resulting in them mimicking privaec®r organisations. In addition,
Abzug & Galaskiewicz (2001) find evidence of theeusf business people on

nonprofit boards being used as a legitimating devic

It has been reported that pressures to become Inusieess-like are apparent in the
charity sector in Scotland. One example of suchresgure is for the increase of
business skills, such as finance, on charity bodaisexample from the Scottish

Charity Regulator (OSCR, 2008) — this could be s&emoercive isomorphism (Di

Maggio and Powell, 1983). The adoption of busiressple onto charity boards may
also be a form of mimetic behaviour, where chagitempt to present themselves
as ‘modern’ by copying the practices of other diesiin the same ‘organizational

field” which they see as legitimate (Di Maggio andwell, 1983).

Within the context of governance, this study wdbk at the specific isomorphic
pressures faced by these organisations and thenterfeisomorphism in the
governance structures in these organisations withm charity field and the
recruitment of business people onto charity boaBts/iernance is a crucial element
of the legitimating function of charities. It sensignals to the external legitimating
environment that all is well, that individuals witlp-to date expertise have been
recruited. Abzug and Galaskiewicz (2001) emphasieemportance of the board as
a legitimating function. Also considered therefor®,whether the recruitment of
business people onto the boards of charities ilyer legitimating exercise, as

charities look to portray themselves as modernugatb-date.

This study aims to build on the ideas and studiesgnted above. For example,
although Abzug and Galaskiewicz (2001) considertimreboards recruit members
with management backgrounds, this study is limdeé to the historical nature of
the data. This present study will gather primartadeom Scottish charites, with a
survey to investigate the incidence of these imlligls on charity boards, and a
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series of in-depth case studies which will allowestigation of whether the role of

these individuals is merely symbolic.

This research also considers the importance ofatiguage of business in the social
construction of charitable organisations. The ingooee of language is highlighted
by Berger & Luckman (1967), Meyer & Rowan (1977)3abi Maggio & Powell
(1983). Meyer and Rowan (op cit.) note that languagn function as myths that
interpret and explain the actions of individuals.the context of this study, such an
example would be where the myths of accountantsahedr business people on
boards explain organisational activities. In terwfs business people such as
accountants and management consultants, peoplesayllthat they will perform
certain tasks or solve specific problems, withoatually knowing the specific
individuals or exactly what they will do. Howevén, such a case, both the speaker
and the listener understand such statements taildedww certain responsibilities
will be carried out.

Considerable research has been undertaken on psétior organisations with
regard to the implementation of private sector ficas, with numerous studies
identifying the adoption of such practices as legting devices (see Arnaboldi &
Lapsley, 2004). However, such a situation has aogived significant attention in
relation to charities (with the exception of Abz&gGalskiewicz). This situation is
particularly pertinent in the context of charitiasho face increasing pressure to
become more business-like. Of particular interesthie recruitment of business
people onto the boards of charities, this may beqfahe social construction of the
organisation, as charities seek to portray thegaoisations as modern and up-to-
date. They may recruit business people in ordenamtain legitimacy, with their
role being more symbolic and ceremonial. In additichapter 3 presented examples
of charities adopting private sector practices, éwav there is a lack of research
which considers whether the adoption of such prastiis merely a function of

legitimation.
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CHAPTER 5

METHODOLOGY

5.1 Introduction

In chapters two and three the research contextomasidered, it was evident from
this that there has been a significant lack ofaedeinto charity governance in the
UK, particularly in Scotland. It was also highlight that this existing research has
largely overlooked the phenomenon of business éspeon charity boards, and its
associated impact. The general influence of businasharities has been considered
in chapter 3, presenting itself as a contentioggdaswith polarised views as to the
appropriateness of charities engaging with and t@uppbusiness practices and
expertise. When this research commenced, there avatear lack of studies
considering these issues in the Scottish contexte@d was therefore identified to
examine governance in charities in Scotland, p#eity in terms of internal
governance relating to the functioning of the boamd externally, to assess the
effectiveness of new regulatory measures, suchSGRto see if they overcome the
defects of prior arrangements. Furthermore, a deapaerstanding of the incidence
and impact of business expertise on charity boadequired, particularly in the
context of increasing pressure from the charityul@gr for charities to become
more ‘business-like’ (OSCR, 2008). The ability tdopt sophisticated practices —
while preserving their distinctive ethos representsndamental challenge for these

organisations. This research aims to address tagse

This chapter sets out the research questions ®fsthdy and the research approach
employed. It will be structured as follows: (5.2)llvoutline the research questions
this study seeks to address; (5.3) outlines thearee methods and data collection;
(5.4) considers how the research was structurett vagard to the conceptual
framework; (5.5) outlines the limitations of thesearch; and (5.6) finally this

chapter will be concluded.
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5.2 Research Questions

The aim of this research is to examine Governanc®cpottish charities. This study
will contribute to our understanding of internavgonance, particularly in relation to
the functioning of the board, encompassing the obléhe board, the relationship
between the board and management, board and aafjana effectiveness, and the
composition of the board. Externally, the impactre new charity regulator, OSCR,
will be considered. In addition, the impact of mess expertise on charities will also
be investigated by considering the presence ofnesgsi professionals on charity
Boards. Specifically, this is a study of the latgesction of Scottish charities on the
basis of annual total income.

This study will seek to address the following reskajuestions:

1. What kinds of governance issues do charities faceachieving their
missions? Why is this the case?
2. What impact does external expertise, particuladgitess expertise, have

on the governance and management of charities?

5.3 Research Method

This research was undertaken using a multi-metippdoach — encompassing both
quantitative and qualitative elements, with the ab&oth a survey and a series of
case studies. Utilising a variety of methods talgta phenomenon has been seen to
improve the validity and overall reliability of theesearch, as weaknesses of
particular methods can be counter balanced by ttengths of others (Denzin,
1978); research such as this is espoused by MQigo8).

Such an approach is outlined by Yin (2003):

Multimethod studies can pose complimentary questibat are to be
addressed by different methods. Most commonly, stasiées are used to
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gain insight into causal processes, whereas surgeydade an indication
of the prevalence of a phenomenon (Yin, 2003, . 15

The benefits of using preliminary quantitative nugth to contribute to a principally
qualitative study are outlined by Morgan (op. cit.)

The knowledge provided by an initial small-scale wd quantitative
methods helps to guide the decisions that the reBea makes in the
larger qualitative research project. The classi@aeple is a preliminary
survey or census of a field setting either to guiue selection of sites
and informants or to provide a context for undensliag the contacts
that one does make. Preliminary quantitative reswan also help to
focus the analysis on large amounts of qualitatie¢éa (Morgan, 1998,
p.369).

Arnaboldi and Lapsley (2003) provide such an exanagbla preliminary quantitative
study which then contributes to a principally gtaive study in their investigation
of the implementation of a private sector accountiachnique — activity based
costing (ABC) — in local authorities in Scotlanditially, a survey was conducted of
all local authorities in Scotland, in order to &digh the incidence of ABC use.
Following this, case study sites were selected henldasis of the answers to the

survey, allowing a more in-depth exploration of tfse and rejection of ABC.

This thesis followed the two-stage approach outliabove. Initially, a survey was
conducted of the largest section of Scottish cleatifollowed by a series of more in-
depth case studies. The design of this study alfowsiangulation. Triangulation is
advocated by Denzin (1978) who describes it asctirabination of a range of
methodologies to study the same phenomena. Deaogii{.) outlines triangulation

as follows:

Triangulation, or the use of multiple methods, iglan of action that will
raise sociologists above the personalistic biases stem from single
methodologies. By combining methods and investigaito the same
study, observers can partially overcome the defais that flow from
one investigator or one meth@benzin, 1978, p.294).

66



Denzin (op cit.) outlines four types of triangutati data, investigator, theory, and
methodological triangulation. This study employs tmoelological, or more

specifically, between method triangulation throute use of a survey and case
studies, utilising interviews and documentary emime With regards to this strategy,

Denzin (op cit.) highlights:

The rationale for this strategy is that the flawtlsome method are often
the strengths of another; and by combining methadservers can
achieve the best of each while overcoming theiqumideficiencies
(Denzin, op cit. p. 302).

Further rationale for the choice of this approacti methods will be outlined later in
this chapter. Firstly, however, attention will herted to the specific context of the

research — the Scottish charity sector — and onthewopulation was defined.

5.3.1 Defining the Population

As outlined above, this research employed both raesuand also case studies.
Before defining the population for this study, itasvnecessary to consider the
specific nature and context of the study, and geertial attributes the population
must have. This research centred around the Gaweznand Management of
charities and the interaction between the two. &hegis also a distinct focus on the
impact of business expertise on these organisatwimsh was investigated by

considering the impact of those individuals wittsimess expertise that sit on charity
Boards, and challenges arising from this in thegmmsations where traditionally

mission and values take priority.

When considering these factors in terms of defiriivgpopulation for this study, it
became clear that the essential characteristicse theganisations were required to
have made it unfeasible to include small charitreghis research. Firstly, there
needed to be a distinct boundary between the maragévorkers of the
organisation and the Board in order to understhed¢lationship between the two.

In smaller charities, the boundary between the 8@ad management/workers tends
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to be blurred, with few, if any directors that &sdernal to the organisation. Another
condition which needed be met is that externalctims must be present on the
Board, and in particular business professionals -a@ed above, smaller charities
may not have external directors, and those whicimdy find it difficult to attract

business professionals onto their Board. In additibere was a requirement that
organisations must be significant enough in sizeh&we the ability to adopt

sophisticated business practices. As a consequirnbes, small charities were not

included in this study.

The study focused on the largest section of Stottisarities; other studies which
have targeted larger charities include Hyndman @L9%9n this study of the
information needs of contributors to UK charititise population consisted of the
largest 200 fundraising charities in the UK. Ieigected that organisations that have
a larger income will require/have in place more agement expertise and also
sophisticated management/ governance systems thewrganisation.

The set of organisations which the population fis study was drawn from was the
Office of the Scottish Charity Regulators statutagister of charities. As previously
outlined, OSCR was established in December 200G6satiee independent regulator
and registrar of charities in Scotland, the statutegister was introduced on 1 April
2006. Table 5.1 below documents the number of asgtians registered with OSCR
and their annual income for 2005/06.

Table 5.1: Total Number of Charities Registered wit OSCR as at 1/8/2006

Income Band (£) Total Number of Registered Chaxitie
0-24,999 22116

25, 000 — 99, 999 3738

100, 000 — 249, 999 1460

250, 000 — 499, 999 519

500, 000 + 939

Total 28772

Source: OSCR (2006)
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Table 5.1 shows that the majority of these chaetabganisations are in the smallest
income bracket £0 - £24,999, these were excludedalthe factors outlined above.
As a result of the decision to focus on the laggation of Scottish charities, the top
section of the OSCR register was interrogated &urt®@SCR defines a large charity
as an organisation with an annual income of £500, 6 more; there were 939

charities such as these. However, it was felt #3& was still too large a number of
organisations to survey, but further interrogatadrthe OSCR register showed that
there were 211 charities in Scotland with an incah€&5 million and more. These

large charities make a significant contributiontb@ sector, with 97.3% of total

income from the sector made by just 5.6% of clewi(OSCR, 2008). Therefore, a

decision was made to focus on the largest secfichanities.

On closer inspection, it was discovered that a remobthese charities were actually
part of the same organisation; after removing tlogganisations from the study, the

number of organisations in the population was reduo 204. These organisations
were then split into categories in terms of chhtégurposes — as defined by OSCR.
OSCR defines 15 charitable purposes — however, thlywere used in this study to

classify these organisations.

These charitable purposes were:
1. The Advancement of Education
The Advancement of Arts, Heritage, Culture or Scéen
The Advancement of Health
The Relief of Those in Need by Reason of Age, Ikalh, Disability,
Financial Hardship or Other Disadvantage, Housisgo&iations

w0

The Advancement of Environmental Protection or lovement
The Advancement of Public Participation in Sport
The Advancement of Animal Welfare

The Advancement of Religion The Prevention of olidRef Poverty

© 0o N o O

The Advancement of Citizenship or Community Deveaiept

10.More Than One Charitable Purpose
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In order to assign the organisations to these gratigvas necessary to consider each
organisation individually, taking into account threerall mission of the organisation
and also the work in which they did. Due to theuraf this study (the investigation
of governance and management in charities) an it@pbraspect of these
organisations was that they were actively engaggutaviding services, rather than
being simply grant awarding trusts. After considgrihe work of each organisation,
it was discovered that a number did not meet thregeirements. For example,
(Emms Nazareth; Greater Glasgow Health Board Endwewt Fund; Lothian Health
Board Endownment Fund; Robertson Trust; Lloyds TFBindation for Scotland;
Volant Charitable Trust). In addition, One Plus: eORarent Families went into
liquidation on the 28 Jan 2007. This reduced the total number of orgéiniss in
the sample to 180. It was also felt that this woh&l a manageable number of
organisations to include in a survey and obtairigh lhesponse rate — it would be
practical to chase up individual organisations vaittmaller sample of organisations.
In addition, there are a number of surveys whicim@a high numbers of
organisations which have had very low responses r@ay, Cornforth, 2001). Case

study sites were also selected from this group@fiargest charities.

5.3.2 The Survey

The first stage of this research utilised a survéypugh the use of a self-
administered questionnaire. The questionnaire wstsiltlted via email to a key
informant — the secretary to the board — of thgdar section of Scottish charities
identified above. There were several reasons ferdisign of the research in this
way. Methodologically, the use of the initial suyvallowed data to be obtained
across the complete ‘organizational field’ (Di Mag@& Powell, 1983) which was
the largest section of Scottish charities. It @B® set up to allow the analysis of the
incidence of various norms and behaviours of chéards, including the inclusion
of business people, this enabled the consideratfowhether isomorphism was

apparent (Di Maggio & Powell, op. cit.). The surwegs also used to guide decisions
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in the second stage of the research, namely tthaidelection of specific case study
sites and to highlight matters for further inveatign. This section will now consider
the use of the survey — and in particular of a-sethpletion questionnaire as a

research method.

Quantitative research, such as the use of survaysben viewed as the dominant
form of research in nonprofit organisations (Phar@905; Alcock and Scott, 2005).
Similarly, Bielefeld (2006), who considers this éypf research in nonprofit
organisations, highlights that in the jourtdnprofit Management and Leadership
during 2003 and 2004 70% of the research articlddighed could be classified as
quantitative, during the same period, 81% of redeaapers published MNonprofit
and Voluntary Sector Quarterlyere classed as quantitative. Bielefeld (op. cdl)s
for a continuation of this trend, raising concem&r nonprofit managers placing
reliance on research into management practicefianfdr-profit sector, which is
potentially incompatible with the nonprofit sectdn this paper, the need is
highlighted for management research specific tontbeprofit sector, specifically
research that is quantitative in nature. Thereaaramber of studies which have used
surveys to investigate issues of nonprofit govecean for example, Brudney &
Murray, 1998; Cornforth, 2001 - these are largekginational, with relatively few

considering the UK, and none investigating the Stotontext.

In considering the use of the survey, there areraber of potential challenges which
must be taken into account. Among the biggest ehgé# is that of nonresponse, this
issue is highlighted by Kennedy and Vargus (200&d wonsider this challenge in
the context of philanthropic studies research. Thete that there is a decline in
survey participation which is set to continue, cemsgiven for this trend include the
decrease in civic engagement as noted by Putna@®)28nd an increasing level of
phonecalls and letters concerning issues suchrasdising which cause confusion
among potential survey respondents. Despite thennkdy and Vargus (2001)
emphasise the quality of the data collected visdhsurveys; increased knowledge
and skill of researchers has resulted in the desiguestionnaires which are clearer

and which allow respondents to answer with increasiccuracy. Furthermore, they
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also note that the decrease in mail survey respensgnificantly smaller than in

interviewer administered surveys.

This issue of nonresponse is also considered byhS{h997) who reflects on the
results of a survey of NPOs working for Peace awaluates whether the high
response rates believed necessary for valid surekysdividuals are the same for
organizational-level surveys. The findings here vshihat valid results can be
obtained from organizational surveys with lowerp@sse rates — the decision not to
respond to an organizational questionnaire mayhee product of more random
factors than a comparable individual decision. Hughor also comments on the
work of Tomaskovic-Devey et al (1994) who highlighhumber of possible factors
which determine the respondent’s decision to cotepdequestionnaire which seeks
information on their organization: whether they édte authority, capacity, time,
knowledge or access to provide information and twrethey see an organizational
interest in participating in the study. Smith applithis to NPOs and assumes that
there will be a consistent level of motivation tarficipate in a survey across a
population of NPOs, because these groups charstatally aim to be visible in their
communities. A study that promises to provide infation seen as useful to the
organisation that is done by a researcher whoeis as legitimate and trustworthy by

organisational leaders should appeal to their ratitns.

This problem of nonresponse can result in erros/biahe results. Hager et al (2003)
discuss nonreponse bias in the context of nonpoagénizations. They study various
ways of improving returns to eliminate this effeit, particular they look at the

influence of three factors of response rates: thay that the complexity of the

survey and the use of small incentives has little@ influence on response rates.
However, they find that response rates improve whetiEx is used over standard
mail. These are interesting findings however, @aststraints mean that this would

not be viable for this study.

Other limitations are highlighted by Bryman (198#)ese include the lack of an

interviewer to aid the respondent if they do nalenstand a specific question — this
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was be addressed in this study by administeringgtnestionnaire by email, this
made it easier for the respondent to seek qudiicaof questions. Another issue
with self-completion questionnaires is that of tlaek of ability of collecting

additional data through making observations andesting documents which would
be possible with interviews. However, because dbisstionnaire was distributed via
email, directly to the respondent, key documentsildcoalso be requested
electronically if necessary; there was also theodpity to collect more in-depth

data when conducting the case studies. The issumrmiesponse was highlighted
previously with regard to surveys of charities, iBan (1989) — who discusses the
survey in a more general organisational contextlso dists this as the most
fundamental issue of self-administered questioesaihowever in this study, a
number of steps were taken to combat this, whidhbei outlined in detail later in

this chapter.

There have been a number of surveys conductedeirarda of charity governance
which have gained high rates of response, thesedadreston and Brown (2004)
who received a 73.6% response rate from Chief Bkexsuand a 50.1% response
rate from Board members for their survey of the gotment and performance of

Board members, Holland and Jackson’s survey of davelopment achieved a
62% response rate and Hoye (2004) received a 6@eg@onse rate in a survey
considering the relationship between chief exeegtixhairs and directors of boards.
In addition, these high response rates concur thighviews of Smith (1997), who

believes that due to the nature of charities, vasgkarch is likely to appeal to charity
leaders, making them more likely to participatethalgh it is apparent that a
number of limitations exist with the use of thewvay method via self-completion

guestionnaire, these issues have been considereoinirwith respect to this study

and appropriate steps were taken to alleviate aggtive aspects of this method of
research.

Despite the challenges outlined above, there amenzber of potential advantages to

be gained from using self-completion questionnaifése rationale for this method

was considered at the outset of this chapter. EBurntiore, this section has already
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highlighted a number of studies which advocateri@ortance of survey research in
charities (Bielfield (2006), Kennedy & Vargus (2Q0lother observations about the
advantages of this type of research are outline@dyynan (2001). First comes the
consideration of cost, the questionnaire is comalilg cheaper to administer than,
for example carrying out a large number of striedumterviews, furthermore it
allowed organisations from all over Scotland toib@uded in the study. Another
positive aspect of a self-completion questionnagethat it was also quick to
administer, in the case of this study, via emailyould not be feasible in terms of
time or money to carry out interviews with a langember of individuals from

charities across Scotland. The use of this toal elsninates any interviewer effects.

5.3.2.1 Designing the Questionnaire

As noted above, a self-completion questionnaire widssed in this study. This
section now considers the process of designing rdgearch instrument which is

presented in appendix 1.

Considerations which had to be made while desigthiagjuestionnaire were:

 The research questions; there are two researchti@ueswhich were
investigated in this research, the first focusedyowernance issues and the
second focussed on the impact of business expenigbe board, therefore
the questionnaire had to address both these issues.

 The key informant; as noted above, was the segrdtarthe board of
directors, this person generally holds a senioragament position within the
charity or within an external organisation, therefthere may be a limit on
how much time they can spend on filling in a questaire, as a consequence
the questionnaire was required to be fairly shod eoncise.

* The population; this is organisations registerethWidSCR who have an

annual income of over £5 million.
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* Method of administration; self-completion questiaima distributed via email

to the Board secretary.

Rationale for the Questionnaire

Dillman (1978) highlights five types of questionkat can be included in a
guestionnaire, these are; behaviours, beliefs, letye, attitudes and attributes. The
two types of questions that were required in thisyay are behaviour and attitude.
Behavioural questions are important as they establihat people do; there was a
need for behavioural questions in this survey dudhte nature of the research
guestions, it was important to understand the bebawf boards and see whether
the behaviour of Scottish charities matches thatpavious studies of board
behaviour in other countries and to see how thegangsations react to certain
governance issues. It also allowed the investigatd similar behaviours, and
allowed the investigation of isomorphism (Di Maggfo Powell) between these
organisations. In addition, the behaviour of bussngeople on charity boards needed
to be established in order to answer the secorehrels question which attempts to

assess the impact that business people have atydi@ards.

Attitude questions will be important in order taadr out the theoretical implications
of this research. De Vaus (1991) highlights thétuate questions are important as
they allow information to be gathered about whapomdents think is desirable; it
will be important in this research to understand loharities feel about governance
in their organisation and whether the boards behamvactually matches up to the
way that charities present themselves. In termghef second question which
considers the impact of business people on chaogrds, it will be important to

consider the boards attitude towards these peoplevhat they actually bring to the
organisation; there has been some disagreementeiniops literature on this as
discussed in the review of the literature in chafteConsidering the attitudes of the
organisation about business people (for examplestopre 10) and the actual

behaviour of business people (questions 4,5,6,Ballow some of the key ideas of
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social construction to be drawn out, such as whdbhsginess people on boards is

simply a form of legitimation (Meyer & Rowan, 1977)

The questionnaire comprised of 11 substantive guestall of which were open
guestions. Many experts in survey research favweiuse of closed rather than open
questions in self administered questionnaires ag teel that forced questions will
be easier for the individual to answer and makaate likely they will complete the
questionnaire. In addition, closed questions do discriminate against those
respondents who are less articulate (De Vaus, 18@Well, 2001), however this
should not be an issue with this survey due tahigh calibre of the respondent; the
board secretary tends to be someone with a signifiposition within the charity
such as the company secretary of chief executiaitwith and therefore should not
have difficulty expressing their views via open sfigns. In addition, open questions
allow respondents to answer in their own terms @ardtherefore result in a higher
degree of accuracy (Bryman, 1989).

One of the main aims was to keep the length ofgtestionnaire short, ideally one
page of A4, the main reason for this was the tiorestraints of the board secretary —
it was felt that they would be more likely to fil a shorter questionnaire which was
one page in length and asked concise questions arechpwith a lengthy
questionnaire. The questionnaire was sent to thardosecretary as an emalil
attachment, therefore a brief outline of the redeand details on how to fill in and
return the questionnaire were included in the nbaidy of the email, they were also
given the option of going through the questionghenphone if they did not feel they
had the time to write answers to the questions $siebras. The justification for
sending the questionnaire via email was that it \wagker and cheaper that
conventional mail, there was more guarantee thabild actually reach the desired
respondent, it would also make it easier for thepoadent to easily reply to the
email if they wanted to ask any further questiobsua the study to clarify any
guestions included in the questionnaire it woudw anake it easier to go back to the
respondent if any of the responses they gave wackear or more information was

needed.
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5.3.2.2 The Pilot Study

Before conducting the main survey for this invedtign, it was decided to undertake
a pilot study. Pilot studies refer to both smakleale versions of the main study
intended to be carried out (Polit et al, 2001) afsb to the testing of a particular
research instrument (Baker, 1994). In terms of shisly on charity governance, the
pilot study was used for both of these reasonsetaéwadvantages of conducting a
pilot study are highlighted by van Teijlingen & Hilay (2001), these include:
advanced warning may be given by the pilot studyualspecific areas where the
main research project could fail; it may pinpoirgas where research protocols may
not be followed; whether proposed methods or insémnts are too complex; poor
response rates can also be identified and procedam be put in place to counter
this. Pilot studies have also been advocated bywBes (1991) and Prescott &
Soeken (1989) who see them as a way of eliminatomge of the risks involved in
conducting research. However, Teiljlingen & Hundlé3001) also note some
limitations in carrying out pilot studies, for expha: they may result in inaccurate

predictions being made as a result of the pilod,dsich as response rate.

Governance and the phenomenon of external busirgssrtise in charities was

investigated in two ways via the pilot study. le fiirst instance the focus was placed
on an important branch of charitable activity; ngmscience, arts, heritage and
culture, secondly, with a focus on major charitreghe sector (i.e. those with annual
turnover in excess of £5 million) to explore sceffects, there are 20 such charities
in Scotland. This survey is informed by the debatesow business expertise may
or may not be deployed within charitable boards msndirected at key informants

within charities, namely the secretary to the ba#rthe charities.

Before the questionnaire could be distributed, tamme and email address of each
board secretary was required. Although many clearitiave a section on their
website dedicated to information about the boaoternof these organisations had the
name and contact details of the board secretagyefibre this information had to be

actively sought through contacting the organisatidrhe majority of these charities
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had an email address on their website for peopgjeirieg general information about
the organisation, for those charities that had, tthiey were emailed asking for this
information. Organisations that did not reply tastemail, or those that had a
telephone number rather than an email addresseanviiebsite were phoned for this
information. The questionnaires were then emaibeithé board secretaries, those that
did not respond within two weeks were send a regriramail and if there was no
response after this, they were contacted by phbhe.results of the pilot study are

outlined in appendix 4.

Pilot Study Assessment

Of the 20 questionnaires that were sent out, 1doreses were received. This 70%
response rate is very high for a study such as Husvever the sample was very
small compared with the proposed sample number tii@r main study (164

organisations); Teiljlingen & Hundley (2001) adveseautious approach when using

a pilot study to predict the response rate fomtiaén study.

The rate of response for the pilot study was high7@%6 and provided some
interesting findings, as highlighted in appendix However, it is necessary to
consider further the rate and quality of resporieaadividual questions and decide
whether it is necessary to change them for the staity. Appendix 2 outlines each
guestion, the rate of response, any issues witlyulestion and any changes required

for inclusion in the final survey instrument.

Although the response rate was high and some sitiegeresponses were received,
there were issues with some of the questions mdea lack of detail with some
questions due to the tendency towards one word emssvAppendix 2 outlines
changes that will be made to the main survey insént, these changes are outlined

below.
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Implications of Pilot Research on Main Study

After considering both the response rate and disoquality of answers from the

pilot study, it was concluded that the study wascessful and it would therefore be
a viable option in taking this study forward toexd this approach for the main stage
of data collection (for analysis of pilot questiame see appendix 2). There were
however a number of issues which required considerdefore doing so; in terms

of the research instrument, the questionnaire usetthe pilot study had quite a

narrow focus and centred around the impact of gefpim business on nonprofit

boards, therefore a broader focus was taken imthi& questionnaire in order to

obtain relevant data to answer research questiamsl 2.

As outlined above, certain questions required redimg due to a tendency towards
‘yes/no’ answers. In addition some broader questmere be added. Measures to
enhance reliability were also incorporated into ttewised questionnaire. The
consistency of the questionnaire was enhanced Hingdjuestions which would

highlight inconsistencies in the answers.

Another consideration was concerned with the imlligl that the questionnaire
should be directed to. In the pilot study the goestaire was sent to the board
secretary, who was seen as a key informant. Thefus&ey informant is considered
by Bryman (1989), he highlights their use in provgd quantifiable data on
characteristics of their organisations and alse$idhey should be someone in a
senior position who can speak for the organisatidme Board secretary fits this
description: it is their job to service the Boatdking minutes, circulating board
papers and information therefore they know the wadrkihe Board as well as, if not
better than any other individual. In addition, thaéy tend to hold senior positions

within the charities or occasionally senior posig@utwith the organisation.
Bryman (1989) considers some issues with the useswigle key informant, firstly

that you cannot be sure that the person to whongjtlestionnaire was sent actually

answered it. To overcome this problem, the namecamtiact details of the Board
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secretary of each charity was collected and thetgqumaire was sent via email to
the Board secretary. This way, the Board secretdidy directly receive the
guestionnaire. Another issue is the question ofthdreone individual has the ability
to provide accurate information on the organisaagna whole. In the case of this
study, information is being sought about the Boardl the Governance of the
organisation, it can therefore be argued that thar® Secretary is the person best
placed to provide this information as it is thailerto service the Board.

There are also concerns over whether the useiofke &ey informant is too narrow.
However, in considering other papers which haveduoted surveys of nonprofit
governance, there are a considerable number wisohuge a single key informant,
examples include: Brown and Iverson (2004); Caderl (2003); Gill et al (2005);
Herman et al (1997); Brudney and Murray (1998). sehstudies focus specifically
on the Chief Executive as the key informant, oteerdies such as Steane and
Christie (2001) have used the Chairman to inforewrtstudy. There are surprisingly
few studies which do use the Board Secretray akelgeinformant in surveys of
governance in charities, however two examples ofdililies which have used this
approach are Corforth (2001) and Cornforth & Sinmp&002), the reason they give
for focusing on this individual is that they arkdlly to have a good knowledge of the
board and also be more dispassionate than othets ai the chair or the chief
executive. For the purposes of this study on nditpraganisations and the types of
guestions asked, it is felt that the board secyetdt be the best person to focus on.
In terms of questions of narrowness of focus, theeee addressed in the second
phase of the research, where the views of otherpeegonnel in the organisation

were sought from the case studies sites.

5.3.2.3 The Main Survey
The main survey was conducted in the same wayePRitht study (see appendix 3

for main survey questionnaire). The name and cowket@ils of the Board Secretary

of each organisation were identified, and the qoestire was distributed to the
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Board secretary of each charity via email. The toesaire was sent to 160

charities, with 107 useable responses receivesiytas a 67% response rate.

Analysing the Survey Data

Once data was collected via the questionnaire & wputted into SPSS. The data
was analysed using a simple statistical tests. @inie specific purposes of the
survey was to investigate the level of isomorphism charity governance.
Descriptive statistics, such as standard deviatamashighlighted by Di Maggio and

Powell (1983) as a key indicator of isomorphism:

Since the effect of institutional isomorphism isnbgenisation, the best
indicator of isomorphic change is a decrease iniatesn and diversity,
which could be measured by lower standard deviatiohthe values of
selected indicators in a set of organizations (Dadgio and Powel(op
cit. p. 155).

For the purposes of analysis, charities were Bybitthree broad categories based on
charitable purpose, these were: advancement ofaéidag provision of housing, and
those concerned with health, social care, and camtypnudevelopment. Three
organisations were excluded as they didn’t fit ¢heategories, bringing the total
number of useable responses to 104. Due to thd smalof the population, more
sophisticated techniques may have been of limitddev In addition, emphasis was
placed on depth of analysis gained from combiningndgitative and qualitative

findings, rather than sophisticated statisticalysis.

5.3.3 Case Study Research

The second stage of this research involved comiyictase studies. Where the first
stage of the research — the survey — allowed ®iirthiestigation of the existence of

isomorphism (Di Maggio & Powell, 1983), the natofecase study research allowed
the in-depth investigation of the functioning oethoard, and the role of business
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people on charity boards, and was particularly ulsef investigating whether they
were used for legitimation (Meyer & Rowan, 1977heTcase studies presented an
opportunity to gather data on how governance wamkthe charity context, how
boards function, and to develop a deeper underisiguad the role of business people
on charity boards — whether their ideas penetrttedrganisation, or whether they
had a more ceremonial or symbolic role (Meyer & Rowl1977). Also of interest
were charities that don’t have business peopleheir board in order to determine
why they had resisted such isomorphic pressures.cbhduct of case studies also
allowed for the testing of the validity and relilitlyi of the questionnaire in the first
stage, as well as allowing the development of geleanderstanding of governance
in Scottish charities.

In this research it was necessary to scrutinisebgteviour of organisations from
internal/ external published data. It was also ss@g/ to study the interactions
between individuals within the organisation and #weds of information flows
which inform their actions, for example, betweee thoard and management. In
addition, as part of this investigation, it was e&sary to study and understand the
motivation and behaviour of key individuals and tlmpact that modern
management methods and external pressures haveeonbehaviour. Given the
sensitivity of the above topic and the complexitfy tbe organisations, it was
necessary to explore these phenomena in-deptiffertedit study settings. Therefore,
this research used a multiple-case study approacimvestigate these different
aspects of the governance of charities. In ordentterstand such dimensions, it was
necessary to engage with key actors within theganisations, to ascertain what
they know, see, and understand (Silverman, 200is 3tage of research gathered
data by conducting semi-structured interviews Wiy governance actors in the
organisation and also through available documents.

Case study sites were selected on the basis cfuitvey responses. As outlined in
the survey analysis section, charities were groupedthree areas: advancement of
education, provision of housing, and health, soaral community care. In addition

to these three groupings having the largest numbersharities, they have the

82



highest income, the OSCR publicatidcottish Charities 2008dentifies four
purposes which received the greatest proportidotaf sector income in 2005, these
are: the advancement of education, which receikeddrgest proportion; followed
by the advancement of heritage, arts, culture ammhee; and advancement of health
and provision of accommodation which received aruaégshare. As, those
organisations pursuing the advancement of artstalger science and culture were
the focus of the pilot, they were excluded from th&in study. This is a study of the
largest charities in Scotland as defined by totalual sector income, one charity
from each of these areas was studied in depth.cFoss-sectoral analysis allowed a
more detailed study of the issues within the clearisector as a whole rather than
just one part of it and it allowed for comparistmve made between sectors.

The previous section discussed quantitative rekeamnd highlighted the dominant
position which it has held in voluntary sector @sé. In response to this trend, a
report by the Charities Aid Foundation (2005) - ethifocuses on conducting
research in the voluntary sector - calls for arraase in qualitative research to

redress this balance. In this report Pharoah (200ts the following:

If the voluntary sector is to be fully illuminated, range of research
approaches is needed to redress what is curremtlyrdalance. Much of
the most influential and best-funded voluntary @ectesearch
throughout the 1990s was...almost exclusively quiviit...The
voluntary sector has an informal and complex natuaed is highly
engaged with people in many different ways — as baesn volunteers,
beneficiaries, activists and donors. The use oflitaieve research
techniques will be increasingly essential if itsiabmeaning and impact
are to be graspe@Pharoah, (op cit.) p. viii).

A number of articles in this publication specifigatall for an increased amount of
case study research. For example, Glasby and Ma&h@005) suggest how the
case study can be used to explore how the orgamidads evolved and been shaped,
helping to gain an insight into the complex natof¢he organisation and the sector
in which it sits. The in-depth study of a specifoganisation will also give the
potential for a close relationship to develop bemvethe researcher and the

researched in a case study organisation, RusstlSaatt (2005) note that this may
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allow truths and stories to emerge which otherwiggy have been held back. Case
study research permits investigation of the padtthr present, it allows analysis of
continuity and change over time, it allows the dethstudy of specific phenomenon
and the relationship and interaction between trenpimenon being studied and the

context it is set in (Glasby & Manthorpe, 2005).

The case study approach allows in-depth studiesrgdnisations to be carried out
and also allows for triangulation (Denzin, 1978n,Y2003). Keen and Packwood
(1997) also highlight the importance of trianguatin helping to guarantee validity
in the research. The case study approach proadéahness of data and depth of
understanding which is not apparent from other outh Yin (2003) calls for in

depth investigations of phenomena to fully undedtthem, and also advocates

where appropriate, the use of multiple case studies

One of the main issues of using case studies Qigeld by Bryman (1989) is
generalizability and whether this can actually berivied from just one case.
However, this study will include 3 cases, this ittt to improve generalizability and
allow comparisons to be made which make it easiedentify specific features of
the cases; the use of more than one case alsovegpnalidity. The variety of
methods used also allows research questions tonbevesed through methods
appropriate to each question. This study is sttergd by the use of three case
studies which increases the depth of the study alst increases validity;

comparisons will be made between sectors also.

As noted above, the case study approach allowsrdeuof methods to be used to
collect different types of evidence. This study Iwihclude the analysis of

documentation, and semi-structured interviews. &lae outlined below.

Documentary Analysis
As part of the case study approach which will bepleyed, an analysis of both
internal and external documentation will be undestafor each case. Some of the

problems of using this type of research method raghlighted by Glasby and
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Manthorpe (2005) who note that formal records matyaapture the difficulties and
tensions within the organisation. However in timistance, the use of documents will

be backed up by in-depth interviews with key induals.

Interviews

Russell and Scott (2005) consider issues surrognittie@ selection of interviewees,
and the assumption that tends to be made by tleandeer that those selected for
interview will have the ability to answer any quest which are posed to them. For
example Russell and Scott (2005) highlight the irtgpae of where the interviewee
is located within the organisation, in particuldocation may prevent them from

admitting that they lack the required knowledget thha assume them to have, for
example the CEO of an organisation may find iticlft that they lack knowledge

about specific aspects of their organisation (ggeadix 5 for interview schedule).

Although it has been noted above that examplesask cstudy research in the
voluntary sector are sparse, there are some exanmplee academic literature which
focus on governance, for example Cornforth and Edsv§1999). These highlight

how governance issues can be investigated thrdweghge of this research method.

Conducting the Case Studies

Three case study sites were identified from thestiorenaires on the basis that they
displayed a commitment to governance and wouldnpeley provide interesting
examples of good practice, they also had some lefvblusiness expertise on the
Board, the organisations chosen were; a housingca$®n, a social care charity,
and a Further Education College. Interviews weredocted with the chief
executive, the chairman and also members of theddaoa particular those from

business.
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Case Study — Data Analysis

Data was analysed according to the framework aisatysthod (Ritchie et al, 2003).
All interviews were recorded and transcribed varbdiy the researcher in order to
enhance familiarisation with the data. After faamigation, recurring themes and
ideas were identified, a coding index was then kbgel with themes then sorted

into broader categories and key themes.

5.4 The Research Design and Social Construction

This section will consider the research design @hation to the conceptual
framework of the study — social construction. Thiady adopts a multi-method
research design with the use of a survey and asseficase studies, allowing for
between-method triangulation. Denzin (1978) higttg that with the use of
between-method triangulation, one of the main fpies is that the methods must be

selected ‘with an eye to their theoretical relev&aribenzin, op cit. p. 303).

At the outset of this chapter, the rationale foe tthoice of research methods
employed was outlined, the use of a survey allothedcollection of data across the
complete ‘organisational field’ (Di Maggio & Powgell983). In addition, it also

allowed the consideration of similarities and difieces between aspects of
governance and the phenomenon of business expertiskarity boards, to uncover

the extent to which isomorphism was apparent (Dgdia & Powell, op. cit).

The case studies allowed further investigatiorhefreasons for isomorphism and for
those resisting isomorphic pressures, for exantptse with few business people on
their boards. Case study research enabled a matepih understanding of these
organisations, and was used to consider whetheitiesarecruited business people

to maintain legitimacy, or whether their ideas dadually penetrate the organisation.
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The table below presents papers on charity govemarhich also draw on social

construction, these papers were considered in ehdpthowever, the focus is now

on the specific research methods employed in thieskes.

Table 5.2 The Use of Specific Research Methods txjdore Social Construction

on Charity Governance

Australian nonprofit
boards

Study Focus Perspective Research
Method
The Role of the Board
Cornforth & | Contribution Institutionalization | 4 case studie
Edwards (1999) | boards make to(Di Maggio & | (observation of
organizational Powell, 1983);| board
strategy in  the Isomorphism (DI meetings,
public and| Maggio & Powell,| interviews,
nonprofit sector. 1983) documents)
Steane & Christie Investigates Isomorphism (Dil Questionnaire
(2001) patterns off Maggio & Powell,
governance omn 1983)

Parker (2007)

Examines strateg

the boardroom leve
of two nonprofits

jicegitimation &

decision-making at Isomorphism (Meyer

|& Rowan, 1977; Di
Maggio & Powell,
1983)

Complete
member
researcher
participant
observation

The Compositio

n of the Board

15

UJ

Abzug & | Whether nonprofits Legitimation (Meyer| Secondary dat:
Galaskiewicz legitimate theirl & Rowan, 1977)
(2001) board through
recruitment of| Isomorphism (Di
educated Maggio & Powell,
professionals or 1983)
community
representatives
(USA)
Board Behaviour
Wood (1992) Proposes a model/@ocial Construction Interviews (80
nonprofit board (Berger & | board member
behaviour. (USA) | Luckmann, 1966) & 21 executive
directors)
Board and Organizational Effectiveness
Herman & Renz Multiple papers orn Social construction Document
(1997) board & org| (Berger &| reviews;
effectiveness (USA) Luckmann, 1967) Questionnaire
to key
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informants
(CEO, board
members,
senior
managers,
funders;
interviews with
CEOs
Organisational Structure
Leiter (2005) Examines similaritylsomorphism (Di| Survey

of  organizational Maggio & Powell,

structures of 1983)

Australian

nonprofits.

Leiter (2008) Examines Isomorphism (Di| Survey

organizational Maggio & Powell,

structures of 1983)

nonprofit

organizations in

Australia and the

US, and the extent

to which they are

similar.

The above table shows that a mixture of quantgasiad qualitative methods have
been used to explore charity governance using adbrsocial construction
perspective. With the exception of Herman & Ren@0@), there are few studies
which combine both quantitative and qualitativeagatith none of the above studies
utilising both a survey and a series of case ssudibis study therefore will offer a
unique perspective by combing the using of survey ease study research in the

investigation of charity governance.

5.5 Limitations of Research

This section will consider the limitations of thissearch. In terms of the survey, as
the survey instrument was in the form of a self-pation questionnaire, a level of

caution must be taken in interpreting the resilt® questionnaire was completed by
the secretary to the Board and although this iddi&i was chosen as it was believed

they would be more dispassionate than the Chaither Chief Executive (see
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Cornforth (2001); Cornforth and Simpson (2002))stheesults still may suffer from
some kind of ‘halo effect’ as those individualsiwilant to portray their organisation
in the best possible light. In terms of the caselists, Yin (2003) highlights issues
with generalising from case study research. Funtbee, this study only focuses on
the largest section of Scottish charities, theeetbie results will not be relevant for

the sector as a whole.

5.6 Conclusion

This chapter has considered the specific desigimefresearch. It has outlined the
research questions which will be addressed inttigsis, the research methods and
data collection, and has considered how the conaéframework is reflected in the
research design. This study will employ a multiHnoet research design, utilising a
survey and also a series of case studies. Thenolpfive chapters will outline the
findings of this study. In the following sectiorhet results from the survey will be

outlined, followed by result from the case studies.
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PART TWO: FINDINGS

SURVEY RESULTS

As described in the methodology chapter, a survay vonducted which took into
consideration both current Governance procedurekarities, and also the incidence
and impact of business professionals in charity éaoance. In terms of the
conceptual framework, the survey was designed tosider the presence of
isomorphism (Di Maggio and Powell, 1983) in Scdttisharities, evidence of
legitimacy practices were also considered (MeyerRowan, 1977). The survey was
also used for identification of issues which regdimore in-depth investigation at

case study sites, and also the selection of péaticases for further study.

A self-completion questionnaire was distributed atckey informant - the board

secretary - of the largest section of Scottish itlkar a 67% response rate was
achieved. The survey was structured into two sestim reflect the two distinct

research questions of the study. The first secrsidered governance issues which
were highlighted in the literature in chapters d &nthese included: the role of the
board; the distinction between strategy and opmrafiboard effectiveness; and the
regulatory framework. The results from this sectawa presented in chapter 6. The
second section considered the impact of businegsriése on charity boards. The

results from this section are outlined in chapter 7
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CHAPTER 6

GOVERNANCE IN SCOTTISH CHARITIES — SURVEY RESULTS

This chapter will report results from the first 8en of the survey, which took into
consideration specific issues surrounding goveraamcharities as identified in both
the introduction in chapter 1 and the review ofsérg literature in chapter 2, these
were: the roles and responsibilities of the boénd; division between strategic and
operational issues; the effectiveness of charityegmance; and the control and
regulation of charities. This chapter will be stured as follows: 6.1 will consider
the role of the board; 6.2 will consider the distion between strategy and
operations; 6.3 will look at the effectiveness of/grnance in charities; 6.4 will look

at control and regulation of charities; and 6.9 wanclude.

6.1 The Roles and Responsibilities of the Board

The roles and responsibilities of the board werasmered in chapter 2, where
existing research on this topic was discussed. RAtus) it emerged that a large
proportion of this literature is prescriptive, withnumber of papers outlining what
the key roles of a board should be (Axelrod, 2086ule, 1990; Ingram, 2002).

However, studies which have looked at the way imctvisuch roles are carried out,
have found that the roles and responsibilitiesheflioard tend to lack clarity and a
number of charity trustees are unclear on what tlodée should be (see Taylor et al,
1996; Widmer, 1993). Findings have also suggestatithis may stem from the fact
that individuals are unclear about what to expebenvthey take on the role of
charity trustee (Cornfoth & Edwards, 1999; Greenagt 2001; Harris, 1989;

McAdam & Gies, 1985; Widmer, 1993). Significant gapere also reported in
relation to perceived role importance, and fulfimhéinglis et al, 1999; Green et al,
2001).
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To investigate whether a similar situation existe&cottish Charities, in the survey,
three aspects were considered: (1) how well defthedoles and responsibilities are
in charities; (2) how roles and responsibilitiee aommunicated to board members;
and (3) what is done to make sure that board mesvdreraware of what their role is.

These findings are now presented in turn.

6.1.1 Defining the Roles and Responsibilities oétBoard

This section will outline the results from the seyvn relation to the definition of the
roles and responsibilities of the board. Resporsdestre initially asked to consider
how well defined the roles and responsibilitiegha#dir board were and to rate them

on a 5 point scalé he scale and attached value for analysis purpeassas follows:

O

Very well defined (4)
Well defined (3)

Not well defined (2)
Not defined (1)

a Don’t know (0)

0o O

O

A one-way between groups analysis of variance waslucted to explore the impact
of sector on the definition of roles and resporiisies. The results are shown in the
table below:

Table 6.1 Definition of Roles and Responsibilitiesf the Board

Charitable Purpose
Mean Standard Deviation
Education 3.53 .550
Housing 3.43 .634
Health & Social Care | 3.52 .508
Total Population 3.50 .558
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There was no statistically significant differenagvieeen the groups. The mean score
for the total population was 3.5, suggesting tludes and responsibilities of board
members in large charitable organisations are letweell and very well defined.
The highest mean was found in the education s¢bter 3.54), followed by health
(M = 3.52) and housing (M = 3.43).

In contrast to the available literature which swsige lack of clarity surrounding the
roles and responsibilities of charity boards, |laBgottish charities report that they
are between well and very well defined. Howeveg, documentation of well-defined
roles and responsibilities could be a form of leggting behaviour, with these
charitable organisations seeking to present themseto the outside world as

modern and up-to-date (Meyer and Rowan, 1977).

Additional open questions were asked in order tth&r understand these results,
these are discussed below. These relate to whese tloles were outlined and also

what is done by the charity to ensure that thedoambers understand their role.

6.1.2 Communication of Roles and Responsibilitigsite Board

In addition to asking respondents to consider hoell wlefined the roles and
responsibilities of the Board were in their orgatien, they were also asked where
these roles and responsibilities were outlinedyrder to provide further clarification
to the previous question regarding the definitidntheir role. The table below

outlines these results:
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Table 6.2 Location of Roles and Responsibilities

Education Housing Health Total
Governance |26 60% 19 68% 14 42% 53 51%
Documents
Other Internal 5 12% 8 29% 10 30% 23 22%
Policies/
Documents
Governance |6 14% 3 11% 9 27% 18 17%
Handbook
Induction 4 9% - - 7 21% 11 11%
Training 2 5% - - 1 3% 3 3%
External 11 26% 3 11% | 4 12% 18 17%
Guidance
No Response 1 2% 1 4% - - 2 2%
Total 43 28 33 104

All organisations were able to report where theegsohnd responsibilities of their
Boards were outlined, and 59% of these organisati@mve more than one example.
There were six broad categories where these rolgsesponsibilities were outlined,
namely; governance documents, other internal p@licdbcuments, governance

handbook, induction, training, and external guiganc

Communication of Roles: Education

In terms of Educational organisations, 60% notexd the roles and responsibilities
of the board were outlined in governance documetitese included; in the
constitution and standing orders, articles of goaace, scheme of delegation,
memorandum and articles of association. Just ogeager highlighted they referred
to external guidance for roles and responsibilinéshe board, for example; the
association of governing bodies of independent @lshguide for governors, the
schedule to the 1992 further and higher Educatainthe ASC guide for college
members, and Scottish Funding Council guidelinethe© policies and internal
documents were also noted as places where roleseapdnsibilities were outlined,
for example; board and committee remits and boamlighents, 12% of educational

organisations reported that this was where dutiesrasponsibilities were outlined.
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Other examples given included; in a governancefdagmbers handbook (14%),

or outlined in induction packs (9%) and trainingsens (5%).

Communication of Roles: Housing Associations

Housing Associations had the highest proportiororgfanisations that outlined the
board duties and responsibilities in governanceun@mnts (68%), these included;
association rules, standing orders, scheme of debteg authority, code of

governance. About 29% of housing associations atferenced other internal
policies and documents such as; internal managepadioy, operations manual, and
also in job descriptions for board members. Hougisgociations did not note that
induction and training were where roles and resipdiies were outlined, however
11% did highlight the use of governance manualdha. External guidance (11%)
was also used as a reference to duties and rebpihies, including; Scottish

Federation of Housing Associations codes of condndtcode of governance.

Communication of Roles: Health, Social & Communityare

In terms of health, social and community care, mswterably smaller proportion of
organisations referred to governance documents gdaee where duties and
responsibilities were outlined; however, 42% ofsth@rganisations noted that they
were outlined in such documents, including, goveceacode, standing orders and
memorandum and articles of association. Regardiimgrointernal policies and
documents, 30% noted that this was where rolesresubnsibilities were outlined,
including, job descriptions, board papers and agendhese organisations used
governance handbooks and inductions considerabtg that the other sectors; 29%
of organisations outlined duties and responsiegitin a governance manual, and
21% outlined them in the induction process, 3% ddteey were outlined during
training. In terms of external guidance, 12% uded, texamples include; OSCR
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guidance for charity trustees, Institute of Direst®tandards for Directors, and

Charity Commission guidelines.

Communication of Roles: Conclusion

It is apparent from the results that almost allamigations were able to provide
information about the documentation of the boaadsesr and responsibilities. Many
organisations noted that they were located in rtitae one place — this may go some
way to providing support for the findings from thgrevious question which
suggested that duties and responsibilities weré dedined. However, it is apparent
that there is no one standard location for thels o be set out. One concern is that
documents that are listed may not necessarily loeirdents which board members

would regularly refer to, if at all, particularlgfimal governance documents.

The majority of charities seem to refer to intergaidance, with relatively few
organisations making a reference externally. Atit@es reported that the main place
that roles were outlined was in formal governaneeudhents, these however, are not
necessarily documents that board members regulefér to. Meyer and Rowan
(1977) suggest that organisations adopt formalctiras and blueprints for
legitimation. In this case the roles outlined irdé formal governance documents
may function as myths and have only a ceremonilaleyanerely serving to present
an image of the organisation in line with that estpd in relation to coercive
regulatory and legislative requirements. The adopbtf formal documentation by

charities for legitimacy purposes is found by Pa(R€07).

Differences were found between charities, this éshpps surprising due to the
common environment shared by these organisatithmesy-are all regulated by OSCR
— it may have been expected that such coercivesymmes would result in a similar
policy for the documentation of roles and respafhsés or reference to specific
documents. This may be reflected in the specifttineaof the organisations in this

sector. Typically, similar organisations refer tasidpnce produced by related bodies
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— for example, Further Education Colleges reporeddrring to guidance from the
Association of Scotlands Colleges and the Scoffishding Council, and Housing
Associations referred to the Scottish Federatiotofising Associations codes of
conduct and code of governance. The organisatiomgpgd into health and social
care referred to the general OSCR guidance, thysrafect the diverse nature of the
organisations within this group. Cornforth and Bddg (1999) suggest that the role
of charity boards varies widely, and can be du& toumber of factors including

sectoral traditions and norms.

6.1.3 Ensuring Board Members are Aware of Roles @Responsibilities

Organisations were also asked to give details alnait is done to ensure Board

members are made aware of their roles and resplitiesb The results are
highlighted in the table below:

Table 6.3 What is Done to Make Board Members Awaref their Roles and

Responsibilities in Charities

Education Housing Health Total
Training 14 33% | 15 54% | 10 30% 39 38%
Briefings 11 26% | 2 7% 9 27%| 22 219
Induction 31 2% 22 79% 15 45% 68 66%
Documentation| 13 30%| 7 25% 4 12% 24 23%
Handbook 6 14% 2 7% 5 15% 13 13%
Away Day 2 5% - - 1 3% 3 3%
Self 3 7% 1 4% 2 6% 6 6%
Evaluation/
Appraisal
None 1 2% - - - - 1 1%
Total 43 28 33 103
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Awareness of Roles: Education

The majority of Educational organisations had aduation process for new
members (72%), some organisations noted thatriti@ved individual sessions with
the Chair and the Board Secretary. On-going trgimias also highlighted by 33% of
organisations as a way to increase awareness difotels roles, this included both
internal sessions and also external sessions,dinguthose run by the Scottish
Council for Independent Schools. Board members wae® given briefings/

reminders on their duties, for example by the Chafore a Board meeting, 26% of
organisations reported this activity. Roles angoesibilities were also laid out in
various documents which were issued to board menlder example, various

governance documents such as memorandum and awdicéessociation, in addition,
Governance handbooks were used by 14% of educhtiog@nisations. Other ways
in which board members were informed included aayaways, and through self
evaluations and appraisals. Only one organisatiotedh that there are no
mechanisms in place to make sure board memberaveaee of their duties and

responsibilities.

Awareness of Roles: Housing Associations

Housing Associations reported the biggest use o lmduction and training for
board members, with 79% using induction for boasinbers and 54% having some
kind of on-going training in place to make sure fdomembers are aware of their
duties and responsibilities, for example, one ogdion noted that they held
committee development sessions 8 times per yeath@annoted how they provided
board members with opportunities to attend confegsnand seminars to increase
their knowledge and understanding on specific issugopics and another noted that
their initial training programme for new membersswaovided through the Scottish
Federation of Housing Associations. Additional pices included briefings (7%), a

Governance handbook (7%), and self evaluation ppdagsal (4%).
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Awareness of Roles: Health, Social & Community Care

Health, Social and Community Care organisationsamnae least use of induction
sessions as a way to make sure board members wene &f their roles and
responsibilities, with only 45% reporting use oistprocess, compared to 71% and
79% for education and housing respectively. Thegarosations also made use of
training, with 30% having some form of trainingr f&xample one organisation noted
that they held two training evenings per year \iittther sessions organised as they
are required, another highlighted that annual ingirsessions were held for all
trustees. Briefings were also given to members 786 2f organisations; 15% of
organisations issued members with a handbook af@ uszd other documentation,
for example one organisation noted that they gnesrttrustees a subscription to a
Governance magazine which is aimed at the chasttos which covers issues
surrounding good governance practice. Others nibtadduties were highlighted at

away days and through self evaluation and appgaisal

Awareness of Roles: Conclusion

Overall, in terms of the ways in which organisasionade sure that board members
were aware of their duties and responsibilitiespesdorm of induction was the most
popular way of doing this (65%), this was followled training for Board members
(38%). Other ways of informing board members inelidbriefings (21%), outlining
duties in documents which were distributed to boarembers (23%) and issuing
members with a handbook (13%). In addition to temne organisations used the
board awayday as a way of informing the board,sorde highlighted that they were
reminded through self-evaluation and appraisal.yQmle organisation noted that
they did not yet have anything in place.

In terms of making sure that board members areawftheir responsibilities, there

appears to be a significant reliance on the uskeoinduction to communicate these,

however there appears to be considerably less oggoiethods which would
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reiterate/ reinforce these roles. For example 38%rganisations have some sort of
training on roles however we cannot be sure whethisris on-going or just an
isolated event. In addition, only 13% of organisas refer to a handbook where

these roles are outlined.

The importance of board development, particularty-going development, is
highlighted in the literature, and is particulartated to increased effectiveness of
the board (see Brown, 2007; Holland & Jackson, 1998

6.2 The Distinction Between Strategy and Operations

In chapter two, tensions were found to exist inaoigations where there was a
tendency for the board to spend too much time oerainal activities at the
expense of strategy (see Leatherwood and O’Ned&6(1Lornforth and Edwards
(1999); Green et al, (2001); Widmer (1993)). Howevtes widely acknowledged in
both governance guidance and the academic literghat the role of the board
should be predominantly strategic. In order to stngate this issue in Scottish
charities, respondents were also asked to indileatemuch time the board spent on
strategic rather than operational activities arsh & give examples of strategic and
operational tasks carried out by the board. Thiti@e presents the findings from

these questions.

6.2.1 Assessing the proportion of Board time spentstrategy and operations

Respondents were asked to estimate the proportitime which the Board spent on

Strategic rather than Operational activities. A-stpiare test was conducted to

consider charity sector and the proportion of tepent on strategic and operational

activities, the proportion of time is outlined tmettable below:
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Table 6.4 Percentage time spent on strategic rathéinan operational activities

Charitable Purpose

0-49% 50-100%
Education 9.8% 90.2%
Housing 23.1% 76.9%
Health & Social Care | 16.1% 83.9%
Total Population 15.3% 84.7%

The results from the Pearson Chi Square shows tthede findings are not
significant, meaning there is no significant diéiece in the proportion of board time
spent on strategy between the three sectors. Tdrerdnowever, some interesting
points to note. Housing Associations report thehégy number of organisations
spending below 50% of the boards time on strateB$.100). In Housing
Associations, the high proportion of tenant membens Boards is seen as a
contributing factor in the Boards involvement iniaties that are operational, due to
the difficulties they have in adapting to the stga¢ nature of the role. It has been
reported that tenant members view their role asgothiat of a representative, tending
to focus on operational housing issues, at the resgef strategic issues impacting
on the entire organisation (Audit Commission, 2004)is is a potentially significant
issue in Scottish Housing Associations, where atodf% of volunteer Board
members in the sector are tenants (Scottish Housegmilator, 2009).

Education has the highest number of organisatibas $pend more than half the
boards time on strategy compared to operation2¢8)).followed by health (83.9%).
It is suggested in the literature that boards veowsiderably in terms of their
strategic role (Steane & Christie, 2001; Cornfd&tliedwards, 1999). There is some

evidence of this from these findings.
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6.2.2 Types of Strategic and Operational Activitidadertaken by the Board

In order to gain a deeper understanding of howrosgéions classify strategic and
operational activities, and to get an insight ithe types of activities the board
undertakes, organisations were presented with @n gpestion and asked to give

examples of both strategic and operational taskemiaken by the board.

Strategy v Operations: Education

In terms of education, there were differing views the boards involvement in
strategy. Some organisations that noted that tteedBshould not become involved in

operational matters, however, others highlightéehaion which existed here.

The nature of these tensions can be seen in thewfoy example, where an

organisation had a working group on governance whiad undertaken a mapping
exercise to work out what key policies were higkelgi.e. Board related) and what
were management. Differing views were found to texdsring this exercise,

particularly in relation to whether the board sdetiled operational plans, or should
just be told that they have to be done. This oggion felt that this issue of the
division of strategy and operations was one of liggest issues in terms of
governance, and noted that there should be traiocmgses on the difference
between governance and management. Also highlightad that some board
members are unsure of how involved they shoulditbearticular the issue was
raised surrounding business people, there is atiqnebere as to whether they
understand the issues — they may feel they dordiwkanough to take part. This
specific issue of business people on the Boardmsidered in greater detail in the

next chapter.
The examples of strategic activities carried out thg Boards of educational

organisations fitted mostly into three areas, ngmsesk, strategic planning and

monitoring, and finance. There were however, alsaraber of activities which were
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outside of these areas. Examples given in termskfincluded risk management

and strategic risk assessment. Examples given rwite strategic planning and

monitoring heading included approval of strated@&np, including annual and 3-5

year plans and setting the strategic directionttierorganisation. There were also a
number of examples regarding estates and buildingh as setting/ approving the
estates strategy. Some were very specific aboundbere of these activities; one

organisation noted that

in terms of strategic tasks there is the estatestegy, we are currently
in a major estates development phase. Most ofdhedls tasks should be
strategic, i.e. not designing the building, but eppng strategies e.g.
HR/ finance should be key.

Another area of strategic activity was that of fin@, for example approving the
annual financial statements for the year end, appgobudget and monitoring it

against targets and also setting key performandiedtors for the organisation and
its faculties. Other examples of strategic actgtivithin educational organisations
include setting and approving HR strategies anduramg compliance with the

statutes, ordinances and provisions regulatingGbkege, for example health and
safety. Notably, only two organisations referregti@tegic activities in terms of the
future of the organisation, these were both inddpet schools who noted the

importance of the future in terms of the shapedirettion of the school.

Operational activities were more varied than thaneples given for strategy. A
number of organisations put examples of financaivdies under the operational
heading, for example setting and approving annudgbts and monitoring financial
performance against budget, review of managemerduats and the approval of
financial statements. These activities were ligbgdother organisations above as
strategic, which points to a lack of clarity withihnese organisations regarding the

distinction between strategy and operations.
Risk management was another issue listed as opeshtby one organisation but

strategic by others. Other examples of operati@udivities carried out by these

educational organisations included: staff issuashsa issues surrounding salaries
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and the board acting as a final appeals panel thdf disciplinary and grievance
hearings; top level negotiations with the Fundingu@cil and other Educational
Institutions with regard to funding, estates depaient and partnership with
stakeholders; management of senior management teactcasional prioritising of
operational issue such as development of StudembnUpremises; overview of
departmental operational plans; review of intemalit reports in relation to internal
control; and approval of senior management appa@ntsl One organisation gave a
specific example of the divisions between stratagygl operations, by highlighting
their new estates strategy which resulted in tlgiiagion of a new £20m building.
They note that although this was mainly strategienfthe boards perspective, being
a small institution, some key Governors were inedlwith detailed operational

aspects such as putting the finance package ie.plac

Strategy v Operations: Housing Associations

As with educational organisations, there were diffiees in the interpretation of
strategy and operations and the types of stra@gicoperational tasks carried out.
The difference can be seen by the following, whé#el noted that:

As a HA operational matters have to be broughh&Board

however, HA 2 noted that:

No real operational tasks carried out — receivirggular reports on a
variety of performance issues, new policy areasyuah policy reviews,
financial reporting etc. comprise most of business.

In terms of strategic activities undertaken by Bward, the majority of housing
associations referred to approval and review oinass plans, from annual to 30
year plans, others also highlighted the approvdlramiew of policies and strategies
and also the annual Board away day where strateggviewed and developed. Only

four organisations referred to finance, three hgitiing the approval of the budget,
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and one referring to financial planning; anotharrfbighlighted risk management as
a strategic activity in which the Board underto@kher areas of strategy in which
the Board undertook included, rent reviews, perssiomaining/ attendance at
conferences, asset management and selecting teldment funding proposal from

a tender exercise.

The majority of operational activities referreday housing associations were related
to the measurement and management of performaneepées given included;
reviewing reports on performance indicators andgperance management. In terms
of finance, as with education, the housing assiociatalso had approval of budgets
in the operational category as well as the strategtegory. Another area which
appeared as examples of both strategic and opeahtaztivities was the approval
and review of policies. Other examples of operatidasks included; consideration
of appeals in respect of formal complaints, apprgvievictions, interview/
recruitment of senior staff and agreeing a jole fitlr a post.

Strategy v Operations: Health, Social & Communitya(@

Similar activities were also detailed by Health &dcial Care organisations. In
terms of strategy, the majority of organisatiosseld activities such as: approval and
formulation of strategic plan and business plannkgy example, one organisation
noted that the:

‘full organisational strategic plan is updated arally, one of the steps
is to present it to Trustees for input and therlfiapproval. Key areas
are also discussed with Trustees when being redeag. fundraising
approaches, business growth’.

Finance examples were given including approvahefannual budget and review of
management accounts. Risk management was also astadstrategic activity, for

example one organisation highlighted the reviewislf management register.
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As with the other two sectors, there was a crogsovéerms of certain activities;
where some listed them as strategic, and othevperational. For example, approval
of the annual budget was also listed as an opesdtiactivity. Other operational
activities included: finance; HR issues, such a&shibard acting as an appeal court in
staff disciplinary matters; and health and safesues. Other examples included the
size of food budgets, minor staffing issues anaudisions on cleaning facilities.
There were however, some organisations that ndoigtdthe Board do not carry out
operational activities, for example, one noted hbe ‘board members do not carry
out operational duties. They provide strategic diom for the management team

who have operational responsibility’.

Strategy v Operations: Conclusion

In terms of the results for the type of activityetBoard undertakes, organisations
reported that the work of the Board was predomigasitategic, with an average of
60-69% of Board time for the sector as a whole, famchousing and health being
spent on strategy, and 70-79% for education. Oteonis the range of the results,
with 15% of organisations reporting that less tB@#o of the boards time is spent on
strategic matters. Numerous studies report sitnatiovhere the board becomes
involved with operations at the expense of stratégatherwood and O’Neal (1996)
reported that boards were more responsible forniethan for strategy or control,
Steane and Christie (2001) and Taylor et al (1986nd that boards engage in
operational matters of charities. Cornforth and Bdls (1999) found a significant
variation in the boards role in strategy betweeaganisations, in particular they noted

it was dependent on size and sectoral norms,dl@pparent here.

In order to clarify charities interpretation of &gy and operations, and to gain
awareness of the types of activities the Board riakies, respondents were asked to
give examples of such activities undertaken by Board. The results from this
qguestion were very diverse, with some organisatexicitly highlighting that the

Board should not be involved in operations, withess listing low level tasks in
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which the Board is involved. In terms of strateggativities, all three sectors reported
widely the Boards involvement in ‘strategic plargiinthis however seems vague,
and lacks detail. In addition, there was a lackmf mention of long-term visions for
the organisation and ensuring the future safegngrdi the organisation. There was
also a lack of consensus surrounding a number skistas to whether they were
strategic or operational. For example; approvahefannual budget, approval of the
annual financial statements, and risk managemesre Wsted by some organisations
as strategic, and some as operational. It is wideported in the literature on
governance and also in governance guidance, tkatethre roles which the Board
should undertake. Therefore, there is possibly asstication issue with some

activities.

Other activities which appeared in both strategid aperational categories were HR
issues and health and safety issues; these are wgague descriptions and the
specific nature of these tasks may be a mattemdgfgment as to whether the Board
should be involved or not. For example; in termsH®t issues, one example was
approval of senior management appointments, this Vigted as operational,

however, it is an activity which is appropriate tbe Board to undertake and could
have a strategic impact. Another issue was conegrtasks which were listed as
operational activities the Board undertook, howethery seemed to be lower level
activities which could have been dealt with by ngemaent rather than taking up
Board time. For example, activities such as aggeainob title for a post, cheque
approval, minor staffing issues and discussiongleaning facilities could be dealt

with away from the Board.

The findings here surrounding the lack of clarity sirategic and operational issues
may have implications in terms of the results fog previous question concerning
the amount of time spent on strategic rather thaeragional activities. In addition,
the results here also help interpret the questsomunding the role of the Board.
The earlier section reported that the duties aspaesibilities of the Board were
well defined, however, the findings here would paawards either an issue with the

definition of duties and responsibilities or anst&nce of a gap between the duties of
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the board and what the Board actually does. Thorssistent with the findings of
Inglis et al (1999) who found a gap between rol@armance and role fulfilment.
Also Widmer (1993) who highlights differences inetlvay that board members
perceive or carry out their roles. This would asgpport the idea that formal
structures such as documents outlining the rolh@fooard are decoupled from the

actual activities the board carries out (Meyer Roavan, 1977; Parker, 2007)

The next section will now look at the effectivene$governance in these charitable

organisations.

6.3 The Effectiveness of Governance in Charities

This section considers the effectiveness of gover@ain charities, by asking
respondents to rate the effectiveness of governandbkeir charities, and also to

consider what could be done to improve governamdedir organisation.

6.3.1 How Effective Governance is in Charities

Respondents were also asked to rate the effeciseoktheir charity, on a scale,

which was as follows:

o very effective (4)
o effective (3)

o ineffective (2)

o very ineffective (1)

o don’t know (0)

A one-way between groups ANOVA was carried out, résults are shown in the

table below:
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Table 6.5 Effectiveness of Governance in Chatrities.

Charitable Purpose
Mean Standard Deviation
Education 3.57 .501
Housing 3.56 .506
Health & Social Care | 3.23 762
Total Population 3.46 .610

A one-way between-groups analysis of variance waslucted to explore the impact
of sector on charities perception of how effectigzernance is in their organisation.
The total mean value was 3.46, which means thaitedsafeel that governance is
between effective and very effective in their origation. No statistically significant

difference was found between the groups.

6.3.2 Improving Effectiveness of Charity Governance

These organisations were also asked whether agyttonld be done to improve

governance in their charity. These results araramdlibelow.

Improving Governance Effectiveness: Education

Of the Educational organisations only three noked there was nothing that needed
to be done to improve governance. One organiséibrihat governance would be

improved if the burden on charities was reduceexigrnal bodies:

The greatest challenge is to keep governors infdrmeithout
overwhelming them with detail. The scale of regatabf Schools, child
care and charity finance makes informal decision kimg very
demanding. The consequences for trustees of makimgus mistakes is
demoralising and puts off people from becomingtées. Less regulation
would help.
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A number of other organisations highlighted thaéréh was always room for

improvement, however this was dependent on a rahfgetors, such as the time and
expertise of trustees and regulation. About oneltlof these education charities
highlighted specific areas where governance coealdrproved in their organisation,

these tended to be internally focused as opposetependent on external factors
such as regulation. These improvements were vamigthture, examples included:
outside audit of governance by a third party; fdrinasiness planning and risk
mapping; better budgetary control; more regulaf-eehluation; benchmarking;

another highlighted the earlier issue of tryingtarify management and governance.
Four organisations highlighted the need for inedasaining for board members,
and another noted that they were currently goimguiph an exercise to improve and
update governance particulars for recruiting baaebers. In addition, one third
noted that they were either currently or planningihdertake a governance review.
Those that had undertaken such a review noted theye acting on

recommendations, however not all noted what thesemmendations were. Of
those that did, one noted recent improvements heldded the appointment of an
independent clerk to the board, raising the pradildooard members such as their
attendance at events and increased openness aggarancy such as information on

the intranet and web.

Improving Governance Effectiveness: Housing

With regards to housing associations, just over 28@dhat no improvements were
needed to the governance of their organisation.ethndicated improvements
which could be enacted by regulatory bodies thrdegk regulation. The majority of
Housing Associations did list some kind of improwehwhich could be made to
their organisation, these tended to fall into tvabegories; training and the structure
and composition of the Board. In terms of trainiegamples included induction
training and training on roles and responsibilitestrustees. With regards to the

structure, one organisation noted that:
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we are considering revising our sub-committee stmecto give more of
a business focus on the day-to-day managementtoaoi@arly set time
aside for strategic issues, probably through a datid Strategy sub-
committee.

A number of Housing Associations also expresseadems over the composition of
their Board and highlighted the problems they fagerecruiting new Board

members, for example, one organisation noted that:

Attracting voluntary Board members is becoming éagingly difficult

and if we could find a way of making meetings srashd papers more
succinct this might help. It would also help if ®of the requirements
imposed on us by our main regulator — Communitiesti&d — were

lessened. We spend quite a lot of Board time emgwompliance.

Other organisations expressed concerns over thgastion of their Board, for

example HA 1 noted:

There is an issue with the make-up of the goverbiody in terms of
equality. We have the wrong gender balance andethaic minorities
are poorly represented. There are also not enoeghrtts.

And HA 2 noted:

In common with many other organisations there colbd improved
governance. As an example we do not have a Boamberewith a legal
or property development experience which woulddenhanced levels
of skills to the decision making forum of the Assam.

Other Associations noted that self-appraisal atermal audits helped to ensure good
governance, for example, one noted that ‘a recat¢rnal audit report on
Governance suggested a formal letter of appointriserBoard members, which we

will implement’.
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Improving Governance Effectiveness: Health, SockalCommunity Care

Finally, improvements to governance in health andiad care organisations are
considered. The proportion of these organisatiohgchwexplicitly stated that no
improvements were needed was about 12%, for exaropk responded ‘no, since
our Trustees discharge their responsibilities amied conscientiously’. In contrast,
another set of organisations felt that there wagayd room for improvement,
however this could depend on factors such as the i which individual Trustees

can dedicate to the charity and external factock si$ regulation.

In terms of specific improvements, there were a loemsurrounding the division
between strategy and operations. For example, ayanisation noted how ‘council
members could be better informed and a small minoeiminded from time to time
that they are not responsible for operational decss, another noted how
governance could be improved by ‘improving the migbns on the strategic role of
the Board’ and similarly, ‘directors have limiteche, especially if not retired, so we
cannot overdo meetings, training, visits to sewwie¢éc. But also important not to

impede direct management and decision making wégneed parameters’.

In common with the other two sectors, improvednireg for board members was
recognised as a way of improving governance amul @snges to the composition
and structure of the board and committees. For plgrmone organisation noted how
governance could be improved with ‘easier accesssuiably qualified and
experienced Trustees — difficult to find/ attraght people who can commit required
time to organisation’, another highlighted thatcadnge in the board make-up to
allow more business members and less council infleemay help’, others would
like to see a reduction in Board size. In termghaf committees, one organisation
noted how ‘beefing up the Audit Committee this suennwith high powered
company finance directors/ managers will focus wrarfcial risk factors’. Other
organisations highlighted recent governance reviewdentify issues, although they
failed to give detail as to what they were.
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Improving Governance Effectiveness: Conclusion

The majority of organisations in all sectors repdrthat some improvements could
be made to governance in their organisations. Alghoa small number referred to
the impact of external factors such as regulatibbe tmajority of desired

improvements were internal, categorised broadlyo ifioard structure and

composition; and training.

These findings can be related to a previous questioich reported that roles and
responsibilities were well defined and outlined aiso activities such as training
were undertaken to ensure that Board members wareaf what was expected of
them. However, in light of the confusion over the&vigion of strategic and

operational activities expressed in these sectods the large proportion of time
spent on operational tasks, this would point ts than effective governance.

In addition, the majority of organisations did gieeamples of some ways in which
governance could be improved in their organisateome examples were quite
significant; such as issues surrounding the stracamd composition of the Board.
Previous studies, such as Cornforth (2001) sugyest board effectiveness is
dependent on factors such as whether board menhaees the time, skills and
experience to do the job, clear roles and respoiigi, some of which were found
not to exist in these organisations. For exampleas already been noted there may
be an issue surrounding the clarity of roles asgaasibilities and in addition, some

organisations highlighted the difficulties they bam recruiting board members.

A number of factors highlighted in the literatuieimpacting on the effectiveness of
nonprofit boards were not investigated in the synbeit will however be discussed
in the second part of the survey, which considaes composition of the board,
identified by Provan (1980) and Callen et al (2088)having an impact on board
effectiveness. In addition, the case study will ssdar the impact of board staff
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relations (Herman and Tulipana, 1985), and boargldpment practices (Holland

and Jackson, 1998; and Brown, 2007).

6.4 Control and Regulation in Charities

Another significant issue which was identified imetintroduction as particularly

pertinent to the Scottish context was that of el and regulation of charities.

6.4.1. Charity Views Concerning the Nature of Regtibn

These organisations were asked to rate the natuegulation using a scale:

o very excessive (4)

O

excessive (3)

not very excessive (2)

0o O

not excessive (1)
don’t know (0)

O

A one-way between groups ANOVA was conducted, amdirfgs are shown in the

table below:

Table 6.6 Control/ Regulation of Charities

Charitable Purpose
Mean Standard Deviation
Education 1.76 1.165
Housing 2.19 .895
Health & Social Care | 1.37 .809
Total Population 1.76 1.036

A one-way between-groups analysis of variance waslucted to explore the impact

of charitable purpose on charities views on regutatThe population was divided
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into three groups according to sector. There watstically significant difference

at the p<.05 level for the three groups (p=.011)e T™ain difference was between
housing, and health, the mean for housing was &&8ning that housing charities
viewed regulation as being between not very exeessnd excessive, this was the
highest mean for all three sectors, suggesting tmatsing charities felt that

regulation of charities is more excessive thandtieer two sectors. The mean for
health was 1.37, indicating that these organisatieit that regulation was between

not excessive and not very excessive.

6.4.2 Charities Justification for Views on Nature &egulation

In order to gain an understanding as to why orgdioiss had a certain view of
control/ regulation, they were also asked to explahy they had given the rating
that they did.

Views on Regulation: Education

Of the charities with an educational purpose, thezee 5% which viewed regulation
as very excessive. The reasons given here wetéyfiteat there were too many
audits from Government Departments such as OSCK, $kdit Scotland and

HMIE. Secondly, was the issue of recent regulationexample:

...the detail has been badly thought through and Wlxeeaucratic
process and blind obedience to rules set out irhlizigorescriptive
legislation means that genuine organisations havénareased burden —
with of course no guarantee that loss of charitadti#us would prevent
the financial abuses within private trusts. In atlweords the baby has
been thrown out of the bath water.

One quarter of respondents from the education sdelo that regulation was
excessive in nature, mainly due to the requiremémy were expected to meet.

Examples include: ‘requires duplicate efforts irc@amting, reporting, often extra
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hurdle for no gain’; another noted ‘generally threvdl of bureaucracy that the
College has to engage with creates a significarddsuon cost which means funding
Is not always directed to front line services’,athfelt that not all was necessary, for
example the best practice guidance by OSCR ispmiariate to Colleges, another

felt that many external regulatory bodies often bauflicting requirements.

In contrast to these views, over half of these wiggions actually felt that control/
regulation was either not very excessive or notessive.Of those who rated
regulation as not very excessive, many felt thajuirements were not overly
burdensome, for example, one noted that the ‘ebariegulator requires an annual
return which can easily be completed form Collegaual accounts’ and another
noted that ‘we are reporting on most of the issaed providing data anyway’.

Another organisation highlighted the importanceegjulation:

while it is another layer of bureaucracy and legigdbn for Colleges to
comply with, and in some respects this differeasid@olleges from some
of the other charities operating, it is importattat there is a proper
regulatory authority and regime in place.

Reasons given by educational charities as to wimgrald regulation of charities is
not excessive were mainly due to the acknowledgémietine importance of this in
order to ensure proper conduct of charities, f@nexle one organisation stated that
increased regulation of Scottish charities was loveydue, another also noted:

| think that charities play a key contribution tocgety in Scotland (and elsewhere in
the UK) and it is crucial that they are properlydl@and managed and that their
conduct is beyond reproach. For that reason, regofais essential and a help to
proper management.

Of those organisations who answered that they wesere as to whether regulation

was excessive or not, some felt that it may bestoty to tell in terms of OSCR.
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Views on Regulation: Housing Associations

Earlier results show that the highest sector meas Wr housing associations,
indicating that these organisations felt that ragjah was the most excessive. One

organisation felt that it was very excessive, nptimat:

As well as OSCR, Registered Social Landlords amgersised very
closely by Communities Scotland in their role agutator. We also
provide information to the Inland Revenue, the HRimial Services
Authority. Many Housing Associations are also sued by the Care
Commission (among others).

The proportion of those who rated regulation asegive was 37%. The main reason
for this was indicated as the number of bodiesglmganisations are regulated by.
For example, one noted that issue of ‘too many leégts many of whom have
conflicting views. OSCR, Communities Scotland, FSAVIRC'. This view was

echoed by other organisations.

Just over 55% of associations felt that that céhteggulation was either not very
excessive or not excessive. Of these 41% feltithvads not very excessive, reasons
included the fact that associations were dealinth yublic money and personal
donations and therefore needed to be accountalmee slso noted that regulation
was not onerous. Others stated that it was notsekae for example, one noted ‘I
believe that the level of regulation by OSCR ispgamdionate and generally does not

overlap/ conflict with the role of Communities Seoid’.

Views on Regulation: Health, Social and Communityafe

Health and Social care organisations had the lowesin score in terms of their

views on regulations, indicating that they feekiless excessive than the other two

sectors. None of these organisations reportedithafs very excessive, and only

10% rated it excessive.
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Almost three quarters of these organisations Felt tontrol/ regulation was either
not very excessive or not excessive. The reasorengvere similar for both, and
centred around the need for regulation to ensuagites remained accountable for

their actions, for example:

controls and regulation are necessary to maintaiiblc confidence and
compliance with them is not particularly onerous;

As we utilise public funds we need to be accouatétsl how we use
them and be seen to operate within our rules anelabd

the charities sector has historically been undegulated and it is
important to give the public confidence in the leskregulation and
management;

Given some of the cases of abuse of funds thatdrésen over the past
few years additional measures were required. Aargelr organisation
we have been able to cope with these measures balggo smaller
organisations may struggle with some of the requerts and the cost
involved.

The next section considers specifically the impasficOSCR on the governance of

Scottish charities.

6.4.3 The Impact of OSCR on Charity Governance

This section specifically considers the impact &R on charity governance.

Impact of OSCR: Education

Respondents were also specifically asked the imipaathich the advent of OSCR
has had on the way in which their charity was gogdr One of the biggest issues
has been in the Further Education sector, wheter afreview of John Wheatley
College, OSCR concluded that Colleges did not gassharity test, and a question
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mark was cast over the future of their charitaldgus; although there are now steps
being taken to resolve this issue. However, a nurabEE Colleges highlighted this
issue, one organisation commented on OSCR:

The impact is serious on the FE sector across thard® Following a

decision involving Wheatley College — a genuinelégel operating for
the public good and whose financial dealings wenpeaccable — it was
decided that the College did not meet the statutwiteria. The VAT

implications were profound as loss of charitablatss casts the financial
viability of the College... The wheatley decisiorams that all FE

Colleges in Scotland now stand to lose their Clat# Status ...The
issue remains unresolved but loss of VAT exemptauld be

catastrophic for organisations whose public fundiveyely keeps pace
with inflation

Other consequences of OSCR included increased neitfldies being placed on
Boards, which can be duplicatory, increased tinggiired to ensure compliance and
more ‘form filling’. One University felt that OSCRIoesn’'t map well into the
University setting, one issue here is duplicatwhere these institutions may have to
produce annual reports for both the Funding Couaicd OSCR. Other examples
include additional reporting and making sure thHa brganisation will pass the
‘charity test’, another highlighted increased buacy, however, noted that this
was acceptable provided that public confidencewastained. Another noted that:

It has led board members to review their obligasi@s Charity Trustees
and it has led me as Chief Executive to reviewntfaaner in which |

present material and matters for decision to th&me Scottish Council
for Independent Schools has provided excellent@p understanding

the new legislation.

Another organisation which highlighted the positingact of OSCR, noted:

OSCR has had a good impact as all the membersedBtlard are now
aware that we are a charity and also about Govensaissues. So impact
has been positive overall.

Almost 28% of respondents felt that OSCR had littteno impact on the way in
which their charity was governed.
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Impact of OSCR: Housing Associations

In terms of Housing Associations, 58% of these wiggions felt that OSCR had
had little or no impact on the way in which therganisation was governed, some
attributed this to the limited amount of contacéytbhad had with OSCR so far,
others highlighted the agreement OSCR has in phatde Communities Scotland
which meant they would be more light touch. Otheosed they were required to
make additional returns and additional duties heehlplaced on trustees such as the
need to ensure the organisations activities doinfahge on its charitable status.
Also noted was the requirement in some cases topseeparate undertakings for
non-charitable activity such as shared equity hmushnother association noted how
they had felt the impact more severely through aoting measures, noting ‘more

stringent rules on accounts — we had trouble viidsée’.

Impact of OSCR: Health, Social and Community Care

In terms of health and social care organisatiousr balf felt that OSCR had little or

no impact. The main reason for this appears tougetd these organisations feeling
that they already had strong governance systepiaoe before the advent of OSCR,
therefore little has needed to be changed, for el@mone noted ‘minimal impact as
governance was already strong before OSCR wasutesti. Just below half of these

organisations noted the positive impact in whichtOBShad had, for example ‘it has
emphasised the need for clear transparent and trgmv&rnance arrangements’,

another stated:

whilst we remain focused on our charitable objeetivOSCR provides a
useful framework to check our focus is in the riglaice, to measure the
public benefit impact we have an to make sure gwrere is more than

adequate and effective. The main impact has therdfeen to highlight

the importance of good governance and to make isur@ntinues to be

strong.
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Only two of these organisations seemed to havegative attitude towards OSCR,
one noted ‘we waste time doing OSCRs return as agethur accounts’ and another
noted that it had ‘doubled the reporting to requiabodies’.

Control and Regulation in Charities: Conclusion

With regards to control and regulation of charitiescontrast to the expected results,
charities actually felt that this was between natessive and not very excessive. The
main reasons given for this were that they feltas not particularly burdensome and
was important to ensure proper conduct of charifigisthose that felt that it was
excessive in nature, they noted the existence dfipteuregulators and increasing
requirements, such as those relating to accouniihg. range of answers for this

guestion ranged from not excessive to very excessiv

Organisations were also asked specifically to contnmn the impact in which

OSCR had on governance in their organisation. Tgact of OSCR seemed to be
felt mostly in the education sector, this was mawith FE Colleges, who expressed
concerns over the possibility of losing their chasle status, and also duplications in
reporting. Many reported little or no impact, 28% educational organisations

reported that OSCR had little or no impact, in dtiger sectors this was significantly
higher, with 58% of housing associations and o6 ®f healthcare organisations

reporting similar views.

6.5 Conclusion: Governance Survey Results

On the surface the results appear to show the eexist of strong governance
frameworks; with organisations reporting that th&ties and responsibilities are
clearly defined, the board concerns itself withdominantly strategic issues and
governance is effective in their organisations. ldeer, looking beyond this, it is

apparent that this may not be the case that tigjunite as simple as this.
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Respondents indicated that roles and responsgsilivere well defined, this is in
contrast to the literature. Explanations for thigynibe that charities document their
roles in order to present themselves as legitimate the outside world.
Communication of roles was predominantly throughrmi@a governance
documentation, it could be suggested that thesaearaecessarily regularly referred
to by board members, providing further evidencetlfi@ér documentation of roles for
legitimacy purposes. Meyer and Rowan (1977) sugtest organisations adopt
formal structures ceremoniously, with such formaidgnce functioning as myths,
merely serving to present an image of the orgapisain line with regulatory
expectations (Parker, 2007).

A lack of clarity was found to exist in terms ofaegy and operations, and low level
activities were also shown to be carried out byBbard. In addition, organisations
highlighted a number of ways governance could beraved and also issues
adhering to regulations were raised, suggestingt tpavernance in these
organisations may not be as effective as repoiftedse findings point towards the
existence of loosely coupled organisations (Meyail Rowan, 1977), where the
external facade of the organisation, namely themé&brrules of the organisation such
as the documented duties and responsibilities icondlith the inner core of the

organisation and the work that is actually beingied out. Organisations document
and report adhering to prescribed governance pexctin order to maintain

legitimacy (Meyer and Rowan, 1977).

The findings from this section of the survey highli a number of issues which
Scottish charities face in governing their orgatises, this is in line with the current
literature. However, as outlined in chapter 5, ¢hare limitations with regard to the
nature of survey research. Although this survey lkHlewed for the initial
investigation and identification of these issuesyill be necessary to considers these
in the more in-depth setting offered by case ssididowever, before this is
considered, the results from the second part oftneey will be presented.
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CHAPTER 7

THE IMPACT OF BUSINESS EXPERTISE ON CHARITY BOARDS -
SURVEY RESULTS

The previous chapter reported partial findings frarsurvey of governance in large
Scottish charities. This section will focus on tlemaining set of results, which
consider specifically the impact of business experbn charity boards. The key
areas investigated here are: (7.1) the proportidousiness people serving on charity
Boards (Abzug & Galaskiewicz, 2001) and the satigba of charities with these
numbers; (7.2) examples of business practices whale been introduced to the
@ved (Landsberg, 2004;
Dees, 1998); (7.3) the motivations of business lgegprving on charity boards

organisation by business members and how they veer

(Austin, 1998) and their understanding of the dpecontext of the charity (Bowen,
2004; McFarlan, 1999); and (7.4) whether charifesd the inclusion of business

people enhances public confidence in charities.

7.1 The Presence of Business People on Charity Bdar

This section considers the composition of the Bgaofl the largest section of

Scottish charities, focussing specifically on tlepgwortion of business people sitting

on charity Boards.

7.1.1 Proportion of Business People on Charity Bdar

The first set of findings which will be reported reaund the composition of

charitable boards, of particular interest is thepprtion of business people who sit
on these boards. This is outlined in the tablewelo
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Table 7.1 Percentage of Business People on Charigpards

Percentage of Business People on Charity Boards

0 1-25% 26-50% 51-75% 76-100%
Education 0 12% 49% 37% 2%
Housing 17% 25% 17% 25% 17%
Health 7% 18% 61% 7% 7%
Total 6% 17% 44% 25% 7%

The above table sets out the percentage of bugieegde who sit on charity boards.
In terms of the total population, 96% of charitieported having at least one
business person on their board; with 76% of clesriiaving their board composed of
at least one-quarter business people. Turninggdhitee specific sectors in the study,
in terms of Education, all organisations reporteel presence of business people on
their boards. Almost half noted that the proportidrbusiness people on their board
was between 26% and 50%, with only 2% having adozade up of between 76-
100% business people. Housing associations had htgbkest percentage of
organisations with no business people on their dsmafhe majority of healthcare

organisations also had boards which had betweem@%0% business people.

This tendency for charities to recruit businesspbedo their board is what Di
Maggio and Powell (1983) term isomorphism, wheigaarsations become similar to
each other. This similarity of charity boards hayviarge proportions of business
people on them can be explained through specificn@phic pressures, here,
coercive isomorphism, where the external influeaténhe charity regulator, OSCR
can be linked to this uptake of business peopl#) 8 pressures on charities to be
run in a more ‘business-like’ way. An example o€lsypressures can be seen in an
OSCR report which investigates the failure of theotsh charity one-plus in
January 2007 (OSCR, 2008), here we can clearlyheeemphasis on the importance

of charities being run in a business-like way;

The board did not appear to contain adequate skitld independence of
thinking to reflect the needs of a multi-milliongpal business...While all
of the directors were enthusiastic about the clyaahd the services it
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provided, they did not seem to pay sufficient &tiento the business
aspects and support structures required to keepamdipg services
operating more effectively. (OSCR, 2008 p.6)

This focus on the charity as a ‘business’ and gerating more effectively’ could
explain the widespread recruitment of business lgetpcharity boards. However,
there is also the possibility that charities wicruit business people in order to
appear legitimate (Meyer and Rowan, 1977), here,pitesence of these business
people on the board makes the charity appear toutsede world as modern and up-

to-date.

Abzug and Galskiewicz (2001) consider this issudahef use of individuals with
highly educated/ management backgrounds to proledg@éimacy on nonprofit
boards. They find high levels of isomorphism bemveenprofits over a period of
time and suggest that nonprofits increasingly né¢hese individuals to legitimate
their boards. However, they also find a selectibarganisations that legitimate their
board through community representation. Such arfqnadnay help to interpret the
differences in the above results between the theetors, for example, in terms of
housing associations. These organisations hadighest proportion of organisations
with no business people on their boards - they fagsificant pressure from their
primary regulator — the Scottish Housing Reguldatorecruit tenant members onto
their boards, at present 45% of the individualshomsing association boards are
tenant members (Scottish Housing Regulator, 2008 may explain why housing
associations have the highest percentage of oggaons with no business people on

their boards.

7.1.2 Charities satisfaction with the Proportion 8usiness People on their Boards

Charities were also asked how they felt about trepgrtion of business people

which they had serving on their board. The tableweutlines these responses:
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Table 7.2 Charities Satisfaction with the Proportimm of Business People Serving

on their Board

Satisfaction with business people
Sector yes no
Education 93% 7%
Health 75% 25%
Housing 83% 17%
Total 85% 15%

The overwhelming majority of respondents reporteat they were satisfied with the
proportion of business people, with 85% of theltptgpulation expressing that they
were satisfied. Such findings are consistent witlsth (1998) who considers the
presence of business people on US boards andthatisheir presence is positively
received. This was especially true in educationhWwB% expressing this view and
only 7% of educational organisations noting theyensot satisfied with the number
of business people on their board. As noted abedacation was the only section in
which every organisation had business people an loard. Of those organisations
that were not satisfied, one had 37% of their Baaadle up of business people, one
had 55%, and another had 33%. Interestingly, thkterlarganisation was able to
specifically identify an area of business expertigech it believed would enhance
its board, this organisation specifically notedt tteey would like an individual with
risk management expertise. This clearly highligthtsir desire for more business
people on their board.

With regards to healthcare, 75% were satisfied wiith proportion of business
people on their board. Of those that were happg, roted that ‘we have the right
balance — we look for a range of skills’ and anoti@ed the importance of specific

sector knowledge over business expertise:
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we have problems getting people to sit on the boakelto technicalities
of the organisation. 3/9 people have worked in hess. However, they
do not sit on the board for this reason and busnesperience is not
essential. Knowledge of the specific care sectdreiser to have. Don’t

see the need for any more business people. Howewerould like a

lawyer who specialises in contract law — but thésfor our specific

purpose.

Of those that were not satisfied, one organisapmcifically highlighted a reason for
low numbers of business people as a reluctancepemly advertise for board
members as part of their recruitment. Another sadly highlighted concerns over
the ability of business people to adapt to the ifipetature of the sector, noting that
‘although it would be good to have more people an laoard with business skills
(finance, HR etc) they also need to have the ghilitknow how to apply them in a
charitable business’. Another charity noted thedbi they felt that business people
could bring to the charity; ‘I would like more baosss people on our Board as | think
it aids quality decision making. The idea is to éndamily members who are also
business people’! However, the fact that they $pdbe desire for business people
who are family members (of beneficiaries) may pdotconcerns that a business
person who is not attached to the charity in thiaywmay have difficulty

understanding its specific nature.

In terms of the proportion of business people @sé¢hdissatisfied boards, this ranged
from O to 44%. The two latter responses pointsskues with these individuals
understanding the specific nature of the charitié®se boards they sit. This is
consistent with the views of Bowen (1994) and Léamdg (2004) who suggest that
business people lack an understanding of charitaigi@nisations; although concerns
regarding this issue were raised, these views laalg in the minority as such a
large number of organisations reported their sattgfn with the high proportions of

business people on their boards. This issue isisksd later in this chapter.

Eighty three percent of Housing Associations regbrisatisfaction with the
proportion of business people on their boards, WitPo expressing dissatisfaction
with the composition; the range of business peopléhese boards was between 33%

and 90%. Of those that were not satisfied, reafmrihis included:
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not enough unfortunately. We also have two sub-dtiees and require
more members for these. We have just finished auiteent for
voluntary committee members which has been vergessful and we
will be interviewing quite soon, so that should lezyish our numbers
quite well, hopefully.

Another highlight the rules regarding the make-up tlee board which were
restrictive for this:

there is a maximum limit of 6 set for non tenantminers with another
set aside for a representative from x council.

These findings highlight the sector-wide recruitinehbusiness people onto charity
boards, and the significant numbers on these bodhdse results, coupled with the
high levels of satisfaction of charities with thenmbers of business people on their
boards appear to support the apparent desire otieeado have business people on
their boards. This is supported further by the cemi® from those organisations
who reported a dissatisfaction with the numbersusiness people on their board, in
that, they generally stayed that they wished fdarger number. An interesting
finding was also reported from an educational oiggion, who had specifically
pinpointed an area of business expertise they redjum terms of risk management;
this raises an interesting question as to whetheset organisations recruit business
people to enhance specific areas, or whether theyecruited for their general

expertise.

However, there are also organisations who expressetns about the intrusion of
business people and practices into charities. Thisonsistent with the work of
Myers and Sacks (2003) who problematize this isand, state that such influences

should be met with caution.
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7.2 Impact of Business People

This section considers practices introduced to itbarby Board members with
business expertise, and how they are received.

7.2.1 Practices Introduced by Business People

After establishing the proportion of business peogitting on nonprofit boards,
organisations were then asked to give examplepeaifific practices which they had

introduced. These are summarised in the table blow.

Table 7.3 Examples of Business Practices Introducdry Business Members

Proportion of Organisations
Housing Education| Health | Total
& Social

Type of Examples
General Expertise 17% 21% 14% 18%
Specific Practices 63% 63% 69% 65%
No Examples 17% 16% 10% 14%
other 4% - 7% 3%

Examples of practices which members of the boarth viusiness experience
introduced into organisations tended to fall i@ tcategories; the first was general
expertise, which were reported in 18% of organsestji and the second, more
functional expertise in areas such as accountirig, &hd risk management, these

examples were reported in 65% of the organisations.
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Housing: Introduction of Business Practices

With regard to Housing Associations, only one orgation gave a negative example
of the impact of business people, noting ‘we haweel Ipeople with a business
background on our Board, they find it difficult tmderstand the not-for-profit bit’,

views such as this are also noted by Bowen (1968d)Landsberg (2004). Of those
organisations that said that business people havétroduced practices, this was
17%. The proportion of organisations which felttthasiness people offered a

general business expertise to the Board was 17/%exmple, one noted how:

Board members bring knowledge and expertise toGbeerning body.
As a result of their constructive comments and tjues that influences
the Policy and Strategic direction of the Assooiatrather than a direct
impact on which we follow.

In terms of more specific business practices, 63%clarities reported these
examples, which fell into a number of categorias|uding; accounting and finance,
audit, performance management and reporting, riskagement, human resources,
and governance. Examples of the use of accountdgfinance expertise included
the ‘ability to understand and if necessary chaéerihe Associations financial
statements and the views of the internal and eakewnditors’. In terms of audit, one
noted how business people had ‘a more focused atwbrme-centred approach to
internal audit. A tendency to want quicker decisi@nd cut through red tape’. A
general enhancement of performance reporting was abted in a number of
organisations including ‘clearer provision of infeation’ and reporting to business
standards’, another highlighted the use of trdifibt systems in reporting (R(ed)
A(mber) G(reen) reporting) and also the developmehtsome KPIs. Risk
management was another area which was influencedusyness people, one
organisation noted that ‘they have contributed imsedy to developing risk
assessment’, another risk management had beenviethbamd was based on a model
at the Health service. Improvements to HR practares general Governance process

were also given as examples.
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Education — Introduction of Business Practices

Similarly to the Housing sector, Education orgamms®s gave examples which were
mostly focused on the functional expertise of besspeople. About 21% of these
organisations highlighted the general expertisectviiihese business people brought

with them. For example, one organisation noted:

No specific examples. However, they do bring anramess of how to
become more business-like, for example, how to made= controlled
risks, e.g. risk management. They are also moanéilly literate, for
example, they have aided in constructions of KPIs.

Another noted ‘it is more a question of approaelther than change in practices, i.e.
how we deal with external partners/ other orgarueat (more businesslike)'.

Another noted;

They do not tend to introduce specific practices padicies and
procedures would tend to be more of an operatioaspect of the
University’s work. However, governors do offer agvand also bring to
bear an external perspective as to the way busasess the private
sector operate. This can result in the Universitiagting some of its
practices. For example, we are currently updatingr dousiness
continuity plan and have drawn quite extensivelytloa private sector
experience of one of our governors.

Within Education, practices and improvements incfiomal areas were more
common, with 63% of educational organisations repgrthis type of board member
input than at a more general level. These includactounting and finance,
performance measurement, audit, risk managemeaategy, property, marketing

and governance.

Within accounting and finance, both managementfanashcial accounting expertise
was noted, for example, one organisation highlightiee ‘enhanced quality of
monthly management accounts’ and another notedttietadvice of those with a
financial background have facilitated best practicdinancial management’. More

specifically, in terms of management accountinge amganisation noted that a
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business person had introduced ‘balanced scor@téednms of strategic planning but
we have been moving away from that towards KPIlsotlaer also noted their
‘influence in the introduction of Key Performanaeicators’. With regard to audit,
one organisation noted that the establishment cualit committee was something

which was influenced by someone with a busineskdraand.

Other practices were described as strategic, fample strategic planning, and the
way that business people highlighted ‘the imporaatthe financial impacts from
strategic decisions and the practice of ‘away’ daythink clearly about the latter’.
Risk management was another area in which busipesple contributed, for
example, one noted that ‘increased risk assessimamw in evidence’. Property
development experience was also apparent, an egdmpig with one College who
noted that ‘Members with specialist experienceaw land property development
were very helpful in giving advice when the Collegedertook a major campus
redevelopment’. HR examples included ‘the way phiecipals salary review is
conducted’, ‘Director of one firm assists in apgéahd ‘HR professionals have been
able to suggest recruitment practices’. Marketinxgegtise was also noted, for
example one organisation noted how the ‘Marketimgator of one local firm

assisted in logo positioning’.

Other examples of increasing commercialisation vedse given. For example, one
organisation noted how ‘Members of the Board camdily highlight to us
commercial and industrial examples of best praatibech have been implemented'.
Another noted the introduction of commercial preesi, in this instance a number of
incentives had been introduced to the College comialecompany. However, the
board secretary of this organisation noted thatphklic sector is slow moving,
which makes it difficult for board members to pulhough innovative changes, an
example given here was the Colleges new campusqgtyohe secretary felt that had
a board member tried to introduce something inticelato this then they probably
wouldn’t have been listened to. Governance impram@siwere also listed as being
influenced by business people. For example, onanisgtion noted that a business
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person was responsible for the adoption of the &€aBovernance Model within the

organisation.

Health, Social & Community Care — Introduction of BBsiness Practices

Examples given by healthcare organisations followesimilar pattern to the other
two sectors; with the dominance of examples of ifipetunctional expertise in

practices such as accounting, risk management, etiagkand strategy, this was
apparent in 69% of these organisations. There \aése two organisations that
specifically noted the potential for the privatectse to learn from charities, for
example, one noted how the ‘evolution of new pcastihave been led by non-
business members and the CEO’ and another felt'lthainess has more to learn

from the voluntary sector than the other way round’

There were a small number of organisations, 14% feh that business people did
not introduce specific practices, but contributedrenwith their general expertise.
For example, one organisation noted they had ‘Nexifip examples. They act as a
good sounding Board, as searching questions anddersuggested solutions where
appropriate’, similarly, another noted ‘cannot thiof any immediately but the

discipline of regular attendance at meetings, ptggended minutes etc. has helped

our charity establish itself'.

With regard to more functional expertise and pcasj accountancy was mentioned
more frequently, for example ‘streamlining of fiéad reporting’, ‘improved

financial reporting methods’, introduction of KPdsd another also noted how an
‘Accountant was first Treasurer, so helped withtexys. No other special practices
by ‘business experienced’ directors’. Another ateaumented was expertise in risk
management, one organisation noted a practiceduterl by a business member
was the creation of a risk register. Marketing epke® included one organisation
who noted that a business person had highlightednied for a marketing strategy

in advance of a fundraising strategy’. Strategy alas mentioned, this example was
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the introduction of the Rolling Annual Review ofetlstrategic Plan , ‘rather than

waiting until near end of the 3 year life plan d@hdn reviewing'.

A number of other specific examples were given,dgample an initiative of one
business person was ‘inviting members of staffttenal the board meetings to give a
presentation on a specific key aspect of the sem@ivery, to ensure that the Board
not only meet the staff at the centre of delivetting service, but to keep up to date
with the organisations work and progress’. Otheanegles included ‘performance
related pay’, ‘improved tendering procedures fquited projects’, ‘better commercial
appraisal of proposed service provision’, and th&dduction of annual appraisals

for senior management’.

In contrast to the above, in response to the questi business people introducing
practices, one noted ‘no, because they aren’t therdo this; they are there to
monitor — and our control/ monitoring processesehamproved as members have
pointed at weaknesses in current practice’. Thiddcbe an example of legitimating

behaviour.

Conclusion: Introduction of Business Practices

As has been previously highlighted, charities fawzeasing pressures to become
more ‘business-like’ (OSCR, 2008). This section lkassidered the impact that
business people have on charity boards, partigularterms of the introduction of
business practices into these organisations. Thdtsewere shown to highlight that
this impact came in one of two forms; functionapestise, general expertise, or in
some cases, both. There were some instances wiemiispractices were identified
that a business person had introduced, such examptduded: a traffic light
reporting system, KPIs, a model of risk managena€eopted from the public sector,
and the introduction of a balanced scorecard. Tlgonmty of responses pointed
towards a more general contribution, rather thanrnkroduction of specific practices

and ideas.
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Some interesting observations were made by onena#n from the education
sector, who felt that the slow moving nature of skeetor made it difficult for board
members with a business background to push thraogbvative changes. In
addition, two healthcare organisations specificaliyed the lack of impact of these
individuals, with one noting that new practices evéd by non-business members
and the CEO, and another organisation suggestaghihisiness could learn more

from the voluntary sector than the other way round.

The nature of these results are difficult to untderd, although on the surface
practices and expertise of business people have ideatified as having an impact
on the board, the lack of depth of the survey dadkes it difficult to interpret in

relation to the theoretical framework. A numbersaidies in the public sector have
considered the adoption of private sector practieesl have found these
organisations use them for legitimacy (e.g. Arndbé&l Lapsley, 2003). In order to

ascertain whether these practices have an insttaimete in the organisation, or are

merely symbolic will require in-depth investigatiwithin case study settings.

7.2.2 Response to Practices Introduced by Busiressple

The above section outlined examples of practicastwivere introduced to charities
by board members with business experience. Howeagemutlined in chapter 3,
where the existing literature in this area was wered, differences were reported
with regard to how these practices were receivaaspBndents were asked to rate

how practices were received on the following scale:

o very well received (4)
o well received (3)

o badly received (2)

o very badly received (1)

o don’t know (0)
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A one-way between-groups ANOVA was conducted fog teception of these
practices for the three groups. An overview of ¢ghessults is presented in the table
below:

Table 7.4 Response to Practices Introduced by Busiss People

Charitable Purpose
Mean Standard Deviation
Education 3.61 .803
Housing 3.61 .502
Health & Social Care| 3.21 419
Total Population 3.50 .658

A one-way between groups analysis of variance waslucted to explore the impact
of sector on how well business practices were vecein charities. Charities were
divided into groups according to their charitablegmse. There was no statistically
significant difference between the mean scorescé&ithn and Housing reported the
same mean score (3.61) which was between well andwell received. The mean
score for health was slightly lower (3.21), sugmesthat business practices were

least well received in healthcare charities.

It is apparent from chapter 2 that the adoptiorfapfprofit practices in charities

yields a variety of views as to their appropriasmevithin the sector. The results
from this survey show that the practices which hess people introduced to
charities were well received, this is supportedtiry work of Austin (1998) who

reports a positive impact of the presence of bussirgeople on nonprofit boards in
the US. However, this contradicts views from aushsuch as Bowen (2004) who
suggests that professional staff in charities may dismissive of business
professionals due to the belief that they will natlerstand the unique qualities and

professional norms of the organisation, or maynisensitive towards them.
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Although there is a lack of studies which considbe impact of business
professionals on charity boards, other authors Isanggested specific issues with
regard to the adoption of for-profit practices withhe organisation, in particular,
that they do not fit with the specific purposestloé charity (see Landsberg, 2004;
Alexander & Weiner, 1998; Foster & Bradach, 2008gB, 1998).

Due to the possible tensions between business gsiofeals and members of the
organisation, and the suggested incompatibilityfoofprofit practices in nonprofit

organisations, it may be surprising that the resoftthis study show that business
practices were either well received or very wetleiged in these organisations. One
possible reason for this may be due to the finding® the previous question, which
may suggest that these practices did not penetraeorganisation, therefore

concerns about the impact of these perceived iog@pjte practices would not be
relevant. Such findings highlight the need for arenim-depth understanding of the
impact of business members on charity boardswitise enabled through the case

studies presented in the following section.

Furthermore, taking into consideration some of tegponses from the previous
guestion, respondents suggested difficulties bgsimeople may have in the first
place in terms of actually introducing such praegicfor example comments from
one organisation that noted how the slow movinguneaiof the sector made it
difficult for board members with a business backae to push through innovative
changes. There may also be issues here with regasélf-reporting, whereby in

order to appear more up-to-date, these charitiksvant to show their willingness to

adopt practices from the for-profit sector. Thisng® towards a desire for charities to

present themselves as modern and therefore let¢gti(veeyer and Rowan, 1977).
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7.3 The Motivations of Business People and their Wierstanding of Charity
Context

This section will focus on the main reasons whyiress people sit on charity
Boards and the extent to which they understand gpecific context of the
organisation in which they serve.

7.3.1 The Motivation of Business People Sitting Gharity Boards

Another issue which was investigated was the maitivations of business people
taking on these unpaid roles as charity trusteles.majority of the reasons given for
business people joining the board were linked &oidlea of ‘giving something back’,
for example categories of responses around thladad; giving something back to
the community, to use their expertise to aid tlgaoisation, and because they have a
specific interest or connection with the organmati A much smaller set of
organisations reported board members sitting oir iward to enhance their own

personal development or in connection with thd: jo

Similar findings were reported by Austin (1998), exd in a study of Harvard
graduates who occupied nonprofit board positiomswas found that intrinsic
motivation was the biggest factor in them joiningmpared with extrinsic
motivation; here 60% noted they wanted to ‘give stiimg back’ and 26% sat on

the board for personal development reasons.

7.3.2 The Extent to which Business People Underst&harity Context
The issue of the understanding which business pduge regarding charities was

investigated; with charities asked to identify teeel of understanding they felt their
board members with a business background had of dhganisation. Respondents
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were asked to highlight the level of understandhdusiness people on their board

on the following scale:

o very well (4)
o well (3)

a notwell (2)
o notatall (1)

o don’t know (0)
A one-way between groups ANOVA was conducted tdaepthe impact of sector

on business people’s understanding of the contetkteocharity. The results relating

to this are outlined in the table below:

Table 7.5 Level of Understanding of Charity Context

Mean Standard Deviation
Education 3.43 931
Housing 3.63 .875
Health 3.36 .559
Total 3.46 .818

A one-way between groups analysis of variance waslucted to explore the impact
of sector on how well business people understamdctintext of the charities on
whose board they serve. Charities were divided mtoups according to their
charitable purpose. There was no statistically iB@ggmt difference between the
mean scores. The overall mean score was 3.46, stuggethat the level of

understanding business people have of charity gbrsdetween well and very well.

Contrasting views have been reported within therdiiure on nonprofit governance
as to whether these business people do actuallgrstashd the context of the
organisation with concerns surrounding an over-amjghon finance over mission
(Siciliano, 1996; Landsberg, 2004; Miller, 2002).
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7.3.3 Ensuring Business People Understand the Canht# the Charity

Charities were also asked whether they specificdlty anything to ensure that
business people understood the context of thenitghdhe overwhelming majority
did not report any specific practices to aid businpeople in understanding the
complex nature of the charitable sector. Nearlyoafjanisations noted the same
practices they used in order to inform boards mesmbaf their roles and
responsibilities. These findings are surprising thuéhe vast difference between the
for-profit sector and the charitable sector. Thaprofit literature highlights major
differences between these two sectors, and sorhersutave previously highlighted
difficulties with business people understanding tharity context (Bowen, 1994;
Landsberg, 2004).

7.4 The Impact of Business People on Public Confidee

The perceived impact of business people on thedbioaterms of improving public
confidence was also investigated. Board secretame® asked how much they
agreed or disagreed with the following statement:

The inclusion of business people as board memipecharities increases public

confidence in the organisation in comparison witl inclusion of other individuals.

Respondents were asked to use the following scale:

o strongly agree (4)

o agree (3)

o disagree (2)

o strongly disagree (1)

o don’t know (0)
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A one-way between-groups ANOVA was conducted to mama the impact of
charitable purpose on charities perception of wérebusiness people increased the
level of public confidence in the organisation. Tiesults are outlined in the table
below:

Table 7.6 Impact of Business People on Public Codénce

Charitable Purpose
Mean Standard Deviation
Education 2.86 1.207
Housing 2.64 1.311
Health & Sociall 2.39 1.116
Care
Total Population 2.66 1.215

A one-way between-groups analysis of variance waslucted to explore the impact
of charitable purpose on charities perception oktivbr the presence of business
people increased public confidence in the orgaioisafThere was no statistically
significant difference found between the mean scoftae mean score for the total
population was 2.66, which was between ‘agree’ &tidagree’. The highest
proportion of charities ‘agreed’ or ‘strongly agdéewiith the statement, this was 48%
and 22% respectively. In terms of those that desedyrthis was 13.5%, with a further
4% strongly disagreeing, the rest noted that tkéyn’t know’. This apparent view
that business people increase confidence in thanagtion can lead us to believe
that charities recruit business people in orden&ixe them appear legitimate (Meyer
and Rowan, 1977As previously outlined, this idea of charities rgting business
people onto their boards as a legitimating functiolh be considered in more depth

in the case studies.

Further evidence for this can be seen when consglére results in section 7.2 with
these findings. It was reported earlier that bussngeople do not necessarily bring
their business expertise to bear within the chantigh relatively few examples of

business practices being introduced into these nsgtons. This could be an
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example of decoupling (Meyer and Rowan, 1977), wlilee organisations legitimate
themselves by recruiting business people to prebemselves to the outside world
that they are operating in a more business-like,veay are therefore legitimate.
However, this external facade is detached fromitiner core of the organisation,
where these business people have not made an ingpatthe organisation is not

necessarily being run in a business-like way.

In terms of the specific areas, Education had tgedst mean, which was 2.86. This
sector also had the highest percentage of org@msatvhich either ‘agreed’ or
‘strongly agreed’, with a combined total of 79% @fanisations expressing these
views. This high regard for business people is afggarent from the findings of the
composition of the board, whereby educational asgdions were the only group
where all organisations had business people on lbloaird. These organisations also
had the lowest percentage of organisation whoselbwas composed of only 1-25%
business people, only 12% of organisations had tlems a quarter of their board

composed of business people, 88% had a quarteom@. m

7.5 Conclusion: Business Expertise Survey Results

This chapter set out to specifically investigate timpact of business professionals
on charity boards. The findings have highlighteel tcruitment of these individuals
across the entire sector, with 96% of charitiestbto have at least one business
person on their board. This was attributed to deercsomorphism (Di Maggio &
Powell, 1983), in particular, pressures from tharitir regulator to appear more
business-like (OSCR, 2008). Such a finding wouldgest the recruitment of these
individuals as a form of legitimation (Meyer andvikm, 1977). However, results for
Housing Associations were lower than for other @egtthis was attributed to
pressures from the Housing regulators to recragmé members onto the board, this

was explain by Abzug and Galaskiewicz (2001) agifegtion from below.
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Charities reported a general satisfaction with ghaportion of business people on
their boards, with those organisations that weré sadisfied wishing for more

business people. There were relatively few orgéinss: that expressed the concerns
outlined in the literature that these individualaymmot fully understand the nature of

the organisation.

The specific impact of business people was founaddme in the form of both
general and functional expertise. There were soamples of specific practices that
business people had introduced, such as a balacoeelcard, KPIs, and a model of
risk management. However the majority of respops@sted towards a more general
contribution, rather than the introduction of sfieqoractices. The nature of this data
— responses from self-reporting questionnaires s wawed as being difficult to
understand. Although on the surface, practicesexipertise of business people have
been identified as having an impact, the lack giftllen the survey data makes it
difficult to fully interpret these results. Numesoatudies of the adoption of private
sector practices by public sector organisationsehtound that they use such
practices for legitimation (see Arnaboldi & LapsIi&p03). This may be true of the
charities in this study who may recruit businesspbe and adopt these practices to
maintain legitimacy. To fully understand this itMie necessary to study these ideas

in a more in depth case study setting.

In the literature in this area (e.g. Landsberg,42@Bere is a view that the adoption of
business practices undermines the charities fundi@inethos, however these results
point towards a passive acceptance of the adopifobusiness practices. This
acceptance may be due to the lack of impact tleesettbusiness practices’ have had
on the organisation and the way it functions arad their role is merely symbolic. In
terms of the motivations of business people serangionprofit boards, the main
reasons were personal. This raises the questiom wbether these business people
are intent on bringing business practices and fonetdal changes to the

organisation, or whether they are there for reasbpgrsonal fulfiiment.
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It was also found that charities view business fgeap having a role in increasing
public confidence in the organisation. Such a fugdwould suggest that charities
recruit business people recruit business peopléefptimation — in order to appear

modern and up-to-date (Meyer and Rowan, 1977).

In conclusion, the main findings from this sectioihthe survey are in relation to

isomorphism of charity boards regarding the reamaiit of business people. There
also appears to be a positive view of businesslpampcharity boards, however the
extent of legitimacy claims are unclear. In ordeiinvestigate whether their role is

instrumental or symbolic, it is necessary to comduther research in a case study
setting. This case study research will be outlimetthe following three chapters.
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CASE STUDY RESEARCH

This section will present findings from a seriesca$e studies conducted on Scottish
charities. Cases were selected from the largessarkcharitable activity based on
annual total income, these were: health, social aochmunity care; housing
provision; and education (OSCR, 2008). The spedifganisations selected were a
Housing Association, a Social Care charity, andidher Education College.

The case studies presented an opportunity to walserd more in-depth study of
governance and the impact of business people orbdhed than the survey had
allowed. It also allowed further investigation gdesific issues identified from the
survey, including the role of the board, the relaship between the board and
management, particularly in relation to the role tbé board in strategic and
operational activities, and the composition of board — particularly the extent to
which individuals with specific expertise, suchlasiness expertise use their skills

on the board.

The choice of this type of method allowed for thehifisation of aspects of the
conceptual framework, as outlined in chapter 4, specific concepts were drawn
on: legitimation and isomorphism. The case studilesved for further consideration
of the specific isomorphic pressures faced by tlgganisations and the extent of
iIsomorphism in the governance structures in theganisations within the charity
field. Also considered, was whether the recruitmehtousiness people onto the
boards of charities was merely a legitimating eisercas charities look to portray
themselves as modern and up-to-date. The importaite language of business in

the social construction of charitable organisatimas also considered.

This section is structured into three chaptershwiach chapter reporting findings
from a case study. Chapter 8 will consider a casgyswvhich focuses specifically on
a social care organisation, Chapter 9 will consideHousing Association, and
Chapter 10 will focus on a Further Education Cadldgach chapter will be split into
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two sections, reflecting the two main areas of stiggation in this research:

governance, and the impact of business expertiskeoboards of charities.
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CHAPTER 8

GOVERNANCE IN A SOCIAL CARE CHARITY:
RESULTS FROM A CASE STUDY

8.1 Introduction

This chapter presents the findings from a caseystfi@ social care organisation. In
order to maintain confidentiality, this case hasrbeenamed and will be referred to
as Robertson social care organisation. Interviewsrewconducted with key

governance actors, and where possible documents efained and analysed. The

table below sets out the four interviews which wesrducted:

Table 8.1: Interviews Conducted at Robertson

Interviewee Title/ Position Background/ Day Job

Chief Executive

Board Member 1 Private Sector Accountant
Board Member 2 Public Sector Accountant
Board Member 3 Management Consultanf

This chapter will be structured as follows: sect®8 will outline the background of
the organisation, 8.3 will consider specificallyetgovernance of the organisation,
8.4 will look the impact of those with business entjse on the board, and finally

section 8.5 will conclude.

8.2 Background

Robertson was formed in response to an issue whiak affecting its local

community, regarding care arrangements for adutis vequired long term support.

In particular, this focus was in relation to diffidies moving people from specific

local institutions - two adult hostels, and onedatay hospital unit — back to living
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and being supported in the community. Frustratioth the situation at the time

resulted in a group of local people making an aaion for a small grant to set up
an independent local agency. They initially constitl themselves as a steering
group, and put together the constitution, the mamdum and articles for a not for
profit company limited by guarantee which then &aplfor charitable status — this
became Robertson. The organisation was founde®&9,1with the current chief

executive being appointed. The initial aim was tovle support services to adults
with a learning disability in the local area. Howeyvthis was later broadened to
providing support to anyone, of any age, requinirad support. The organisation

now operates over four local authority areas intl&nd.

The charity currently employs 300 staff and haseanimership base of approximately
100. The services they provide range from a coapleours of support per week to
24 hour support to 140 people, with ages rangiomfpre-teens to individuals over
80 years of age. They also run a short stay (resaleespite) service for adults with
a learning disability living in the local area. Fheurrently have a turnover of £6

million. The mission statement of the organisaisas follows:

(Robertson) believes that people should have thmpat they need,
delivered in the way they want, to live their chodiges. We work in
partnership with people and their families, to hétygm to identify and
plan for the kind of life they want to live, ancethto support them to
achieve this. We also work with local communitiesstrengthen their
capacity to include people with disabilities andhert support needs as
valued citizens.

8.3 Governance

The following section outlines the governance oé tbrganisation: firstly, the
governance structure will be considered, followgdabdiscussion of the specific
model of governance in the organisation — the boeydle, and finally the

composition of the board will be detailed.
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8.3.1 Governance Structure

Governance arrangements of the organisation hadergone significant changes
since its inception in 1989. The early arrangemesi® a reflection of the initial set-
up of the organisation. Robertson was establislyeal group of local people, and the
initial management committee was set up in a way atiowed them considerable
input into decision-making. The initial managemeammittee had two major
components; one was statutory, and one was nauteatat The statutory component
comprised of three people each from health, housnsocial work, this was a total
of nine individuals. The non-statutory componend height individuals, these
included people from housing associations, locdinmtary organisations and family
members. The organisation was membership bag#d,around 100 members, and
the management committee was answerable to thesdeng at the annual general
meeting (AGM) and had to submit themselves for tedacor re-election at the
AGM. This structure of the membership base, anchtheagement committee of 17
with the statutory and non-statutory component iwgdace from 1989 to 1996. The
Chief Executive and Committee deemed this an e¥ecitructure for the initial
activities of the organisation — where there wasdear projectwhich was to move
people on from the two hostels and the hospital.

However, as the organisation was moving througk fiioject, difficulties were
highlighted with this structure, including the régment that any new proposals had
to be taken to the committee for the statutory amal-statutory components to agree
or disagreeFurthermore, because there were individuals théie nepresented other
components, not all members primary commitment toad2obertson. In addition, it
was noted by the chief executive that at this tithmere was a shift in both the
understanding of what governance was, and alsadsgonsibility of the board,
specifically towards an understanding that the primcommitment of a board

member is to the organisation on whose board teexes

The change in governance structure was also assponse to the external

environment, with changes in the structure of logalernment changing from
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regional to unitary authorities, there were alsanges in the health service. These
pressures led to a change in the governance steustlRobertson. The organisation
began to look outside the governance of their ovgamisation, and began to think
about how they could, as the chief executive dbedriit, ‘get some kind of sense
and order into the activities of the board conssipand sensibly’. The changes that
resulted were the removal of board representatiom fexternal bodies, as a result
individuals became members of Robertson and wextesl by the membership and

the boarchumber was reduced to 12.

8.3.2 The Board Cycle

Fundamental to the governance of this organisaidhe adoption of a governance
model — the Board Cycle. One of the board membdis works as a management
consultant was instrumental in the introductiorira$ model. The model was drawn
from Bob Garratts (2003) bookhe Fish Rots from the Heaahd was the result of
work between the chief executive and the managecwrdultant. At the time they
were looking at how the board operated and whaeéded to do, particularly in
terms of making the most of time. The managemenswtant — who works with
boards as part of his day job — suggested soms tdeae Chief Executive, and gave
the Chief Executive some work written by Bob Gdreett boards. Although the main
impetus for this move came from the managementuttamt, he noted that after
these initial discussions, it then became a boaaistn, with the Chief Executive

being described as the ‘key mover’ behind the ddopif this model.

The Chief Executive and the management consultaorked together on what
became a shared vision to change the governantee afrganisation. This shared
approach is in contrast to some of the literaurthis area which suggests tensions
exist between the board and management (Cornf2@03; Taylor et al, 1996). The
relationship here is in line with what is advocateyl Taylor et al (1996) and
McClusky (2002) as a ‘partnership’ approach to goaace between the board and
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management. The existence of such a common shaied Vs also found to have

considerable impact on the effectiveness of thed@@ornforth, 2001).

The Chief Executive described this annual boardecgs a process whereby the
main responsibilities of the board are addressedctibn setting; strategic thinking;
monitoring and evaluation; and accountability a¢ tand. The Chief Executive
specifically highlighted that direction setting walkout board, and not operational
policy, that it was about looking and taking thender view and saying which

direction the organisation has to be going in.

The process of strategic thinking was undertakete dhe strategic direction had
been set, and involved consideration of what wieeebig milestones that the board
needed to think about, and how to make sure, agganisation, that the resources
were in place to allow the organisation to movewfnd in that direction. When

describing the strategic thinking process, the {OBkecutive was quick to clarify the

distinction between strategic thinking and stratgganning - the Chief Executive

noted that Garratt labelled strategic planning asraradiction in terms as planning
is for managers, and strategy is for the board. iddang was described as the
regular oversight of what managers are actuallpglte achieve the goals the board
has set for them. In terms of accountability, th@e€ Executive emphasised the
importance of being in a position to report backihe various stakeholders of the
organisation on what they have done. A board safeation was also introduced in
order for the board to consider how they functignaad what they must learn to

improve as a board.

All members of the board who were interviewed wasitive about the board cycle,
for example, the private sector accountant notadl ‘ttis one of the best structured
pieces I've seen’. The board cycle illustrates enmitment to clearly distinguish
between strategy and operations, an area of caabiéetension in charities (see
Cornforth & Edwards, 1999; Steane & Christie, 20Q&atherwood & O’Neal,

1996). An issue identified in the literature iskadf role clarity (Parker, 2003; Harris,
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1989; Widmer, 1993), however the board cycle iacttred to specifically reflect

the key roles of the board, placing clear emphasiwhat these key roles are.

The key roles of the board, as reflected in thadasgcle, are clearly laid out in the

board member handbook as follows:

» Establish what (Robertson) stands for and whageks to achieve.

* Determine how it plans to get there and that it ties resources it needs to
achieve its goals.

» Delegate to the paid managers responsibility fgri@menting the plans.

* Monitor the use of resources in the interests o$¢h(Robertson) exists to serve.

* Account to the members of the company, and to thkebolders for those

resources through the annual report, and at theadugeneral meeting.

In terms of the meetings structure of the boardy tmeet monthly, which is seen as
an important element of the governance structigd, @nables members to keep up-
to-date more easily than if meetings were quarténlyerms of keeping people up to

date, the Chief Executive notes:

You still have to package reports like a story: fivet paragraph is
reminding people what it was all about and how wetg where we are
and where we are now, the next bit is what hapgpesiece we last
looked at it and the last bit is a kind of summang what we need to do
next. But you actually have to do that because ganit expect people
just to pick up the thread with a month in betwedbay’ve got their own
lives and their own commitments and their own egés’.

The structure of governance around the board oyele also deemed to keep the
board focussed on their role as each meeting isthtypnand is ‘themed’ and

therefore agendas are designed to reflect this.apipéication of such a framework
when designing board agendas has been shown tdBkeegds more focused on their

role (see Inglis et al, 1999; Inglis & Weaver, 201
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With regard to the way that board members are kppb date with arrangements,
they are issued with a number of key documentgerims of policy documents, each
policy document is lengthy, and therefore has amamng policy statement which
states its key aspects — the board has a copythiegbolicy statements and these are
reviewed each year. The board also gets a workptaneach area that the
organisation operates in, which details what h&n l@ecomplished to date, and what
will be happening next — this is what is reportgaiast at the quarterly monitoring
meetings of the board, where the area managers tmthe board and present their
own area report. The budget for the year is alsoeild to board members in their
pack. Alongside this, there is information abow #tructure of the organisation and
its staff, and also the people they support — ¢wellof support they receive, what it

costs, where the money comes from.

The flexibility of the cycle was also noted. It waghlighted by the management
consultant, that the cycle does not tend to wogkhfg issue comes up. He noted that
there had been a recent instance where a majoe Is3d arisen which needed a
considerable amount of discussion, it was necedsahave that discussion in the
board meeting — resulting in a two hour board meetmeaning that the agenda that
they were supposed to be dealing with could notlibeussed. Therefore, at times,
things must be moved over into the next again mgeflrhe structure of the cycle

allows for this, as the management consultant exgda

I mean things like monitoring, for example, is faistraightforward;

there’s a set of reports and you go through theorepand it's a fairly

standard process. So in fact, you can do a boarditmong session
probably in the hour and then that gives you anotieur to discuss a
topic.

It is apparent that the board cycle has become gfathe organisations formal
structure. Meyer and Rowan (1977) would suggedt ghah institutional rules are
adopted ceremoniously and function as myths. Howedwae from being merely an
act of symbolism, this cycle appears embedded th#® organisation and is
fundamental to the way in which organisation isegoed. The academic literature
contains numerous examples that suggest the adoptitools used in the private
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sector undermine the values of charitable orgapissat(Bush, 1992; Backman &
Smith, 2000; Eikenberry & Kluver, 2004; Foster &aflach, 2005; Harris, 2001,
Landsberg, 2004). With regard to specific modelsgofrernance, Alexander &
Weiner (1998) consider the adoption of corporateegoance models in charities and
conclude that they are not viable for the sectocdntrast, this does not appear to be
the case at Robertson. This can be highlighted trafollowing statement from the
management consultant, who brought the board ¢gdlee organisation:

so | think one of the things that makes it workadsoard is the sort of
common shared view, you know, everybody subscibasvery key set
of values that are put into operation and we daeevthe values every
year and often in this session here, and that easiere we’ll look at

the values. In fact we use the board developmasiasethis year to look
at values, to revisit them, you know, why indepehtieing, what's that

about, so yeah we spent some time doing that. Ahthk that's what

keeps it together as an organisation, there’s madpn’t think | have

ever, ever been involved with a board where thersger been any
falling out, but not because they’re all into grotipnk, but just because
everybody kind of has the same view. | mean thetélsstrong views

expressed, and people will disagree but it's neget to sort of

acrimonious debate and discussion, it's just usuakry harmonious
really, and | don't think I've ever come across @ald that has such a
common shared set of values. That'd be quite arasting one to look
at...about how values might drive the effectivenéfisecboard because |
think it does in (Robertson).

Such a view is in contrast with reports from thierture which suggest that business
people do not always fully understand the valuededging the organisation
(Landsberg, 2004; Bowen, 2004; McFarlan, 1999).

8.3.3 Board Composition

The Board currently has 15 members, and is senigethe Chief Executive. In
terms of it's compositiorthere are four service users on the Board, sewiwiduals
that can be described as non-business members avhe from predominantly the
public and nonprofit sector. Finally, there ararfmembers of the board who can be

described as ‘business people’.
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The composition of the board is detailed below:

Table 8.2: Board Composition of Robertson

Board Member Background
Chair MSP

Board Member 1 Private Sector Accountant

Board Member 2 Public Sector Accountant

Board Member 3 Management Consultant

Board Member 4 Service User

Board Member 5 Retired Social Worker/ Relative ef&ce User

Board Member 6 Retired Nurse Manager/ Relativear¥/iSe User

Board Member 7 Works in Community Services/ Comityudevelopment
Board Member 8 Founding Member/ Retired Social VEorset up other Charitie

Board Member 9 Runs Local Business

Board Member 10 Solicitor

Board Member 11 Service User

Board Member 12 Relative of Service User

Board Member 13 Service User

Board Member 14 Service User

The following statement from the organisations wtebsets out its view on the

composition of the board:

Board membership needs to span a range of skillisexperience, from
using services (as a person with support needberdlative of a person
with support needs), to professional expertise abiability issues, and
expertise related to running a medium sized company

With regard to the composition of the board, thgaoisation has a grid which
identifies the needs of the organisation, and \liatcurrent individuals on the board
bring to it. The boxes of the grid are checked risuee that between all the board
members, they meet the requirements. Should any lgagound to exist, then this

highlights the areas that need strengthened, amaspto who they should be
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recruiting next. Therefore when the organisatiocruigss new board members, they

specify the exact type of expertise they are logkor.

The essential elements of the grid — and essentidlht the board must cover are:
people who can understand the finances of the @ai@on, therefore someone who
can understand the accounts and read a balancd. shemeone with an
understanding of law, particularly company law, rdiyalaw, and community care
legislation. People who understand community dguakent, people with PR skills,
people who have used the services themselves, orhatie strong connections to
people who use the services, so they can seenit fine inside out. Such a system
appears to be instrumental in the governance obrip@nisation, this is in contrast to
the view of Meyer and Rowan (1977) who suggest thath formal structures

function as myths.

Another key element of the board is that it cuisehais four service users on ithe
recruitment of service users on the board has haaigations for the board, for
example, previously, board papers were sent outr@®k in advance, however they
are now sent out two weeks in advance. Board pdyaess also had to be made more
accessible. In order to make board papers accedsilthe service users, layouts are
standardised, and symbols are used, so for examwgle,regard to the proposed
transfer of properties to a housing associatidms,don of a house is placed next to
this so that it is instantly recognisable. In tewhshe monitoring reports, graphs and
symbols are used to allow for a picture of what hasn done against what still
needs done, which the chief executive notes makesdier to talk through the
process. They also use photographs of the indilsdudnose report it is. This
improvement in accessibility has also had an impacthe other board members,
who noted that this actually made the finance mapeuch easier for them to
understand. At board meetings, flip charts are alsed and the board is broken
down into smaller group discussions. During boamktimgs, all individuals have
cards which they must hold up if they want to spedhis is so that everyone gets a
fair chance to talk and so people don't cut eadterobff. Abzug & Galaskiewicz

(2001) suggest boards are legitimated from beltw,recruitment of service users
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here could be seen to reflect this, however thegmree of these individuals appears
to be instrumental, with significant steps takennwmolve these individuals and hear

their views.

8.4 The Impact of Business People on the Board

The following section specifically considers thepaat of people with business skills
on the board. There are four members of the boaaan be described as ‘business
people’; the first of these members works in lobaisiness, another of these
members is managing director of a firm of managdroensultants, this member had
previously worked as a clinical psychologist fore ttiNHS. The remaining two
members are both accountants, one is a privatersactount, working for a large
bank, the other is a public sector accountantpaljh has previously worked in the
private sector. The latter three were interviewadtifie study. The following section
considers the motivations of these business pedpkEr understanding of the
organisation, the use of business expertise onbttead, and pressure for the

organisation to become more business-like.

8.4.1 The Motivation of Business People

The three business people interviewed for thisystwdre asked how they came
involved with the organisation, and what their pgmnmotivations were for joining
the Board. The two accountants were relatively n@whe board, the public sector
accountant had been on the Board for approximatelgar. This member joined the
Board after responding to an advert in the locatgrthey lived in the local area, and
after doing some background research on the orgiions felt that it would be a very
interesting opportunity. The private sector accanhhad been looking to become
involved on a Board for some time and also saw dwverisement for Board
members in the newspaper, the primary motivatioth member for joining the
Board was ‘to give something back to the communiayd also for personal

development. The third business person, the maragieconsultant, had recently
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moved to the local area and also saw the post @isk@r he had previously worked
in the NHS as a psychologist and had worked witheRigon in this role a number of
years ago. The motivations here were also to ‘gamething back’. These reasons
for involvement are similar to those uncovered hysi#n (1998) who considers the
motivations of Harvard MBA graduates involvement monprofit boards ‘to give

something back’ was the dominant reason.

8.4.2 Business People’s Understanding of the Orgaation

Although these three individuals were labelled ibhass people’, two of them had
previous experience with work which was related thkee organisation. The
Management Consultant had previously worked asyahpgogist for the NHS,
during this time he had worked with service usérRabertson, he also had previous
Board experience as a member of the Executive Ctaserof a Housing Association
during the late 1980s/ early 1990s, and also orBtheed of the company he works
for. The public sector accountant had previouslyk&d in a high secure hospital
setting and noted that they had a lot of experiaaroeind clinical governance and
social care issues and felt able to bring this B&pee to the Board. The third Board
member, the private sector accountant, had no queexperience of work related to
the sector, and noted some difficulties with untderding some of the specific issues

related to social care.

The difficulties of understanding the complexitytbé sector was highlighted by the
management consultant, who noted that althoughalephevious experience within
such a setting, it was a number of years ago, @nldal found it difficult to come

back in:

| found it really hard because I'd been out ofat the best part of 12/13
years, and coming back in was quite hard. Andnkht’'s quite hard in
this specific sector because it's not just knowsagnething about the
issues surrounding people with learning disabiitigut also around the
whole social care sector...and the provision for eg,s supporting
people, legislation and so on.
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However, the private sector accountant shows anremeas of the differences

between voluntary and the private sector:

As an accountant on the board, | try to be verydhihof what our
purpose is in being there as an organisation, atr'&lnot the same as
running a commercial organisation.

8.4.3 The Use of Business Expertise on the Board

In terms of the external expertise which theseethresiness people brought to the
board, there appears to be a significant distinciioterms of the impact in which
they have had on the organisation. The managenoasuttant appears to have been
instrumental in terms of the organisations adoptbnts board cycle, which was
based on work that he did with boards as part ®fdaly job. In addition this model
does appear to be embedded within the organisaimohis used positively. This
finding is in contrast to propositions made by Megad Rowan (1977), who state
that organisations will adopt practices that wilke them appear modern and up-to-
date, however such practices do not contribute rtdsvélne technical efficiency of the
organisation. In contrast, it appears the boardecyas been effective, and the
management consultant now notes how he uses Robeats an example when

working with organisations from the private sector:

| do use it as an example because | do work widrdmin the private
sector and | have sort of drawn on the experiemcesdy ‘look, when
you're struggling about how you...the process yoy yse know I'm on
a board, it sits, we meet for two hours a monthyavgot a yearly cycle
of activities, and it's quite an eye opener to sqmeple, that you can
actually get through and run a relatively biggishiganisation, 5/6
million pound a year organisation on that basisthmpeople who are
volunteers, and not getting paid for it.

Other examples of what this individual brought tge torganisation were also
apparent, for example, part of the work in whichwess involved with outside the

organisation was helping organisations to recriebpgbte for senior positions,
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something which he also been involved with in Rtdmer. The management
consultant also noted that one of the areas heedaok in his consultancy company
was around collaborative working, and he had baeshipg this within Robertson
about getting into partnership and collaborativekia with local authorities where,
he noted, there had historically been some tendibis is further evidence of the

instrumental value of this business person on tdaed

Another way that the specific expertise of thessirmess people was used was
through the Audit Committee — this was the only-salmmittee - and through
participation in ad hoc working groups set up t@ldeith specific issues. Both
accountants were on the Audit sub-committee, with private sector account

Chairing the meetings.

In contrast to the management consultant, who wsisumental in the adoption of
the board cycle, the two accountants on the boadlléss of an impact. The main
contribution of these two individuals was to givarification and reassurance on the
financials and to oversee specific decisions. Faanwle, they had made
contributions on small working groups of 2 or 3 libenembers which were set up to
deal with specific issues, for example reviewingtse There was no evidence that
these individuals brought in their external expertiother than in an oversight
capacity. Another example of this was noted byphblic sector accountant when

describing what he brought to the board:

Just experience as well, when you see things coagngss the board
table that you've probably dealt with in the pastdathat helps a lot
because you can then say whether it's reasonableotr For example,
setting rent levels; so we’ll be looking at prevdoyears comparisons,
and what other organisations are doing. The managgrteam are very
good at doing that, they do all the predatory wetkwhen it comes to
the board table you can look at it and say ‘welledothat seem
reasonable’ that's really helpful. Again, the maeatent team, they're
very good at providing information for you.
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The presence of these two accountants on the Boasdseem to imply that the
accounting function of the organisation will bearigus, however, after discussion

with the management consultant, we can see thsaistimot the case:

we’ve got a couple of people who are accountantsefample Public
Sector Accountant and Private Sector Accountant] ant's quite
interesting because Private Sector Accountant palarly | think finds it
hard that she’s in a different accounting enviromtp@nd she sometimes
looks for some of the rigour that you might findXnbank etc. but it
doesn’t happen at Robertson.

The presence of these two accountants on the Boaug|ed with their apparent lack
of any instrumental contributions and the ‘lackrigfor’ in terms of accounting can
be seen as a possible example of legitimation (Mayd Rowan, 1977) whereby the

organisation presents itself as modern and upta da

There is a desire for more individuals with bussedated expertise, and an
acknowledgement that their knowledge would havengmact on the organisation,
the management consultant noted:

We miss somebody who is in marketing...We miss gdsobalbo

somebody who'’s in sort of related area of PR, yoowk if we had
somebody who was really working with a PR agentsyday, | think we
could do all sorts of things with (Robertson), pautarly in terms of the
(Robertson) Trust and fundraising.

8.4.4 Pressure to Become more business-like

The pressure for the organisation to operate in aaenbusiness-like way was
apparent. The private sector accountant discussedissues faced with regard
competitive tendering, where private companiescaraing in who want to provide
social care services. One of the issues with ghibat they will be looking to make a
profit in a nonprofit sector. The accountant voiaszhcerns over the quality of
service that would be provided by these organieatiand noted how Robertson was

committed to the needs of the service users. Stes ilee impact of this:
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As an accountant on the board, | try to be verydfihof what our

purpose is in being there as an organisation, atelnot the same as
running a commercial organisation. You know, (Redxer) and another
organisation just didn’t know if they were going receive funding so
how can you even start doing a budget if you diemétw if you're going

to have any funding, so you can’t really get toadwup on ‘but we must
know what our funding is’ because you don’t knowalse the local
authorities won’'t commit to it. Or they commit tofor a year or two

years, so until we get into a cycle of three-yesding you have all that
management time tied up, continually working ondbals — whereas if
it was three years, you've got that platform to kvon.

The above example represents a specific isomoprkgsure. When such uncertainty
is apparent, Di Maggio and Powell (1983) suggest ithwill encourage mimicking
of other organisations which they believe to be emarccessful, perhaps the private
sector organisations that they are in direct coitipet with. Such financial

uncertainty may explain the symbolic role of acdaunis on the board.

8.5 Conclusion: Robertson Social Care

At the centre of this case study is the adoptioa pfivate sector governance model,
with a board member from the private sector beirsgrumental in its adoption. The
board cycle was brought into the organisation blyoard member with business
expertise, in this case, a management consultdet.Bbard Cycle is at the heart of
the governance structure is this organisation. Wlayel Rowan (1977) suggest that
the adoption of such practices and recruitment wéhspeople are adopted
ceremoniously, having a merely symbolic role, idesrto present the organisation as
legitimate to its external environment. Howeverisitapparent that this model has
become embedded within the organisation. It hasear ampact on governance,
where on an annual basis, the main roles of thedera addressed: direction setting,
strategic thinking, monitoring and evaluation, aga@bility. This translates into the
monthly board meetings, which are themed arounsktleeas and therefore focusing
the board and their role, and keeping them fromaysig into more operational
matters.
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Fundamental to the successful implementation ofntloelel also appears to be the
shared vision of the Chief Executive and the mamege consultant who worked
together to implement the board cycle within thgamisation, and also the rest of the
board who were receptive to the change. It has begorted that tensions can exist
between the board and management (Chait & Tayl®89;1 Taylor et al 1996;
Cornforth, 2003), however in this situation a parsihip approach appears to have
been adopted between the Chief Executive and adBdamber in order implement

of new model of governance.

Such an example of the adoption of a model fromptineate sector, is in contrast to
a growing literature which highlights concerns ovehnaritable organisations
importing models used in the private sector (Bu€¥92; Backman & Smith, 2000;
Eikenberry & Kluver, 2004; Foster & Bradach, 2003%arris, 2001; Landsberg,
2004). Such research suggests that business gscaa undermine the values of the
charity, however in this case it is made clear by mmanagement consultant, that

governance is driven by the values of the orgaioisat

In contrast, the other two board members with ssnexpertise — a public and
private sector accountant — did not appear to iessumental in contributing to the
effective governance of the organisation. Theie rappeared to consist of a more
general oversight role. In particular, the privatctor accountant was noted as
having difficulty in adapting to the different cemt of the charity sector. The lack of
any instrumental contribution can be viewed as sside example of legitimation
(Meyer and Rowan, 1977), where the recruitmenthalsé individuals reflects a

desire of the organisation to present itself asemodnd up-to-date.

163



CHAPTER 9

GOVERNANCE IN A HOUSING ASSOCIATION:
RESULTS FROM A CASE STUDY

9.1 Introduction

Housing Associations are charitable organisatiomschv provide low cost social
housing for those in housing need, including thosea low income, older people,
and those with disabilities. Social housing hasobex an increasingly important
issue, in 2008-09 57,304 households made homelggkcations to their local
councils in Scotland, this was a 21% increase sI®88-99 (Shelter, 2010). Both the
decline in council housing as a result of the 18@Bt to buy legislation, the transfer
of Local Authority housing stock to Housing Assditias, and the decline of private
housing ownership (National Statistics, 2009) remulted in an increasing reliance
on Housing Associations as a provider of affordafbeising, with one in nine

properties in Scotland now Housing Association lsid&eary & Gibb, 2010).

These organisations face significant challengedicpéarly in relation to the current
economic, housing market, and credit crisis whilikely to result in longer-term
public funding reductions (Neary & Gibb, 2010). Atitehally, new legislation in the
form of the Housing (Scotland) Bill will bring abbwehanges to the regulatory
system and the right to buy legislation. Withinstbontext, Governance has evolved
as a key concern of the sector. A 2009 report leyShottish Housing Regulator
highlights the importance of good governance, bpbrts significant variance in the
quality of governance in the sector. The reportgests that many governing bodies
have only a basic understanding of their role, @ard become involved in low-level
operational matters at the expense of strategyttiSicdHousing Regulator, 2009).

This is illustrated below:

The quality of governance in the sector is varial®me governing
bodies are excellent, with a clear understandingvbét their role is and
how this differs and complements that of their @enificers. However,

164



other governing bodies have only a basic grasgheirtrole or become
embroiled in low level operational issues, leavihgir organisations to
be led by their senior office(Scottish Housing Regulator, 2009, p. 42)

This chapter presents the findings from a caseystoid a Scottish Housing
Association, to protect its identity, it will befegred to as McPherson. Interviews
were conducted with key actors, and where possibeiments were obtained and
analysed.

The table below sets out the four interviews whighre conducted:

Table 9.1 Interviews Conducted at McPherson

Interviewee Title Position

Chief Executive

Chairman Retired Accountant

Board Member 1 Assistant  Director  [of

Finance in large publi
sector organisation
Board Member 2 Physical Disability
Planning Officer  with
Local Authority

Board Member 3 Retired public  sector
manager

)

The chapter is centred around the two main thenidhi® research: governance
issues, and the impact of business expertise obdas. It is structured as follows:
(9.2) will provide some background to the case3)(@uill consider governance, (9.4)

will consider the impact of business expertisetentioard, and (9.5) will conclude.

9.2 Background

McPherson Housing Association describes itself ascharitable organisation
supporting local communities by providing and depéeig high quality affordable
homes and housing related services’. It was formei®95 by a group consisting of
both tenants and staff from the local area offi€éeSoottish Homes, a previous
housing regulator. McPherson have 35 employees ared governed by a

management committee of 12 members made up ofithdils from a variety of
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backgrounds and experience. At present McPhersasikip Association own more
than 17, 000 properties across east and centrdlaBdo The core members of this
organisation have been involved prior to its incepin 1995, and were members of
the initial steering group that formed the orgatdsain 1992. The current Chief
Executive was on this initial steering group, beswrthe Director of Finance when
the organisation was established, and then praggeds his present post. The
current Chair, along with another two board memheese also involved on the

initial steering group.

9.3 Governance

The following section considers the governance haf organisation, particularly:
governance structure, the role of the board, tlstindtion between strategy and
operations, the relationship between the boardnaamthgement, and the composition
of the board.

9.3.1 Governance Structure

At the time of the study, a review of Governancel fast been undertaken and
changes were being implemented as a result. Afsignt focus of the review was
centred around appraisal type meetings with therdocaembers which were
conducted by the chair and the chief executive.s&éhdiscussions focused on the
views of board members as to the practices ancedures that they perceived to be
working well and those which could be improved updmeir own individual
performance and the performance of the committeewalsole, and any training that
board members felt would be beneficial. Structisaiies surrounding the suitability
of various sub-committees were also considereaigalith meeting frequency. The
structure prior to the review was a meeting offtileboard six times per year, with
sub-committees dealing with specific issues anddmg reports back to the full
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management committee. Sub-committees encompaseading and development,

finance and corporate services, and audit.

As a result of the Governance review, a number ssiues were uncovered
surrounding the sub-committee structure. Concerere waised by individuals who
did not sit on certain committees and felt thatytheere missing out on making
important decisions. Such an example included iddals who did not sit on the
housing and development sub-committee who felt thay were missing out on
important development decisions and large maintamantracts. To address this
situation, the committee took the decision to femabrything through the full
committee so it gave everybody the same informatibithe same time and they
weren’t just relying on minutes or reports from gwh-committees to catch up with
what the sub-committees had decided. An issue Wlils was surrounding
duplication of effort, things that had been agre#dsubcommittees were then
discussed again at the full meeting. There wasebnfg from members that if they
were not on a particular sub-committee, althougy thot the minutes of it, it was
really just a resumé of the conclusions to theuwision of the decision taken. People
not on that committee were not part of the disarsghey didn’t know all the things
that were dealt with there and the was a feelinuc of ownership — they felt this
would be better addressed by the management cosennitéeting monthly and doing
away with all the sub-committees apart from theitasgb-committee which meets
three times a year. The audit committee has thet femlooking at the risk map,
also for looking at reports from internal and ertdrauditors. In place of formal sub-
committees, small working groups were created pecsic issues, one such example

was a recent meeting to discuss salary structure.

Major changes implemented as a result of this veviecluded a change in the
committee structure of the organisation. The mestof the full board were changed
from every second month, to every month, and bléhhousing and development
committee, and the finance and corporate servioesittee were scrapped with
their remits now being put through the full boartle only remaining sub-committee

was the audit committee.
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Another aspect of this restructure was the plamatce a clearer focus in the meeting
of the full board. The chief executive noted hisdb introduce themed meetings,
for example, looking at performance every quarted éinance every quarter and
arrears every quarter and looking at certain stbjence a year. In contrast board
member 1 and 2 were not aware of the plans todotte such a structure to board
meetings. There was also a desire to keep agergldstd allow more strategic

subjects to come onto the agendas and to moveotheittee away from a lot of the

day to day operational matters that the board ragqusly been more involved in.

The move towards monthly themed board meetingsnsniscent of the board cycle
adopted by Robertson, however, in this instandeerahan demonstrating that such
a structure has been adopted and has improvedr#tegic focus of the board, the
following comment from the chief executive pointsvards the adoption of such a

structure as a legitimating device:

But it's always this dilemma — every associatioesgythrough this cycle
of: they look at their governance, and either cesatib-committees or
they do away with sub-committees, have a full coi@enand then form
short-line working groups to do various things anthink that's where

we’ll head more in the future.

The appears to be no rational justification for d@ldeption of this structure.

9.3.2 The Role of the Board

Lack of clarity in terms of the role of the boanggented itself as a significant issue
within the nonprofit literature (Harris, 1989; Mcauh & Gies, 1985; Parker, 2003;
Widmer, 1993). At McPherson, the chief executiveéedothat new members are
offered new committee member training through tk&&, which is a structured
package talking about their various roles and thxpeetations of them in
Governance. Board members who work full-time howgeWgghlighted difficulties
with attending events such as these. Internalibgim a less formal way was also

offered, such as inviting board members to go thihosome policy training with
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other members of staff. Despite these effortsjdbee of a lack of role clarity is also
apparent within McPherson. For example, concerng wased by board member 1
over lack of role definition and the level to whiclther board members actually

understand the extent of their role:

sometimes it does feel a bit cosy, sometimes t tlunk they realise, you
know, at the end of the day, if something went wrehere does the buck
stop; and it stops with us.

This comment was particularly in relation to a spie@ncident at a meeting relating
to banding and structure, where the organisatiors westructured around an

individual who wanted to move from full-time to pdéime:

what you get quite clearly coming over is ‘oh dy&s a nice guy, aye he
should be paid...”. And what (board member 11) had, S@u know, was
there had been a previous meeting which | hadrigrated which was
around structure, and there was a proposal becaiissmmebody has not
been well and had requested to go part-time and rédst of it. So

basically they rebuilt the structure around thatrgmn going part-time.

Now sitting there objectively, it should be aboosts, not people, and
sitting there objectively, you think ‘a housing @sation the size of
McPherson, with everything that's going on needfulatime one of

these.

Further issues over role clarity were highlightgdbloard member 1, it was apparent
that although board members were issued with ancii@h pack which outlined
their role, the onus was very much on the individoeard member to read and
interpret this role:

we get a big folder, so as part of your inductioand | haven't read the
big folder — but you get a big folder which takesiythrough lots of
different things and what your role is...I think framemory if you go
through the big folder it’ll give you kind of a jatescription in terms of
what they expect from you as a committee membestheh everyone
round that table’s like me and has read that foldenot, | don’t know...

The above examples highlight that although the wildhe board appears to be
formally documented and formal training is offeréloere is a sense that this has a
symbolic role (Meyer and Rowan, 1977) with boardwbers not always attending
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the training or actually reading or adhering to tfeemal roles which are

documented.

9.3.3 The Distinction Between Strategy and Operato

As outlined in the research context, the distinctietween strategic and operational
activities presents itself as a fundamental chglleim organisations (Baysinger &
Hoskisson, 1990), particularly in nonprofits whdyeards engage in operational
activities (Leatherwoord & O’Neal, 1996; Steane &riStie, 2001; Cornforth &

Edwards, 1999), this can cause significant tensibeswveen the board and

management (Cornforth, 2003).

At McPherson, the Chief Executive highlights thatvieen 70 — 80% of what is
discussed as board meetings is operational. Hdidgh the difficulty of staying

strategically focussed:

we are trying, at least in theory, to create mopace on the agenda and
move committee a wee bit away from pure operatioraters and trying
to think more about strategy, because... it's vergydar committee to
get in overly involved in operational and managetmeatters and trying
to get that dividing line is always a bit of a bating act.

There are also conflicting views as to whetheredhsractually a clear distinction
between strategic and operational activities. Faangle, With regard to these
activities, board member 1 highlights ‘I don’t tkithere is a clear distinction’. This

board member continues to explain that the boatabi®perationally focussed:

The standard financial instructions, all that kioél stuff comes to us for
final ratification and I don’t think, you know | win't...l wouldn't take

that to a board decision in here of non-execs, @o khow what | mean,
necessarily. And as | say, stuff like managemeunttstre, | would have
expected just (chief executive) to deal with tiaings like salaries, yes,
that would have to come, because he can’'t makecside on his own

salary, so yes...And everybody knows in finite dethére the double-
glazings going in, and how it’s getting on.
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Additionally, board member 2 also notes:

| think there is, there are certainly things thatnee to management
committee and | think ‘why’s that coming to managetmcommittee?
Why does staffing structure have to go to the mammmnt committee,
because to me that's something the Chief Execwiveld make a
decision on.

In contrast, however, the chair of the board sigrhat there is a clear distinction
between strategy and operations and the divisiothede tasks between the board

and management:

| don't feel that the management committee if yke, linterferes in the
running of the organisation. There is a clear dehtion, we're

responsible for the strategic decisions: which way we heading? How
will we do it, or do we want to do it? Yes. Howlwié do it? We decide
to a certain degree, but then it's up to (chief ereve) and his
management team to implement that for the manageroemmittee. So |
don’t personally feel that there’s any difficultythat.

In Housing Associations, the high proportion ofaenmembers on Boards is seen as
a contributing factor in the Boards involvemengutivities that are operational, due
to the difficulties they have in adapting to theatggic nature of the role. It has been
reported that tenant members view their role asgothiat of a representative, tending
to focus on operational housing issues, at the resgef strategic issues impacting
on the entire organisation (Audit Commission, 2004)is is a potentially significant
issue in Scottish Housing Associations, where atodf% of volunteer Board
members in the sector are tenants (Scottish Holagmilator, 2009). This situation
may go some way to explaining the operational foauthe board reported by the
chief executive and board member 1 and 2, as th@nasation has a high proportion

of tenant members — with six of these individuaissgg on the board.

9.3.4 Board and Management Relations
As outlined in chapter 2, the involvement of boardeperational activities is seen to

be a fundamental cause of tensions between thel lyat management (Chait &
Taylor, 1989; Taylor et al, 1996; Cornforth, 2008)nay be expected that tensions
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would exist in McPherson, given the apparently jeiavolvement of the board in
operational activities. However, in contrast a staapproach to managing and
governing the organisation appears to be adoptedekample, as a result of the
restructuring, all the senior management team geveyy board meeting, and the
chief executive has meetings with the chair oncemce per week. In considering

this revised structure, the chief executive notes:

it just gives you a broader ownership really, fatlo the committee and
for the senior staff. We can actually cover forleather, we're part of

discussions much more collaboratively. But fromawy point of view, |

also, you know, (chair) was in today, (chair) isreggularly, 1 see him

once or twice a week.

The chief executive gives the following exampletlus shared approach suggested
above, when describing a project he was workingvibim the chair:

| try to keep him up to date of anything that Inthiis going to be
significant, we are actually jointly working on senPR stuff at the
moment because — which is not something we’ve denyemuch of, and
again that's about how we move forward collaborelyy Some of that's
strategically, some of that’s really about operat@h Strategically about
how we are placed in the hierarchy of housing asgimns,
operationally, to make sure that our profile’s higbnough that
opportunities — development opportunities, or ashiéat might come our
way don’t bypass us because people don’t know almut

In the following quote the chief executive doeslioeta desire to make his mark on

the organisation, however it appears as if needsa& approval from the board:

if I think it is a strategic decision...and I've bestaff restructuring as
well, and I involved (chair) in that discussion,\smu’ve got that, we then
took it to a — we’'ve got a convenors group whichaistanding sub-
committee of some of the more senior members ofaimenittee if you
like — it tends to be the Treasurer, Secretary, iChéce Chair, and the
Chair of our subsidiary company as well...as welspsaking to (chair),
| talk through my plans with them, so they obvigugle their feelings
on various things. And so before it's gone to cote®mifor actual
decision, it's actually gone through a couple opogunities for them to
influence and shape really, my plans, because wWer¢ very much my
plans, well, the management team, but only up toedain point.
Because this is really my chance to stamp wheheught we needed to
go in the future in the organisation...But, again,r@ea small enough
organisation, that if something doesn’'t work, iryear or twos time we
can say ‘och, this isn't really working, we’ll chga it again’ so we're
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not actually putting things in place that are nesady going to have to
stay for the next year.

A further example of the chief executive seekingrapal is outlined below:

But having the open dialogue with (chair) is a higlp because then |
can test the water really. If I've got an idea Inceun it past him and if
his face screws up in a big grimace then | thirk, \well maybe | won't.
But it allows him to know where I'm heading witlesk things, and
shows that I'm actually doing some work as wel, fitot just a case of
hiding away in my wee room and churning away onkégboards, it
does allow you to kind of keep things bubbling glolhnd | much prefer
that to having an absent Chair if you like, thauywould only see at
meetings.

This shared approach is also noted by board mefnber

I remember the last, a couple of meetings ago,etiesome kind of
costing database thing that they use to forecast tive next hundred
years kind of idea, and that’s what (chief exe@)tolid, (chief executive)
gave a high level overview of what that costing. .\l not interested

in what that costing thing does, | just need to vknthat you're

discharging your duties properly and | can ...youwnmy role as | see
it is about, is a governance role in so far as sgthg myself and
therefore everyone else that's involved that thedf sire doing what
they’re paid to do. | don't actually need to seeaivthey do on a day to
day basis so, yes, absolutely, | think it's jusittthared collective.

9.3.5 Board Composition
The board currently has 12 members, including thefcexecutive, with the

maximum number at 15. The composition of the baaaitlined below:
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Table 9.2 Board Composition of McPherson

Board Member
Chair

Chief Executive
Board Member 1
Board Member 2
Board Member 3

Background
Retired Accountant

Assistant Director of Finance igéapublic sector organisation
Physical Disability Planning Offieath Local Authority
Retired public sector manager

Board Member 4

Tenant Member

Board Member 5

Local Councillor

Board Member 6

Tenant Member

Board Member 7

Tenant Member

Board Member 8

Tenant Member

Board Member 9

Tenant Member

Board Member 10

Tenant Member

Board Member 11| Head of Housing Services at andilder

As a result of the absence of any limit on the tengf time board members are

allowed to serve, many of the current board membave been on the board for a
significant period of time. It was noted by the efhexecutive that throughout the

first ten to twelve years, the committee was mauefuhe same people. Three of the
current members, including the chair were on theimal steering group which was

set up to form the organisation in 1992, anotheeghmembers have been on the
board for periods of over 13 years. Such a sitnasan contrast to the Association

Rules which state:

McPherson Housing Association recognises that deoto demonstrate
openness and accountability it must aim for a reatde turnover of the
membership of the Management Committee over time.

Despite the above policy, a number of individuadsén served for lengthy period,
including some who were on the original steeringpugr which set up the

organisation. It was apparent that this was areis§woncern to the Chief Executive:

it's something that the committee themselves halked about, that in

the interest of good Governance having open-enaekr ending kind of
membership isn’'t necessarily the best thing, bez@usoes mean that we
get into a comfort zone, that people just come @loat of habit, that

there’s not this kind of automatic freshening uphef committee.
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The current chair of the board is a retired accanintwho used to run his own
accountancy firm close to the housing associatifices. The vice-chair has been
with the organisation since 2003 and is a retineldlip sector manager, also serving
on other public and nonprofit boards. In additiorite chair and the vice-chair, there
are four additional non-tenant members. There isoecupational therapist who
works as a physical disability planning officer lwithe local council, there is a
member who works as head of housing services fothan housing association,
another member who is an associate director ohfieawvith a large public sector
organisation, and finally another member who isaal councillor. The remainder
of the board is composed of six tenant membergast noted specifically by both the
chair and the chief executive that the organisatibas experienced difficulties in

recruiting members to the board.

One of the biggest issues that arose was the peefaum the regulators to recruit

tenant members onto the board, as outlined below:

The regulatory, development funding and policy #amrks in Scotland
have encouraged tenant membership of governingebodiround 45%
of governing body members are currently tenaf8sottish Housing
Regulator, 2009, p. 44)

The commitment to tenant involvement is laid outhia Association&®ecruitment of

Management Committee Members Policy

As a matter of policy, McPherson HA is committedetsuring that

McPherson HA tenants have the opportunity to bévelgt involved in

the running of the organisation. In pursuit of tipisnciple, McPherson

HA will aim for at least a third of all Manageme@bmmittee members
at any time to be tenants. McPherson HA will previdformation,

support and training to tenants who are interestethecoming involved
in the Management Committee.

Despite this policy of ‘active involvement’, thegatical impact of this was noted by
the chief executive who identifies the mismatckkills between the tenant members
and the running of the organisation, he particulariotes issues such as
understanding complex loan finance. The chief etreelconsiders the recruitment

of tenant members below:
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seen as good practice and I'm never quite sure wiay's the case
because they are actually responsible for a £5anilbusiness and while
tenants may well have some input to it, you reaié/looking at business
skills first and foremost, and | think there’s alsbways a bit of a
mismatch; | think sometimes tenants are kind ohedrinto coming onto
Boards like ours in that there’s a push for us &vé representation, and
they can be very useful but within a fairly limitedy because they
aren’t used to running businesses generally.

This conformity to expectations from the reguldtas impacted on the composition
of the board, providing legitimacy via the recrugimh of tenant members to the
board. This situation is viewed as a significardués in the governance of the
organisation, for example Board Member 1 (finanaeatior) gave the following

response when asked how governance of the assoctatuld be improved:

The fact that there’s this kind of encouragemerttaee tenants, and lots
of them sitting round there rather than people vane actually there for
their skills and what they can actually bring t@ thoard.

The level of participation from tenants members whgparticular concern, Board
Member 1 noted:

there’s somebody younger than me that sits rouatitdble — | think he
sits there because his dad sits there if I'm hgnetil recently, I'd never
heard the guy speak, and there has been a deldenatve by (Chair &
Chief Executive).

The Chairman also consider the participation l@féenant member, and comments

specifically on one member:

| suppose on most committees you get most of thieipation from a
small number of the members and sometimes not sb fmum others
and we have two family members on our committegdheger one until
fairly recently had contributed absolutely zilchtime way of questions,
comments...As a result of the interviews | referredearlier, and
thinking about this particular member of committee, arranged that my
predecessor as chair, who's still on the committeealld act as a kind of
training officer and buddy and whatever else ydae fio call it — and it
has been successful because he’ll meet with anylimdyparticularly
this younger member before a meeting, and idegtigstions, points that
might be made, questions that might be asked, wed& getting
something out of him...
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The commitment of the organisation in the recruritr@f tenant members represents
a specific coercive isomorphic pressure from tlylegors. However, it is clear that
these members to not make a significant contribut@ the governance of the
organisation. Such a situation where boards legitmthemselves through
community representation is found by Abzug and S&adavicz (2001), they find a
situation where select organisations are founcegitimate themselves from below

through community representation, such a situati@pparent here.

A further example of such legitimation is the preseof a formal skills audit of the

committee. The chief executive notes the following:

we do have a formal skills audit of the committdesay we have it, it's
built into standing orders, last year...earlier thisar was the first year
we’d actually formally done it’

This is a clear example of legitimation, where fatnstructures are adopted

ceremoniously, and function as myths (Meyer and &gw977).

9.4 The Impact of Business People on the Board

The following section will consider specificallyghmpact of business on the board
of McPherson, by first considering pressures thatdrganisation faces to become
more business-like, and secondly the use of busiegsertise on the board.

9.4.1 Pressure to Become more Business-like

The use of business language is identified indhge, such language as suggested by
Meyer and Rowan (1977) to be symbolic, and adoptedrder to maintain
legitimacy. As has been identified, the charitytse¢s under increasing pressure to
become more business-like, and the adoption of Ruafuage could be viewed as a
response to this. Such language is used in theahrgport, where the organisation is

described as a ‘business’ A further example ofube of such language is used by
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the chief executive below, in discussing the pressoirecruit tenant members to the

board:

seen as good practice and I'm never quite sure Wiay's the case
because they are actually responsible for a £5onilbusiness and while
tenants may well have some input to it, you reaié/looking at business
skills first and foremost, and | think there’'s alstways a bit of a
mismatch; | thin sometimes tenants are kind of edrninto coming onto
Boards like ours in that there’s a push for us &vd representation, and
they can be very useful but within a fairly limitacdy because they
aren’t used to running businesses generally.

Such organisational language is discussed by MaydrRowan (1977). Here, the
isomorphism of business language with institutionalles provides rationality,

prudence and legitimacy.

9.4.2 The Use of Business Expertise on the Board

There was a sense that business members on the lechia broad role in line with
other board members, specific use of their funeti@xpertise was not apparent. For
example when asked about their role of the boadmlrdo member 1 (finance

manager) noted:

| suppose to give assurance as a board, to giverasse that these guys
are doing the job that they’re being paid to dodahat they’re not just,
willy nilly, going away, you know. That they're aally making a
difference. And to challenge some of the stufftthet do bring to us.

This broad role of business people was also outlioy the chief executive, who
noted that business people have more of an:

overseeing and monitoring role, | suppose refinagcexercises are a
case in part, we would be involved in looking a tptions, discussing
with the consultants and then preparing a reporingly with the
consultants to the committee and then make surectinemittee get
enough time to look at it...’
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One difference which board member 1 feels they maade since coming on to the

board is to challenge decisions and ask questions:

it's interesting, because the feedback | got whérst started from the
actual people who work there, the people who ar¢henpayroll, they'd
say ‘thank goodness you're here because you’rengskjuestions’,
because it was really demoralising for them spemdime putting papers
and stuff together and nobody asked a questiontabd®ut sometimes it
gets to the stage where | almost kind of apologse because | think
it's me that’s asking questions all the time antaouy else.

The importance of challenging management is highdéid by the Scottish Housing
Regulator:

In a number of organisations governing bodies am providing
sufficient challenge to management. Often staffssmen as the experts
and it is difficult for volunteer governing body migers to get beyond
this. In our experience, the key ingredient in tl@gard is independent
thinking — to ask questions, to get the right infation and advice, and
to step back and make their own decisions in lajhthis. But governing
bodies are not always good at insisting on the gion of proper
information to fulfil their responsibilities. Andhéy need to know when
they have been given an adequate ang8epttish Housing Regulator,
2009, p. 44)

Within McPherson, providing challenge and askingesiions is not always
welcomed, as board member 1 notes:

but sometimes for those older people, or longewiagrpeople sitting
round that table, you almost think you're an irtitan

A significant distinction is made between board rbers who have recently
been recruited, and those who have served for sidenable length of time:

And you kind of look at who'’s asking the pertingmé¢stions around the
table, | mean since me, BM 11 came on at the sane presumably |

came on because | had a finance background, BMairiecon because
she had a housing background, | can’t rememberdter guy that

started, but he’s a councillor or ex-councillor tteacome on; and you
start to hear different kinds of questions beingealscompared to the
other people; and the other that have been therevly are still quite

happy to just sit there and have half a dozen liis@and have a cup of
coffee, do you know what | mean. But there wilbdneebe more of that, |
don’t think that it can continue as it is. Becaagart from anything else,
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you run the risk, the fact BM 11s only been thergear, and that
actually made her consider her position.

9.5 Conclusion: McPherson Housing Association

This case confirms the existence of a number afessvhich are apparent in the
literature on nonprofit governance. There appeafseta lack of clarity in the role of
the board, with a perceived lack of understandihghe full extent of the role. In
addition, the board appears significantly operatilgn focused. This confirms
findings from the Scottish Housing Regulator (2008t boards become caught up
in low-level operational issues. This could be dugart to the high level of tenant
members on the board, this is seen as a contrgptdator in the Boards involvement
in activities that are operational, due to theidifities they have in adapting to the
strategic nature of the role. It has been repatat tenant members view their role
as being that of a representative, tending to fasusperational housing issues, at
the expense of strategic issues impacting on thiéreemrganisation (Audit
Commission, 2004). This is a potentially signifitaesue in Scottish Housing
Associations, where around 45% of volunteer Boaemivers in the sector are

tenants (Scottish Housing Regulator, 2009).

This apparent tendency for the board to stray amerational matters is in apparent
contrast to the literature which suggests tensiexist when boards stray into
operational matters. In McPherson, the chief exeeuappears to actually take
operational matters to the board, possibly to sggkoval. This points towards a
shared approach to both the governance and manageime organisation. There
is also a lack of a clear governance structurbpatih a recent review has brought
about structural changes in terms of meeting nusnaed committee structure these
appeared to be for reasons of legitimacy rathem theflecting increased

effectiveness.

In terms of the presence of business people obdhed, they do not appear to have
any instrumental value. Although there appearset@ llesire from board member 1
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to have more of an impact, the current structuresdoot seem to allow for this,

meaning this role is limited and symbolic (Meyedd&wowan, 1977).
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CHAPTER 10

GOVERNANCE IN A FURTHER EDUCATION COLLEGE:
RESULTS FROM A CASE STUDY

10.1 Introduction

This chapter presents findings from a case studieaken within a large Further
Education College in Scotland. In this case, goaece arrangements had become of
particular concern in the organisation: it was félat governance had been
overshadowed in recent times due to the developettmove to a new campus,
this had tended to dominate board and committeetingse there had also been
certain issues which had brought about industigiiba. The data presented in this
chapter, in line with the rest of this study wiicis on two specific aspects of
Governance: specific Governance issues which tHedg&faces in achieving its
primary purpose of the advancement of educatios tl@ impact of individuals with

business expertise on the Board.

This chapter presents the findings from a caseystfih Further Education College,
which will be referred to as Mackay. Interviews eeonducted with key actors, and
where possible documents were obtained and analyéedtable below sets out the

thirteen interviews which were conducted:

Table 10.1: Interviews Conducted at Mackay

Interviewee Title Position

Chief Executive

(Principal)

Vice-Principal (Finance)

Board Secretary External — from legal firm
Chairman Retired Civil Servant
Board Member 1 Business background
Board Member 2 Support staff rep

Board Member 3 Academic staff rep

Board Member 4 IT specialist

Board Member 5 Local Government — Economic Develepm
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Board Member 6 Managing Director of ConsultancyiBesss

Board Member 7 Investment Banker

Board Member 8 Director of HR in large Public Segto
Organisation

Board Member 9 Director of Finance in Large Charity

10.2 Governance Issues

This first section will focus on the main issuesiaththe board faced in governing
the College. Specific issues from the existing Goarce literature and also from
various reports on College Governance were inva®ty These issues — along with
others which emerged - fell into a number of specétegories, namely: the role of
the board; the distinction between strategy andatjpss, and how it impacts on the
relationship between the board and the senior neamegt team, and the
composition of the board.

10.2.1 The Role of the Board

The specific role of the nonprofit board has beighlighted as an important issue in
governing nonprofit organisations (OSCR, 2006, Bras&vGuo, 2010). Within this
case the key role of the board was identified bypa@hrd members to some extent as
a strategic/ visionary role, however within thesefidtions, a wide range of
interpretations of the nature of this role wereappt. Two members in particular
viewed this role in terms of compliance with Gowvesnt policy rather than
determining the overall direction of the CollegeheTremaining members did
describe the Boards role in terms of setting thatesgic direction of the College,
with varying levels of detail of what this actualgntails. These responses may
suggest that there is some acknowledgement andsiadding that the Board role is
strategic, but a lack of clarity exists over whiistactually means (Harris, 1989;
McAdam & Gies, 1985; Parker, 2003; Widmer, 1993heie were however
descriptions which closely matched the various nighins of the Boards role
outlined in the guidance literature on College Gowece (see Association of
Scotland’s CollegesGuide for Board Memberg¢ASC, 2006)), for example, with
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regard to setting the long term direction of thelléye and delegating to

management.

In addition to the specific role of setting theastgic direction, some members
described additional roles, many of which highleghthe emphasis the Board placed
on the oversight role. Additional roles outlinedcluded: ensuring that the
management is effective in carrying out its funacicand meeting its objectives;
monitoring whether the College is meeting its otiyes; ensure strategy for the
College meets needs of all its stakeholders; emgufinancial stability for the
College; ensuring quality of staff and student eigmee; ensuring value for money
for the expenditure of public funds provided by 8ottish Funding Council; ensure
provision of good education to students. Other fadgs outlined included: bringing
individual experience and expertise to bear forttbeefit of the College; compliance
with financial memorandum; financial responsibility terms of the use of public

funds; appointment of the Principal and overse#iey performance.

These findings highlight the tendency for board rhera to discuss their roles in
terms of strategy, however the way that this teras wonveyed varied between
members. A plethora of literature and guidancets»xs what the role of the Board
should be (Houle, 1990; Axelrod, 1994), in additieach examples which relate
more specifically to Colleges include; ti&ood Governance Standafdr Public
Services(2004), and the Association of Scotland’s Collegaside for Board
Members(ASC, 2006). The general consensus in such ptidgitais that this role
should have a strategic focus, this is acknowlednethe board members, however,
findings raise concerns as to whether there idlauferstanding of what this role
actually entails. There may also be an issue overltoard members view the scope
of their role. In addition, the role of the boaml Colleges is perhaps somewhat
confused by the title ‘Board of Management’, anel thle outlined in the Further and
Higher Education (Scotland) Act 1992 whereby theaffois charged with the
responsibility for ‘managing and conducting the |IEgé’, however no definition of
what is meant by this is provided.
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This issue of the role of the Board will now be astigated in more detail below,
focusing on key aspects of the role. These aspedisde: the Boards role in terms
of setting the strategic direction of the Colletgrget setting and monitoring, and

monitoring and controlling finance.

10.2.1.1 The Role of the Board in Setting the Ségic Direction of the College

The extent to which Board members were involveddtiing the strategic direction
of the College was investigated. This role wasahyt defined by many members as
a key role of the Board, however, it became appdhet there was a lack of clarity
and detail surrounding the Boards role in this pssc Concerns were apparent from
some members who highlighted the lack of time giteestrategy, with one member
noting that the only time the Board meets to lobtha bigger picture is at the annual
residential. The two main ways in which board membeolvement was facilitated

was the annual board residential, and through meshipeof the committees.

The board residential, or away day as it was aéerred to was an event for board
members which took place annually over two daysnyimembers described how
attendance at this event allowed time for reflegtiand gave board members the
opportunity to focus on the ‘bigger issues’ affegtihe College. In addition to the
Board awayday, the other activities Board membeltsehabled them to be actively
involved in determining the strategic directiontlo¢ College was membership of the
committees. Each board member was appointed toctwomittees, which were
matched closely to their own specific expertisee Thay in which the committees
were structured allowed for board members to use #xpertise to contribute both
individually and collectively to specific areas.

Further activities which enhanced the strategictrdmution of board members
included board development sessions which wergriaon to Board meetings, these
generally took the form of a presentation from antber of the senior management

team, or an external expert. The way in which nmgstiwere structured was also
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highlighted, whereby specific items which were fards looking, rather than

backward looking were allocated a space withinnleeting.

10.2.1.2The Role of the Board in Target Setting and Monitag

Board members were also asked about their role retlard to setting targets and

monitoring performance against those targets. Thva®a divergence of opinion on

the Boards involvement with this role. Three memsbrested that they felt the actual

setting of these targets was operational, and dhawds done by management, board
member 1 felt that monitoring was also an operatfiactivity for example:

we’re not directly involved in target setting an@mitoring performance
against targets it's really an operational mattéinough this is perhaps
one of the areas where there is some confusionoaedap. We should
not — in my view — be setting targets but what Wweukl be doing is
approving or not, target setting and the realistiess of the targets that
are set. We should be receiving reports on the taong, not
monitoring it ourselves.

There appeared to be a debate with regard to tedBactual role in target setting
and monitoring, with some feeling that target setin particular was an operational
role. However, other member discussed the settafmement and monitoring of the
world class performance indicators. The key toseheas identified as the WPIs, of

which the Board members were very positive aboaictintributions they made.

Findings from a study by Miller (2002) of twelve nmgrofit Boards show that Board
members carry out the monitoring function accorditay their personal or
professional competencies rather than considerirgasores that would show
progress in achieving mission related goals anéabilves, examples given include
accountants concerning themselves with organisiman€ial documents and lawyers
focusing on legal or contract issues. This wasapgiarent from the responses to this
particular question, however findings which will bgghlighted in more depth later
in this chapter do support this claim. In particutavas highlighted that those with

accounting expertise played a key role in the ehglée of accounting information.
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10.2.1.3 The Board Role in Monitoring and Contrallg Finance

Both the interpretation and response to the questimrounding the effectiveness of
the Board in controlling and monitoring the finasad the College varied widely.

There was a divergence of opinion as to whethentiais actually a board role.

Many members responded to this question in terntsowf this role was carried out
and identified issues, leading to the assumptianttiey did feel that this was a role
the Board should undertake. Others however, conedespecifically on the nature
of this role in terms of the Board. For examplee doard member felt that the
Board should not be monitoring and controlling timances as this was operational
and the Boards involvement should be when diffiealbccur or approval is needed.
Another member partly agreed with this, in thaiytfedt the Board could not control
the finances as this would be operational, howdtely felt the Board should
monitor the Finances. Two other members highligtites significant role that the
Finance Committee played in this, and another membted that in terms of the

Board this role was ‘clearly an absolutely key maspbility’.

There was a general agreement that the Board excte# in controlling and
monitoring the Colleges finances, however, issueewdentified which impacted on

this, in particular around provision of informatitmthe Board.

Another member commented on the reliance on managimformation and trust in

the Executive:

The Board can only judge on what it's presentedhwifiere’s got to be a
high level of trust in that what you're being press with is accurate
information, that's across any of the aspects, in@nce probably being
the most important one. As a member of the auditnaittee we get
quarterly updates of income against expenditure amrdget the final
years accounts and | think that’'s as much as weaskras a Board.

Also:
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| think our ability to do that is continually impving through the
improved management, through the improved repartthgough the
improved regular accounts, and from my perspectiveége the Senior
Management Team responding to the Boards requasysrequests the
Board have had in relation to the financial managetof the College.

Two members also highlighted the key role of Boam@imbers with an accounting/
financial background in the role of monitoring aswhtrolling the Colleges finances,

this is evident below:

There are individuals on the Board that are morelimed to scrutinise
the figures than | might — | give them a courtegnge and then say,
they balance, that’s fine — whereas there are othembers of the Board
that maybe have a background as being accountamtistihaat’'s what
they’re happy doing. And I think the skills of theople on the Board,
there is a good match of skills, there are a cougdl@umber crunchers
here, and question askers that like to crunch numbed ask questions.

Similarly:

| think that currently we have a couple of very e@ffecBoard members
who are accountants — one’s an accountant, one svorkthe finance
industry, financial sector — and, you know, we aafd members rely on
them to do a lot of the scrutiny.

Overall, although two members felt that there wagjerational element to this role,
there was a general feeling that controlling andhitooing of finances was a Board
role and it was carried out effectively at the €g#. Issues were identified which did
have an impact on this, namely: inefficient IT gyss resulting in out of date
information and reliance on management informattaumgt in the SMT. In addition,
the key role of Board members with an accountingarfcial background was
highlighted in terms of being able to scrutinised athallenge the information

presented.
Similar findings were documented in the Review abtand’s Colleges Report

(Scottish Executive, 2006). The majority of respamig in this study (33 of 36) felt
that they had effective monitoring and control lbéit finances, the rigour of this

188



process was also found to be aided by Board menigrsa business background.
In addition, many Colleges felt that improvementsild be made with regards to

real-time accuracy of financial management accogrntformation.

10.2.2 The Distinction between Strategy and Operatns

The above section investigated the key roles ofBbard of the College, where a
number of areas were subject to debate as to whisidadoard should undertake the
or not. This is a contentious issue - the distorctbetween strategy and operations,
and the level the Board felt their involvement acle should be. There was a general
feeling that there was a distinction between sfiatend operations, however it was
felt that this was not absolute and the existerfca grey area was perceived by
many. Within this, some opinions varied, for exaenfhle following Board member
was clear of the distinction between the two anak tithe Board should not be

involved in operations:

| think the Board definitely should not be involiedoperations and so
there should be a clear distinction. The Board $tidae aware of what's
going on in operations, particularly if any issuase likely to crop up,
but they shouldn’t go looking to be involved ingldhings and in an
ideal world they wouldn’t be involved at all, urdekey’re asked to bring
specific expertise that they have by the managentartt it's that

management who should be responsible for operations

Other Board members, however saw this as being ommplex:

| think there’s a clear understanding that we slaolidve that division. |

think when it comes to practice, drawing that lis@ bit difficult, and as

| think it varies with circumstance as well. | dbbglieve it's an absolute
thing that can be pre-determined in advance andiced to writing and

we can read it and understand what we’re meanioto ldthink there is a

bit of sucking it and see in that regard - for btitle leadership team and
the board.

Such a distinction between strategic and operdtiaofvities presents itself as a
challenge in all organisations (Baysinger & Hostigs1990). When boards stray
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into operations, this is often a fundamental caafsiensions between the board and
management (Cornforth, 2004; Chait & Taylor, 198%ylor et al, 1996). Two
examples of such tensions caused by determininghehactivities are strategic or
operational are apparent in this case. The firgsiciers a situation when the senior
management team decided to hire part-time lectwsiafi from and agency, and the

second when the principal restructured the senaragement team.

Recruitment of Agency Staff

This situation came about when the senior manageteam attempted to source
temporary lecturing staff through an agency. Thadfyal was quite certain that this
was a totally operational decision. The Board wereconsulted on the decision and
instead, were presented with a proposal with asd@tithat had already been taken,
which was that the SMT were going to use the agémegcruit temporary lecturing

staff. The Chair of the HR Committee noted thatwes immediately concerned

about the impact this would have on employee aiati However, by the time he
found out about the proposal, it had already besnnecunicated to the outside. The
result of this proposed move caused issues withehehing trade unions. It was at
this point that both the Chair of the Board and @imair of the HR Committee

became involved, they were assured by the SMT tihatdiscussions with the

teaching unions were going well and that any issuesld be worked out. This

turned out not to be the case and resulted inestttion by staff, two one-day

strikes.

The Chair of the HR Committee believed that as ar8othey had ‘went out on a
limb’ to support the SMT. Although the Chair of thd&R Committee noted that both
himself and the Chair of the Board had made itrcteathe Principal and Vice-
Principal that they had no choice but to suppaenttafter they had been put in such
a difficult position. Due to the fact that they haldeady made the decision public the
Chair of the HR Committee noted that as a Boarg #ither had to support them, or
come out and say that they didn’t, which he hiditkgl would have been a huge loss
of face for the leadership team. The decision waderby the Board to support the

management team, they informed them of the impoeta successful negotiations
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with the trade unions. When these discussionsdfdhey decided that they would
take the criticism resulting from the strike acteomd that they would see it through —
which they highlighted was very important. Howevafter the second one-day
strike, the Chair of the HR Committee then noted e received an email that had
been sent around the College from the Principahgathat they were scrapping the
proposal to use the agency: they had collapsederiace of the strike. The Chair of
the HR Committee had previously made it clear te #®rincipal that it was

imperative that they did not collapse and if thegrevgoing to collapse part way

through, they shouldn’t do it.

As a result of this, the Chair of the Board and @mair of the HR Committee had a
number of separate meetings with the Principal diog-Principal to review their
actions, because the Board felt that that what théyin this situation was make a
strategic decision — which was about using the agenand they didn’t involve the
Board it in at all. Instead, the SMT saw it as @erational decision. However, the
Board viewed this decision differently, as it wabuge issue for the College, there
were guestions asked in the Scottish Parliamenitaband MPs wrote to the Chair
of the Board about it. The Boards view was thatrttamagement team misjudged the
situation in terms of their decision not to comelfte Board with it first to get them
onside. The outcome of this was a increased awsseat this issue and it was
decided that the issue of strategic and operatideakions is a judgement call, with
the key to avoiding similar situations being kegplooth sides informed, specifically

with regular meetings between the Chair and thecifral.

Restructuring of the SMT

Another example of this tension between strategy @perations can be seen with
regard to a restructuring of the senior manageream. The Principal felt that this

was an operational decision, as can be seen below:

| do believe there’s a grey area, and | often $8e &t Board meetings. |
mean I've just...we’ve got 12 in our senior managedrneam and 3 are
leaving and what we’ve done is we've restructuredwork at the senior
management team level, people taking on differespansibilities. Now
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fortunately the Chair of the HR Committee is velyac that that is

operational, that's my responsibility, on the otlmand | know at the next
Board meeting there will be questions about whyehladone this why
have | done that, why haven't | got a Director ofirlan Resources
anymore. So that for me is a very grey area whesi because Board
members see it in black and white and | end up wighgrey in the
middle.

The acknowledgement by the Principal that Board bessi would questions the
nature of this decision was correct, with the Chalirthe Finance Committee

frustrated that he was not informed of this decisio

I don’t know if you know but they’'ve just done arganisation of the
senior management team, that was announced thig, vwdenday, |

learnt about it on Friday last week, a week agan@y because the
Director of Finance happened to be in for anotheeetmg and

mentioned it to me, and part of that involves ang®in his role and his
position, and | personally have great difficultydenstanding how that
has happened with not even a conversation with Megv having said
that, | have perfect understanding that the Priatipas his prerogative
to organise the staff as he thinks appropriate, énmv, |1 do find it odd if
we are Board members, in my case we have speesonsibilities in

terms of the Finance, if something is effectingdhief financial officer

and I'm not involved in any way —I'm not suggestingt | have a veto or
anything else, but at least involved in the dismrsst’s a little difficult.

Although the dominant response to this questiontwasBoard members should not
be involved in operations, throughout the intengevarious desires were expressed
from Board members to become more involved in cerd@pects of the College,
some of these could be perceived as being opeaditffofocused, adding to the
complexity of this issue. Examples included: whemsidering the relationship
between the Board and the SMT, two members felt tere was scope to have
more input in the decision making process, rathan just being presented with final
decisions to approve. In addition, one member vess khat Board members should
be allocated a specific school to be involved withis could be perceived as

operational.
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10.2.3 Board Composition

The composition of the board is outline below:

Table 10.2 Board composition of Mackay

Interviewee Title Position

Chief Executive

(Principal)

Vice-Principal (Finance)

Board Secretary External — from legal firm

Chairman Retired Civil Servant

Board Member 1 Business background

Board Member 2 Support staff rep

Board Member 3 Academic staff rep

Board Member 4 IT specialist

Board Member 5 Local Government — Economic Develemm

Board Member 6 Managing Director of ConsultancyiBeiss

Board Member 7 Investment Banker

Board Member 8 Director of HR in large Public Secto
Organisation

Board Member 9 Director of Finance in Large Charity

Board Member 10 Director of External Relations irubkc
Sector

Board Member 11 Owns of Business

Board Member 12 Retired Accountant

Many Board members commented on the very good mbkitls currently on the
Board. Many felt that the skills of the Board shibutflect the needs of the College,
and should evolve as the College evolves. Examplesome additional areas of
expertise which were suggested included: Marketifigance and Accountancy; IT;
Political background; Local Government; CommunigpResentatives; and someone
from another FE College or education institute wdould challenge what was
happening on the Education front. In comparisoreport by Davis (2002) found
that with regard to the employment background ofafomembers of English
Colleges 37% were from business, 12% were co-oiteé% were staff, 7% were
from the community, 6% were from the local authgriand 8% were unfilled

vacancies.
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Issues surrounding recruitment were highlightedgyarticular a previous recruitment
drive in which the number of potential candidatespged significantly when they

discovered the posts were not remunerated.

10.3 The Impact of Business Expertise on the Board

This section considers the impact of business om ltkard of Mackay by
considering: the role of the individual board meméaed the use of the experience

and expertise.

10.3.1 The Role of the Individual Board Member

Board members were asked what they felt their nrmogortant role as an individual
Board member was. The responses to this questimiedeoutline a broader role in
line with role of the Board previously outlined lat than bringing specific
functional expertise. For example, one Board memiligr an HR background noted:
‘Well | suppose it's in line with what | think thele of the board is, which is to
provide a strategic direction or lead. Also to heamnbassador for the college and an
advocate for the college’. Similarly, another Boamember with a Business
background also talked generally about their expee, this time in terms of

working towards the fulfilment of College objectsze

It's helping the senior management to achieve tipeed objectives for
the College and that’s using whatever expertise expmerience | have to
do that, so it may be that sometimes I'm askedotargd have a one to
one meeting with somebody to help them on som¢, jfaimay be sitting

at a Board meeting with the rest of the Board asialy a particular

issue, it may be meeting people from a departmenie College and
giving them encouragement and advice or...it's in te¥ar capacity is
appropriate providing the benefit of whatever exgece and expertise |
have. So | think it's pretty clear, the responsipilis to provide the
expertise and experience, but it may be neededtsndf different ways
and | have to be flexible enough to fit in with Whappropriate. And

what’s appropriate for me as a Board member mightghite different

from somebody else.
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And:

Well for me it is very much about compliance with Scottish Funding
Council Financial Memoranda. It's for the managemedministration
of revenue and property and conduct of affairs. Ahdt's what
statutorily we are charges to do. So it has tohzetop priority.

Another member with a business background desctheEdrole in terms of the role

of the board, but also noted the emphasis on #ipeicific expertise:

| don’t see my role as a lot different to thosengjsi | gave you at the
outset about the generic role of the board or Boareimbers. | mean, |
think | do the same thing. | suppose | do that withybe two slight areas
of emphasis; one is generally on the people issutsn the College,
and the other one —which is linked to the peopdeds- is about one of
the things that | do now, and have done for a nunadbeg/ears, is lean
process improvement.

These board members with business backgroundthegeole as broad and in line
with other board members. They do not appear togliheir specific expertise to the
board, this would point towards their presence r@saecing the legitimacy of the
board (Meyer and Rowan, 1977). This issue is erplon more detail in the

following section.

10.3.2 The Use of Individual Boards Members Experie and Expertise

The issue surrounding the extent to which Board bemfeel their experience and
expertise is being used was also investigateda#t @stablished through discussions
with both the Chair and the Principal that thereeygrocedures in place to ascertain
the expertise possessed by Board members, for égaome to one meetings with
the Chair and each Board member to establish tdevidual Board members
interests, and the placing of Board members ontmr@ittees with consideration of
their specific expertise. However, there was aedaresponse from Board members
in terms of whether they felt that best use wasallgt being made of their skills.
This section specifically considers the impact afaB members with specific
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business expertise, including; finance, IT, leamcpss improvement, accounting and
HR.

Finance

There was one Board member who worked in the Fmamdustry, this person was
positive in terms of the way in which his expertigas used and gave a number of
examples of how he was using his expertise withénGollege:

...at the moment I'm trying to get the College tcklab —in terms of the
commercial company, to think about - the finansiavices sector, and |
think both (the Chair) and | believe that financsgrvices is a huge
contributor to both the Scottish and in particul#ing (city) economy and
therefore, the College should be servicing that@eim some shape or
form, and it doesn’t really at the moment. So,nigyio get the College to
think about what it might do in that area, for exdey through the
provision of commercial training courses; so loakino provide
introductions for College members, to other orgatiens in the sector,
so that they can get a feel for what are the isshasthe sector has, and
how the College might be able to respond to those.

This examples shows an apparent desire from thismbae to use his
background to contribute to the College, howevérpeesent this seems
aspirational.

Information Technology

The insufficiencies of College IT systems were hgjited during this research, with
members highlighting the time lag in receiving opdate information. There was
one member on the Board who previously owned asefices company, and had
been recruited by a previous Finance Director wé ¢ontacted him with regard to
issues the College was having with its IT systefige contribution made by this

member is outlined below:

for example, because | have pretty good experient€ I'm constantly
being asked to be involved with things to do withstrategy and that
kind of thing. But also because | have experiemcthé private sector,
people try to call on that from time to time, artthtts in different
ways...for example, just a couple of weeks ago otieealepartments in
the College which had a relatively poor report fréfMIE a year or two
ago was business management, now that departnma@ #ien has been
reorganised and is now business, technology andstouBTT) and they

196



had a planning day and | was asked if | would ganglto that for part of
the time at least; first of all to listen to whaiely were trying to achieve,
but then to give them a wee chat about some idéasl land then to be
involved in some of their discussions. And | thihkt was because of the
background | have, because of my economics | wad &f on their
wavelength, but also because I've come from theateisector, some of
the things they’re trying to do are relevant. Sthink that actually that
was a very good use of my time.

This is a further example of providing advice te thrganisation, however it is not
apparent that this has had clear instrumental vaduthe College, this role was

perhaps more symbolic.

Human Resources
Another had a HR background in the private seaod had specific interest in

continuous improvement, and in particular lean pssamprovement:

I’'m a big fan of processes so a lot the stuff ittt College has done
around KPIs, and around the World Class Indicatossid around
improving processes has been initiated by me...loreedsome stuff for
the College as well in terms of trying to help soofgheir managers
develop skills in the area of lean process impra@nso I've done some
training with their managers. So in that respec¢hink that the College
have used my expertise quite a lot...and it's quifécdlt as well
because you cannot go along wearing a Board merhbér I've, for
example, done a couple of presentations to theosemanagement team
on lean process improvement, and you know, | tiy say at the outset
there, I'm not here as a Board member, I'm hergatk to you about this,
but | think the people there are always probablyitéde bit, ‘he is a
board, member, I'm not going to say too much’ kafidhing. So again
there’s a difficult balance to strike there, buthink they've used my
expertise in those areas quite effectively. I'verbgiven the opportunity
to contribute there and to add value to the Collegenagement team
and | think similarly with HR as well.

This business member has clearly had an instruineiéain the organisation, with

the introduction of KPIs and training on lean pssanprovement.

Accounting
There was one accountant on the Board, who deskchilserole in interpreting the

financial information presented to the Board:
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| think, unlike colleagues who are not familiar, Have (a) an
understanding of being able to challenge the exeeun terms of — how
can | describe this...I guess it's the ability to arsland how the
finances translate into how...in terms of the perfamoe of the College
and providing that, if you like, | have the abilitiyyou like, the finance is
discussed to say yey or nay as to yes this issakmaterial, should we
be concerned about this, what should we be condeabeut, what are
the issues here. So if you like, there’s an elemoéritanslation from
taking a set of numbers to making it, not idiot gdfrahat’s the wrong
expression, but if you know what | mean

Although this member highlighted his role in terrof understanding and
explaining accounting information, they felt thexere other areas in which
they could make a significant contribution, andythéso questioned how much

the SMT knew about Board member backgrounds:

I've been involved in business, particularly in coercialisation, so I'd
like to believe I've got a fair bit of experienémow-how, and have a lot
to offer in helping in that thing...Barely ever bedgcussed, there’s one
or two things where it's sort of come to light, bufor example what
they’'ve just done, they’re establishing a commédisasion; waterfront
enterprises it's called, which one of my colleagaashe Board is, he’s
actually stood down from the Board but he’s goingsp he can be the
acting Chief Executive while they set it up. Buttlort of process is
what I've been here for the last 4,5,6 years oraw] yet I've had no
contact about that at all, no issues about thatysah, that part of my
expertise and background is not tapped into. And dure that’s true of
one or two others. The only thing | would say, Whbe interesting in
this exercise is how much, | think you endeavouryt@and do this, but
how much the Executive, or even just the SMT, hashnthey know
about the Board members know-how and backgroumahuld say quite
honestly it's a very good Board, just thinking asothe individuals,
there’'s a plethora of skills and know-how...I'd beenested in who
contacts the Board members. I've only ever readlgrbcontacted by the
Principal and the Director of Finance in X yearbdat's pretty limited
contact, I'm not saying they don’t deal with anybaiise but then in turn
nobody’s ever picked up the phone and asked me abmething.

This is clearly an example of legitimation.
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10. 4 Conclusion: Mackay College

Previous studies on governance in charities hagidighted issues regarding the role
of the board, in particular the confusion of boardmbers with regard to their role,
and a tension when board members attempt to bedowwdved in what are
perceived as managerial issues. In this studydleaf the board of a FE College
was investigated. Although on the surface they camioated their perception of this
role as being strategic, it was apparent that beybis there was a seeming lack of
clarity over which specific activities they shoudé including in their role. Within
this, there seemed to be differing interpretationterms of what this strategic role
encompassed, from whether it was a solely compiaiote, or something more
visionary and taking the College forward. Lookingmaore specific roles, board
members were able to convey their involvement ttirgethe strategic direction of
the College, and clearly viewed this as being phtheir remit, however, comments
that the setting of the strategic direction atlibard away day was the only time the
board looked at the longer term picture rather tht@n ‘day-to-day’ issues may
indicate a tendency to stray into the more opematigide of things as described in
the literature. Other roles investigated all brauglt a divergence of opinion as to
whether these were within the scope of the boaddesr Targets setting and
monitoring, and monitoring and controlling financeere all viewed by some

members as being the role of management.

The second aspect of this study was the existehtmmnsions caused when the board
stays into matters which are viewed as operatiorta. board highlighted difficulty
in distinguishing between strategic and operati@aélities, noting the existence of
a grey area in many cases. A widely used exampdetieacase of the recruitment of
temporary staff from an agency. The Principal viewdis as a management
decision, the board, however, viewed it as stratedjie to the impact the decision
had on the College. In the aftermath of this exanphe decision was taken to
increase communication between management and ¢laed,b however other
instances of the difficulties in defining a dividinine between the roles were
apparent. A Further example was outlined wherebydistructuring of the SMT was
undertaken by the Principal — viewing this as aarafonal activity. When the role
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of the Finance Director was changed, the Chairhef Einance Committee felt he
should have been consulted, as this was strat@giere is clearly confusion in
existence with regard to the exact role of the ithdroard, with many tensions
apparently created through the differing interpgretes of activities which are
perhaps more down to judgement and interpretatiomay be apparent that the
division of activities is perhaps less of a bougdare and more of a boundary area
occupied by both the board and management.

Finally, the impact of business expertise on thartdavas considered. The majority
of business people tended to view themselves aadavbroad role in line with the
general role of the board, rather than to bringr tben specific functional expertise.
Although practices were identified by the chair dhe chief executive to ascertain
and utilise board members experience, there wasnargl sense that they served
more of a legitimating role than an instrumentad.ohhis was with the exception of
the HR professional, who noted that he was instriatén bringing in KPIs and also

did training with management on lean process imgmoent.
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PART THREE

CHAPTER 11

CONCLUSION

This thesis has investigated governance in Scottisrities. At the outset, two

research questions were identified, the first sbughdentify the main governance
iIssues charities face, this was internally focusaal] specifically related to the
functioning of the board. The second research guestddressed the issue of the
influence of business on charities through exangitie impact of business expertise
on charity boards. This was a multi-method studlysirig both a survey and a series
of case studies, and social construction and utstital theory were used as the
framework for the analysis. In particular, ideagrstitutional isomorphism (Meyer

and Rowan, 19977; Di Maggio and Powell, 1983) hhgen used to explore the
similarities of governance practices between cieastitand to offer a possible
explanation for the widespread recruitment and chpz business people onto
charity boards. Ideas of legitimation (Berger andckmann, 1967; Meyer and
Rowan, 1977) were used to consider the recruitraehtisiness people onto charity
boards and the adoption of business practices. ditapter will initially present an

overview of the findings, the main contributions this research will then be

outlined, and some suggestions for future reseaiithe presented.
11.1 An Overview of Key Findings
This section will present findings from each of thepirical chapters, before

drawing together key aspects around the themesergamce issues; and business

expertise.
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Governance: An Overview of the Largest Section abg&ish Charities

The results of a survey of the largest sectionamtitsh charities were presented in
chapter 6 and 7. Chapter 6 focused on governasocesselated to: the role of the
board, including how well defined roles were, hdwyt were communicated to board
members, and how awareness of roles was ensuredgabward members; the
proportion of board time spent on strategy and atpers, and the types of strategic
and operational roles carried out by the board;dtiectiveness of governance in

charities; and control and regulation in charities.

On the surface, charities reported strong govemnainameworks, with clearly
defined roles and responsibilities, a predominatu$ on strategy, and overall
effectiveness in the governance of their orgarosatiHowever, further interrogation
of the data identified some possible inconsistenaighin these results. Respondents
reported clarity in role definition, such a findirvgas in contrast to the literature
where lack of role definition is reported. Althougharities reported documenting
their roles clearly, this may be in order to preéstremselves as legitimate to the
outside world, with these roles not necessarilyndpetarried out. This would be
supported by further findings from the survey wharkack of clarity was found to
exist in terms of what charities perceived to lrategic and operational tasks, low
level activities were also shown to be carried bytthe board. This could point
towards a mismatch between role definition andilfo#nt. Such a cause could be
related to the communication of roles, which wasdpminantly through formal
governance documentation, it is possible that thesenot necessarily regularly
referred to by board members, providing furthedewnice for the documentation of

roles for legitimacy purposes (Meyer and Rowan,71%arker, 2007).

Charities also highlighted a number of ways in wtgovernance could be improved,
largely relating to board structure and trainingsues were also raised around
difficulties in adhering to regulation. The abovactbrs suggest that these
organisations may not be as effective as repoithdse findings point towards the

existence of loosely coupled organisations (Meysd &owan, 1977), where the
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external facade of the organisation, namely theé&brrules of the organisation such
as the documented roles and responsibilities @inflith the inner core or the
organisation and the work that is actually beingied out. Organisations document
and report adhering to prescribed governance pexctin order to maintain

legitimacy (Meyer and Rowan, 1977).

The Impact of Business Expertise: An Overview okthargest Section of Scottish

Charities

Chapter 7 focused specifically on the impact ofitess expertise on charity boards,
and presented findings from the largest sectio8aufttish charities. The main issues
investigated included: the proportion of busineg®pgte on charity boards; the
impact of business people on charity boards, inolpthe main practices introduced
by business people and how they were received mwithe organisation; the
motivations of business people, their understandinthe charity context; and the

impact of business people on public confidence.

The findings highlighted the widespread recruitmehbusiness people on charity
boards. This was attributed to coercive isomorphiBimViaggio and Powell, 1983),

with pressure from the Scottish charity regulatorappear more business-like.
Charities reported a general satisfaction with tess people on their boards, with
some wishing for more. In contrast to the literatoutlined in chapter 3, relatively
few organisations expressed concerns that suchidugdils may not fully understand

the nature and values of the organisation.

The impact of business people on charity boards neperted as two-fold, in the
form of a general business expertise, or spectiwctional expertise, with some
charities reporting both. However, due to the reataf the survey data, it was
difficult to fully understand the extent of the iaqi of such expertise and reported
practices, and whether they had been fully adoptatiere merely a legitimacy tool.

Some previous studies have reported that the oeaciiithin charities to the
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implementation of business practices is that iteundnes the charities fundamental
ethos (e.g. Landsberg, 2004), however the survsylteepoint towards a passive
acceptance of the adoption of business practidas. dcceptance may be due to the
lack of impact that these ‘business practices’ badhe organisation — many were
quite minor innovations rather than fundamentahges — meaning they may have a

merely symbolic role within the organisation.

With regards to the motivations of business pesplwing on non-profit boards, the
main reasons were personal. This raises questiansé the intentions of these
business people, and whether they are intent ongusieir expertise to bring
business practices and fundamental changes torgiamisation, or whether they are
there for reasons of personal fulfilment. It wasodlound that charities view business
people as having a role in increasing public cafak in the organisation. Such a
finding would suggest that charities recruit busseeople for legitimation — in
order to appear modern and up-to-date (Meyer awebR0p1977).

Governance in a Social Care Charity: Some Case $t&didence

Chapter 8 reported findings from a case study sb@al care charity. At the centre
of this case study was the adoption of a privat#osegovernance model, with a
board member from the private sector being instniaian its adoption. The board
cycle was at the centre of the governance strugtutis organisation, and was
brought into the organisation by a board membeh Wiisiness expertise, in this
case, a management consultant. Meyer and RowarT)(58¢gest that the adoption
of such practices and recruitment of such peom@eadopted ceremoniously, having
a merely symbolic role, in order to present theaargation as legitimate to its
external environment. However, it is apparent fronms case that this model has
become embedded within the organisation. It hasear dmpact on governance,
where on an annual basis, the main roles of thedera addressed: direction setting,
strategic thinking, monitoring and evaluation, aga@bility. This translates into the

monthly board meetings, which are themed arounsktleeas and therefore focusing
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the board and their role, and keeping them frormaysig into more operational

matters.

The successful implementation of the model was rgmult of a shared vision
between the chief executive and the managemenultans who worked together to
implement the board cycle within the organisatithrg rest of the board were also
receptive to the change. It has been reported tédreions can exist between the
board and management (Chait & Taylor, 1989; Tagtoal 1996; Cornforth, 2003),
however in this case a partnership approach appedrave been adopted between
the Chief Executive and a Board Member in orderle@ment of new model of

governance.

This case provided an example of the successfulemmgntation of a model of
governance from the private sector, this is in @sttto a growing literature which
highlights concerns over charitable organisatiompdrting models used in the
private sector (Bush, 1992; Backman & Smith, 20Bikenberry & Kluver, 2004;
Foster & Bradach, 2005; Harris, 2001; Landsber@420Such research suggests that
business practices can undermine the values aftthety, however in this case it is
made clear by the management consultant, that gamee is driven by the values of

the organisation.

In contrast, the other two board members with essnexpertise — a public and
private sector accountant — did not appear to basgumental in contributing to the
effective governance of the organisation. Theie rappeared to consist of a more
general oversight role. In particular, the privatctor accountant was noted as
having difficulty in adapting to the different cemt of the charity sector. The lack of
any instrumental contribution can be viewed as ssite example of legitimation
(Meyer and Rowan, 1977), where the recruitmenthalsé individuals reflects a

desire of the organisation to present itself asenodnd up-to-date.
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Governance in a Housing Association: Some Case $tididence

This case confirmed the existence of a number safeis which are apparent in the
literature on nonprofit governance. There appetwdae a lack of clarity in their role
of the board, with a perceived lack of understagdifithe full extent of the role. In
addition, the board appears significantly operatilgnfocused. Findings from this
case confirmed reports from the Scottish HousinguReor (2009) that boards
become caught up in low-level operational issudss Tould be due in part to the
high level of tenant members on the board, whichi@sved as a contributing factor
in the Boards involvement in activities that areeigional, due to the difficulties
they have in adapting to the strategic nature efrtfle. It has been reported that
tenant members view their role as being that afpaeasentative, tending to focus on
operational housing issues, at the expense okgtcaissues impacting on the entire
organisation (Audit Commission, 2004). This is aeptially significant issue in
Scottish Housing Associations, where around 45%aobdinteer Board members in
the sector are tenants (Scottish Housing Regul2a@f9).

This apparent tendency for the board to stray aprational matters is in contrast to
the literature which suggests tensions exist wheards stray into operational
matters. In McPherson, the chief executive appatake operational matters to the
board, possibly to seek approval. This points tolwar shared approach to both the
governance and management of the organisation,aperfat times with little
separation between the two. There was also a lhekatear governance structure,
although a recent review brought about structurelnges in terms of meeting
numbers and committee structure these appeare@ tmrbreasons of legitimacy

rather than reflecting increased effectiveness.

In terms of the presence of business people obdhed, they do not appear to have
any instrumental value. Although there appearset@ lolesire from board member 1
to have more of an impact, the current structuresdoot seem to allow for this,
meaning this role is limited and symbolic (Meyedd&wowan, 1977).
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Governance in a Further Education College: Some @aStudy Evidence

In the FE College there was an apparent lack aoitglaver which specific activities

the board should be undertaking. There were diffeinterpretations in terms of
what this strategic role encompassed, from whath&as a solely compliance role,
or something more visionary and taking the Collégevard. Looking at more

specific roles, board members were able to conkiey involvement in setting the

strategic direction of the College, and clearlymee this as being part of their remit,
however, comments that the setting of the stratdgection at the board away day
was the only time the board looked at the longem teicture rather than the ‘day-to-
day’ issues may indicate a tendency to stray inéomore operational side of things
as described in the literature. Other roles ingaséid all brought out a divergence of
opinion as to whether these were within the scdpgbeoboards roles. Targets setting
and monitoring, and monitoring and controlling fica, were all viewed by some

members as being the role of management.

The board highlighted difficulty in distinguishirtgetween strategic and operational
activities, noting the existence of a grey aremany cases. A widely used example
was the case of the recruitment of temporary dtafih an agency. The Principal
viewed this as a management decision, the boandever, viewed it as strategic,
due to the impact the decision had on the Collegée aftermath of this example,
the decision was taken to increase communicatidwes®n management and the
board, however other instances of the difficultreglefining a dividing line between
the roles were apparent. A Further example wasnedtlwhereby the restructuring
of the SMT was undertaken by the Principal — vigtims as an operational activity.
When the role of the Finance Director was chandbd, Chair of the Finance
Committee felt he should have been consulted, iasméis strategic. There is clearly
confusion in existence with regard to the exaat @ the charity board, with many
tensions apparently created through the differimgrpretations of activities which
are perhaps more down to judgement and interpoetali may be apparent that the
division of activities is perhaps less of a bougdare and more of a boundary area

occupied by both the board and management.
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Finally, the impact of business expertise on thartdavas considered. The majority
of business people tended to view themselves aadavbroad role in line with the
general role of the board, rather than to bringr tben specific functional expertise.
Although practices were identified by the chair dhe chief executive to ascertain
and utilise board members experience, there wasnargl sense that they served
more of a legitimating role than an instrumentad.ohhis was with the exception of
the HR professional, who noted that he was instriatén bringing in KPIs and also

did training with management on lean process imgmoent.

Concluding Comments

This thesis set out to investigate two specificeasp of charity governance, the first
was surrounding the main issues charities faceoueging their organisations, and
the second related to the impact of business agpeavh charity boards. Two major

findings are therefore presented around these teasa

Issues in Governing Charities

With regard to the issues charities faced in gawgrrtheir organisations, these
tended to be centred around two areas: the rolneofboard, and the distinction
between strategy and operations and how this iradamh the relationship between
the board and management. To a large extent, thatisn in Scottish charities
reflects the situation elsewhere, as documentetddmeview of literature in chapter
2.

The Impact of Business Expertise on Charity Boards

The results presented mixed findings on the impdbusiness people on charity
boards. Their role was largely symbolic, howevdyssantive impact was reported in
the social care case. However, what is appardheitack of the severe undermining
of values that is reported in some previous stunidhis area. Business people can
be a valuable resource for charities, and theiasdgre not always at odds with the
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values of the organisation. Charities must be é&blbarness the skills of business

people in order to help achieve their missions.

11.2 Contribution of Research

This research makes a contribution in a number afswthese are outlined below
and encompass: a contribution to literature onithgovernance; and a contribution

to policy and practice.

Literature

This research contributes to the existing literatom charity governance, with regard
to both the research context and the specific fadube impact of business people
on charity boards.

In terms of the research context, it was highlighaethe outset that although there is
a considerable amount of research on charity gewee) research on governance in
Scottish charities was scant, with none featurmgny of the academic literature.
Two recent research reports have focused on thitisbcoontext, notably Crawford
et al (2009) and Kakabadse et al (2009). HoweWes, thesis focuses on different
aspects. The Crawford et al study is very much geduon ‘external’ aspects of
governance and Kakabadse et al (2009) focusesysmteboard effectiveness and

utilising only a survey.

Another contribution is specifically in relation tiee focus on the impact of business
expertise on charity boards. Although other authwase touched on this area in
broader governance studies, there have been féwdkia given specific attention to
this area. Of those that have, they have tenddxz tquantitative in nature, such as
Austin (1998). This research therefore offers asigim into the role of business
people on charity boards and highlights the pot¢nalue they can provide as board

members. A particularly interesting insight is offé through the Robertson case
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study which highlights the significant value thatsimess people can have on these

organisations.

Implications for Policy and Practice

This research will also be useful at a practiceéleit will be of interest to charities,
regulators and policy makers as it offers an insigto the functioning of charity
boards and identifies significant issues which dacarities face in governing their

organisations.

One specific issue is that of Housing Associatiombere regulatory failings are
contributing to governance issues. At present.etla@e no term limits on how long
board members of Housing Associations are allowedserve, there is also
substantial pressures on these organisations ®digrificant tenant membership on
the board.

It has also helped to identify the widespread rément of business people in
charities. The research suggests that these indildchave a largely symbolic role,
however in the case of the social care charityjn@ss people can be a valuable
resource that charities can learn from. Charitiesukl ensure that they utilise

business members on the board.

Suggestions for Future Research

The focus of this thesis was on the governancemfel Scottish charities, with a

specific emphasis on the impact of business pemplhe board. In this section | will

offer some suggestions on the possible way ford@rthis area of research.

The focus of this thesis was on large charities,rétionale behind this was because

in smaller charities there is less distinction kesw the board and management. In
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larger charities business practices were not adopithin the organisation. It may

however, be relevant to consider the incidence iamhct of business people on
smaller charities to see whether they had greatpact. The focus of this thesis was
on business people, with the majority of the boam@mber interviews conducted

with individuals with a business background. A It aspect of investigation may
be to consider in more depth the views of non-lessnmembers of the boards of
charities to consider their views on how businesgpfe’s ideas sit with the vales of

the organisation, and the nature of their impact.

The issue of the influence of business on charities been highlighted as a
contentious issue within these organisations. 1duss of this thesis was specific in
considering this issue in relation to business [gesgjiting on charity boards. This
business influence could be investigated at otbeel$ of the organisation, for
example at a top management level and functionall.ldt would be interesting to

investigate the impact of for-profit managers, actants on charities and whether

such individuals try to implement business techegjim the organisation.
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APPENDIX 1
PILOT STUDY QUESTIONNAIRE

Governance Issues in Charities

1. How well defined are the duties and resporisdsl of the board?
2. How would you describe how your governance rhoaeks?
3. Are you satisfied with the number of businessgbe on your board?

4. What do business people bring to your boartkims of expertise/ experience?
(please provide examples)

5. Can you give any examples of business practidesh members of the board
with business experience have introduced to yogamisation? How were they
received?

6. Do board members with a business backgroundratahd the specific context of
your charity?

7. How much time do board members spend on stcatather than operational
iIssues?

8. What is the contribution of people with a bussi&ackground to functions such
as:

* setting the organisation’s mission and values;
* helping to raise funds and resources;

« financial management oversight;

* reviewing and deciding strategic direction; and
* reviewing board performance.

9. How does the board work with the managemetti@tharity?

10. Does the inclusion of business people as boaedhbers increase public
confidence in the organisation?

11. Are controls/ regulation of charities exces8ive

Please return to:

Vicky Lambert

University of Edinburgh, Management School, WilliaRobertson Building, 50
George Square, EH8 9JY

Email: Vicky.lambert@ed.ac.uk
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APPENDIX 2

ANALYSIS OF PILOT STUDY QUESTIONS

Table Al: Analysis of Pilot Questions
Question Response| Issues Action

rate
1. How well defined are14/14 Generally well To eliminate answers
the duties and answered with such as ‘well defined’
responsibilities of the sufficient detail.| give respondents a
Board? One org did only option along a scal

reply ‘well defined’
and gave no otheg
info.

[4%

then ask specifically
rwhere they are defined
to ensure sufficient
information.

2. How would you describ
how your governanc
model works?

el4/14
e

Responses varied

for ex. 2 orgs
responded simply
‘very well and
another

‘successfully’

Term ‘governance

model’ possibly tog
board and open t
misunderstanding.

Eliminate this qu and
ask something mor
y specific

D

0

3. Are you satisfied with 14/14 Some one wordMake this yes/ no
the number of business answers — 2 ‘yeg answer

people on your board? one ‘very’.

4. What do business peoplé4/14 Not all provided

bring to your board in specific examples

terms of expertise/

experience? (please

provide examples).

5. Can you give anyl3/14 6 orgs were unabjeQu 4 & 5 are similar +
examples of business to describe anyroll into one.

practices which members instances where thisPut ‘how were they
of the board with business had happened. received’ as separate
experience have introduced gu on a scale.

into your
How were they received?

organisationt

%

6. Do board members withl14/14

a business backgrour
understand the specif
context of your charity?

nd
C

Lack of detail
tendency for one
word answers

-Put this as closed (
> with scale. May nee
to also ask how the
ensure that busines
people understand th

SR

specific context.
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7. How much time do14/14 Some did ngtMay be better to ask
board members spend on quantify respondents to tick
strategic rather than specifically specific times on a
operational issues? scale.

8. What is the contribution12/14 Confusion - 7 Omit this question

of people with a business respondents

background to function
such as:

S

responded to eag
item individually, 5

h

-setting the orgs missign responded as @
and values whole

-helping to raise funds and

resources

-financial management

oversight

-reviewing and deciding

strategic direction

-reviewing board

performance

9. How does the Boardl12/14 Many detailed
work with the management responses but also|a
of the charity? tendency towards

one word answers.

10. Does the inclusion ¢
business people as bog

f14/14
ird

Answers not ver
detailed — tendenc

yHave this as a yes/
yoption

0]

members increase public towards ‘yes’

confidence in the answers.

organisation?

11. Are controlsf 14/14 Generally well| Introduced scale to thi
regulation of charities answered althoughqu and then ask fag
excessive? tendency towardsjustification in next

‘yes’ answers.

=

guestion.

226



APPENDIX 3

MAIN SURVEY QUESTIONNAIRE

& %
f3p ~ '.'-"'

Governance in Charities

Please return to Vicky Lambert, University of Edinburgh, Managenheé®chool,
William Robertson Building, 50 George Square, ER8 9
Vicky.lambert@ed.ac.ukTel: 0131 650 3791

Name of Organisation:

Governance

1. (a) How well defined are the roles and responsibdit your board? Pleag
highlight one description on the scale below:

Very well defined  well defined not wekfihed not defined don’t know
(b) Where are they outlined?

(c) What is done to make sure board members are afdhese specific roles an
responsibilities?

15

d

2. (a) How much time do your board members spend onegfi@trather thar
operational issues? Please indicate below.

0-49% 50-59% 60-69% -B8% 80-89% 90-100%

(b) Can you give examples of strategic and operatitasids carried out?

3. (a) Is the control/ regulation of charities excessiveélase highlight th
appropriate answer.

Very excessive excessive not very excessivat excessive don’t know
(b) Please explain why this is the case.

(c) In what way has the Office of the Scottish ChaRsgulator had an impact on t
way your charity is governed?

11°}

4 (i) Please indicate how effective governance is irr yarity by highlighting the
appropriate description below:

227



Very effective  Effective Ineffective  Very Irfettive Don’t Know

(i) Is there anything that could be done to improwsegoance in your charity?

Business People on the Board

5. (a)How many people sit on your board?

(b) What proportion of them are from business?

(c) Are you satisfied with the number of business peamn your board? Pleas

indicate: Yes/ No

6. (a) Can you give any examples of practices which membé the board with
business experience have introduced to your orgaoie?

(b) How were they received? Please highlight appriogpdascription below:

Very well received well received badly receivectry badly received don’'t know

7. (&) Why do business people serve on your board?

(bi) To what extent do they understand the specifidecdrof your charity? Pleas
indicate below:

Very well well not well not at all don’t know

e

(b ii) Do you have a system in place to ensure thatdb&yPlease give detalils.

8. Please rate how strongly you agree or disagrele thé following statement b
highlighting one of the options below:

‘The inclusion of business people as board membeharities increases publ
confidence in the organisation in comparison wlih inclusion of other individuals’

Strongly Agree Agree Disagree Strongly Disagree Don't
Know

IC

9. Is there anything else you wish to comment on?
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APPENDIX 4

PILOT STUDY RESULTS

Findings from the Pilot Study

An Investigation of Business Expertise in Charitgv&nance: The Case of Arts,

Heritage, Culture and Science

The results from the pilot study outlined in thepous chapter are discussed below,
these are analysed under three separate headin@pvérnance Frameworks, 2.

Business Expertise in Charities and 3. Trust anadfi@ence.

1. Governance Frameworks

Governance was investigated through asking chsarisdout the duties and
responsibilities the board actually carries ou, thlationship between the board and
management, their governance model, and the silitden strategic and operational

duties carried out by the board.

Charities were asked how well defined the duties r@sponsibilities of their Board
were. The majority of organisations looked to exéérguidance in defining these
roles with few relying on internal guidance. Theif@ublic bodies included in the
study adhered to government guidance publishedd®620n Board’ which is a
guide for board members of public bodies in Scatldn addition two of the other
charities noted that they made use of OSCR for th@vernance structure. Of the
remaining organisations, one used an act of Paglrand the others relied on their
memorandum and articles of association althougbetineay be less prescriptive and
tight than the public bodies and those guided b€RS

In terms of a specific model of governanteee of these organisations described

their governance model as a business managemewiaapp For example, two of the
charities noted the increasing emphasis being glaoethe strategic direction of the
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organisation, with the other noting that the baapdrates on a portfolio basis, with a
deliberate mix of professional people with conirast skills. Three other
organisations described their model as being mooeedural, with committee
structures. Of the remaining organisations, onecdhttiat due the rapid growth of the
organisation in recent years, the governance medelrrently under review, the rest

described their model as working satisfactorily.

The issue of the amount of time Board members smendtrategic rather than
operational issues was also investigalidte majority of organisations noted that the
focus was predominantly on strategy, only occasipmeere board members brought
in to advise on operational issues. One organisatiated that the split between
strategic and operational issues was 60% to 40%avour of strategic issues.
Another organisation’s board split their time edyabetween strategic and
operational issues. This was in contrast to sonmnoentators on this issue, for
example Chait & Taylor (1989) who give examplesivfiations whereby there is a
tendency for board members to take on management aministrative

responsibilities.

The relationship between the board and the manageafethe charity was also
considered. Contrary to some literature which hgitis tensions between
management and the board (Chait and Taylor, 1988)general picture uncovered
here was one of management working in harmony thighboard; for example, one
organisation noted that the management carriesheustrategy agreed by the board
and trustees. Another notes that ‘the board prevadgreat deal of expert help and is
seen as one member of the team, with the manageandnstaff as the others’. A
further example includes ‘the board meet and igsadivby senior managers of the
charity at board meetings. The board members afsmdour events, visit our
operational sites and make themselves familiar wieghactivities of the charity and
its managers in a variety of ways’. For other orgations it is more in terms of
operational efficiency, for example; ‘the managemservice the committees and
boards. The general director is responsible foikimgrclosely with the chair to drive

and direct the board in line with agreed policy’.
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Contrary to the view of many commentators on chiaiiivernance, such as Taylor et
al (1996), there appears to be a strong govern&naceework in place in these

organisations.

Business Expertise in Charities.

In terms of the number of business people chardtatsally had on their Boards, the
general feeling among these organisations was thiegt were satisfied with the
numbers serving on their boards. However, there weee organisations that would
like more. For example, one of these organisatiooied that it was increasingly
important for their organisation and nonprofit argations in general to have people
with appropriate strategic/ management experiencéedd the organisation. This
particular organisation placed substantial reliamcalonations and fundraising, and
therefore felt that more business people on thedosauld help to bring in money
by helping with fundraising and increasing businesstacts. Ideally the felt they
would like at least 4-5 business practitioners & tboard. However, this
organisation and one of the other organisationsekpressed a desire for increased
numbers of business people on their board were fgthc bodies and therefore had
their boards appointed by the Scottish Executieehad a lack of control over who
served on them. The final organisation that wishrede individuals from business
noted that it only had one business person cuyraetiving on its board, this was in

comparison to six academics.

When the question of what business people actiaihg to the Board in terms of
experience and expertise was poskdre seemed to be two sets of answers to this
question; firstly they brought functional expertisend secondly they brought with
them a different way of thinking. In terms of fuioctal expertise, examples given
included; finance, marketing, accounting, IT. Imis of helping the organisation to
think in different way, two organisations in padiar noted how they benefited from

a more business orientated way of thinking; forepi@ one organisation noted that
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arts organisations tended to have small manageteants that benefited hugely
from the guidance and mentoring of a board withrege of business expertise. They
went on to note that a board member with a backgtan marketing, for example
can provide expertise an arts organisation could mape to buy. Another
organisation emphasised the need to now focus @rdmmercial aspects of their
operations, and they noted how business peoplesedithem on managing risk and
also helped them to seek efficiencies.

When asked to give examples of business practidceshwmembers of the Board
with business experience had introduced to the nisgion, six of the 14
organisations were unable to describe any instamdesre this had happened.
However, others gave various examples of this. dms$ of accounting, one
organisation noted the presence of two charteredusmtants on their board, who
modernised the practice of the audit committeeenms of managing major risks,
they also developed a clearer format for the gratplan, and they insisted on a 10
year business plan in terms of potential investsientnew developments with
assumptions on income and expenditure clearly speltAnother organisation noted
that their management accounts format and covesxpglanatory notes had been
greatly improved by input from Board members whk tesponsibility for reporting
to their own boards. Similarly, another organisatimted that there had been more
of a push towards management accounts on a relgagas. A further example given
referred to human relations management, this hash hegdated and was well
received by staff who previously had erratic terrmsd conditions and no
performance appraisal. In terms of property develmt, one individual assisted on
the development that the organisation intendedatoyout on a spare piece of land.
These positive findings in terms of what charigasn from having business people
on their board in terms of expertise and businesstiges they bring concur with the
views of Bowen (1994) who notes that nonprofit lobbhave a considerable amount

to learn from those with a business background.

After investigating the involvement of business peoin the organisation, the

question was posed as to whether board members avitiusiness background
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understood the context of the specific charity. Tigority of these organisations
said that they did, but four in particular note@ theed to educate these business
people through training and dissemination of infation. Another noted that
although they feel that the business people om teard do understand the specific
context of their charity, they felt that businesemibers were not interested in the
role of the charity. They felt that charitable stais not important to business people,

they are only concerned with the best interestsgdinisation.

The contribution of people with a business backgdto functions such as: setting
the organisations mission and values; fundraisavgrseeing financial management;
reviewing and deciding strategic direction; andigewng the performance of the
Board was also investigated. These functions wanad by Cornforth and Simpson
(2001) to be vital in terms of the overall effeetness of the Board. Five of these
organisations felt that business people made eatributions to all these functions,
one organisation in particular noted the contrinutiof business people in
fundraising and also financial management oversigiterms of the contribution of
business people in setting the organisations mmssiod values, six of these
organisations described the importance of busimessple in carrying out this
function — they described them as ‘vital’, ‘fullywiolved’, ‘heavily involved’,
‘considerable contribution’, and ‘significant’. @tcontribution of business people to
fundraising was described as ‘invaluable/key’ ngéhof the organisations, however,
the other three noted they were not involved ay tleeeived their funds from the
Scottish Executive. With regards to financial masragnt oversight, all
organisations noted that there was some form ofriboion, however there were
variations; one noted that the contribution wasital’, however another noted that
they only contributed ‘up to a point’ and the orgation was large enough to
employ professional financial managers. All orgatims noted a positive influence
of business people to reviewing and deciding gjratelirection. Three noted the
extensive involvement of business people in thigtion; one noted that there was
significant involvement, however they were alsoluahced by the Scottish
Executive, and another responded that settingegi@atdirection was a two-way
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process and was carried out in partnership with divector and his senior

management team.

Trust and Confidence

In terms of the issue surrounding public confident®st charities felt that the
presence of business people enhanced this, hovgevee remained unsure. One
organisation felt that the presence of businesplpedid not noticeably increase
confidence, they felt that the inclusion of membfmn the art sector was more
likely to be welcomed. Another organisation seemature of whether they
enhanced public confidence, noting that ‘While thelusion of highly competent
business people on our board is very helpful todperation of the board and the
organisation | am not sure that it doethe. public are more likely to be influenced
by the performance of the organisation itself ivéeing its objectives than any big
names on the board’. Another organisation felt twtfidence would be increased
‘only if those people are known outside the orgatims in their own field and are

well respected’.

In contrast, the remainder of these organisatiait that the presence of these
business people did undoubtedly increase publididemce. For example, one
organisation responded to this question in theofdhg way; ‘Without a doubt.
Those considering donating large sums just would without the assurance of
sound business expertise at the top’. Another asgon said ‘Yes. The Chairman
is setting up mechanisms to enhance the relatiprislait Board Members need to
have with senior business people, local autholi#égted representatives, and other
relative board level people in the public and NG&tsrs for precisely this reason.
This is nothing new, but from this year onwardsisiteing driven forward much
more, thus improving the links already there’. Taother organisations noted that
public confidence was increased particularly if théividuals were well known in

their own field.
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The question was also posed as to whether contredg/lation of charities were
excessive, of the 14 respondents, ten felt that Were not, and four implied that
that in some ways they may well be. Examples okehthat felt they may be
excessive included the following ‘they are certaialer increasing and as a result
absorb more resources away from our core businassther organisation noted
differences between the types of controls usedngadhat they were ‘becoming
more onerous but OSCR have taken a sensible propat¢ approach. Scottish
Executive and politicians less so!. In additiomother organisation highlighted
some internal problem caused by these regulatitftsere are certainly many
complex rules and regulations in place. The newri@és Act and related operating
procedures can conflict with our own governmentgyoguidance which makes it

complex for organisations like ours to meet alluiegments’.

Of those organisations that felt regulation wasexaessive, two noted that this was
the case due to the potential for abuse of chaeitgiving/ public trust. For example,
one response here was ‘the previous legislativenegn Scotland was weak and
open to abuses of public trust which damaged thetation of legitimate charities.
The 2005 Act and the setting up of OSCR was a wécetep’. In addition to this
one other organisation noted that they also welcbthe introduction of OSCR and
related reporting requirements. Another organisatioted that charities should be

required to work economically, efficiently and effiwely.

Conclusion of Results

There is considerable literature on how chariti@sdeict their activities, with many
concerns around the increasing influence of busipessons in the charity world.
There have been suggestions this direction witbdi®r undermine the fundamental
ethos and values of charitable organisations.dtdmerged from the findings of this
pilot study that there is indeed an increasingargle on business expertise in
charities. However, the findings suggest that tiegriare very positive about the

kinds of contribution business persons can makéé¢oconduct of the charities.
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There is evidence that business members of cheritedards make contributions to
the strategic direction and also to the wider adoptof modern methods of
management in charities. These findings are basedselection of large charities in
an important area of charitable activity, namelpsin with the purpose of the
advancement of arts, heritage, culture and sciéffeese findings may also be found

in other areas of charitable activity, but thisueegs further investigation.
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APPENDIX 5

INTERVIEW SCHEDULE

How long have you been a member of the Board?
Do you have any other experience of voluntary boaethbership?
What were the main reasons you became a Board m2mbe

What in your view are the key roles of the Commaitte

* Do you see a clear distinction between strategicagerational activities?

* What - if any — operational activities should then@nittee be interested in?

* How are Committee members actively involved in dateing the strategic
direction of the HA?

» Target setting and monitoring performance agaarsfets?

* Risk management?

* Monitoring finances?

What is done to make sure the Committee carriethese roles effectively?
* Reflected in agendas?
» Handbook

What do you see as your most important role asrarliiee member?
To what extent do you feel that effective use islenaf your experience and
expertise?
« Can you give any examples of how you have used gpecific expertise on
the Committee?

In which areas do you feel the Committee can pmeixikmples of good practice in
governance?

How effective is the relationship between the Cotteeiand management — how is
it maintained?

Sub-Committees; what are they, how does the infoomdeed into the main
committee?

Committee member development

How do you feel about current control/regulatiorhofising associations?
What has been the impact of OSCR & Scottish HouBiegulator?

What are the biggest barriers to good governanteeiisector?

Are there any ways in which governance could beawgd?
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APPENDIX 6

PUBLICATIONS

The following section presents two publications re oforthcoming and one

published — which emanate from this thesis.

Published:

Lambert, V. & Lapsley, I. (2011) Business ExpertiseCharities, in A.
Heilmair, Y. Russ, H. Sturm & T. Zitzmann (ed¥erbandmanagement
Gabler Verlag.

Lambert, V. & Lapsley, I. (2010) Leadership and &mance inThird Sector
ResearchTaylor, R. (ed) Springer. New York.
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