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Abstract

The trend of Social Enterprise (SE) operations has been on the rise globally. Achieving momentum for
social values to societies although may be challenging, has been seen as necessary in businesses
especially in addressing social issues such as unemployment and environmental problems. SEs are
run by social entrepreneurs who combine the spirit of entrepreneurship and community to build social
capital towards community improvement. As such, social capital navigates the use of the concept of
SEs. It is this social relationship that glues societies together and enables them to get along with one
another. The elements of trust, civic spirit, solidarity and readiness drive social capital to move SEs to
build and maintain communities. What is important to note is the fact that, even though the numbers in
studying SEs are growing, less attention is being paid to the governance and performance
measurement of SEs particularly in Malaysia. Thus, this paper aims to propose a governance and
performance measurement framework for SEs in creating social values to society. With the governance
and performance measurement framework, social enterprises could be moulded to improve the quality
of life of poor and disadvantaged people, in line with the government’s New Economic Model (NEM),
that includes poverty eradication. Hence, this would be useful to interested parties to establish any form
of SEs. In addition, relevant governmental agencies would be able to regulate and monitor the
establishments of SEs in the context of governance.

Keywords: framework, governance, performance measurement, social enterprise
1. Introduction

In recent years, there is a sprout of social entrepreneurship operations that are somewhat
independent of financial support from the government. This lack of dependency and financial
support from the government is due to the current tight situation where non-profit organisations
(NPOs) are forced to transform themselves from being purely philanthropic in nature to that of
social entrepreneurship. This has led to the establishment of new enterprises defined as
‘integrated” or “hybrid” that blur the boundaries between the profit and non-profit enterprises
(Harris, 2012). This emergence has also led to a new dimension of a third sector in industries.
SEs can be considered as a form of organisation that differs from traditional for-profit and
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NPOs (Grieco et al.,, 2014; Huybrechts & Nicholls, 2013). The phenomenon of social
entrepreneurships fall within the third sector as it engages in economic activities to pursue
social objectives. The nature of SEs has raised the question of what their real motives are and
how they are assessed in terms of whether they have achieved their objectives while
contributing to society.

The upsurge awareness in recent decades of the potential contribution of SE activities in the
economy and society are ignited by the growing number of social oriented ventures around
the world. These enterprises differ in their scope of activities, operations and their background
or formation. Numerous studies that focus on the social bottom line have been conducted but
hardly any have been found on how to frame the performance measurements of these growing
SEs especially in the context of governance. This has led to the motivation of this paper in
providing a fresh take on SEs. Consequently, this paper proposes a governance and
performance measurement framework for SEs.

2. Early Development of Social Enterprise in Eastern Asia

Socio-economic changes in the late 1990s have led to the emergence of SEs in East Asian
countries (Defourny & Kim, 2011). This has led to the growth of organisations taking part in
finding solutions to social problems. New policies and programmes to cater to public welfare
needs were implemented. However, due to different social missions and needs, the mode of
survival for each SE varied. Each SE had to cater to a specific category to meet specific social
needs. The implementation involved researchers, government officers and third sector
organisations. Table 1 illustrates the model of typology for the emergence of SEs in Eastern
Asia.
Table 1: Typology of Emerging Social Enterprise Models in Eastern Asia

Models Typology of Emerging SEs Models
e Trading NPOs e NPOs looking for other sources of income or seeking to achieve
financial sustainability through the delivery of social services (other
than work integration).
e Work Integration » Provision of (stable or temporary) job opportunities with training and/or
Social Enterprise employment services.
e Non-Profit Co- « Collective self-employment and innovative responses to unmet needs
Operative based on co-operative tradition.
e NPO-FPO » Involvement of private companies (or company foundations) to
Partnership support NPOs or joint initiatives with a social mission.
e Community + Multi-stakeholder partnerships (NPO, FPO and public) promoting
Development participatory local development.
Enterprise

Note: Defourny & Kim (2011, p.102) Emerging Models of Social Enterprise in Eastern Asia
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The models are grouped into five (5) broad models which have their own dynamics and
characteristics from Trading NPOs to Community Development Enterprises. With the
presence of a good framework in strategy, governance and performance measures, it would
be possible to deploy these models effectively.

3. The5Ps of Social Enterprise Governance and Performance Measurement System

Assessing SE governance and non-financial (subjective/intangible/social) performance are
fundamentally challenging in contrast to just assessing financial (objective /tangible)
performance. To overcome these challenges, Terpening and Li (2014) recommended that
social businesses adopt a complete social business governance (SBG) system which consists
of 4 Ps — (i) people; (ii) policies, (iii) process and, (iv) practices. Adopting the 4Ps principles
recommended by Terpening and Li (2014), this paper further includes 1P — “performance” to
align with the development of the governance and performance measurement framework for
SEs in creating social values to society. The first two pillars i.e. people and policies, focus on
decision making, and the other three pillars i.e. process, practices and performance relates to
execution and measurement of good governance practices.

a. PEOPLE are the most fundamental element for SEs governance and performance
measurement system. For an effective governance system, leaders and the board of
trustees are responsible to make strategic decisions and policies.

b. POLICIES codify decisions and agreements for managing roles of SEs.

C. PROCESSES are the steps, procedures and guidelines in support of the policy
execution.

d. PRACTICES support the SE system by means of automation, education that execution
of SE operations.

e. PERFORMANCE consists of both financial and non-financial performances which

integrate with one another to achieve the mission and objectives of the SEs.

Figure 1 illustrates the 5P’s of SEs governance and performance measurement framework
system.

N\ 7 N\ N N

1. PEOPLE 2. POLICY 4. PRACTICES 5. PERFORMANCE

N

N

? Q\ﬁ /IIA
l PROCESS *Ill!

GET ALIGNED
o ggg&g\l o NS EXECUTION FINANCIAL AND MANAGE
ORGANISED NON-FINANCIAL EXECUTION
WITH KEY
LEADERS

Figure 1. The 5Ps Framework for Governance and Performance Measurement

10
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4, Governance

Governance can be defined as “the relationship among various participants in determining the
direction and performance of corporations” (Monks & Minow, 1995, p.181). Mason et al.,
(2007) defined governance as a set of relationship between a company’s management, it's
board, it's shareholders and other stakeholders that functions based on the company’s
objectives, attainment of those objectives and the monitoring of the company’s performances
towards those objectives. In the aftermath of the Enron scandal, governance became a pillar
to support the organisation’s performance. The mechanism included governing board,
monitoring system and signalling mechanisms such as reporting and code of conduct. In order
to assess the performance of SEs, governance ensured that organisations comply with
policies and regulations to safeguard the organisational missions. Yu (2013) asserts that one
of the aspects that is lacking in literature of SEs is the fundamental role of governance which
could lead to improvements in the efficiency and effectiveness of SEs. Thus far, it has been
found that there is lack of governance that perfectly fit SE operations (Schoning et al., 2012).
Literatures have generally been found to describe the development of SEs but they lack inputs
on how SEs should manage fiduciary responsibilities to achieve accountability through
transparency of governance. An effective board can help SEs achieve their goal but
awareness on setting up a board structure and board compostition needs to be addressed.

The various forms and sectors of SEs may affect the governing dynamics and practices in the
organisations. Low (2006) explains that the non-profit form of ownership will more likely fit a
multi-stakeholder model of governance in which the primary role of the governing board is to
represent the interest of various constituencies and groups. In line with this, Yu (2013)
described the governance structure in China under three major categories as in Figure 2 which
is:

a. Government-supervised SEs, which are often registered as non-profit organisations
and operate under close government supervision.

b. Shareholder-controlled SEs, which are registered as Commercial companies and
controlled by shareholders and managers, free from direct state influence.

C. Member-regulated SEs, which is Farmers’ Specialized Cooperatives, pursues a type
of self-regulation of members and is not subject to close supervision by governmental
agencies.

11
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Figure 2. Typologies of governance structure of SE

The specific features of this governance structure will be clearer through the involvement of
four groups of stakeholders namely:

a. Shareholders/founders;
b. Government agencies;
C
d

Members; and
Beneficiaries

A case study by Yu (2013) shows the result of the composition of the board. Among the 23
SEs in China, 22 of the SEs (95 percent) assigned board seats to shareholders or founders.
Bertotti et al. (2014) pointed out that the development draws towards a neo-institutional
approach which focuses on the concept of legitimacy and the role of cultural values and
attitudes in determining the choice and behaviour of board members and management in the
Northeast of England. Table 2 summarises the five models of governance elaborated by
Cornforth (2001) in support of a conceptual framework.

Table 2: A Comparison of Theoretical Perspectives on Organisational Governance

Agency Owners’ and ‘Owner/mandators’ Conformance: Compliance
theory managers have representatives -safeguard ‘owners’ model
different interests
interests -oversee management
-check compliance
Stewardship | ‘Owners’ and ‘Experts’ Improve performance: @ Partnership
theory managers - add value to top model
share decisions/strategy
interests - partner/support
management
Stakeholder Stakeholders Stakeholder Political: Stakeholder
theory have different representatives -balancing stakeholder model
interests needs
- make policy
-control management
Resource Stakeholders Chosen for Boundary spanning: Co-optation

12
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dependency and influence with key - secure resources model
theory organisation stakeholders -stakeholder relations
have different -external perspective
interests
Managerial ‘Owners’ and ‘Owners’ Symbolic: ‘Rubber stamp’
hegemony managers have representatives - ratify decisions model
theory different - give legitimacy
interests (managers have real
power)

Source: Cornforth (2001, pp.9) Understanding the Governance of Non-Profit Organisations: Multiple
Perspectives and Paradoxes

Table 2 compares these five theories in relation to the interest, board member, board roles
and model of governance. The agency theory is the most acceptable theory being practiced
in businesses where owners and managers have different interests to fulfil but which
shareholders’ interest is the priority. The stewardship theory explains that both manager and
owner share the same interest in improving company performance. Under the stakeholder
theory, different interest needs to be considered due to multiple stakeholders. It can be
achieved through management control and policies.

The resource dependency theory is adopted when multiple stakeholders have different
interest relating to the environment for resources. At this point, board members may have
external link to other organisations to reduce uncertainty of resources and information. Lastly,
managerial hegemony theory is where the owner and manager have different interests. Even
though shareholders legally own the organisation but effective controlling power is held by the
board of trustees who function as the company’s decision makers.

The organisation has to balance between financial responsibilities and social impact while
coordinating with multiple stakeholders and beneficiaries. Governance is the key for SEs to
both oversee compliance with policies and regulations. It is also a safeguard for the
organisational mission while meeting the demands of various stakeholders. The existence of
the board members in SE institutions may help to ensure the success of the goals.

It is important to match the needs of primary stakeholders while engaging in the governance
process which enables managers to be transparent and accountable. The governance system
adopted has to be adaptable to ensure that those in charge can legitimise their activities and
ensure legitimacy (Mason, Kirkbride & Bride, 2007). Consequently, the outcome of an effective
and ethical governance system is the achievement of legitimacy. Legitimacy may assist in the
measuring of the appropriateness with which an SE is governed. The process of governance
must be repeated over time and continuous meetings with stakeholders’ needs to be done in
order to maintain legitimacy.

5. Performance Measurement

In general, performance measurement provides information to managers on the value creation
processes within the organisation. Internally, managers may rely on the information projected
to assess current performances. Externally, performance measurements act as a benchmark
tool for comparisons among organisations and as indicators for future performances. The
performance measurement system designation may reflect the key strategies imperatives and
objectives of the organisations (Moore, 1999).

13
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The needs of relevant and reliable information for both internal and external stakeholders have
made measuring performance a priority in assessing the achievement of organisations (Luke
et al., 2013). This type of information is used to assess both past performance and future
planning. A good performance measurement tool helps organisations in identify problems and
key areas. It assists in developing strategic objective and making efficient decisions to achieve
the objectives (Parenson, 2011).

Bagnoli and Megali (2011) state the indicators for social effectiveness are composed of human
resource, characteristics of supplier, fair, stakeholder’s representativeness, productivity, user
satisfaction, community benefit due to integration and environmental sensitivity. The indicators
may give respond to the performance measurement and can help in determining the extent to
which stakeholders’ requirements are met.

Several methods for measuring SE’s performance exist in relation to the different views to
choose the best methods. Performance measurement in SEs frequently relates to financial
and economic performance, social effectiveness and institutional legitimacy (Luke et al., 2013;
Bagnoli & Megali, 2011) instead of impact value chain (inputs, activities, outputs and
outcomes) (Achleitner et al., 2011; Parenson, 2011; Ebrahim & Rangan, 2010). Since social
enterprises are hybrid in nature, these organisations are accountable for both the financial and
non-financial performances of the organisation (Ebrahim et al., 2014). This is to ensure that
the objectives of both performances function complementarily of each other and not otherwise.

5.1 Financial Performance

Generally an organisation uses its financial performance to determine its financial stability.
Organisations usually use multiple measures such as accounting measures for financial
performance and this includes sales, profits, and returns on investments and market measures
that will provide an overall view of the organisation’s performance. Table 3 below are
definitions of financial performance based on previous literatures.

Table 3: Financial Performance Definitions

Bil | Authors Financial Performance Definitions

1. Cameron, 1986 Financial performance measurement, as an important
component of assessing overall effectiveness.

2. Moore, 1999 Functions to measure and evaluate firm’s and

executives’ performances to provide a standard for
comparison of a firm’s performance across firms and

industries.

3. Uyar, 2010 Financial measures represent information and
analyses that uses monetary equivalents

4, Epstein & Buhovac, 2007 Financial measurement provide important information
on:

(a) the efficiency of spending valuable resources,

(b) costs incurred,

(c) growth in revenues, and

(d) how financially successful the organization’s various
programs are.

5. Ebrahim et al., 2014 Financial measures  established  standardised

definitions and methods of assessment, allowing for

comparability over time and with other enterprises.

Financial measures have traditionally been the biggest information used by upper level
management in their tentative. Accounting profits, revenues, market values, and other return

14
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measures are included in the multiple measures. Financial measures reflect the assets and
cash flows at various levels of an organisation and can be said as a valuable measurement
tool.

The main differences in adopting accounting measures to measure an organisation’s
performance instead of economic measures are the use of the historical financial records such
as profits, revenues, or account receivables. This can reflect timing differences, adjustments
for accounting methods, or measurement errors (Moore, 1999) while economic measurements
focus on the shareholders’ returns. In this case and due to the lack of literatures from the view
of SEs, it has been compared to NPOs. Table 4 shows the performance measures adopted
by NPOs as their proxy for financial performance measures as indicated by Epstein and
Buhovac (2009).

Table 4: Nonprofit Financial Performance Measures

Category Financial Performance Measures
Administrative efficiency « Administrative expenses divided by total expenses
« Percentage of revenues spent on administrative
expenses
Program efficiency »  Program support or charitable commitment (percentage
of total expenses spent directly for the charitable
purpose)

» Program expenses divided by total expenses

*  Growth of program expenses

«  Current spending factor (total expenses divided by total
revenues)

*  Program output index (number of units of actual
physical output divided by total program expenses)

» Productivity rate (outputs divided by inputs)

Fundraising efficiency » Percentage of donations left after subtracting the cost of

getting them

+ Percentage of revenues spent on fundraising expenses

* Fundraising expenses divided by total expenses

» Donor dependency (operational surplus subtracted from
donations, divided by donations)

Other financial performance * Revenue growth
measures * Working capital ratio (working capital divided by total
expenses)

Most of the financial performance measurements above have been used in measuring and
evaluating performances of NPOs. Unfortunately, many of the measurements are not suitable
to be used for comparison across organisations due to the differences in missions, strategies,
structures and systems. Financial performance measurements are important not only for
managers but also for all the multiple stakeholders of SEs.

5.2 Non-Financial Performance

Assessing non-financial performances is different from assessing financial performances.
Financial performance uses a well-established method of assessment and standardise
definitions which can be viewed for comparability over time or can be assessed among other
organisations’ financial performance (Ebrahim et al., 2014) whereas non-financial
performance are measured rather subjectively due to the diverse nature of SEs.

15
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During the last two decades, researchers from management accounting fields have become
interested in improving the design of performance measurement and evaluation systems.
They have also found interest in understanding the fundamentals in which non-financial
performance can contribute to financial performance (Fernandez, 2002). The most
conventional models of performance measurement for SEs are social returns on investments
(SROI), social enterprise balanced scorecards (SEBC) and social impact for local economies
(SIMPLES) (Yang et al., 2014). The good performance of an organisation usually relates to
how the governance of that organisation is conducted. The function of governance is to govern
the management and operations of an organisation to ensure that the objectives and goals of
the organisation are met. Hence, the next section of this paper will elaborate on the
governance and performance measurement framework of SEs.

0. Governance and Performance Measurement Framework for SEs

The preceding discussion in this paper frames the schism between governance and
performance measurements based on its significance. SE governance and performance
measures are important areas of interest to multiple stakeholders in accomplishing their
mission and objectives. Itis the strategy for SEs to reach their potential investment in terms
of social sccoplishments. In general terms, strategy defines what will be done and when it is
to be done, how governance operates and by whom. SEs’ performance measures (including
mission and objectives) explains the why and act as a compass that guides the links between
strategy, governance and performance meaures (Figure 3). There must be strategy to
govern, and to govern without strategy will lead to failure.

STRATEGY GOVERNANCE

ATA

PERFORMANCE MEASUREMENT
(Mission and Obijectives)

V3V,

hy Who
How

Figure 3. The Framework for Governance and Performance Measures

16
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7. Conclusions

The aim of this paper as mentioned in the onset was to propose a governance and
performance measurement framework for SEs in the endeavour to create social values to
society. At present, numerous literatures in the area of SEs have been found but in the area
of governance and performance, it has been found to be lacking. This paper in its endeavour
to propose a governance and performance measurement framework has listed out the
importance of governance in SEs and why performance measurements are equally significant
to any organisation. Point to reference of the literature discussed, performance of SEs can
have a snowball effect on the organisation’s long term performance as it is deemed an asset
that can ignite the company’s overall performance. The key to this, as discussed in this paper
lies in proper governance (Mason, 2010). The governance framework proposed in this paper
is taken from literatures stated in this paper. Based on this proposed framework, it has been
found that creating a governance and performance measurement framework is conducive for
all sectors including governmental sectors, NPOs and for-profit organisations as well as SEs.
Future breakthroughs could be interesting to research and study in this area to test the
effectiveness of the framework and provide further improvements to elevate SE performance
in creating social values to society.
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