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INTRODUCTION

The corporate accounting scandals of the late 1990s and early 2000s led to the passage of the
Sarbanes-Oxley Act of 2002. While the legislation focused almost entirely on publicly-traded
corporations, there were great implications for nonprofits through new restrictions on and
requirements for conflicts of interest, whistleblowing, and document retention and destruction.
Highly-visible scandals in the nonprofit sector also threatened the public trust and have thus
pushed regulators and community leaders to encourage similar types of reforms in the sector to
increase organizations' capacity for transparency, accountability, and professionalized
management, operations and governance. The Great Recession of 2008 simultaneously decreased
available funding for charitable organizations while increasing demand for their services; the
need for efficient use of scarce resources to accomplish ambitious missions while upholding the
public trust has driven the conversation around organizational capacity.

The sector remains largely self-regulated, however, and standards for organizational capacity
and development vary in the literature. In June 2005, the Panel on the Nonprofit Sector, a
committee organized by the organization Independent Sector, released a report to Congress
entitled Strengthening Transparency, Governance, and Accountability of Charitable
Organizations and in 2007 published Principles for Good Governance and Ethical Practice: A
Guide for Charities and Foundations which outlined documents, policies, procedures and
clarified legal compliance and industry best practices in key areas of nonprofit management.
Scholarship on organizational capacity ranges from this "infrastructural capacity" identified by
the Panel to executive leadership traits, environmental awareness and adaptability, diversity and
board composition, strict financial analysis, ability to replace government services or partner
with government, and the strength of an organization's network and capacity for collaboration.

This paper will examine institutional isomorphism in the nonprofit sector, constructs of
accountability and organizational capacity, and attempt to measure one aspect — infrastructural



ANALYTIC FRAMEWORK

Institutional Isomorphism, Institutional Contradictions and Multiple Logics

In the 20" century, organizations underwent a rational transformation caused by
competition in the marketplace (among capitalists) and competition for power (among
governments and state agencies) — a pressure across complex relational networks which resulted
in highly bureaucratized institutions seeking greater efficiency in operations and precision in
achieving goals. The resulting dynamic of structural and professional homogenization of
organizations in a shared environment continues but is no longer driven by the same types of
competition; rather, organizations continue to homogenize as a result of the professionalization
of the workforce, the specialization of professional fields, and the need to rationalize ambiguous
missions and outputs in order to gain legitimacy while competing for scarce resources. The result
is a new type of isomorphism: “institutional isomorphism” (Dimaggio and Powell, 1983). “One
of the central tenets of new institutional theory is that organizations in a field come to exhibit
similar traits over time” (Barman and Maclndoe, 2012, p. 71). Central is the idea that, as the
workforce becomes more educated by university and professional development programs
espousing similar ethics, skills, and evidence-based practices and structures, so too will
organizations become more alike in their structures and practices. This dynamic is further
reinforced as professionals move from organization to organization, taking the practices and
cultures of their previous environments into their new ones. (Dimaggio and Powell, 1983;
Meyer and Rowan, 1977; Hwang, 2009). “The ubiquitous incorporation of experts into everyday
organizational affairs has led to the rationalization of a wide array of domains,” (Hwang, 2009,
p. 269).

Critical of the trend, Meyer and Rowan (1977) contend that institutionalized rules and
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wisely, and only 41 percent of those with a “great deal”” of confidence in nonprofits’ “ability to
help people” used money wisely. The implications are that the public believes in the nonprofit
sector’s priorities, but questions whether organizations have the right fiduciary systems in place.
At the request of the U.S. Senate Finance Committee in the wake of Sarbanes-Oxley and
polls indicating declining public support, the national nonprofit organization Independent Sector
convened the Panel on the Nonprofit Sector in October 2004, composed of 24 of the nation’s
most recognized nonprofit and philanthropic leaders to examine the sector’s governance,
financial management, ethics and accountability standards and provide recommendations on how
to strengthen in them. After soliciting input from thousands of nonprofit workers,
philanthropists, and members of the general public nationwide, the Panel published the report
Strengthening Transparency, Governance and Accountability of Charitable Organizations which
outlined eight overarching principles to guide its recommendations. The second principle, “The
charitable sector’s effectiveness depends on its independence”; seventh principle, “government
regulation should deter abuse without discouraging legitimate charitable activities”; and eighth
principle, “demonstrations of compliance with high standards of ethical conduct should be
commensurate with the size, scale, and resources of the organization” all speak to the importance
of self-regulation in what the Panel regards as a sector of diverse sizes, structures and resources
operating in environments requiring creativity and flexibility in order to be effective, and which
shape each organization’s ability to comply with potentially complex and onerous one-size-fits-
all regulation (Independent Sector, 2005). The Panel also cites the sector’s special role in
holding government itself accountable, and the rich history of innovation in the sector that has
benefitted executives and managers in other sectors while promoting the common good.
Through the framework of the eight princi



adapted by counterpart associations for use in 20 states, including Nebraska. The Nonprofit
Association of the Midlands (NAM) serves as the state association for nonprofits in Nebraska
and western lowa and has adapted Minnesota’s resource and derivative works from other states
to create the Guidelines and Principles for Nonprofit Excellence, outlining federal and state legal
compliance and best practices in 12 areas of management: (1) communication, (2) evaluation,
(3) financial management, (4) fundraising, (5) governance, (6) human resources, (7) information
technology, (8) planning, (9) public policy and advocacy, (10) strategic alliances, (11)
transparency and accountability, and (12) volunteer engagement (NAM, 2012). Many other
nonprofit operating standards exist, some which involve accreditation, and are published by
similar organizations to the state association network, including Independent Sector, Better
Business Bureau, McKinsey & Company, the Wise Giving Alliance, and the Council on
Foundations, to name a few (Geer et al., 2008). The goal of these resources is to increase the
sector’s accountability while building its capacity.

Capacity

There are many definitions of organizational "capacity" and "capacity development” in
the literature. Both Frederickson and London (2000) and Mirabella (2001) look at various
aspects of nonprofit capacity through the lens of government-nonprofit partnerships to deliver
public services. Given the shift from the traditional conception of public management and
accountability as “management of a hierarchy” to the more modern “hollow state” conception
where public managers manage networks of contracted private sector service providers, the
ability of organizations to manage resources and deliver services is a key consideration because
“there may be few explicit standards of performance, matrix organizational structures, and
unpredictable channels of compliance reporting™ (Frederickson and London 2000, p. 231).
Mirabella (2001) outlines trends in the literature calling for “capacity-based models of
accountability” rather than the traditional compliance- or performance-based accountability (p.
9). Frederickson and London (1997; 2000) outline four elements of organizational capacity by
which to measure community-based development organizations: (1) leadership and vision, (2)
management and planning, (3) fiscal planning and practice, and (4) operational support.

The most comprehensive framework for understanding nonprofit capacity comes from



Table 1

Infrastructure
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Ostrower (2007) found that “organizational size (measured as annual expenses) was a
critical factor associated with variations in current levels of [SOX] compliance, typically rising
among larger nonprofits. Yet variations also existed among nonprofits of the same size,
indicating that other factors have an influence” (p. 9). Other strong correlations with compliance
from the same study included reliance on federal funding, organizational age and
“professionalization” (meaning the existence of certain other practices and policies). Weak
correlations existed between subsector type and SOX compliance, but there was variation
between specific SOX provisions and type.

METHODOLOGY

The literature review provides an analytic framework through which variables can be
identified and measured
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Data Collection
Data for this analysis will come from an existing data set proprietary to the Nonprofit

Association of the Midlands (NAM). As the state association for nonprofits in Nebraska and
Western lowa, NAM has developed an Infrastructure Checklist as part of its Guidelines and

Principles for Nonprofit Excellence
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incentives — the customized report/action plan and the possibility of becoming one of its “Best
Practices Partners” might only appeal to smaller organizations needing guidance or seeking
legitimacy.

Honesty

The report incentive does encourage honesty, as it will only be valuable if it is truly
accurate. NAM discussed and eliminated any idea of a "score" for the assessments because this
is not an effort which requires external validation — the point is to encourage organizations to
build organizational infrastructure and spark dialogue among board and staff. The added
purpose of informing NAM’s training offerings further incentivizes honesty. Furthermore, NAM
promotes the tool as a capacity building tool as opposed to a due diligence tool for funders to
ensure transparency and honesty.

Representation
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Strategic Plan NAM Membership Status
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Figure 4

Figure 3

Participants by Budget Range
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Figure 5

H1: Nonprofits with greater budget size will exhibit a higher level of operating standard
adoption (OSA).

When grouped into budget ranges and operating standard adoption scores are averaged

across organizations, it is clear that a strong positive correlation exists. As annual budget size
increases, operating standard adoption tends to increase.
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H2: Nonprofits with more employees will exhibit a higher level of operating standard
adoption (OSA).

When grouped into FTE ranges and operating standard adoption scores are averaged
across organizations, it is clear that a strong positive correlation exists. As number of full-time
employees increases, operating standard adoption tends to increase. Figure 9 shows a mildly
curvilinear progression.

Figure 8

Avg. OSA by Employee Range

50+ 89%
20to 50 81%
10to 20 70%
5to 10 74%
2to5 62%

1to?2 45%

0 36%

# Employees vs. OS Adoption

100%

80% JT_ 0

60% J[ ~

40% -

20% -

0% < . ; ; ; ; .
0 20 40 60 80 100 120

Table 4
Ranked Correlation Correlation
P-Value |<0.00001 | [P-Value 10.000903 |
[Effect Size (Spearman’s rho) ]|0.613 | |Effect Size (Pearson’s r) 0.348 |
Confidence Interval of Effect |0.463 Confidence Interval of Effect |0.149
Size to 0.729 Size to 0.519
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However, when controlling for other independent variables (NAM membership status,
strategic plan, and annual budget size) in multiple regression analysis, number of employees is
not statistically significant and thus we cannot reject the null hypothesis. Number of employees
is not a predictor for operating standard adoption.

Table 5
Operating Standard Adoption (OSA) Multiple Regression Parameters
Lower 95.0% Upper 95.0% Standardized
Parameters Coefficients | Cl Cl Coefficients | P-value
Intercept 0.462877 0.360406 0.565348 0| 8.48E-19
Number of Full
Time Employees
(FTE) 0.000751 -0.00021 0.001711 0.205044 | 0.125044

H3: Nonprofits with a strategic plan will exhibit a higher level of operating standard

adoption.

When comparing the existence of a strategic plan in an organization, it is clear that a
strong positive correlation exists. As existence of a strategic plan increases, operating standard
adoption tends to increase. Figure 11 shows a clear linear progression (0=No, 0.5=In Progress,

1=Yes).

18



Table 6

Correlation
P-Value l<0.00001 |
[Effect Size (Pearson’s r) 10.525 |
Confidence Interval of Effect ||0.355
Size to 0.662

When controlling for other independent variables (NAM membership status, annual
budget size, and number of full-time employees) using multiple regression analysis, existence of
a strategic plan is statistically significant and thus we can reject the null hypothesis. Existence of
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Correlation Matrix of Independent Variables and Different Levels/Areas (Table 10)

Annual budget size, number of employees and existence of a strategic plan show the
greatest levels of correlation with operating standard adoption at all levels, where NAM
membership shows positive correlation with operating standard adoption in the specific areas of
legal compliance, fundraising, public policy and advocacy, strategic alliances, and
transparency/accountability.

Table 10

Annual NAM Strategic

sudgetSize | *TE | Membership | Plan

OSA % (Overall) | -]
Legally Required T I




Significance Matrix Using Multiple Regression Analysis (Table 11)

When controlling for all four independent variables, the statistical significance of their
correlations changes dramatically, and strategic plan becomes the strongest predictor of
operating standard adoption at all levels. NAM membership increases its significance over
number of employees and annual budget size as a predictor of OSA.

Table 11
Number of
Annual Full Time NAM Strategic

Budget Size Employees | Membership Plan
(FTE)

OSA % (Overall) | | | ]
Legally Required I
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Table 12

SOX-Style Policy Yes | No P L Not Sure | N/A | Compliance
rogress
Audit, Financial Review or Compilation 74 4 9 1 0 84%
Bank reconciliations 82 0 3 3 0 93%
Board review & approval of budget 83 1 3 1 0 94%
Board review of tax filings and audits 73 7 5 2 1 84%
Board-approved, written financial
management policies & procedures 58 14 10 0 66%
Conflict of Interest (G) 59 14 10 5 0 67%
Conflict of Interest (HR) 63 14 5 4 2 73%
Document Retention (FM) 61 10 6 11 0 69%
Document Retention (HR) 67 9 5 4 3 79%
Document Retention (1T) 62 12 6 8 0 70%
Document Retention (TA) 62 7 10 9 0 70%
Gift Acceptance Policy 55 14 9 9 1 63%
Grievance Policy (VE) 33 36 8 2 9 42%
Internal control procedures 73 7 5 3 0 83%
Whistleblower Protection (FM) 57 18 3 9 1 66%
Whistleblower Protection (HR) 55 14 5 9 5 66%
Whistleblower Protection (TA) 57 12 4 14 1 66%
Whistleblower Poster Protection (HR) 37 32 1 10 8 46%
Board review & approval of budget 94%
Bank reconciliations 93%
Audit, Financial Review or Compiliation 84%
Board review of tax filings and audits 84%
Internal control procedures 83%
Document Retention (HR) 79%
Conflict of Interest (HR) 73%
Document Retention (TA) 70%
Document Retention (IT) 70%
Document Retention (FM) 69%
Conflict of Interest (G) 67%
Whistleblower (HR) 66%
Board-approved, written financial management... 66%
Whistleblower (TA) 66%
Whistleblower (FM) 66%
Gift Acceptance Policy 63%
Whistleblower Poster (HR) 46%
Grievance Policy (VE) 42%
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Are Nebraska nonprofits engaging in practices to ensure their legal compliance, and are
they going beyond Sarbanes-Oxley and legal compliance to embrace sector best practices??

As a percentage of its category, surveyed nonprofits have adopted nearly as much of the
strongly recommended category as they have the legal compliance requirement. Recommended
items, as one might expect, have a lower rate of adoption.

Table 13
Legal Compliance 100 Items 77%
Strongly Recommended 73 ltems 70%
Recommended 144 Items 59%

Conclusion

In the past 15 years, the nonprofit sector has faced increased scrutiny by funders,
regulators and the general public in the management of its resources and its effectiveness in
achieving its goals. Institutional isomorphism theory is a useful framework for understanding
the types of pressures, processes and influences (coercive, normative and mimetic) that affect a
nonprofit organization’s adoption of operational standards, and Kearns’ (1994) accountability
framework is integral in understanding the array of stakeholders a nonprofit must satisfy and
who also drive operating standard adoption. Bryan’s (2011) framework for understanding
organizational capacity places operating standards within the realm of infrastructural capacity.

The result of the increased scrutiny has been a call for greater infrastructural development
in nonprofit organizations. This paper has examined the relationship between certain
organizational characteristics and its overall level of operating standard adoption to determine
whether any of them could serve as predictor variable for an organization’s infrastructure
capacity.

Correlation analysis (Table 8) of the data received by 88 nonprofits who completed the
Nonprofit Association of the Midlands’ (NAM) Infrastructure Checklist shows that strong
relationships exist respectively between an organization’s annual budget size, number of full-
time employees, and adoption of a strategic plan and an organization’s overall level of operating
standard adoption. NAM membership had only weak correlation with operating standard
adoption.

However, when controlling for each of the four variables using multiple regression
analysis (Table 9), only strategic plan adoption showed a statistically significant relationship
with operating standard adoption. NAM membership shows statistically significant relationships
with infrastructure adoption related to legally required, fundraising, and public policy items.
Number of full-time employees has a statistically significant relationship with infrastructure
related to legally required and evaluation items. Annual budget size showed a somewhat
significant relationship with infrastructure related to volunteer engagement.

In short, operating standard adoption is ideologically and culturally driven rather than
resource-driven. While strong correlations exist between annual budget size, number of full-time
employees, strategic plan adoption and operating standard adoption, only strategic plan adoption
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serves as a strong predictor for operating standard adoption, and NAM membership serves as a
strong predictor for legal compliance.

The findings suggest that operating standard adoption is driven largely by organizational
planning and management/leadership. The nature of the strategic plan means it is more than an
infrastructural item as it requires the input and implementation efforts of the entire organization
(board, executive leadership and staff), so its overwhelming relationship with operating standard
adoption indicates the need for further study on the relationships between all aspects of an
organization’s capacity as identified by Bryan (2011) -- management/leadership, collaboration,
knowledge/learning, and infrastructure.

Limitations to this study include sample size and demography; 88 organizations with
large representation from Omaha might not serve as a representative sample for the entire state.
A larger representation throughout the state would allow for analysis of geography and its
relationship to operating standard adoption.
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associations are prime examples of how normative isomorphic pressures can shape the sector’s
practices in lieu of coercive regulatory pressures in order to maintain public trust.

What are some-of your recommendations-for policymakers?
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